2010

JOINT LEGISLATIVE
STUDY COMMISSION
ON THE
MODERNIZATION OF

- NORTH CAROLINA
BANKING LAWS & THE
CONSUMER FINANCE

| ACT

MINUTES




Joint Legislative Study Commission on the
Modernization of North Carolina Banking Laws
and the Consumer Finance Act

REPORT TO THE 2010
REGULAR SESSION
OF THE |
2009 GENERAL ASSEMBLY
OF NORTH CAROLINA




A LIMITED NUMBER OF COPIES OF THIS REPORT IS AVAILABLE
FOR DISTRIBUTION THROUGH THE LEGISLATIVE LIBRARY.

ROOMS 2126, 2226

STATE LEGISLATIVE BUILDING
RALEIGH, NORTH CAROLINA 27611
TELEPHONE: (919) 733-7778

OR

ROOM 500

LEGISLATIVE OFFICE BUILDING
RALEIGH, NORTH CAROLINA 27603-5925
TELEPHONE: (919) 733-9390



TABLE OF CONTENTS

LETTER OF TRANSMITTAL ...ccceeiiiiiiinmrneneiiiiniinnnneesinimsissniniessesessssssiesseeeessssssssssssssssmsssenn i

COMMISSION MEMBERSHIP .................................................................................................. ii
COMMISSION AUTHORIZATION.......c. sesiumrnmreiiissiinnnnrrnnn i nsssniissssssesssssssssssssnnnssssssnnsssssssnnns iv
COMMISSION PROCEEDINGS ......outiiiiiisimmnnnniireinenniininesssssssisssisnssssssssssnmmmissssnsssesssnnns 1
SUMMARY OF COMMISSION PROCEEDINGS .......ccccivumrrrriniiiiinnnnneneeeeeininmmmmmnnrasesssss 3

COMMISSION FINDINGS AND RECOMMENDATIONS .....cccoviiiiiimmirenresiinnnnmmmmnnnni e, 8



STATE OF NORTH CAROLINA

JOINT LEGISLATIVE STUDY COMMISSION ON THE MODERNIZATION OF NORTH
CAROLINA BANKING LAWS AND THE CONSUMER FINANCE ACT

April 27, 2010

TO THE MEMBERS OF THE 2010 REGULAR SESSION OF THE 2009 GENERAL ASSEMBLY
OF NORTH CAROLINA: '

Attached for your consideration is the report to the 2010 Regular Session of the 2009 -
- General Assembly of North Carolina. This report was prepared by the Joint Legislative
Study Commission on the Modernization of North Carolina Banking Laws and the
Consumer Finance Act.

~ Respectfully submitted,

) <
Represintative Hugh Holliman

~Cochair Cochair
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COMMISSION AUTHORIZATION

S.L. 2009-574

PART XLVIII. JOINT LEGISLATIVE STUDY COMMISSION ON THE MODERNIZATION
OF NORTH CAROLINA BANKING LAWS AND THE CONSUMER FINANCE ACT (H.B.
1341 - Holliman, Brubaker)

SECTION 48.1. There is created the Joint Legislative Study Commission on the
Modernization of North Carolina Banking Laws and the Consumer Finance Act. The purpose of
the Commission is to determine whether and to what extent the North Carolina Banking Laws
and the Consumer Finance Act (Article 15 of Chapter 53 of the General Statutes) need to be
updated. ,

SECTION 48.2. The Commission shall consist of 16 members as follows:

(1)  Five members of the House of Representatives, appointed by the Speaker of

the House of Representatives.

(2)  Five members of the Senate, appointed by the President Pro Tempore of the -
Senate. '

(3)  One member of the consumer finance industry, one member representing a
State-chartered bank, and one member of a consumer advocacy
organization, each appointed by the Speaker of the House of
Representatives.

(4) One member of the consumer finance industry, one member representing a
State-chartered bank, and one member of a consumer advocacy
organization, each appointed by the President Pro Tempore of the Senate.

SECTION 48.3. The Commission shall have two cochairs, one designated by the
Speaker of the House of Representatives and one designated by the President Pro Tempore of
the Senate from among their respective appointees. The Commission shall meet upon the call
of the cochairs. Any vacancy on the Commission shall be filled by the original appointing
authority. A quorum of the Commission shall be a majority of its members.

SECTION 48.4. The Commission shall study the following issues related to the
modernization of the North Carolina Consumer Finance Act:

(1)  The increase in costs of operations for the consumer finance industry and its

impact on the delivery of products to the public.

(2)  The maximum dollar amount that can be lent to an individual consumer.

(3) The appropriate rate of interest and fees to be charged for each level of
consumer transaction.

(4) Strategies for increasing consumer protection and disclosure.

SECTION 48.5. The Commission also shall study any issue related to the Banking

Laws of North Carolina that the Commission deems appropriate.

SECTION 48.6. Members of the Commission shall receive per diem, subsistence,
and travel allowances in accordance with G.S. 120-3.1, 138-5, or 138-6, as appropriate. The
Commission, while in the discharge of its official duties, may exercise all powers provided for
under G.S. 120-19 and G.S. 120-19.1 through G.S. 120-19.4. The Commission may meet in the
Legislative Building or the Legislative Office Building.

With approval of the Legislative Services Commission, the Legislative Services Officer
shall assign professional staff to assist the Commission in its work. The House of
Representatives' and the Senate's Directors of Legislative Assistants shall assign clerical staff to
the Commission, and the expenses relating to the clerical employees shall be borne by the
Commission. The Commission may contract for professional, clerical, or consultant services as
provided by G.S. 120-32.02. If the Commission hires a consultant, the consultant shall not be a
State employee or a person currently under contract with the State to provide services.



All State departments and agencies and local governments and their subdivisions
shall furnish the Commission with any information in their possession or available to them.

SECTION 48.7. The Commissioner of Banks shall use up to twenty-five thousand
dollars ($25,000) of the funds available to the State Banking Commission for the 2009-2010
fiscal year to fund the study authorized by this act.

SECTION 48.8. The Commission shall report the results of its study and its
recommendations, including any proposed legislative changes, to the 2010 Regular Session of
the 2009 General Assembly. The Commission shall terminate on May 1, 2010, or upon the filing
of its final report, whichever occurs first. , ‘



COMMISSION PROCEEDINGS

The Joint Legislative Study Commission on the Modernization of North Carolina Banking‘ Laws
and the Consumer Finance Act held 4 meetings between January 27, 2010 and April 27, 2010.

January 27, 2010

Review of Commission's Charge
Ryan Blackledge, Commission Co-Counsel

A Review of the Legislative History of the NC Consumer Finance Act
Karen Cochrane Brown, Commission Co-Counsel

The State of the Consumer Credit Industry in NC
C. Everett Wallace, President, North Carolina Consumer Credit and Personal Finance Council .

Comments by Consumer Advocate Organizations
Chris Kukla, Senior Counsel for Legislative Affairs, Center for Responsible Lending
Al Ripley, Director, Consumer Action Network, NC Justice Center

March 24, 2010

A Review of the Supervision of the North Carolina Consumer Credit Finance Industry
by the Office of Commissioner of Banks
Mark Pearce, NC Deputy Commissioner of Banks

Review of Survey Conducted by the NC Credit and Personal Finance Council

C. Everett Wallace, President, North Carolina Consumer Credlt and Personal Finance Council
Morris Marshburn, RSM McGladrey & Pullen

Bob Esch, RSM McGladrey & Pullen

Response on Behalf of Consumer Advocate Organizations
Chris Kukla, Senior Counsel for Legislative Affairs, Center for Responsible Lending



April 20, 2010

Demographics of Consumer Credit Customers
Jeff Joyner, FirstPoint Resources/Equifax

Remarks from Members of North Carolina Consumer Credit' & Personal Finance
Council ‘

C. Everett Wallace, President, North Carolina Consumer Credit and Personal Finance Council
Priscilla Butler, President & CEQ, Capitol Credit, Greenville, NC

Pam Smith, Chief Financial Officer, Century Finance, Rocky Mount, NC

Chip Williamson, Founder, Creekside Financial, Blowing Rock, NC

April 27, 2010

Remarks on behalf of Credit Counselors
Tom Luzon, Director of Counseling, OnTrack Financial Education & Counseling, Asheville, NC

Response to Industry Report on behalf of Consumers

Louise Mack, Executive Director, Prosperity Unlimited

Chris Kukla, Senior Counsel for Government Affairs, Center for Responsible Lending
Al Ripley, Counsel for Consumer and Housing Affairs, NC Justice Center

Rev. William Barber, President, NC NAACP

Committee Discussion of Draft Report



SUMMARY OF COMMISSION PROCEEDINGS

January 27, 2010

Mr. Ryan Blackledge, Commission Co-Counsel, explained the Commission's charge as set
forth in Part 48 of S.L. 2009-574. Ms. Karen Cochrane-Brown, Commission Co-Counsel,
provided a review of the North Carolina Consumer Finance Act including its history.
The Act allows non-bank lenders to make unsecured loans of $10,000 or less and is
governed by the Commissioner of Banks.

Mr. C. Everett Wallace of the North Carolina Consumer Credit and Personal Finance
Council presented on the state of the consumer credit industry in North Carolina. He
stated that the industry has changed and that the current interest rate structure denies
consumers access to the loans they need because the rates have not changed
substantially since 1982 nor has the maximum amount of the loans. Mr. Wallace stated
that consumer finance companies were closing their offices and not offering some small
loans because they were not profitable.

Mr. Chris Kukla, Senior Counsel for Legislative Affairs, Center for Responsible Lending,
stated that there is not sufficient data to support an increase in the interest rate or loan
limits. According to the Commissioner of Banks' reports, 80% of the consumer loans are
made with existing customers or with customers who have had prior loans. His data
showed consumer finance companies were opening offices. According to Mr. Kukia, 37
states and the District of Columbia have lower interest rates than North Carolina. The
Center for Responsible Lending recommended that there be no increase in rates or loan
limits. He stated that there are many other forms of credit for consumers other than
consumer finance loans.

Mr. Al Ripley, Director of the Consumer Action Network at the North Carolina Justice
Center, provided an overview of recent poverty statistics in North Carolina which
indicated increases in poverty and unemployment and a decline in the median income.
The Center considers high fees and charges for services and loan products and practices
that encourage high cost repeat transactions to be harmful to consumers. The Justice
Center recommended that lending laws be changed to reduce fees and rates and
discourage high cost financial services. In addition, the State should strengthen
programs and services that provide social safety nets and more detailed reporting on
consumer finance issues to the Commissioner of Banks.

Senator Dan Blue stated that the scope of the Commission was to address the rates and
fees for consumer finance loans; broaden or draw in the loan brackets; and address the
maximum amount for loans.

There was Committee discussion around the various issues presented.



March 24, 2010

Mr. Mark Pearce, Deputy Commissioner of Banks, provided an overview and annual
report from the Commissioner of Banks regarding the consumer finance industry. He
stated that the Commissioner of Banks focuses on broad access to consumer credit, the
overall market, industry sustainability, and fairness to the consumer. There are 79
consumer finance lenders in the State. Over the last ten years, the number of consumer
credit lenders and number of locations in the State have declined due to a number of
different reasons including external factors such as mergers and acquisitions and
companies opting to go under federal regulations. The number of smaller loans
($1,000-$3,000) have increased in recent years since the abolishment of payday
lending. Loans of less than $1,000 are now declining. Larger loans have increased
149% in the past decade and mid-sized loans are going down. Most of the large loans
are made by the two largest consumer finance lenders in the State. Mr. Pearce stated
that all of the data is self-reported and all of the lenders do not report in the same
fashion. The data shows that about 70% of the consumer finance lenders are profitable
in any given year but that the data shows that expenses have increased for consumer
finance lenders. Mr. Pearce stated that that the annual report concluded that the
market for consumer finance loans has expanded and diversified; the industry has
shrunk in the State but not necessarily due to the Consumer Finance Act; and there are
big variations in business models for consumer finance lenders. In addition, the report
does not provide good insight into the profitability of the consumer finance companies
but the industry does not appear to be closing down. Mr. Pearce stated that the
Commissioner of Banks does not focus on reasonable returns on equity but whether the
consumers are getting the products they need at a fair deal.

Mr. C. Everett Wallace, President of the North Carolina Consumer Credit and Personal
Finance Council, stated that there had been increased costs in the consumer finance
industry but no change in allowable charges in over 25 years. He then presented a
survey made by the Council from December 15, 2009, to January 31, 2010, of
customers at various consumer finance offices. Surveyed customers thought the
business were trustworthy and helpful; and the companies helped them fulfill their
current needs. 99% were very satisfied, felt they were treated fairly, and would refer
others. Mr. Wallace was concerned with whether consumer finance companies are
profitable and, if not, what should be done to allow for profitability.

Mr. Morris Marshburn and Mr. Bob Esch, both of the accounting firm, RSM McGladrey &
Pullen, presented on a report based on a survey conducted of consumer finance
companies for the North Carolina Consumer Credit and Personal Finance Council. The
report was developed based on information provided by the companies but had not
been audited or verified to actual financial reports. The survey responses were from
58% of the total offices in the State and mostly from medium to small lending
companies. The data was adjusted to reflect small loan operations so that large lending
company figures would not skew the results. The survey showed that the average cost
per direct loan in 2008 was $692.37 with an average loss of about $200 per loan.
Smaller companies do not have deposits to back the loans and must borrow money to
do so. The survey set forth the following: revenue has not kept pace with increasing
costs; loan loss provisions have increased; company borrowing costs are volatile; small



lenders are owner-operated; and consumer finance loans are a major credit source for
many people.

Mr. Chris Kukla, Senior Counsel for Legislative Affairs, Center for Responsible Lending,
responded by noting the difficulty of trying to understand the actual financial status of
consumer finance companies since different companies report information in different
ways. The average loss figure of $200 per loan would translate into $45 to $60 million
over the past three years and the companies would have already been out of business.
He stated that the survey was a "snapshot" but did not.provide all of the data necessary
to decide if there was a net gain or net loss.

There was Committee discussion around the various issues presented.

April 20, 2010

Mr. Jeff Joyner, a regional sales manager with FirstPoint Resources, which is an
authorized seller for Equifax, presented aggregate information on consumer finance
customers in North Carolina. His 2003-2010 data suggests that consumer finance
customers are not that different from the rest of North Carolinians. During those seven
years, 5.92% of North Carolinians had an open consumer finance account and 60% of
those had just one or two accounts. Although North Carolina consumer finance
customers tend to have a lower average FICO score than the North Carolina average,
the scores are in a somewhat normal distribution. The customers also tend to have
other accounts: 62% hold a mortgage, 85% have a credit card on file, 70% have 1-4
auto loans over the past 7 years, and 83% have some sort of banking loan relationship
(including auto and home loans).

The committee also heard from members of the North Carolina Consumer Credit and
Personal Finance Council, including Pam Smith, Priscilla Butler, Chip Williamson, and C.
Everett Wallace.

Ms. Pam Smith, Chief Financial Officer with Century Finance in Rocky Mount, North
Carolina, summarized the trouble she sees for her industry: it is a regulated industry
with caps on the allowable income, but their costs of doing business are increasing in
the market. Ms. Smith wants to continue to lend so as to help borrowers. She
expressed frustration in her inability to get out of the business by selling her company
because no one wants to buy it. Century Finance also lends for automobile purchases.
Those loans represent approximately 60% of loaned dollars and approximately 40% of
the number of loans. Century Finance has $17 million in loans, 24 employees, and
approximately 6,000 customers.

Ms. Priscilla Butler, President & CEO of Capital Credit in Greenville, North Carolina,
reviewed the day-to-day operations of a consumer finance loan office. She explained
that the business is a "hands on" operation where employees walk through applications
with customers — and also look at the customers' income and expenses to ensure they
can repay the loan. Ms. Butler expressed concern over the lack of an allowable late fee,
arguing that many customers do not pay on time (80-90%, she estimates) because they



do not have a late fee. Ms. Butler pointed out that those customers then experience a
hit to their credit score for a late payment. Capital Credit has three offices, $11 million
in loans, and 16 employees. ' '

Mr. Chip Williamson, Founder of Creekside Financial in Blowing Rock, North Carolina,
stated that the consumer finance industry is a difficult market because one needs
knowledge of the regulations and access to capital. Mr. Williamson and his partner
started out as a direct personal consumer finance business, but have since diversified
into auto loans. Creekside Financial has three offices, $2 million in loans, and
approximately 2,000 customers.

Mr. C. Everett Wallace, President of the North Carolina Consumer Credit and Personal
Finance Council, stressed the importance of access to short-term capital for low-income
customers in a time when many reasonably priced credit products are disappearing.
The primary challenge, he explained, is making the industry profitable enough to keep
businesses serving the market. He cited two advantages of a consumer finance loan
over a credit card: (1) instaliment loans offer a fixed payment schedule, facilitating
putting the payment into a monthly budget and (2) instaliment loans' 18% is much
better than credit cards’' 30% rates. The industry is interested in a late penalty — just
like credit cards — and would like a small adjustment in the allowable rates to produce a
reasonable return on the loans.

The committee discussed various issues, including what is a fair rate, ways to ensure
credit continues to flow, the importance of avoiding pushing consumers to non-legal
loans, and the overall goal of finding a situation that creates a win-win for all parties.

April 27, 2010

Mr. Tom Luzon, Director of Counseling for OnTrack Financial Education and Counseling
said that his organization in Asheville has a staff of ten counselors who advise clients
and attempt to help them learn to save money. He noted that adding a late payment
would not get these loans paid. He said the reason the payment wasn't being made was
because the borrower did not have the funds, so the late payment would only add to the
principal balance.

Ms. Louise Mack, Executive Director of Prosperity Unlimited in Kannapolis, said that her
organization provides credit counseling to some of the customers of consumer finance
companies. She said that sometimes it would be better to tell people "no" on loans
because getting the loan makes their financial situation worse rather than better.

Mr. Chris Kukla, Senior Counsel for Legislative Affairs, Center for Responsible Lending
reviewed several points that have been presented to the Committee, including (1) 80%
of the 2008 loans were made to current or repeat borrowers; (2) 70% of the direct
lending companies were profitable; (3) 60% of the loans were made by 2 companies;
and (4) 60% of the stores in N.C. are owned by out-of-state companies. He also noted
that lending companies often purchase insurance to help recoup losses on loans secured
by property. The insurance is paid for by the borrower. Mr. Kukla said that it seems the



system is working and there is no necessity to make changes now. He urged that the
issue receive more study and that the Commissioner continue to collect data.

Mr. Al Ripley, Counsel for Consumer and Housing Affairs for the North Carolina Justice
Center, opposed any change in the law and stressed that in light of the current
economy, it is a particularly bad time to raise rates or fees for people who are
struggling. Mr. Ripley reminded the committee of the Consumer Union study that
showed that 36 states had lending rates that were below the levels in North Carolina,
and that nationally the trend is for more consumer protection.

Mr. William Barber, President of the North Carolina NAACP, told the commission that the
NAACP was on record as challenging predatory lending practices. He stated that the
changes in the law sought by the consumer loan industry would be a step back and he
echoed Mr. Ripley's concern that in the current economy, it was not the time to add fees
on consumer loans in the State.

The Commission held a discussion on and adopted the draft report.



FINDINGS AND RECOMMENDATIONS

The Joint Legislative Study Commission on the Modernization of North Carolina Banking
Laws and the Consumer Finance Act makes the following findings and recommendations
to the 2010 Session of the 2009 General Assembly:

FINDINGS:

The Committee finds that:

1.

The North Carolina Consumer Credit and Personal Finance Council (Council)
believes that the current interest rate structure denies consumers access to the
loans they need because the rates and maximum amounts of the loans have not
changed substantially since 1982. As a result the Council believes that consumer
finance companies can no longer afford to make small loans because of the
increases in operating costs faced by the consumer finance companies.

Consumer advocacy organizations such as the Center for Responsible Lending
believe that there is not sufficient data to support an increase in the interest rate
or loan limits. The Consumer Action Network at the North Carolina Justice
Center believes that higher fees and charges for services and loan products and
practices that encourage high cost repeat transactions are harmful to consumers.

The annual report from the Commissioner of Banks shows that about 70% of the
consumer finance lenders in the State are profitable in any given year but that
the data shows that expenses have increased for consumer finance lenders. The
annual report concluded that the market for consumer finance loans has
expanded and diversified; the industry has shrunk in the State but not
necessarily due to the Consumer Finance Act; and there are large variations in
business models for consumer finance lenders. The report does not provide
clear information regarding the profitability of the consumer finance companies.

There are very divergent views on the state of the consumer finance industry in
the State and more consistent and clear data is needed regarding the costs and
profitability of the industry as well as its impact on consumers and their access to
credit.



'RECOMMENDATIONS:

The Committee recommends the following:

1. The Commissioner of Banks should immediately invite an equally proportionate
group of borrowers, economic and market experts, consumer advocates and the
industry to review these findings. The Commissioner should report to the 2011
General Assembly on the various data and opinions presented in the meetings and
provide recommendations for legislation to modernize the Consumer Finance Act.

2. To ensure future policy making has the benefit of necessary, consistent and
meaningful financial and operating data about this industry, the Commissioner of
Banks should consider both operational information currently gathered by that
agency, including the current annual Consumer Finance Industry report, and the
reasonable gathering of additional data, or a new format of analysis, that will give
legislators and the public clear understanding about its operation and financial
results.

3. Al recommendations for modifications to the Consumer Finance Act must be
linked to the goal of understandable, transparent, effective and fair credit. The laws
governing consumer credit must contain all appropriate consumer protections, and
must also recognize the requirement for the potential profitability for the lender.



PART XLVIII. JOINT LEGISLATIVE STUDY COMMISSION ON THE
MODERNIZATION OF NORTH CAROLINA BANKING LAWS AND THE
CONSUMER FINANCE ACT (H.B. 1341 — Holliman, Brubaker)

SECTION 48.1. There is created the Joint Legislative Study Commission on
the Modernization of North Carolina Banking Laws and the Consumer Finance Act. The
purpose of the Commission is to determine whether and to what extent the North
Carolina Banking Laws and the Consumer Finance Act (Article 15 of Chapter 53 of the
General Statutes) need to be updated.

SECTION 48.2. The Commission shall consist of 16 members as follows:

(1)  Five members of the House of Representatives, appointed by the

Speaker of the House of Representatives.

(2)  Five members of the Senate, appointed by the President Pro Tempore
of the Senate.

(3) One member of the consumer finance industry, one member
representing a State-chartered bank, and one member of a consumer
advocacy organization, each appointed by the Speaker of the House of
Representatives.

(49) One member of the consumer finance industry, one member
representing a State-chartered bank, and one member of a consumer
advocacy organization, each appointed by the President Pro Tempore
of the Senate.

SECTION 48.3. The Commission shall have two cochairs, one designated by
the Speaker of the House of Representatives and one designated by the President Pro
Tempore of the Senate from among their respective appointees. The Commission shall
meet upon the call of the cochairs. Any vacancy on the Commission shall be filled by the
original appointing authority. A quorum of the Commission shall be a majority of its
members.

SECTION 48.4. The Commission shall study the following issues related to
the modernization of the North Carolina Consumer Finance Act:

(1)  The increase in costs of operations for the consumer finance industry

and its impact on the delivery of products to the public.

(2) The maximum dollar amount that can be lent to an individual
consumer.

(3)  The appropriate rate of interest and fees to be charged for each level of
consumer transaction.

(4)  Strategies for increasing consumer protection and disclosure.

SECTION 48.5. The Commission also shall study any issue related to the
Banking Laws of North Carolina that the Commission deems appropriate.

SECTION 48.6. Members of the Commission shall receive per diem,
subsistence, and travel allowances in accordance with G.S. 120-3.1, 138-5, or 138-6, as
appropriate. The Commission, while in the discharge of its official duties, may exercise
all powers provided for under G.S. 120-19 and G.S. 120-19.1 through G.S. 120-19.4. The
Commission may meet in the Legislative Building or the Legislative Office Building.

With approval of the Legislative Services Commission, the Legislative
Services Officer shall assign professional staff to assist the Commission in its work. The
House of Representatives' and the Senate's Directors of Legislative Assistants shall assign
clerical staff to the Commission, and the expenses relating to the clerical employees shall
be borne by the Commission. The Commission may contract for professional, clerical, or
consultant services as provided by G.S. 120-32.02. If the Commission hires a consultant
the consultant shall not be a State employee or a person currently under contract with the
State to provide services.

All State departments and agencies and local governments and their
subdivisions shall furnish the Commission with any information in their possession or
available to them.



SECTION 48.7. The Commissioner of Banks shall use up to twenty-five
thousand dollars ($25,000) of the funds available to the State Banking Commission for
the 2009-2010 fiscal year to fund the study authorized by this act.

SECTION 48.8. The Commission shall report the results of its study and its
recommendations, including any proposed legislative changes, to the 2010 Regular
Session of the 2009 General Assembly. The Commission shall terminate on May 1, 2010,
or upon the filing of its final report, whichever occurs first.



Office of Speaker Joe Hackney

Joint Legislative Study Commission on the Modernization of North
Carolina Banking Laws and the Consumer Finance Act

2009-2010 Session Committee/Commission Appointments

Pursuant to the authority granted in S.L. 2009-574. Part XLVIII, Section 48.2(1) and (3) Speaker
Hackney has made the following appointments to the Joint Legislative Study Commission on
the Modernization of North Carolina Banking Laws and the Consumer Finance Act. These
appointments are effective immediately. The Commission shall report the results of its study
and its recommendations, including any proposed legislative changes, the 2010 Regular Session
of the 2009 General Assembly. The Commission shall terminate on May 1, 2010, or upon the
filing of its final report, whichever occurs first.

Joint Legislative Study Commission on the Modernization of North
Carolina Banking Laws and the Consumer Finance Act

Representative Hugh Holliman Co-Chair - Section 48.3

Representative Harold ]. Brubaker

Representative Susan C. Fisher

Representative Larry D. Hall

Representative Arthur Williams

Chris McKinley (Alamance County) Representing the Consumer
cmckinley@greencapfinancial.com Finance Industry

Lisa B. McDougald (Wake County) Representing a State Chartered
Imcdougald@bbandt.com Bank

Hazel Mack-Hilliard (Forsyth County) Representing a Consumer
HazelM@legalaidnc.org Advocacy organization

Thank you for your willingness to serve in this capacity. Iam deeply grateful for people
like you who are willing to give their time and talent to move North Carolina forward. I know
that you will have much to offer to the Joint Legislative Study Commission on the
Modernization of North Carolina Banking Laws and the Consumer Finance Act and will be
effective and diligent in your service to our State.

Very truly yours,
Joe Hackney

Monday, September 29, 2009
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Carol Bowers (Rep. Holliman)

From: Carol Bowers (Rep. Holliman)
’ Sent: Thursday, April 22, 2010 2:04 PM
Subject: Joint Study on the Modernization of NC Banking Laws and the Consumer Finance Act meeting

NORTH CAROLINA GENERAL ASSEMBLY

LEGISLATIVE BUILDING
RALEIGH NC 27601

April 22,2010

MEMORANDUM
TO: Members of the Joint Study on the Modernization of NC Banking Laws and the Consumer Finance
Act
FROM: Rep. Hugh Holliman, Co-Chair

Sen. David Hoyle, Co-Chair

SUBJECT: Meeting Notice

The Joint Study on the Modernization of NC Banking Laws and the Consumer Finance Act Committee will meet
on the following date:

DAY: Tuesday
DATE: April 27, 2010
TIME: 1:00 pm

LOCATION: 1228/1327 LB

‘ If you have any questions concerning this meeting or cannot attend, please contact Carol Bowers at 919-715-0873

04/22/2010



Joint Legislative Study Commission on the Modernization of
. | North Carolina Banking Laws and the Consumer Finance Act
AGENDA

April 20,2010
1:00 p.m.
Legislative Building: Room 1228

I. Introduction

Senator David Hoyle, Co-Chair
Representative Hugh Holliman, Co-Chair

IL Remarks on behalf of Credit Counselors
Tom Luzon, Director of Counseling, OnTrack Financial Educatzon &
‘ Counseling, Asheville, NC
III. Response to Industry Report on behalf of Consumers

Louise Mack, Executive Director, Prosperity Unlimited

Chris Kukla, Senior Counsel for Government Affairs, Center for Responsible
Lending

Al Ripley, Counsel for Consumer and Housing Affairs, NC Justice Center
Rev. William Barber, President, NC NAACP

IV. Committee Discussion of Draft Report

'<.

Adjourn



MINUTES

JOINT LEGISLATIVE STUDY COMMISSION ON THE
MODERNIZATION OF THE NORTH CAROLINA BANKING LAWS
AND THE CONSUMER FINANCE ACT
Tuesday, April 27, 1:00 p.m.

Room 1228 Legislative Building

The Joint Legislative Study Commission on the Modernization of the North
Carolina Banking Laws and the Consumer Finance Act met Tuesday, April 27 at 1 p.m.
in Room 1228 of the Legislative Building. Co-Chair Representative Hugh Holliman
presided. (SEE ATTACHMENT: Members and Guests Attending.)

Presentations

Mr. Tom Luzon, Director of Counseling for OnTrack Financial Education and
Counseling noted that the meeting was being held near the end of Financial Literacy
Month. His organization in Asheville has a staff of ten counselors who advise clients. He
said he knew what these counselors go through trying to get people to save $20 in a
savings account. The fact that getting $20 saved was difficult enough he said, and even
more difficult for some people to pay as a late fee on a loan. He said the idea of adding a
late payment would not get a loan paid. He said the reason the payment wasn’t being
made because the borrow didn’t have the funds, so the late payment would only add to
the principal balance and then interest will be charge on that new balance.

Co-Chair Senate Hoyle asked where people can get a loan, if these people are
financially illiterate, and any interest rate. Mr. Luzon said the first thing is to assess the
situation and sometimes the client could get by without a loan, if they knew how to
handle the finances. He said the Self-Help Credit Union was one source. Co-Chair Hoyle
said in his hometown of Gastonia, there was no Self-Help Credit Union there. Mr. Luzon
said his group tried to work with clients so they would not have to borrow money in the
first place. '

Next, Louise Mack, Executive Director of Prosperity Unlimited in Kannapolis,
said her company had been working to provide credit counseling. She, herself, also acts
as a counselor even though she is the Executive Director. Relating her personal story, she
was a single mother with three children, employed by Phillip Morris, Inc. When she
needed a new engine block for her car, she borrowed the money, but felt she was not
financially literate-even though she had a degree in accounting. She said that sometimes
if was better to tell people “no” on loans because the loan made the financial situation
worse rather than better. '

Chris Kukla, Senior Counsel for Governmental Affairs, for the Center for
Responsible Lending, said there were some things that had come to the Commission:



80% of the 2008 loans were made to current or repeat borrowers

70% of the direct lending companies were profitable

60% of the loans were made by 2 companies.

4. 60% of the stores in N. C. are owned by out of state companies

He said that loans made by companies other than CitiFinancial and American General for
$3500 or less were secured by real property. There is insurance lending companies can
purchase that helps re-coup losses, if they can not recover the collateral. He said that
testimony was given by one lender who said that 80% of her customers paid late. If this is
the case, the loan balance does not go down, so that while there is no specific late “fee”
the interest does add up because the balance does not go down.

Mr. Kukla said it seems the system is working and that there is no necessity to
make changes now. He urged the issue receive more study and that the Commission of
Banks had done a good job in collecting data.

In the discussion, Senator Stein asked several questions regarding the insurance a
lender could obtain to cover the loss in case the lender was unable to obtain the collateral
of real property. This would eliminate the need for civil action. He asked who paid for
the insurance. Mr. Kukla said the borrower paid for the insurance.

Co-Chair Senator Hoyle asked the relationship between the Center for
Responsible Lending and the Self-Help Credit Union. Mr. Kukla said the Center for
Responsible Lending was an affiliate of the Self-Help Credit Union. Senator Hoyle said
that his first experience with the Self-Help Credit Union took place during his second
term in the Senate. At that time, then-Senator Wib Gulley of Durham and Marion Eakes,
who was the head of the Self-Help Credit Union were seeking funds from the General
Assembly. Senator Marc Basnight told Senator Gulley and Mr. Eakes that if they could
get some support, the General Assembly would appropriate $10 million to the Self-Help
Credit Union. Senator Hoyle said he supported the effort and so did other Legislators and
the money was appropriated. Later, he said there was more money appropriated, and
lately the Golden Leaf Foundation has also given the credit union $5 million. Co-Chair
Hoyle said the Self-Help Credit Union, which received more federal money cost of
capital is “nothing”, compared to others in the lending business where the cost of capital
must be deducted from the interest rate that is charged to get the net rate of return. “They
(Self-Help Credit Union) ought to make loans cheaper than anybody else,” the Senator

-said. He concluded by saying that without changes in the direct loan laws, the General
Assembly seemed to be saying to the 40% of the North Carolina owned businesses, “just
go out of business.” :

Ms. Young asked if credit unions, other than the Self-Help Credit Union, made
small loans. Mr. Kukla said they did, but he did not feel at liberty to discuss any of the
details of those practices.

Mr. McKinley said that credit unions make small loans, but they are made with
the payments being made through direct deposit, so the risk was less. (Actually, credit
unions such as the State Employees Credit Union do make small loans, but not all
payments are direct deposit. The rate for direct deposit payments is usually a little better
than those where the payments are made by the borrower without direct deposit.)

Mr. McKinley asked if a company had a $5 million building and made a $1000
profit at the end of the year, would that achieve what Mr. Kukla considered a proper

W N =



amount of profit. Mr. Kukla said there was no data available to figure what goes into the
idea of profit. He said the Commissioner of Banks considered 70% of the lending
companies profitable. He said the Commissioner of Banks could collect all the data and
maintain it internally and make the decisions.

Al Ripley, Counsel for Consumer and Housing Affairs for the North Carolina
Justice Center was the next to appear before the Commission.

He said 1.8 million people in North Carolina are uninsured, about 20% of the
population. There are 1.3 million people living in poverty. He said the Justice Center
feels the state of the current economy is a particularly bad time to raise rates of fees for
people who are struggling.

In terms of laws in other states, Mr. Ripley said, the Consumer Union did a study
two years ago of lending laws in all 50 states. That study showed that 36 states had
lending rates that were below the levels in North Carolina. He said nationally the trend is
for more protection, just as Congress has debated.

Mr. Ripley said the loans were designed because lenders knew they would be
lending money to people who would be late making payments. He said the high APRs
are designed to compensate the lenders up front. He said it is not risk-based pricing. . He
also pointed out other problems such as credit score changes, etc. .

He said in researching discussions from the year 2000 when some of the same
issues were being discussed. Then, as now, he said there is still a case of lack of all the
information needed to make a determination.

Mr. McKinley asked if the 36 states with lower interest rates also had pay day
loans or title loans. Mr. Ripley said he did not have the precise number, but that many of
those states did have that type loan. He said there were multiple channels of income,
including auto loans. Mr. McKinley said that 29 states have pay day loans. He said in
Virginia there were 8 independent lenders, and there you can either make pay day loans or
direct loans as in North Carolina. He said the 8 independent lenders in Virginia have $8
million in loans, while in North Carolina there are 74 local owned lenders. Mr. Ripley
said that was an example of why there should be more study of the issue.

Representative Hall asked if a late fee was added, would there be a new market
since the information presented to the Commission was that 80% of the borrowers pay
late. Mr. Ripley said that is a concern. He said a late fee might be seen by lenders as an
incentive to make loans to people they believe might pay late.

Representative Hall also asked about turndowns, and would a late fee add or
decrease the number of people who are turned down for a loan. Mr. Ripley said a late fee
would not change the financial condition of the borrower.

The discussion shifted to the issue of “late” whether it was one day, two days, or
thirty days. Ms. Butler who had appeared at the last meeting of the Commission said that
she did say that about 80% of her customers paid late, but that the question was phrased
so that “late” meant anything from one-day on. ,

Mr. McKinley concerned with the idea that a lender would take on more risk to be
able to get a late fee. He said the principal reduction interest was not significant and that
there was a lot of cost involved in delinquencies. Mr. Ripley said the Commissioner of
Banks pointed out that



80% of the loans were below $3500 and the loans were backed up by personal property |
that the borrower paid for the lender to have.

Reverend William Barber, President of the North Carolina NAACP told the
Commission, the NAACP was on record as challenging predatory lending practices. He
said that the current economic situation was harder on the poor than others in society.

He said the NAACP was “disappointed” that the General Assembly could be
asked to add late fees to what he called “already predatory” lending practices. He said the
loans could charge between 30% and 36% and with other practices as high as 50%,
according to his information.

He said the changes to the laws sought by the consumer loan companies would be
a step back. : -

He said he would like to come back for a discussion about access to capital for
minorities. He closed by saying this was not the time to be adding late fees to consumer
lending in North Carolina.

Co-Chair Senator Hoyle noted that he had received a lot of calls recently because
of his membership on the Commission. Some of the calls, he said had come from the
AARP which supports a credit card that charges 22.24% minimum rate which goes up to
29% if one payment is missed. He said that a $39 late fee was attached for being one day
late. He said in his opinion this makes the case that the AARP which is against making
any changes is as bad as they people they oppose.

Karen Cochrane-Brown, from the Research Division presented the draft report of
the Commission. The recommendations based on the meetings and findings are:

1. The Commissioner of Banks should draw borrowers, lenders, and economic
experts etc together to review the Commission findings. Then the
Commissioner of Banks and the group should report data and
recommendations to the 2011 Legislative Session.

2. The Commissioner of Banks is also directed to gather operational data and any
additional information to give the public better understanding.

3. Any modifications should reflect transparency, appropriate consumer
protections and recognize the requirement for lender profit.

Senator Stein asked if the Commissioner of Banks had the authority and
wherewithal to get the data necessary for the Legislature to act. Mark Pearce, from the
Commission of Banks office, said the Office had the authority to collect the data. There
had not been a focus on the profitability issue earlier.

Co-Chair Hoyle asked if the Commissioner of Banks could work from annual
reports or financial statements. Mr. Pearce said that in regulating banks the Office was
focused on solvency, viability of the institution etc. In the consumer lending industry, the
focus has been on assuring the rules and rates for lending set by the General Assembly
were being followed. Co-Chair Holliman asked if the Commissioner or Banks would



follow up to obtain the data needed to determine what goes into the status of a company’s
profitability., Mr. Pearce said some of that work has started already.

Representative Fisher said she would like to see the Commissioner of Banks pay
attention to the business practices since one of the themes of the information presented
was the increased costs. She also feels that additional fees are at odds with the economy
of today. v
. Mr. McKinley said there was a lot of objective data that stopped a lot of
misconceptions about the industry. He said he had hoped to see recognition that the
consumer finance business serves a wide range of consumers in North Carolina.

Co-Chair Hoyle moved adoption of the report. The motion to adopt passed.

Representative Hall moved approval of the minutes of the April 20th meeting.
That motion also passed.

The meeting adjourned at 2:02 p.m.

Representative Hugh Holliman, Co-Chair Carol Bowers, Committee Clerk
Presiding '
Senator David Hoyle, Co-Chair : Minutes by Ted Harrison
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STATE OF NORTH CAROLINA

JOINT LEGISLATIVE STUDY COMMISSION ON THE MODERNIZATION OF NORTH
CAROLINA BANKING LAWS AND THE CONSUMER FINANCE ACT

#
p

April 27, 20107

(i ,: . N

TO THE MEMBERS OF THE 2010 REGULAR SESSION OF THE 2009 GENERAL ASSEMBLY
OF NORTH CAROLINA: -

Attached for your consideration is the report to the 2010 Regular Session of the 2009
General Assembly of North Carolina. This report was prepared by the Joint Legislative
Study Commission on’ the Modernization of North Carolina Banking Laws and the
Consumer Finance Act.

- Respectfully submitted,

Senator David W. Hoyle . Representative Hugh Holliman
Cochair Cochair
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COMMISSION AUTHORIZATION

S.L. 2009-574

PART XLVIII. JOINT LEGISLATIVE STUDY COMMISSION ON THE MODERNIZATION
OF NORTH CAROLINA BANKING LAWS AND THE CONSUMER FINANCE ACT (H.B.
1341 - Holliman, Brubaker)

SECTION 48.1. There is created the Joint Legislative Study Commission on the
Modernization of North Carolina Banking Laws and the Consumer Finance Act. The purpose of
the Commission is to determine whether and to what extent the North Carolina Banking Laws
and the Consumer Finance Act (Article 15 of Chapter 53 of the General Statutes) need to be
updated.

SECTION 48.2. The Commission shall consist of 16 members as follows:

(1) Five members of the House of Representatwes appomted by the Speaker of

the House of Representatives. //
(2) Five members of the Senate, appomted by the President Pro Tempore of the
Senate. \

(3) One member of the consumet f‘ nance |ndustry, one member representlng a
State-chartered bank, and one'. member ‘of a consumer advocacy
organization, each appomted by the Speaker of the House of
Representatives. o

@ One member of the consumer finance mdustry, one member representing a
State-chartered bank, and one member of ‘a consumer advocacy
organization, each appomted by the President Pro ‘Tempore of the Senate.

SECTION 48.3. The Commission shall have two cochairs, one designated by the
Speaker of the House of Representatives and one ‘designated by the PreS|dent Pro Tempore of
the Senate from among their_ respectlve appointees. The Commission shall meet upon the call
of the cochairs. Any vacancy on the Commission shall be filled by the original appointing
authority. A quorum of the Commlssmn shall be a.majority of its members.

SECTION 48. 4\ The Commission shall study the following issues related to the
modernization of the North Carolina Consumer Finance Act:

' (1) The increase.in costs‘of operatlons for the consumer finance industry and its

. impact on the delivery of products to the public.

. (2)  The-maximum dollar amount that can be lent to an individual consumer.

(3)  The appropriate rate of interest and fees to be charged for each level of

‘ consumer transaction.

(4)  Strategies for increasing consumer protection and disclosure.

SECTION 48.5. ' The Commission also shall study any issue related to the Banking
Laws of North Carolina that the Commission deems appropriate.

SECTION 48.6:, Members of the Commission shall receive per diem, subsistence,
and travel allowances in “accordance with G.S. 120-3. 1, 138-5, or 138-6, as appropriate. The
Commission, while in the discharge of its official duties, may exercise all powers provided for
under G.S. 120-19 and G.S. 120-19.1 through G.S. 120-19.4. The Commission may meet in the
Legislative Building or the Legislative Office Building.

With approval of the Legislative Services Commission, the Legislative Services Officer
shall assign professional staff to assist the Commission in its work. The House of
Representatives' and the Senate's Directors of Legislative Assistants shall assign clerical staff to
the Commission, and the expenses relating to the clerical employees shall be borne by the
Commission. The Commission may contract for professional, clerical, or consultant services as
provided by G.S. 120-32.02. If the Commission hires a consultant, the consultant shall not be a
State employee or a person currently under contract with the State to provide services.



All State departments and agencies and local governments and their subdivisions
shall furnish the Commission with any information in their possession or available to them.

SECTION 48.7. The Commissioner of Banks shall use up to twenty-five thousand
dollars ($25,000) of the funds available to the State Banking Commission for the 2009-2010
fiscal year to fund the study authorized by this act.

SECTION 48.8. The Commission shall report the results of its study and its
recommendations, including any proposed legislative changes, to the 2010 Regular Session of
the 2009 General Assembly. The Commission shall terminate on May 1, 2010, or upon the filing
of its final report, whichever occurs first.




COMMISSION PROCEEDINGS

The Joint Legislative Study Commission on the Modernization of North Carolina Banking Laws
and the Consumer Finance Act held 4 meetings between January 27, 2010 and April 27, 2010.

January 27, 2010

Review of Commission's Charge PR
Ryan Blackledge, Commission Co-Counsel '
A Review of the Legislative History of the NC Consumer Fmance Act
Karen Cochrane Brown, Commission Co-Counsel N N
,,»/,, w:@ . :
The State of the Consumer Credit Industry in. NC \
C. Everett Wallace, President, North Carolina Consumer Credlt and Personal Fmance Council
Comments by Consumer Advocate Orgamzatlons ’;
Chris Kukla, Senior Counsel for Legislative Affairs, Center for Respon5|ble Lending
Al Ripley, Director, Consumer Action Network, NC Justice Center.™.

March 24 2010

A Review of the Supervnsnon of the NC Consumer Finance Industry by the Office of
Commiissioner of Banks N
Mark Pearce, NC Deputy Commlssmner of Banks

Review of Survey. Conducted by the NC Credit and Personal Finance Council

C. Everett Wallace, President, North Carolina Consumer Credit and Personal Finance Council
Morris Marshburn, RSM McGladrey & Pullen

Bob Esch, RSM McGladrey & Pullen -

Response on Behalf of Consumer Advocate Organizations
Chris Kukla, Senior Counsel for Legislative Affairs, Center for Responsible Lending



April 20, 2010

Demographics of Consumer Credit Customers
Jeff Joyner, FirstPoint Resources/Equifax

Remarks from Members of NC Credit & Personal Finance Council

C. Everett Wallace, President, North Carolina Consumer Credit and Personal Finance Council
Priscilla Butler, President & CEO, Capitol Credit, Greenville, NC AN

Pam Smith, Chief Financial Officer, Century Finance, Rocky Mount,- NC \

Chip Williamson, Founder, Creekside Financial, Blowing Rock, NC .

April 27, 2010 - N

Review of the Draft Report. / S




**»*  SUMMARY OF COMMISSION PROCEEDINGS "+

January 27, 2010

Mr. Ryan Blackledge, Commission Co-Counsel, explained the Commission's charge as set
forth in Part 48 of S.L. 2009-574. Ms. Karen Cochrane-Brown, Commission Co-Counsel,
provided a review of the North Carolina Consumer Finance Act including its history.
The Act allows non-bank lenders to make unsecured loans of $1O 000 or less and is

governed by the Commissioner of Banks. / N

Mr. C. Everett Wallace of the North Carolina Credit angx Personal Finance Council
presented on the state of the consumer credit industry in"North Carolina. He stated that
the industry has changed and that the current interest rate structure denies consumers
access to the loans they need because the rates have not’changed substantlally since
1982 nor has the maximum amount of the loans. Mr. Wallace stated.that consumer
finance companies were closing their offices and not offermg some small Ioans because
they were not profitable. L

Mr. Chris Kukla, Senior Counsel for Legislative Affairs, Center for Responsible Lending,
stated that there is not sufficient data to support an increase in the interest rate or loan
limits: According to the Commissioner of Banks' reports, 80% of the consumer loans are
made with existing customers or with customers: who have had prior loans. His data
showed consumer finance companies were openlng offices. According to Mr. Kukla, 37
states and the District of Columbia have Iower/lnterest rates than North Carolina. The
Center for Responsible Lending recommended that there be no increase in rates or loan
limits. He stated that there are many other forms of credit for consumers other than
consumer finance loans.

Mr. Al Ripley, Director of the Consumer Actio"n/ Network at the North Carolina Justice
Center,. provided an overview of recent poverty statistics in North Carolina- which
indicated increases in poverty and unemployment and a decline in the median income.
The Center considers high fees and charges for services and loan products and practices
that encourage high cost repeat transactions to be harmful to consumers. The Justice
Center recommended that lending laws be changed to reduce fees and rates and
discourage high cost FnanC|a| services. In addition, the State should strengthen
programs and services that provide social safety nets and more detailed reporting on
consumer finance issues-to the Commissioner of Banks.

Senator Dan Blue,stated that the scope of the Commission was to address the rates and
fees for consumer finance loans; broaden or draw in the loan brackets; and address the
maximum amount for loans.

There was Committee discussion around the various issues presented.



March 24, 2010

Mr. Mark Pearce, Deputy Commissioner of Banks, provided an overview and annual
report from the Commissioner of Banks regarding the consumer finance industry. He
stated that the Commissioner of Banks focuses on broad access to consumer credit, the
overall market, industry sustainability, and fairness to the consumer. There are 79
consumer finance lenders in the State. Over the last ten years, the number of consumer
credit lenders and number of locations in the State have declined due to a number of
different reasons including external factors such as mergers and acquisitions and
companies opting to go under federal regulations. The number% of smaller loans
($1,000-$3,000) have increased in recent years since the: zabollshment of payday
lending. Loans of less than $1,000 are now declining. Larger loans have increased
149% in the past decade and mid-sized loans are going down Most of the large loans
are made by the two largest consumer finance lenders in_the State.Mr. Pearce stated
that all of the data is self-reported and all of the Ienders do not report in the same
fashion. The data shows that about 70% of the«consumer finance Ienders are profitable
in any given year but that the data shows thal ,vvexpenses “have increased’ forconsumer
finance lenders. Mr. Pearce stated that that“the. annual ‘report concluded: that the
market for consumer finance loans has expanded and,,dlversfed the industry has
shrunk in the State but not necessarily due to the Consumer Finance Act, and there are
big variations in business models for consumer finance Ienders In addition, the report
does not provide good insight into the profitability of the consumer finance companies
but the industry does not appear to- be closing down. Mr. Pearce stated that the
Commissioner of Banks does not focus on reasonable returns.on equity but whether the
consumers are gettlng the products they need at a fair deal.

Mr. C. Everett Wallace Presrdent of the North Carolina Credit and Personal Finance
Council, stated that there had been increased costs in the consumer finance industry but
no change in allowable chargesun over 25 years. He then presented a survey made by
- the Council from December 15,.2009; to January 31, 2010, of customers at various
consumer fir inance offices." Surveyed customers thought the business were trustworthy
and helpful; and the companies helped them fulfill their current-needs. 99% were very
satisfied, felt they were treated fairly, and would refer others. Mr. Wallace was
concerned with whether consumer finance companies are profitable and, if not, what
should be done to allow for profitability.

Mr. Morris Marshburn and Mr. Bob Esch, both of the accounting firm RSM McGladrey &
Pullen, presented on .a report based on a survey conducted of consumer finance
companies for the North Carolina Credit and Personal Finance Council. The report was
developed based on information provided by the companies but had not been audited or
verified to actual financial reports. The survey responses were from 58% of the total
offices in the State and mostly from medium to small lending companies. The data was
adjusted to reflect small loan operations so that large lending company figures would
not skew the results. The survey showed that the average cost per direct loan in 2008
was $692.37 with an average loss of about $200 per loan. Smaller companies do not
have deposits to back the loans and must borrow money to do so. The survey set forth
the following: revenue has not kept pace with increasing costs; loan loss provisions




have increased; company borrowing costs"are volatile; small lenders are owner-
operated; and consumer finance loans are a major credit source for many people.

Mr. Chris Kukla, Senior Counsel for Legislative Affairs, Center for Responsible Lending,
responded by noting the difficulty of trying to understand the actual financial status of
consumer finance companies since different companies report information in different
ways. The average loss figure of $200 per loan would translate into $45 to $60 million
over the past three years and the companies would have already been out of business.
He stated that the survey was a "snapshot” but did not provide aII of the data necessary
to decide if there was a net gain or net loss. N

There was Committee discussion around the various issues ,B;esént\ed.
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April 20, 2010 N
Mr. Jeff Joyner, a regional sales manager- W|th FirstPoint Resources, Wthh is an
authorized seller for Equifax, presented aggregate\ |nformat|on on consumer finance
customers in North Carolina. His 2003-2010 data’ suggests that consumer finance
customers are not that different from the rest of North Carollnlans During those seven
years, 5.92% of North Carolinians had -an open consumer fi inance account and 60% of
those had just one or two accounts. Although North Carohna consumer finance
customers tend to have a lower average FICO score than the North Carolina average,
the scores are in a somewhat normal distribution. The customers also tend to have
other accounts: 62% hold a mortgage, 85%. have a credlt/card on file, 70% have 1-4
auto loans over the past 7 years, and 83% have some sort of banking loan relationship

(including auto and home loans).

The committee also heard from members of the NC Credit and Personal Finance Council,
including Pam Smith, Priscilla Butler, Chip Williamson, and C. Everett Wallace.

Ms. Pém Smith, Chief Financial Officer with Century Finance in Rocky Mount, North
Carolina, summarized the trouble she sees for her industry: it is a regulated industry
with: caps on the allowable income, but their costs of doing business are increasing in
the market. Ms. Smith wants to continue to lend so as to help borrowers. She
expressed frustration in her inability to get out of the business by selling her company
because no one wants to buy it. Century Finance also lends for automobile purchases.
Those loans represent.approximately 60% of loaned dollars and approximately 40% of
the number of loans. Century Finance has $17 million in loans, 24 employees, and
approximately 6,000 customers.

Ms. Priscilla Butler, President & CEQ of Capital Credit in Greenville, North Carolina,
reviewed the day-to-day operations of a consumer finance loan office. She explained
that the business is a "hands on" operation where employees walk through applications
with customers — and also look at the customers' income and expenses to ensure they
can repay the loan. Ms. Butler expressed concern over the lack of an allowable late fee,
arguing that many customers do not pay on time (80-90%, she estimates) because they
don't have a late fee. Unfortunately, she pointed out, those customers then experience



a hit to their credit score for a late payment Capital Credit has three offices, $11 million
in loans, and 16 employees.

Mr. Chip Williamson, Founder of Creekside Financial in Blowing Rock, North Carolina,
stated that the consumer finance industry is a difficult market because one needs
knowledge of the regulations and access to capital. Mr. Williamson and his partner
started out as a direct personal consumer finance business, but have since diversified
into auto loans. Creekside Financial has three offices, $2 million in loans, and
approximately 2,000 customers.

Mr. C. Everett Wallace, President of the North Carolina Constmer Credit and Personal
Finance Council, stressed the importance of access to shortsterm. capital for low-income
customers in a time when many reasonably priced credlt products are disappearing.
The primary challenge, he explained, is making the lndustry profitable enough to keep
businesses serving the market. He cited two advantages “of a consumer finance loan
over a credit card: (1) installment loans offer a fixed payment schedule _facilitating
putting the payment into a monthly budget and (2) installment loans' 18% is” much
better than credit cards' 30% rates. The industry is interested in a late penalty — just
like credit cards — and would like a small adjustment in the allowable rates to produce a
reasonable return on the loans.

The committee discussed various issues, including what is a fair rate, ways to ensure
credit continues to flow, the importance of aveiding pushing consumers to non-legal
loans, and the overall goal of finding a 5|tuat|on that creates a win-win for all parties.

April 27,2010

The committee held a discussion on the draft réport.




“*FINDINGS AND RECOMMENDATIONS

The Joint Legislative Study Commission on the Modernization of North Carolina Banking
Laws and the Consumer Finance Act makes the following findings and recommendations
to the 2010 Session of the 2009 General Assembly:

FINDINGS:

The Committee finds that:

1.

The North Carolina Credit and Personal Finance Councrl (Councrl) believes that
the current interest rate structure denies consumers access to the loans they
need because the rates and maximum amounts of the loans have not changed
substantlally since 1982. As a result the CounC|I believes that consumer fi hance

operating costs faced by the consumer fir nance companles

“ \/ v -
Consumer advocacy organizations such as the Center for Responsible Lending
believe that there is not sufficient data to support an increase in the interest rate
or loan limits. The Consumer Action Network at the North Carolina Justice
Center believes that higher fees'and charges for serv1ces and loan products and
practices that encourage high cost repeat transactlons are harmful to consumers.

The annual report from the Comm|55|oner of Banks shows that about 70% of the
consumer finance lenders in the State are profitable in any given year but that
the data, shows that expenses have mcreased for consumer finance lenders. The
annual report concluded that the market for consumer finance loans has
expanded and dlverS|F ed; the. industry has shrunk in the State but not
necessarily due to the Consumer Finance Act, and there are large variations in
business models for consumer finance lenders. The report does not provide
clear information regarding the profitability of the consumer finance companies.

There are very divergent views on the state of the consumer finance industry in
the State and more consistent and clear data is needed regarding the costs and
profitability of the industry as well as its impact on consumers and their access to
credit.



RECOMMENDATIONS: i

The Committee recommends the following:

1. The Commissioner of Banks should immediately invite an equally proportionate
group of borrowers, economic and market experts, consumer advocates and the
industry to review these findings. The Commissioner should report to the 2011
General Assembly on the various data and opinions presented in the meetings and
provide recommendations for legislation to modernize the Consumer Finance Act.

2. To ensure future policy making has the benefit of necessary, consistent and
meaningful financial and operating data about this industry, the Commissioner of
Banks should consider both operational information currently gathered by that
agency, including the current annual Consumer Finance Industry répqn, and the
reasonable gathering of additional data, or a new format of analysis, that will give
legislators and the public clear understanding about its operation and financial
resuits. e
3. All recommendations for modifications to the Consumer Finance Act must be
linked to the goal of understandable, transparent, effective and fair credit. The laws
governing consumer credit should contain all appropriate consumer protections, but
they also must recognize the requirement for the potential profitability for the lender.




NORTH CAROLINA GENERAL ASSEMBLY

LEGISLATIVE BUILDING
RALEIGH NC 27601

April 1, 2010

MEMORANDUM
TO: Members of the Joint Study on the Modernization of NC Banking Laws
and the Consumer Finance Act '
FROM: Rep. Hugh Holliman, Co-Chair

Sen. David Hoyle, Co-Chair
SUBJECT: Meeting Notice

The Joint Study on the Modernization of NC Banking Laws and the Consumer Finance
Act Committee will meet on the following date:

DAY: Tuesday
DATE: April 20, 2010
TIME: 10:00 am

LOCATION: 1228/1327 LB

If you have any questions concerning this meeting or cannot attend, please contact Carol
. Bowers at 919-715-0873 or email hollimanla@ncleg.net




Blue Ribbon Task Force on the State Health Plan
for Teachers and State Employees

' 20
Thursday, April23, 2010
9:00 a.m.
Legislative Building, Room 1228/1327

I. Welcome, Introductions, and Remarks

Representative Hugh Holliman, Co-Chair
Senator Dan Blue, Co-Chair

II.  Approval of Minutes
ITI.  Federal Health Care Reform: State Health Plan Impact
Jack Walker, Executive Administrator
State Health Plan

IV. Draft Interim Task Force Report

V. Closing Remarks & Adjournment
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MINUTES

JOINT LEGISLATIVE LEGISALTIVE STUDY COMMISSION ON THE
MODERNIZATION OF THE NORTH CAROLINA BANKING LAWS AND
THE CONSUMER FINANCE ACT.

Tuesday, April 20, 2010
10:00 a.m. Room 1228 Legislative Building.

The Joint Legislative Study Commission on the Modernization of the North
Carolina Banking Laws and the Consumer Finance Act met Tuesday, April 20 at 10:00
a.m. in Room 1228 of the Legislative Building. Co-Chair Senator David Hoyle presided.
(SEE ATTACHMENT: Members and Guests Attending.)

Senator Hoyle noted the absence of Co-Chair Representative Holliman and
announced the Commission would hold one more meeting prior to the convening of the
Session on May 12", At that point, Co-Chair Hoyle introduced C. Everett Wallace of the
North Carolina Credit and Personal Finance Council.

Presentations _

Mr. Wallace said the first presentation would be from a representative from
Equifax. He said the three credit bureaus, Equifax, TransUnion and Experian “run our
lives.” He said the presentation would provide a profile of the people who use consumer
credit. :

Jeff Joyner, from FirstPoint Resources, which is the authorized sales agent for
Equifax in North Carolina and Virginia, made the presentation. (SEE ATTACHMENT:
Demographics of Consumer Credit Customers.) His presentation was a report made to
Home Credit group. Since the data was aggregate level and not individual consumer data
level, it could be made available at this meeting.

The data was collected over the last seven years. The study began with 8 mllhon
North Carolina credit records. After that number was reduced by the number of people
who did not have any credit records or credit activity in the last 24 months, there were-
476,000 records, the number of people who had a personal finance loan. Taking the 16
metropolitan statistical areas, the break point was loans less than $3500 and loans more
than $3500. Eighty per cent of the people had less than 4 personal finance loan accounts.

That national credit score average is 689, in North Carolina the average is 673 and
the average among the people in this survey was 578. The income distribution range for
most of these borrowers is between $20,000 and $40,000. The age distribution is
between 28 and 47.

Mr. Joyner said the delinquency rate is about the same as credit card holders,
mortgage holders and other installment loan borrowers. The preponderance of
bankruptcies in the group comes in those who have a mid-level credit score, people who
are still trying to struggle through. People with lower credit scores don’t file bankruptcy
often, “they’re already a lost cause,” he said.



Of the people who have a consumer finance company trade line, 62% also have
mortgages on homes, 85% have credit card accounts, but these are sub-prime credit cards
with high interest, 83% have a lending relationship with a bank, and 37% have a loan
history with a credit union.

Auto loans make up for a large percentage of the borrowing for the people in this
survey: 70% of the people have had between 1 and 4 auto loans during the seven —year
sample period; not four at a time, Mr. Joyner cautioned.

In the discussion, Representative Brubaker asked about the percentage of
bankruptcies. Mr. Joyner said the national average was about 1% and in this consumer
loan group the average ran about 2%.

Ms. Mack Hilliard asked about the time frame for the survey. Mr. Joyner said the
data was collected between 2004 and 2010.

During a discussion with Representative Hall about credit card interest rates, Mr.
Joyner said credit card companies were scanning accounts more often and when balances
moved closer to limits, the companies were raising rates and limits lowering limits.

Ms. Young asked about mortgage payment histories. Mr. Joyner said there was
some evidence of late payments, but the number of mortgage holders still on file in the
survey means they were not into foreclosure. She followed by asking if a consumer
switching from borrowing from a bank to borrowing from a consumer finance company
would receive a lower credit score. Mr. Joyner said it would not. The tracking is done on
factors in a portfolio review such as the difference between the balance and the limit,
payments, the number of inquiries for credit information etc., when all these hit a
particular mark and the score starts to drop, interest rates go up or limits are changed. As
Mr. McKinley said the inquiries could come from anywhere someone sought to establish
credit. Mr. Joyner agreed. He said it was more the number the than source or the
inquiries.

Mr. McKinley asked about trends in FICO. Mr. Joyner said scores have gone
down. The high end scores are stable. The people in the 600 range tend to have
“appetites for credit”, and their scores fluctuate more.

Representative Fisher asked how long it would take for the new credit card
changes to affect the market. Mr. Joyner said the major affect would be higher interest
rates. At the same time, credit card companies would lower the limits which would have
an impact on credit scores because users would thus reflect higher use against the lower:
limits. She asked if the rules had an impact on credit card offers for young people. Mr.
Joyner said the marketing had changed and most states have an “18 years or older” law
for card holders.

Remarks from Members of the N. C. Credit & Personal Finance Couhcil

(NOTE: Actual order of speakers is different from agenda)



PAM SMITH: CFO, Century Finance, Rocky Mount, N. C.

Century Finance has $17 million loans outstanding, 6,000 customers some of
whom are auto finance customers, and 24 employees

The Company was started by Ms. Smith’s husband, Wayne in 1991. She began
working part-time with her husband in the business that became full-time later. When
monthly rent on the first office was $400 per month and now with 5 offices, the rent
ranges from $1,000 to $1600 per month. Health insurance earlier was $51 per month and
now over $400. Postage, bank fees etc have increased.

She noted that consumer finance was a highly regulated business, while the people
with whom they do business are less so. Their employees must be trained to work with
the regulations that must be met. She said the regulations are good to protect the
consumers, but the regulations “come at a cost.” Credit reports requests must be run
against the terrorist list to verify borrowers.

Court costs for judgments have gone up and the company must have a lawyer for
judgment cases, whereas self-representation was allowed earlier.

She said the process of making a loan has not changed in the past 20 years. There
are no ways to cut costs of processing the loan, but a $1,000 loan is not profitable.

She said she and her husband like and enjoy what they do, but that the business
can not continue in the current environment. They have raised their minimum loan
amount and may consider doing that again next year, moves she said are not good for the
consumer. She said when the company started; it took less than a year for the first branch
to be profitable. Their last branch has been open three years, but has yet to reach a profit
level.

Representative Hall asked if consideration of selling the business or some
alternative such as that been caused by the economic downturn. Ms. Smith said that the
last two years had been bad. Their company had been considering growth, until the last
two years. She said change had come gradually. She said they can’t raise prices like a
convenience store.

Representative Hall asked how the delinquency rate had change in the past two
years. She said it had not changed significantly.

Answering a question from Ms. Mack- Hilliard, Ms. Smith said her company’s
average loan was between $1000 and $1500.

Ms. Young asked the proportion of auto loans to consumer loans. Ms. Smith said
in dollar comparison, auto loans amounted to about 60% of their business.

Mr. McKinley asked the company did not do auto loans what would be the
feasibility of continuing to operate. Ms. Smith said, “Not very good.”

Ms. Smith told Co-Chair Hoyle that her company made very few unsecured loans.



MS. PRISCILLA BUTLER, Pres. & CEO, Capitol Credit
Greenville, N. C.

Capitol Credit began in 1995, has about $11 million in loans with 16 employees.

She said the most important thing to her and to the consumer loan industry was
the way customers were treated. She said information was verified and an important step
was “debt load”, making sure the customer can afford the payment on the amount of
money being borrowed. Then the actual decision is made and then the loan is closed.
There is face to face service. The customer relationship will continue over the life of the
loan. - ’
Ms. Butler said the processing took about an hour to an hour and a half, if done
properly. ,
She said there was no penalty for paying late, but this still penalizes the customer
because the late payment does affect their credit rating.

Ms. Butler said the training was a major part of the cost of doing business.

She ended by stressing the personal contact as a key to the consumer finance
industry in a world with more and more impersonal contact.

Mr. McKinley asked if there was any incentive to make a loan to someone who
could not pay it back. Ms. Butler said not. In a follow-up, Mr. McKinley asked why the
customer came to her company, rather than a bank. She said her customers could go to a
bank, but usually would have to borrow more than they wanted to borrow. She said she
believed it was because there was personal contact, not a lot of red tape, and they knew
they would be treated fairly. She said their customers were their friends.

Senator Blue asked what percentage of the borrowers paid as much as a week late.
Ms. Butler said about 80% to 90%. She said as long as she had been in the business there
had never been a late fee on consumer direct loans.

MR. CHIP WILLIAMSON, Founder, Creekside Financial
Blowing Rock, N. C.

Creekside Financial began in 2002, has $10 million in loans and about 2,000
customers.

Mr. Williamson began Harrison Capital Management in 2002, an investment
management company. He joined Creekside Finance in 2005. He said the consumer
finance business was hard to start new. He said his partner had the knowledge of the
finance business and Mr. Williamson had access to capital. The company began with one
location, and then opened another, financed with bank loans, and then they raised private
money. The company opened another branch and had trouble getting to a third branch.
After the third branch was opened, the company had to raise capital privately, since banks
would not loan them money. Creekside made a profit in the third year.

Mr. Williamson said his company needed help from the General Assembly to
allow the company to sustain itself. He put that on a wider scale saying without the help



from the General Assembly, the consumer finance industry in North Carolina was facing
a “train wreck”.

Mr. Williamson said the consumer finance industry was growing from the
customer point of view. He also stressed the personal service aspect as a major part of
the industry’s appeal for customers. He said the original plan for his company was to
open two-three branches every year, currently he said for his company to grow they would
probably look to Virginia or South Carolina. He said the laws there are more favorable to
the direct lending business.

Ms. Mack-Hilliard asked about Mr. Williamson’s other business. He said he
operated Harrison Capital Management and his partner, Larry Gragg runs Creekside
Financial. As partner and co-owner he said he is involved at a senior level with the
operation.

Mr. Braswell asked about the difference in the Virginia and South Carolina laws.
Mr. Williamson said he did not know but a man from Virginia at a meeting he attended
spoke about the difference and Mr. Williamson’s partner was excited about the idea.
Senator Hoyle said the Commission would get the information on usury laws in the other
states.

Mr. McKinley asked what the expected return on investment would be for an
investor in the direct lending business. Mr. Williamson said there was a wide range
based on risk involved. Mr. McKinley asked about 4% to 5% for a North Carolina
company. Mr. Williamson said that would not attract a lot of capital, because investors
tended not to know the consumer lending business and there was a higher return in other
businesses. He said his company had to turn to the private market for capital, but “we had
to pay a high return.”

Mr. Everett asked how much change had Creekside experience from its original
business planning. Mr. Williamson said the company was more heavily into auto loans
now than they had anticipated originally. Further, he responded to another question from
Mr. Everett that the company turned down about 60% of the direct loan applications. He
said the “risk is too high for us.”

Mr. Wallace from the NC Credit and Personal Finance Council followed up with
excerpts from a report on the industry conducted by a consumer advocate group. (SEE
ATTACHMENT: Center for Financial Services Innovations)

He said the report noted that many of the unbanked and underbanked population
borrowed for basics needs and cited a shortage of high quality, short term, and small
dollar credit available. Mr. Wallace said the report recommends 1nstallment loans as a
product to meet these needs.

He made reference to predictions that between 1.5 and 2 trillion dollars in credit
will be taken from the market place in the next two to three years.

In summary, Mr. Wallace said the consumer finance industry needs both statutory
and regulatory relief. He said the need was for two things: :

1. Ability to charge late fees
2. Adjustment in the way they charge customers



Senator Blue posed several questions to Mr. Wallace based on the example that
servicing a loan of $1,000 was $600 and the return was $200. Senator Blue then
suggested that the way for the profit to work was to guarantee the average loan was
$3,000, since the work was the same. He said the information about what goes into thé
cost to the company wasn’t known, but compared this to utility rate increases which are
considered based on having the information from the company as to costs. The Senator
and Mr. Wallace were not able to reach common ground on a rate of return for the
industry.

There was a brief discussion of publicly traded consumer finance companies
which ended in the short-term knowledge that Household Finance was such a company,
and a request for further information.

Ms. Mack Hilliard asked the Assistant Commissioner of Banks, Mark Pearce
about any research that office had done concerning what might be appropriate rates and
fees. Mr. Pearce said the General Assembly was the appropriate body to make such a
policy determination. The Banking Commission research does not show that the industry
is on “life support”, as he put it. He said there is concern, but that 70% of the companies
are profitable. He said this meeting held substance and said the need was evident to
continue talking.

Co-Chair Senator Hoyle said the availability of capital was shrinking. He said the
banks will say they have money to lend, but the regulators-are interfering. He said we
would not have any economic recovery until credit is flowing again. He said it may have
been over done with AIG, Goldman-Sachs, etc. but credit was needed to get consumer
spending going again. ‘

Representative Hall moved approval of the minutes of the March 24, 2010
meeting and the Co-Chair Senator Hoyle seconded, then the minutes were approved.

Co-Chair Hoyle asked for a proposal for the Commission to discuss at the next
meeting. Representative Hall said he hoped the discussion would help the flow of credit
to help the consumers. Co-Chair Senator Hoyle asked for any ideas that might help.
Representative Brubaker recalled discussions in the General Assembly 27 years ago on
the same subject. He quoted Representative “Mickey” Michaux about people seeking
credit: “If they don’t get it here, they’re going to get it somewhere.” '
Representative Fisher. suggested looking at other states based on what was said about
Virginia and South Carolina at this time.

Mr. McKinley said he felt the Commission could arrive at a “win-win” answer.
Co-Chair Senator Hoyle said some of these small loans were being used to help start new
small businesses.



The meeting adjourned at 11:50 a.m.
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NORTH CAROLINA GENERAL ASSEMBLY
LEGISLATIVE BUILDING
RALEIGH NC 27601

March 1, 2010

MEMORANDUM

TO: . Members, Joint Study on the Modernization of NC Banking Laws and the
Consumer Finance Act

FROM: Rep. Hugh Holliman, Co-Chair
' Sen. David Hoyle, Co-Chair

SUBJECT: Meeting Notice

The Joint Study on the Modernization of NC Banking Laws and the Consumer Finance
Act Committee will meet on the following date: :

DAY: Wednesday
DATE: March 24, 2010
TIME: 10:00 am

LOCATION: 1228/1327 LB

If you have any questions concerning this meeting or cannot attend, please contact Carol
Bowers at 919-715-0873 or email hollimanla@ncleg.net




. Joint Legislative Study Commission on the Modernization of
North Carolina Banking Laws and the Consumer Finance Act

.
AGENDA

March 24, 2010
10:00 a.m.
Legislative Building: Room 1228

I. Introduction

Representative Hugh Holliman, Co-Chair
Senator David Hoyle, Co-Chair

II. A Review of the Supervisioh of the NC Consumer Finance
Industry by the Office of Commissioner of Banks

. Mark Pearce, NC Deputy Commissioner of Banks

Il Review of Survey Conducted by the NC Credit and Personal
Finance Council

C. Everett Wallace

IV. Response on behalf of Consumer Advocate Organizations

Chris Kukla, Senior Counsel for Legislative Affairs,
Center for Responsible Lending

V. Committee Discussion

VI. Adjourn
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MINUTES

JOINT LEGISLATIVE STUDY CLOMMISSION ON THE
MODERNIZATION OF NORTH CAROLINA BANKING
LAWS AND THE CONSUMER FINANCE ACT.

Wednesday, March 24, 2010
10:00 a.m.
Room 1228 Legislative Building

The Joint Legislative Study Commission on the Modernization of North Carolina
Banking Laws and the Consumer Finance Act met Wednesday, March 24th at 10 a.m. in
Room 1228 of the Legislative Building. (SEE ATTACHMENT: Members and Guests

Attending Attached.) Co-Chairman Representative Hugh Holliman presided.
PRESENTATIONS

Deputy Commissioner of Banks Mark Pearce provided an overview and annual
report from the Commission of Banks regarding consumer finance. (SEE
ATTACHMENT: Supervision of the NC Consumer Finance Industry by the
Commission of Banks.)

Mr. Pearce said the Banking Commission focuses attention on several points
concerning the consumer finance industry in the state:

e Broad access to consumer credit
e  Where does the industry fit in today’s market
o I[s the industry sustainable
e Are consumers getting a fair deal
The Consumer Finance Act requires a lender to opt into one of two categories:
G. S. 53- 173 —lenders.

These make loans of up to $3,000 and may charge up to 36% interest. This are the

original lenders considered under the Act and there are 6 of these lenders in the State.
G. S. 53-176-lenders

These may make loans up to $10,000. Most of the lenders in the State (73) fall
into this category. These have a blended interest rate wherein smaller loans have a large
interest rate and the rate goes down for larger loans. _

The office of the Commissioner of Banks considers the annual renewal
applications for the lenders and does an annual report on the 79 lending operations. There
are individual office reviews, plus corporate examinations.

Since the General Assembly abolished the so-called “pay day lending” practices,
The Commissioner of Banks has been charged with making sure this law is enforced.

The Office research has shown that since North Carolina has abolished the “payday”
loans, consumers have found a variety of credit products to fill their needs and don’t seem
to miss the “payday” loans.



Further research by the Commissioner’s office shows consumers are satisfied with
their dealings with consumer finance offices.

Mr. Pearce said that revolving credit has gone up 65% in the last decade. At the
same time the consumer finance industry has had no growth. In the last year credit card
use has gone down as card companies have pulled back and there are new federal credit
card laws which will also impact that debt avenue.

In the last ten years, the number of consumer credit lenders and number of
locations have declined in the State. Some of this is due to external factors: for instance
one company opted to come under federal rather than state regulations; however the
offices are still in the State.

Another company with home offices overseas has opted out of the consumer finance
business in the U. S. entirely. Mr. Pearce also said that there have been a number of
mergers and acquisitions in the industry.

Smaller loans ($1000-$3000) have gone up in the absence of payday lending.
Loans of less than $1000 went up slightly after payday lending ended, but now are
declining. Larger loans have had a 149% growth over the past decade. Mid-sized loans
are going down. This leads the Commission of Banks to consider that there are two
consumer loans industries: there are 2 big lenders with a number of offices that have
about 40% of the offices. Then there are companies with 1 to 6 locations about 20% of
the offices, the mid-sized companies with up to 40 locations and about 40% of the
offices. _

Nine out of ten of the large loans are made by the two largest lenders. The smaller
companies tend toward the $1000 to $3,000 loan range. Large lenders deal with signature
loans. Smaller lenders want collateral. (96% want property security) Small loans secure
more car loans. '

Mr. Pearce provided caveats to his information:

o Data is self-reported and unaudited
o All lenders don’t report the same way
e No income shown from other sources-indirect lending
¢ Different accounting/corporate treatment mechanisms
-Capitalization of loan processing fees
-Reporting of insurance income

Loan receivables are flat, with 18% fewer offices. Loan loss reserves are up
111% reflecting the economic conditions, and assets are down 5%.Thus liabilities are
down by 11%, but the net worth of the firms is up 89%.

Mr. Pearce said the data reflects that about 70% of the lenders are profitable in
any given year. Overall income is up per office by 11%, with interest income up by 13%
and fees and other income up 2%. However, overall expenses per office is up 15% since
1998 and the interest income is down 26%. Operating expenses in the same period has
gone up 48%.

The ultimate conclusions for the Commissioner of Bank report:

1. Market has expanded and diversified

2. Industry in N. C. has shrunk, but not due to
Consumer Finance Act

3. Big variation in model between large lenders



& small/medium lenders
4. Annual report not good profitability insight.
5. NCCOB does not see industry dying

In the meantime, the Commission of Banks office will focus on:

1 Risk-focused examinations
2 Non-filing fees, insurance & pay day residual
3 Expanding & Monitoring Annual data:

o Credit insurance

¢ Non-filing insurance

¢ Indirect lending

e # of customers

NOTE: Questions from members were of such low volume as to be unintelligible.
Therefore presenters’ responses may only approximate the question posed.

During the discussion, Representative Brubaker asked if there were specific
reasons for consumer loan companies to opt for federal rather than state regulations. Mr.
Pearce said sometimes it may be more efficient if a parent bank has a federal charter to
bring the consumer loan offices under the federal charter. On the other hand some
companies might feel that state regulations are more restrictive. Mr. Pearce said the
federal regulations are “no regulations at all.” Along the same line, Senator Stein asked
how many consumer finance companies which are affiliated with a bank could make such
a switch for federal regulation. Mr. Pearce said the consumer finance business was
traditionally a state chartered business. Switching to federal charter involved some
expense and he did not know just how many North Carolina companies were operating
under a federal charter.

In terms of profitability of the companies, Mr. Pearce reminded the group that the
profitability had been a subject of discussion for the General Assembly in recent years.
He said he had solicited comments from the consumer finance industry in a letter last fall,
but did not receive any responses.

When asked what the Commissioner of Banks might suggest as a reasonable
return on equity. Mr. Pearce said the COB did not make such a call. The COB interest
centers on whether consumers are getting the products they need at a fair deal.

Mr. Pearce said there are fewer very, very small loans; more loans are over $600,
but under $1000.

The next presentation was made by Everett Wallace, President of the North
Carolina Credit and Personal Finance Council, concerning a survey made by the Council
during the period December 15, 2009 through January 31, 2010. More than 2500
customers at consumer credit offices filled out 10-question forms regarding their
experience with the consumer credit finance industry in the state. (SEE
ATTACHMENT: Survey of Consumer Attitudes.)



Mr. Wallace prefaced his discussion by saying that there had been increased costs
in the terms of doing business in the consumer finance credit industry, but no change in
allowable charges in over 25 years.

The finance industry survey showed a positive response to the business from these
customers in several areas:

e Business was trustworthy & helpful
Compared costs before coming in
Came to fulfill current need
99% were very satisfied
99% felt they were treated fairly

e 99% would refer others to the company

Mr. Wallace summarized his concern posing the question: are direct lending
companies profitable and if not what should be done to allow this business for be
profitable. He then introduced Morris Marshburn and Bob Esch from the accounting firm
of RSM McGladrey & Pullen to review a survey done for the North Carolina Credit and
Personal Finance Council. (The report is copyrighted by the firm) (SEE
ATTACHMENT: Cost Data etc.)

The report was also introduced with the caveat that it was developed from
information supplied by the various companies and that the information had been neither
audited nor verified to actual financial reports. Further the survey is based on responses
from 35 direct loan companies which provided information surveys and through the
accounting firm web site. The firm sought to separate the responses in that some
companies do only direct loans, while other companies do both direct and indirect loans
such as buying the finance contract from the dealer on a car that is financed.

Mr. Esch said the consumer finance credit industry served over 500,000 customers
in North Carolina with a total of over $1.39 billion in loans. He said the response for the
survey amounted to 58% of the total offices and most were from medium to small lending
companies. The survey data was adjusted so as to reflect only the small loan operations
as near as possible so that large lending company figures would not skew the results.

Mr. Marshburn said the survey showed that the average cost per direct loan in
2008 was $692.37. The branch cost was the highest cost in that total and the provision
for credit loss was the next highest.

Mr. Marshburn said that the smaller companies do not have deposits to back their
loans and must borrow money. While interest rates are low for the companies to borrow
money now, those rates are expected to increase as the economy improves and loans will
be based on the LIBOR rates. (LIBOR is the London Interbank Offered Rate the rate basis
for banks to borrow unsecured funds from other banks. The LIBOR is set daily.)

The survey put forward several points of consideration:

e Revenue has not kept pace with costs
Total costs have increased
Branch costs—largest part of lending- are up 15.4%
Loan loss provisions are up
Home office costs are down slightly
Company borrowing costs are volatile



. In summary, the RSM McGladrey Pullen survey sought to provide the following
take away points for the Commission to consider:
e Branch costs, the highest component for direct loans are up
e Slow economy requires greater loan loss provisions
e Borrowing costs for small companies are dependent on larger
financial institutions
e Small lenders are owner-operated
e Direct loans major credit source for many
¢ Significant benefits to customers

Representative Brubaker began the discussion asking how long the industry could
survive, but Mr. Marshburn would not project a prediction or guess.

Mr. Marshburn explained in a discussion with Ms. Mack-Hilliard the components
of the profit margin in a loan process which includes the interest on the loan, insurance
etc. Mr. McKinley amplified on the explanation. Mr. Esch recalled part of the survey
presentation which represented an average loss of nearly $200 per loan in 2008.

Mr. Esch told Senator Blue that the survey did not compute the average loan being
made, but he would be able to add that later.

Ms. Young had a question concerning indirect loans—that instrument wherein a
car financing may be arranged with the dealer and the consumer loan company buys the
loan contract. As Mr. Esch explained these loans are not covered by the Commissioner of

. Banks, while some consumer credit companies offer both direct and indirect loans. He
told Ms. Young that he did not have a data of direct to indirect loan ratio.

Representative Hall asked Mr. Wailace if the cost of doing business would
continue to rise no matter what the General Assembly does. Mr. Wallace said there was
the smallest number of branches in the state than since 1959. His take on the question
was that if the General Assembly did not act the “net impact will be the businesses will
not be there.”

Co-Chairman Representative Holliman asked how companies that made only
direct loans could make any money. There was no specific answer since some companies
have different costs structures, others may have more equity, but that times were tough
for these companies.

Prior to the next presenter, Co-Chair Representative Holliman accepted a motion
from Representative Hall for approval of the minutes for the January 27, 2010 meeting.
The motion passed.

The next presenter, Chris Kukla responded on behalf of the Center for
Responsible Lending. He noted that the previous presentations when paired with the
Commissioner of Bank’s report reflected the difficulty of trying to coming to grips with
the situation: different companies report information in different ways. As he put it,
taking the average loss of nearly $200 per loan, then consumer finance companies had
“turned into on the largest charities in the state” if that was carried to the extreme. He said
‘ that lost rigure would translate to a lost of $45 to $60 million over the past three years.



Further he said the survey did not take into consideration tax treatments, with pre-
tax income. He said the provision of loan losses is the money held to cover losses, no the
losses themselves. Further he said the last survey showed significant expense loss in the
category of “other” without identifying what “other” means.

He also said that collections on various forms of insurance income shown, but the
cost is not shown.

He said the survey showed a “snapshot”, but did not provide all the data necessary
to decide if there is a net gain or a net loss. He said the survey losses do not track the
losses as shown in the Commissioner of Banks report.

Mr. Kukla noted that many customers were using consumer finance loans for
everyday living expenses. In his way of thinking that mean these people would continue
to pay the rates and fees for a long time to cover everyday living.

Citing the consumer credit representatives’ belief that is a tough time for these
companies, Mr. Kukla said that it was a tough time for all financial service companies
and decisions by the General Assembly should not be based on what is good for one
segment of the financial service industry.

The following discussion revolved around various topics including loss charge
offs, loss reserves and the balance between data that does not provide the complete
picture, at least in Mr. Kukla’s view.

Mr. Braswell said the industry had provided all the information requested by the
Commissioner of Banks and if that office required more information the companies
would provide it if asked.

The meeting adjourned at 11:55 a.m.

Repr\éentative ﬁugh Holliman Carol Bowers
Co-Chair Presiding . Commission Clerk

1047
Senator David Hoyle " Ted Harrison
Co-Chair Minutes
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NORTH CAROLINA GENERAL ASSEMBLY
LEGISLATIVE BUILDING |
RALEIGH NC 27601

December 29, 2009

MEMORANDUM

TO: Members, Joint Study on the Modernization of NC Banking Laws and the
Consumer Finance Act

FROM: Rep. Hugh Holliman, Co-Chair
Sen. David Hoyle, Co-Chair

SUBJECT: Meeting Notice

The Joint Study on the Modernization of NC Banking Laws and the Consumer Finance
Act Committee will meet on the following date:

DAY: Wednesday
DATE: January 27, 2010
TIME: 10:00 am

LOCATION: 1228 LB

If you have any questions concerning this meeting or cannot attend, please contact Carol
Bowers at 919-715-0873 or email hollimanla@ncleg.net




Joint Legislative Study Commission on the Modernization of
North Carolina Banking Laws and the Consumer Finance Act

AGENDA

January 27, 2010
10:00 a.m.
Legislative Building: Room 1228

IL

‘ 111

IV.

VI.

VII.

Introduction

Representative Hugh Holliman, Co-Chair
Senator David Hoyle, Co-Chair

Review of Commission Charge QN
Ryan Blackledge, Commission Co-Counsel

‘A Review of the Legislative History of the NC Consumer Finance

Act | \%\

Karen Cochrane Brown, Commission Co-Counsel

The State of the Consumer Credit Industry in NC /g\

C. Everett Wallace Q\

Comments by Consumer Advocate Organizations

Chris Kukla, Senior Counsel for Legislative Ajfairs,\b\
Center for Responsible Lending

Al Ripley, Director, Consumer Action Network, NC Justice Center \L‘/\

Committee Discussion
Adjourn SV(; ;S;T{Dr‘s
Mok /g
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1. Name:
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County:

Sponsor:
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County:

Sponsor:

3. Name:

County:

Sponsor:

4. Name:

County:

Sponsor:

5. Name:

County:

Sponsor:

SGT-AT-ARM

House

1. Name: ij W;Mef

G_S@*m//%é

Lo peg

G e

Olospre 25
2. Name:b a\)\\ @Q S heacony 0%//6”(22@5

3. Name:

4. Name:




VISITOR REGISTRATION SHEET

Fonaceee A C|-R7-10

Name of Commlttee .' Date

VISITORS: PLEASE SIGN IN BELOW AND RETURN TO COMMITTEE CLERK

NAME ; FIRM OR AGENCY AND ADDRESS

@&.@ Q«id&ﬁ i K, | jnm &mﬂ@ @jrﬂ«@ m‘ﬁt Cﬂhm (“‘M@mu

&’Q‘“}

///4@ %Z%Z%XJ@' | 2y

%} Bt ﬁ/ | sk
M, ﬁoff' | | S /m&w

MULD%M% " | %/WW




VISITOR REGISTRATION SHEET

O i Evapce At J-37-10

Name of Committee ° Date

VISITORS: PLEASE SIGN IN. BELOW AND RETURN TO COMMITTEE CLERK

NAME g FIRM OR AGENCY AND ADDRESS

DAM«C‘—- %A‘uﬁf\ : TK—QOTI\I\AN %‘\N\Dé—-ks '

Lie- Aww\%:/ Do & psswec
o \J\ 1t

Q@vope Soitd CoFionsy Tapommes e = Reriled dutnfo
&wre g»u—“, | @www %ﬂé’ﬁﬁ; &f »%Z{%m;‘ %C/
Wpyuo (‘%/Sf/ . ).4(2 ofﬁ%SJ{ /5'\“;. (969

7’ o | oo

atoo Cedt G o, Fygukind ~ &
L‘T‘MCEEIQ’ j;' i fe e/(Credif & . fpfuce/a N
TThe honey Shatfe, Y
WLy N\\ . @Q&?{‘T’mﬁ GRAHAM, N

%«ﬁ,‘wm Hen—




VISITOR REGISTRATION SHEET

g‘/ﬁ&wm§£’ AL e Aok 27—/

Name of Committee Date

VISITORS: PLEASE SIGN IN BELOW AND RETURN TO COMMITTEE CLERK

NAME - FIRM OR AGENCY AND ADDRESS
M P ce g
ark learee | MNceof 7
[ynne Weaver Ve Do~

ﬂﬁ//.Zéleau, /VC.L %y()/

. /ﬁ_/fl// Gh/éeﬂ% MCCO[)’

6(\\«,\ (7«( foo- et WAL | !
Ve 7”2@@ nC z%N ?M;’/M)/);:w\
L f{ﬁw\

MMJM

oW ;é?,

ﬁi&sﬁh\‘*J vxzw'




VISITOR REGISTRATION SHEET

Date

8/9244»01/1%1/1 fw ﬂ% /-27-)0

Name of Committee

VISITORS: PLEASE SIGN IN BELOW AND RETURN TO COMMITTEE CLERK

- NAME

FIRM OR AGENCY AND ADDRESS

SQHAL G@DM@,\/

NC CuAMBER.

Q*‘C\L ’ZCc\mr’\ |

3NL ASSa\ 4(/ ZAHM{

S LuPrend (TER Foe RESAVRAE  LBDING
@ Sava Weed Cew+er for Re.gm\nere Lendiw:% |

L3rry ”@L/\er

Clark, Lq)é/e Gec(u J:q//\/c Crec%r%’f

gvt}e#f/l/\)%”&é

~ pranal Findrce
Ne G ééH' f@l@/@ /F nanee Cotncs /

&iﬁg [(@ ese

/'/ome le‘é’o(;f' Co., L(’.l

[£s p beceE

z/ Boaer

1 é’db,'ﬁ/ff 74;”0#%@ Cd0,

Ceevn ¥ Eilpein.  Setiees

/7/0M 2 6 QQ/ ._'Z;;L// A/(,@///N/é/@*%;j

fe




VISITOR REGISTRATION SHEET

5. Y. 7?%0/05 Lt  )=29-/D

Name of Committee ' Date

VISITORS: PLEASE SIGN IN BELOW AND RETURN TO COMMITTEE CLERK

NAME ‘ FIRM OR AGENCY AND ADDRESS.
Doy Misker | Pl Seet 6
a | =X
| '4341_\\0 .LW/W | fe mAA
t/'/g.(r; SO~ é\ \L«% éf' el F NN 5 . @m.za___




MINUTES

JOINT LEGISLATIVE STUDY COMMISSION ON THE MODERNIZATION OF
NORTH CAROLINA BANKING LAWS AND THE CONSUMER FINANCE ACT

Wednesday, January 27, 2010
10:00AM
Room 1228, Legislative Building

The Joint Legislative Study Commission on the Modernization of North Carolina
Banking Laws and the Consumer Finance Act met for its initial meeting Wednesday,
January 27, 2010 in Room 1228 of the Legislative Building. ‘Representative Hugh
Holliman, Co-Chair Presided. (SEE ATTCHMENT: Members and Guests attending.)

Ryan Blackledge, Commission Co-Counsel explained the charge as laid out in the
so-called studies bill of the 2009 Legislative Session. (SEE ATTCHMENT: Session
Law 2009-574, House Bill 945) The scope of the commission is outlined in four areas:

1 Increases to the finance industry and the impact on providing
product to the public.
2 The amount of money which can be lent to a consumer
3 Level of fees and interest to be charged
4 Consumer protection
The bill does allow the Commission to study others issues that relate to the banking laws
of North Carolina. '

Co-Chair Holliman asked the members of the Commission introduce themselves.

Co-Counsel Karen Cochrane-Brown gave a review of the NC Consumer Finance
Act. (SEE ATTCHMENT: The North Carolina Consumer Finance Act) The Act
passed in 1961 replaced a Small loans Act that dated back to the 1950s. It is the only state
law that allows non-bank lenders to make unsecured loans. The lenders are licensed and
governed by the Commissioner of Banks and limited to loans of $10,000 or less. When
the law was amended in 1981 and 1983 it created the current rate structure. Lenders have
a two-tiered system with rates and loan limits for resident lenders and another structure
for optional lenders.

PRESENTATIONS
The State of the Consumer Credit Industry in North Carolina

Mr. C. Everett Wallace spoke for the North Carolina Credit and Public Finance
Council. (SEE ATTACHMENT: Joint Legislative Study etc and Charts.) He said the
industry has undergone changes in the current economy leading to closing of offices and
the elimination of certain loans. In his remarks, Mr. Everett said price controls would
deny consumers access to the loans they need. The Council does not believe that the
current Consumer Finance Act reflects the true “costs and economics of ...unsecured
consumer credit,” since the rate structure has not changed substantially since 1982.



Representative Brubaker asked for any specific recommendations. Mr. Wallace
said that small loans had disappeared because these loans required a lot of processing
much different from “putting a name in a computer” and receiving the information. He
said these were face to face loans. In slightly larger loans he said the brackets had not
been changed nor had the amount of money which could be lent. .

In response to Senator Vaughn, Mr. Wallace said there were about 500 offices
open in 2009, fewer than had been the case in 1960. ,

Representative Hall asked if there had been any study of the impact competltlon
from other loan sources had upon this industry. Mr. Wallace said there was no definitive
study, but that such options as credit card loans were drying up. Thus more people were
coming to consumer loan offices, but if the company couldn’t make a profitable small
loan, then the loan wouldn’t be made. With an 80% turn down rate for new loans,
Representative Hall asked where those people were going. Mr. Wallace said that he
couldn’t provide that answer. Further he said that many of the people being turned away
were new customers who were turned away because the company could not loan the
money profitably.

Ms. Mack-Hilliard asked if consumer loan customers were credit card holders
too. Mr. Wallace said surprisingly yes. Ms. Young asked for some clarification on how
the costs were incurred. Mr. Wallace said that a small loan of $500 for instance took as
much service as a $2,000 loan. He said the cost of operations was more of a business
burden than the cost of money to lend.

Comments by Consumer Advocate Organizations (1)

Chris Kukla from the Center for Responsible Lending said there is not sufficient
data to support an increase in the interest rate or the loan limit. He said there is a lack of
data to make any deep investigation. He believes that there is minimal competition that
all customers are charged the same rate. He said that the Commissioner of Banks reports
that about 80% of the consumer loans are made with existing customers or customers
who have had a loan before, he referred to this as “:churning.”

Figures that he supplied indicate that the independent consumer loan companies
had a net loss of 1 office in an unspecified year and that most of the offices which were
closed belonged to four companies: Household Finance/ Beneficial, Equity One, Sallie
Mae and Wells Fargo. His data showed that 18 independent stores had opened. (SEE
ATTACHMENT: Chart)

Additionally, Mr. Kukla said the Center has some questions about parts of the
latest report from the Commissioner of Banks, specifically on the fee income. And while
the companies are saying that expenses are increasing the Commissioner’s report doesn’t
bear that out, according to Mr. Kukla. He said there is no way to prove this out. Further
he said the Commissioner’s report was aggregate data and has no analysis.

_ The proposed loan limit increase to upwards of $10,000 to $20,000 would allow
auto loans, in his opinion, even though most of the independent lenders have not shown
an interest in making such loans.

Mr. Kukla told the Task Force that 37 states and the District of Columbia have
lower interest rates than North Carolina.



The Center for Responsible Lending recommended:
1. No increase in rates
2. No increase in loan limits A

He said the data from the Commissioner of Banks was insufficient to
support such increases.

Representative Brubaker asked if there is a gap between those people who can get
loans and those who can not. Mr. Kukla said he was sure there are people who would
like to be able to obtain credit and may have trouble getting it, but the reasons are varied.
Representative Brubaker also asked what rate Wells Fargo was charging now that it had
moved its consumer loan operation into the bank. Mr. Kukla said it was unclear.
Representative Hall asked about so-called. on site lending at such places as furniture
stores, etc. Mr. Kukla said these loans were made under the Retail Installment Sales Act
and not reported in the Commissioner of Bank’s reports. Representative Hall asked if a
consumer might shop between consumer loan offices and the on-site lending stores. Mr.
Kukla agreed that could be the case, and that makes the point that the credit world is
“larger than the finances companies.” Representative Fisher said with on-site lending left
out of the Commissioner of Banks report there was a ‘leakage’ of information that the
Study Commission might need. Mr. Kukla noted that the Commissioner of Banks reports
does not include loans made by credit unions either.

During further questions from Representative Fisher, Mr. Kukla said that
automobile dealers who offer to finance a purchase would have a company to buy the
loan from the dealer and backstop the dealer. These are indirect loans under the Retail
Installment Sales Act and not reported to the Commissioner of Banks.

Comments by Consumer Advocate Organizations (2)

Al Ripley, Director of the Consumer Action Network at the N. C. Justice Center
began with an overview of the Justice Center. (SEE ATTCHMENT: North Carolina
Justice Center.) The Center is a private, non-profit anti-poverty agency founded in 1966.
He said that it was important to look at the borrowers when examining the commercial
loan industry.

After the introduction, Mr. Ripley provided some of the most recent North
Carolina poverty statistics. These figures indicated an increase in people using food and
nutrition services, those living in poverty and the unemployed. The median income had
declined between 2001 and 2008. The low income people represented in the statistics are
some of the borrowers in the consumer finance business, he said.

Mr. Ripley said the “worker to savers-to borrower to owner” model of the Credit
Path theory is not working with many people unable to escape borrowing at high rates and
high fees cycle that continued on and on. The Center considers these as practices that
harm the consumer:

1. High fees and charges for services
2. High cost unaffordable loans
3. Loan products and practices that encourage high cost repeats
Mr. Ripley left the Study Commission these recommendations from the Center:



Follow other states to strengthen lending laws to reduce fees & rates
Discourage high cost financial services

Strengthen programs and services that provide a social safety net
More detailed and accurate reports on Consumer Finance to the
Commissioner of Banks office

o=

Mr. McKinley asked how many of the states with interest rates lower than North
Carolina’s allowed pay-day lending or title-lending. Mr. Ripley said he did not know off
hand, but that he could make the report from the Consumers’ Union available to any
member who wished a copy. Mr. McKinley also asked how many times a loan might be
renewed or re-negotiated to fit the definition of “churning”. Mr. Ripley said there was no
set number of times, but that some people were in constant debt with loans that charged
from 36% to 54% interest which is allowed under the current law. He said some credit
card holders who can not pay off the balance each month are also having the monthly
interest rate squeeze.

Co-Chair Holliman asked for the staff to provide the state by state comparison on
consumer finance loan rates and fees.

Representative Hall asked if the Commissioner of Banks would be coming to the
Commission. Co-Chair Holliman said that would be the case.

Representative Fisher asked if states in the Consumer Union report which showed
better interest rates than North Carolina had any consumer protection system. Co-Chair
Holliman asked staff to include that information in the comparisons.

Senator Blue assessed the scope of the Study Commission in three areas:

1. Deal with rates and fees

2. Broaden or draw in the loan brackets

3. Deal with maximum amounts for loans
Co-Chair Holliman said he would include demand issues: is there a demand for these
loans and is that demand being met.

Ms. Mack-Hilliard asked if the report from the Commissioner of Banks could
provide such data as the # of loans made by company, etc. Co-Chair Holliman did not
know what information would be covered in the report. '
The Commission meeting adjourned at 11:28

Representé')ive Hugh Holliman, Co-Chair Carol Bowers, Clerk
Presiding.

Senator David Hoyle, Co-Chair Ted Harrison, Minutes
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GENERAL ASSEMBLY OF NORTH CAROLINA
SESSION 2009

SESSION-LAW 2009-574
HOUSE BILL 945

AN ACT TO PROVIDE FOR STUDIES BY THE COMMISSION, STATUTORY
OVERSIGHT COMMITTEES AND COMMISSIONS, AND OTHER AGENCIES,
COMMITTEES, AND COMMISSIONS.

The General Assembly of North Carolina enacts:

PART XLVIII. JOINT LEGISLATIVE STUDY COMMISSION ON THE
MODERNIZATION OF NORTH CAROLINA BANKING LAWS AND THE
CONSUMER FINANCE ACT (H.B. 1341 — Holliman, Brubaker)

SECTION 48.1. There is created the Joint Legislative Study Commission on
the Modernization of North Carolina Banking Laws and the Consumer Finance Act. The
purpose of the Commission is to determine whether and to what extent the North
Carolina Banking Laws and the Consumer Finance Act (Article 15 of Chapter 53 of the
General Statutes) need to be updated.

 SECTION 48.2. The Commission shall consist of 16 members as follows:

q)) Five members of the House of Representatives, appointed by the
Speaker of the House of Representatives. :

(2)  Five members of the Senate, appointed by the President Pro Tempore
of the Senate.

(3) One member of the consumer finance industry, one member
representing a State-chartered bank, and one member of a consumer
advocacy organization, each appointed by the Speaker of the House of
Representatives.

(4)  One member of the consumer finance industry, one member
representing a State-chartered bank, and one member of a consumer
advocacy organization, each appointed by the President Pro Tempore
of the Senate.

SECTION 48.3. The Commission shall have two cochairs, one designated by
the Speaker of the House of Representatives and one designated by the President Pro
Tempore of the Senate from among their respective appointees. The Commission shall
meet upon the call of the cochairs. Any vacancy on the Commission shall be filled by the
original appointing authority. A quorum of the Commission shall be a majority of its
members.

SECTION 48.4. The Commission shall study the following issues related to
the modernization of the North Carolina Consumer Finance Act:

(D The increase in costs of operations for the consumer finance industry

and its impact on the delivery of products to the public.

2 The maximum dollar amount that can be lent to an individual
consumer. ‘

(3)  The appropriate rate of interest and fees to be charged for each level of
consumer transaction.

4 Strategies for increasing consumer protection and disclosure.



)

SECTION 48.5. The Commission also shall study any issue related to the
Banking Laws of North Carolina that the Commission deems appropriate.

SECTION 48.6. Members of the Commission shall receive per diem,
subsistence, and travel allowances in accordance with G.S. 120-3.1, 138-5, or 138-6, as
appropriate. The Commission, while in the discharge of its official duties, may exercise .
all powers provided for under G.S. 120-19 and G.S. 120-19.1 through G.S. 120-19.4. The
Commission may meet in the Legislative Building or the Legislative Office Building.

With approval of the Legislative Services Commission, the Legislative
Services Officer shall assign professional staff to assist the Commission in its work. The
House of Representatives' and the Senate's Directors of Legislative Assistants shall assign
clerical staff to the Commission, and the expenses relating to the clerical employees shall
be borne by the Commission. The Commission may contract for professional, clerical, or
consultant services as provided by G.S. 120-32.02. If the Commission hires a consultant,
the consultant shall not be a State employee or a person currently under contract with the
State to provide services.

All State departments and agencies and local governments and their
subdivisions shall furnish the Commission with any information in their possession or
available to them. ,

SECTION 48.7. The Commissioner of Banks shall use up to twenty-five
thousand dollars ($25,000) of the funds available to the State Banking Commission for

- the 2009-2010 fiscal year to fund the study authorized by this act.

SECTION 48.8. The Commission shall report the results of its study and its
recommendations, including any proposed legislative changes, to the 2010 Regular
Session of the 2009 General Assembly. The Commission shall terminate on May 1, 2010,
or upon the filing of its final report, whichever occurs first.



The North Carolina Consumer Finance Act

The North Carolina Consumer Finance Act (Article 15, Chap. 53) is the only State law that
specifically authorizes nonbank lenders to make small unsecured loans. This Act authorizes the
Commissioner of Banks to license and to supervise loan companies, which make direct consumer
loans of $10,000 or less. A licensee must meet several statutory requirements including
maintaining loanable assets of not less than $50,000. Lenders that do not charge interest rates
higher than those permitted by Chapter 24 (Interest) are exempt from this Act. Also exempted
are banks, trust companies, savings and loan associations, cooperative credit unions, agricultural
credit corporations, production credit associations, pawnbrokers, and installment paper dealers.

Two tiers of lenders are created by the Act. G.S. 53-173 allows interest charges of 36% per year
on that part of the unpaid principal balance, which does not exceed $600.00, and 15% per year
on that portion which is more than $600 but not more than $3,000.

G.S. 53-176 authorizes optional rates for those lenders who elect to make loans of $10,000 or
less and who so notify the Commissioner. These lenders may charge interest at the rate of 30%
per year on that part of the unpaid principal balance, which does not exceed $1,000, and 18%
per year on the remainder, which does not exceed $7,500. If the principal balance is more than
$7,500, the maximum rate is 18% per year on the entire loan,

Lenders under the Act may charge a reasonable credit investigation fee, which cannot exceed the
actual cost of the credit investigation. In addition, lenders may charge a loan processing fee of
5% of the loan, not to exceed $25.

A number of bills have been introduced over the years related to the Act. These include the
~ following: -

2009
House Bill 1626 Cap APR for Consumer Loans
House Bill 1137 NC Consumer Finance Act Amendments

2006

S.L. 2006-243 An Act To Clarify The Application Of The North Carolina Consumer
Finance Act To Various Lending Subterfuges

House Bill 652 Chapter 24 Exemptions

Senate Bill 903 Amend Interest Rate Laws

2005

House Bill E&{ Small Instaliment Consumer Loans

2001 |

S.L. 2001-519 An Act To Modify The Consumer Finance Act To Increase The Loanable

Assets Required Before An Entity Is Licensed To Engage In Business In
The State, To Revise The Collection Of Interest Under Certain
Circumstances, To Establish A Loan Processing Fee, To Allow Lenders To
Charge A Late Payment Penaity Under Certain Circumstances, To
Require Disclosures On Solicitation Of Loans By Facsimile Or Negotiable
Checks, To Allow Lenders To Maintain Certain Records In The Form of
Optical Image Disks, To Repeal Obsolete Provisions Of The General
Statutes, And To Make Conforming Changes To The General Statutes.



1999

House Bill 95
House Bill 1265
House Bill 1635
Senate Bill 570
Senate Bill 1322

1997

S.L. 1997-285

House Bill 356
Senate Bill 777

1995
S.L. 1995-155
Senate Bill 205

1993

Senate Bill 718

Senate Bill 513

Senate Bill 264/
House Bill 271

1991
S.L. 1991-765
House Bill 955

(e

989

L. 1989-17

1983
S.L. 1983-126

[y
o
oo
[

S.L. 1981-561

Bills Prior to 2000

Small Loan Revisions

Revisions to Consumer Lending
Revisions to Consumer Lending
Update Consumer Finance Act
Revisions to Consumer Lending

Bank Assessments
LRC Study/Nonbanking Consumer Industries
Adjust Interest Rates and Loan Ceilings

~ Lender Interest Rate Adjustment

Community Reinvestment Act

Financial Boards Merged
Banking Amendments
GPAC/Banking Recommendations

Clarify Regulation of Other Businesses Under Consumer Finance Act
Consumer Finance Act Changes

An Act To Further Regulate Consumer Finance Companies, Their
Affiliates And Subsidiaries, To Require Their Registration Under the
Mortgage Banker/Broker Registration Act, To Allow Consumer Finance
Licensees To Maintain Their Records Out Of State, And To Make Various
Technical Amendments

An Act To Regain The State's Authority Over Interest Laws, And To Make
Appropriate Changes In The State's Interest Laws

An Act To Change The Rate Of Interest In The Consumer Finance Act
And To Correct Several References To The New Legal Usury Rate And
Loan Ceiling

N




Prohibit Various Lending Subterfuges (S.L. 2006-243)

S.L. 2006-243 (HB 2894) clarifies that certain cash rebate transactions are subterfuges
for unlawful loans and are prohibited. The act's language is consistent with a recent Court of
Appeals decision which held that the Consumer Finance Act does apply to cash advances offered
in the form of rebates.

The act clarifies that a subterfuge includes any transaction in which a cash rebate or
other advance of funds is offered and all of the following apply:

> The cash advance is made contemporaneously with the transaction or soon

thereafter.

> The amount of the cash advance is required to be repaid at a later date.

> The selling or providing of any item, service, or commodity with the transaction is

incidental to, or a pretext for, the advance of funds.
This act became effective October 1, 2006, and applies to transactions that are investigated on or
after that date under the North Carolina Consumer Finance Act, Article 15 of Chapter 53 of the
General Statutes, as amended by this act, and applies to transactions that are subject to
enforcement actions under the North Carolina Consumer Finance Act that are filed on or after
that date.

Revise Consumer Finance Act (S.L. 2001-519)

S.L. 2001-519 (HB 599) makes several changes to the North Carolina Consumer Finance Act.
The Consumer Finance Act authorizes the Commissioner of Banks to license and to supervise loan
companies, which make direct consumer loans of $10,000 or less. The current law creates two tiers
of lenders. G.S. 53-173 allows interest charges of 36% per year on that part of the unpaid principal
balance, which does not exceed $600, and 15% per year on that portion which is more than $600
but not more than $3,000. G.S. 53-176 authorizes optional rates for those lenders who elect to make
loans of $10,000 or less and who so notify the Commissioner. These lenders may charge interest at
the rate of 30% per year on that part of the unpaid principal balance, which does not exceed $1,000,
and 18% per year on the remainder, which does not exceed $7,500. If the principal balance is more
than $7,500, the maximum rate is 18% per year on the entire loan. Optional rate lenders may also
charge a reasonable credit investigation fee, which cannot exceed the actual cost of the credit
investigation. Both categories of lenders use a blended interest rate for most loans made under the
Article.
This act makes the following changes to the current law:
> Increases the amount of loanable assets that a licensee must possess to obtain a license
from $25,000 to $50,000.
> Creates a loan processing fee of $25 for loans made under G.S. 53-173.
> Eliminates the credit investigation fee and authorizes a loan processing fee of $25 for
loans up to $2,500, and 1% of the cash advance for loans above $2,500, not to exceed a
total fee of forty dollars, for loans made under G.S. 53-176.
> Requires lenders who solicit loans using facsimile or negotiable checks to comply with the
law on soliciting loans with unsolicited checks by requiring certain disclosures on the
check and other associated documents.
> Requires lenders to return to borrowers both the originals and copies of any note, or
other evidence of indebtedness, upon payment of the loan in full.
> Allows licensees to make certain required reports to the Commissioner by means of
optical disk. ,
The act became effective January 1, 2002, and applies to loans made on or after that date.
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THE JOINT LEGISLATIVE STUDY COMMISSION FOR THE
MODERNIZATION OF BANKING AND CONSUMER FINANCE LAWS

January 27, 2010
My name is C. Everett Wallace.

I am here today representing the North Carolina Credit and Personal Finance
Council (NCCPFC). The North Carolina Credit & Personal Finance Council
(NCCPFC) is the umbrella trade association for the traditional installment
lending consumer credit industry in North Carolina. NCCPFC is comprised
of three associations—the North Carolina Financial Services Association,
the North Carolina Independent Finance Association and the Resident
Lenders of North Carolina.

First, I would like to thank you for providing us with the opportunity to
speak before the commission today. This industry is highly regulated under
the North Carolina Consumer Finance Act, General Statute 53-164 et seq.,
passed in large part in 1982, which authorizes the Commissioner of Banks to
license and supervise loan companies which make direct consumer loans of
$10,000 or less. According to the Commissioner of Banks 2008 Annual
Report on the industry in North Carolina, there were 540 business locations
and approximately 3600 employees and just over 425,000 loans.
Increasingly, however, under the restrictions of this 27 year old law and
changing economic conditions, the industry has been forced to reorder or
eliminate certain loan products and close office locations. In fact, in the past
year the availability of loans and the number of offices has been further
reduced by the exit of Household Finance and Beneficial Finance from the
consumer loan business in this state. In November 2009, an updated report
from the NCOCOB confirms that currently there are fewer offices open in
North Carolina than there were in 1960.

Since 1911, the heritage of the state licensed traditional installment lending
business is to make loans in amounts that the borrower can afford and only
to borrowers who have indicated they have the ability to repay. We believe
it is the most responsible credit option for an increasing number of citizens.
In upcoming hearings we will show you why it is becoming increasingly

C. Everett Wallace NCCPFC (919) 620-8877
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difficult to provide that traditional personal service to the many households ‘
and individuals that are coming to the offices for loans. Unfortunately,

North Carolina installment lenders are turning down around 80% of the new

customers who apply to them for much needed credit. Far too often, these

are requests for small amounts to cover basics like school supplies, auto

repairs, furniture, DMV fees, baby clothes, etc.

We also intend to demonstrate that the installment credit industry provides
an affordable and convenient source of capital for these customers. When
compared with the cost of alternative forms of credit that are used by lower
income individuals who have deposit accounts; such as, overdraft protection,
credit card charges, or refund anticipation loans, installment loans are a
reasonably priced, effective and stable product for this population.

Unlike the exotic or tricky terms of other consumer loans that are frequently
criticized by our regulator and consumer advocates, the essential features of
the traditional installment loans made under the NC Consumer Finance Act
are: 1) they are local; 2) they result from face to face service; 3) they are
approved by hometown loan officers. Additionally, these loans are repaid in
substantially equal, fully amortizing monthly installments. The nearby loan
office and personnel are available to counsel and provide assistance in
difficult situations and the equal monthly installments of principal and
interest are designed to pay the loan off in a way that fits within the
borrower’s available income. These loans are, by their nature, simple,
understandable and sustainable.

We strongly advocate that the state’s role in the consumer credit market
should be to promote three things: competitive availability of consumer
credit, transparency of transactions, and fairness in lender practices. We
ultimately believe that price controls deny consumers access to the credit
service that they need. We believe it is critical that we work to maintain and
promote the availability of legitimate, regulated consumer credit with full
transparency — while leaving pricing, to the greatest extent possible—to the
marketplace. We look forward to the inevitable discussion and instruction
from lenders who operate from institutions which are non-profit, tax
advantaged, taxpayer subsidized, deposit based or charitably funded. We
welcome fair competition but, we reject unfair comparisons that fail to take
into account the differences in each industry’s business model and business
objectives.

C. Everett Wallace NCCPFC (919) 620-8877
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This study commission has been empanelled at a very critical time, though
we recognize there is never a good time to face such difficult economic
issues. However, there is and has been for several years, a dramatic credit
crunch in this country. And, despite the extraordinary efforts of the federal
government, the availability of credit—especially for those in the middle and
lower portions of the economic spectrum—has continued to deteriorate.
While the traditional installment credit industry has not been found to be
involved in creating this crisis, the impact on our customers has been
substantial.

Rising unemployment, shrinking property value and limitations in available
revolving credit is placing an increasing number of North Carolinians
“between a rock and a hard place.” And, even though the Consumer Finance
Act was intended to be the regulator of the primary source of service and
capital in these situations, many of the companies that have made small
consumer loans ($500 — $1,500) for as many as 100 years are no longer able
to sustain this business. We will explore what can be changed to attract new
capital for these and larger loans needed to accommodate today’s costs of

goods.

Even as our state continues to enjoy one of the greatest spurts in growth in
the country, the realistic economic picture for North Carolina’s citizens,
cities and towns is changing. We will bring you detailed demographic
information to describe the consumer finance customer and their
communities. We expect that this too, will assist you in recognizing the
urgency to act in modernizing the Consumer Finance Act, to stop the
contraction of the traditional installment loan business and ensure that credit
services are widely and properly available to the state’s moderate income
citizens and less urban communities.

This joint study committee was created to examine the changes that would
be necessary to “modernize” the state’s current consumer loan laws. In
particular, the committee was specifically charged to study:

e The increase in costs of operations for the consumer finance industry
and its impact of the delivery of credit to the public.

e The maximum dollar amount that can be lent to an individual
borrower.

o The appropriate rate of interest and fees to be charged for each level
of consumer transaction; and

C. Everett Wallace NCCPFC (919) 620-8877
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e Strategies for increasing consumer protection and disclosure.

We find these to be the most relevant and essential issues to be reviewed by
this panel. We believe that a studious examination of these items will result
in recommendations for changes that can be embraced by everyone who is
impacted by the work of the traditional installment loan industry in this state.

Because the traditional installment loan industry is built on a foundation that
requires its members to first consider the borrower’s ability to afford the
loan they are requesting, it represents one of the best forms of lending to
meet the public’s need for small dollar loans. While the reports from the
Commissioner of Banks indicate that the number of loans and revenues is
trending down, the industry reports that expenses continue to increase and
credit applications must be rejected at increasingly record high numbers.
The only way personal installment lending will remain a viable option for
North Carolinians is to recognize the economic requirement for profitability
in the statutory and regulatory framework that governs the consumer credit
industry in the state.

NCCPFC believes that the North Carolina General Assembly must
modernize the Consumer Finance Act. This Act has not been substantially
changed since 1982 and does not reflect the true costs and economics of
providing unsecured, non-depository consumer credit in North Carolina in
the year 2009. All business costs related to personnel, facilities, insurance,
taxes, communications, and government compliance have consistently
increased over the last 20+ years (CPI inflation =124%). It is only logical
that consideration be given to the maximum interest rates that can be
charged by members of our industry. They have not been allowed to account
for normal business expenses increases or even have their rates “indexed”
for inflation. The distinctive costs related to consumer lending beg for still
more weight in the expense equation.

Borrowers, policy makers, and the industry should seek to have the most
comprehensive and valid answer to the question of “What is a fair rate?"

We are requesting that the committee review the economic issues and facts
facing members of the industry to determine how they can both operate and
serve citizens in this state. We believe that a report of the study committee
findings, along with legislative recommendations, should be made as soon as
conclusions can be made after these meetings.

C. Everett Wallace NCCPFC (919) 620-8877
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Given the importance of this issue in today’s credit environment, we would
ask committee members to challenge all presenters to focus on the issues
outlined in the Commission’s charge and not engage in debate over
tangential items or points.

Summary

NCCPFC believes that legislators, regulators, advocates and industry
representatives must come together to modernize our state’s existing
consumer lending laws. This needs to be done to ensure that unsecured
consumer loans of all sizes remain available and affordable for the citizens
of North Carolina. These modifications must be understandable, transparent,
effective and fair. We strongly believe that the laws governing consumer
credit should contain all appropriate consumer protections, but they, also,
must ensure profitability for the service provider.

NCCPEFC believes that there is a need to re-examine the Consumer Finance
Act. This Act has not been substantially changed since 1982 and does not
reflect the true costs and economics of providing unsecured, non-depository
consumer credit in North Carolina in the year 2008. While, costs have
continued to rise over the last 20+ years, the rate structure under which
consumer credit industry operates has not been modified or even “indexed”
for inflation.

There is a need to understand the nature of this business with its “high
touch” and high cost of operation. Because most of these loans are serviced
and collected in the same offices at which they are originated, advances in
technology have not served to significantly reduce costs in this industry. We
must all work together to arrive at a solution that will encourage the
consumer credit finance industry to continue to meet the needs of all of our
citizens.

Because this industry is built on a foundation that requires its members to
first consider the borrower’s ability to afford the loan they are requesting, it
represents one of the best forms of lending to meet the public’s need for
small dollars loans. But, the only way this will remain a viable option is to
infuse profitability into the statutory and regulatory framework that governs
the consumer credit industry in the state.

(SEE GRAPHS)
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Company Number of Offices Company Number of
Closed (Offices Offices
Remaining) Opened
(Total
Offices)
American General 7(92) Allied Financial Services, Inc. 1(11)
Auto Finance Co, 1 (closed) Alpha Finance 1(1)
Inc.
Beneficial NC 32 (closed) Basic Finance 1(5)
Blue Heron 1 (closed) Future Financial Services, LLC 1(4)
Finance
Coastal Finance 3 (6) North State Acceptance 1(5)
CitiFinancial 6 (113) Omni Financial of NC, Inc. 3(3)
Equity One (Banco | 23 (American General | Professional Financial Services 1(6)
Popular) (AIG) acquired of NC, LLC
company)
Federal Financial 14 Regional Finance Corporation 5(18)
Setvices, Inc. of NC
Greencap Financial 3 (8) Security Finance Corporation 1034
of Lincolnton/dba Security
: Financial Services
Golden Key 1 (closed) Steele Financial Services, 1(1)
Finance Inc./dba Pine State Finance
Household Finance 13 (closed) Time Investment Corp./dba 2(19)
Company(HFC) Time Financing Service
JB Penny/Globe 1 (closed) Turner Finance Co., Inc. 1(1)
Financial
Nordan Finance 1 (closed) Whiestone Financial, Inc. 1(1)
Company
Peoples Finance 2@ Total Offices Opened 18
Company of
Lexington
Sallie Mae Financial 4 (closed)
(SLM)
Sandhill Finance 0 Percent of Offices 84%
Closed Attributable to
HSBC, AIG, Mergers
and Changes in
Supervision
Southern Loans 1(10)
The Money 1(1)
Shoppe, Inc.
Universal Finance, 19
Inc.
Wells Fargo 15 (All Finance
Finance Company activity
moved into Wells
Fargo Bank -
Whiteville Finance 1 (gclosed)) C‘Wl S kuk\&

Total Stotes
Closed

119 (19 independents)
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Alfred Ripley
Counsel for Consumer and Housing Affairs
North Carolina Justice Center
(919) 856-2573 voice
al@ncjustice.org
www.ncjustice.org

I. Introduction

The Justice Center is a private, nonprofit anti-poverty organization located in Raleigh. Its
mission is to reduce and eliminate poverty in North Carolina by helping to ensure that every
North Carolina household gains access to the resources, services and fair treatment that it needs
in order to enjoy economic security. Founded in 1996 through the merger of two former Legal
Services organizations and staffed by a diverse array of professionals, the Justice Center pursues
its ambitious mission through four main strategies:

Litigation - Justice Center lawyers take on carefully selected, high-impact cases that are
designed to protect and expand the rights of low-income groups and individuals.

Research and analysis - Justice Center experts research and analyze public policies
affecting low-income North Carolinians, identify strategies for improvement and publish
their findings in an array of reports, newsletters and issue briefs.

Public Policy Advocacy - Justice Center advocates speak out on behalf of vulnerable
North Carolinians and work to win concrete policy changes from elected officials and
administrative agencies.

Grassroots Action - Justice Center activists build relationships with groups and
individuals at the grassroots level and pursue a two-way process of education and
empowerment.
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North Carolina Justice Center
Recent Poverty Statistics for NC

Food and Nutrition Services in North Carolina

December 2007

December 2008

December 2009

Number of Individuals

923,151

1,072,607

1,302,121

16.2 percent *07-’08

21.4 percent 08 -’09

41 percent 07 - °09

Health Care

In 2008, 15.9 percent of the population or 1,434,000 people in NC were uninsured.

Wages and Income

2001 (in 2008 $) 2008

NC Median Income $ 47,241 $ 46,549

Poverty

Poverty 2000 Poverty Rate | 2008 Poverty Rate 2008 # Living in
Poverty

NC Living in Poverty 13.1% 14.6% 1,301,929

NC Children in Poverty | 18.1% 19.5% 429,054

Unemployment

Civilian Labor Force Estimates for North Carolina for 2009

North Carolina Seasonally AdJusted

IJan lFeb ’Mér | Apr IMay Junei July i{ Aug IISeth[ Oct |Nov |Dec | ‘. |

Réfe% [ o7 107 108] 10.7] 1.1 11.0] 109] 108] 10.8] 109] 10.7] 11.2]

Civilian Labor Force Estimates for North Carolina for 2008

" North Carolina Seasonally Adjusted -

‘ Jan | Feb !Mar I Apr ;lMay ;lJune | July |Aug I| Sept | , Oct |Nov ;l Dec |

.lniaté%|50|52|54|57%|59|61]63|66!|68‘|70|75|81§].




The Debt Trap, Loan Churning, And Why the “Credit
Path Theory” Is Not Working

l CENTER for ConvmmMuNITY CAPITAL

From: Alternatives
Federal Credit Union

The reality is very different, with many getting mired in
consumer debt before starting to save and build good credit. -

Practices That Harm Consumers

1. High fees and charges for financial services
2. High cost unaffordable loans

3. Loan product characteristics and industry practices that encourage repeat
high cost transactions (churning)



Small Dollar Loan Products
August 2008; Consumers Union, the National Consumer Law
Center, Consumer Federation of America

e Many states have stronger consumer lending laws than North Carolina.
Other states (36) have at least one interest rate cap that is lower than those
under North Carolina Law.

e The report gave North Carolina a failing grade of F in two of its loan
categories

“Background: Abusive lending practices not only harm individual
consumers, but they place a needless drag on the overall U.S. economy.
Abusive lending practices include those in which the lender charges
excessive fees and interest rates, lends without regard to the borrowers’
ability to repay, refinances borrowers’ loans repeatedly over a short
period of time without any economic gain for the borrower, and commits
outright fraud or deception. Consumers experiencing abusive lending
practices pay more for their loans and often get trapped in cycles of debt
from which they cannot emerge. As a result, these consumers have fewer
resources to devote toward building family wealth. This is especially
true of consumers who are of modest means and just trying to make ends
meet. Indeed, numerous studies have documented the consumer harms
related to these abusive lending practices.” Pg. 3

e At the Justice Center we get complaints about lending abuses but we do not
get any complaints about a lack of credit in NC. People that call are already
over extended in high cost debt and having more debt at high cost does not
help. We need to lower interest rates and fees on loan products not increase
rates.



Conclusion

To modernize North Carolina’s Banking Laws and the Consumer
Finance Act and to help people in North Carolina take advantage of
responsible financial services the General Assembly should:

1. Follow the lead of other states and strengthen our lending laws to
reduce rates and fees on loan products

2. Discourage high cost financial services

3. Strengthen programs and services that provide a social safety net

4. Require more detailed and accurate reporting by Consumer
Finance Companies to the Commissioner of Bank’s Office
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