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THE APPARENT PROBLEM:

Financial services are currently regulated under a number
of different acts. These acts govern the licensing and
regulation of “non-depository” financial institutions (a
definition which does not include state and federal banks,
credit unions and savings and loans) that offer various
financial services, including making small business loans,
financing motor vehicle loans, selling checks, servicing
primary and secondary mortgage loans, and issuing credit
cards. It is not uncommon for a financial service provider
to be licensed under most, if not all, of these various
financial service acts. Because each act requires that a
proprietor keep records pertaining to the company’s
activities, which often could mean providing records for
up to six separate licenses, some feel all the acts should
be combined into one all-inclusive, “omnibus” licensing
act, with one set of fees and one set of rules.

THE CONTENT OF THE BILL:

House Bill 5208 would create the Consumer Financial
Services Act which would regulate certain consumer
financial services provided by financial institutions. The bill
would require a “person” to be licensed under this or an
appropriate financial licensing act in order to engage in
any activity regulated by the financial licensing acts.
Generally, however, state and federal banks, credit unions
and savings and loans would be exempt from the bill's
requirements.

The bill would define a “class I and “class 1l license and
require that applications for either of these be made in
writing and under oath to the commissioner of the Financial
Institutions Bureau (FIB). A class | license would authorize
the licensee to engage in all of the activities permitted
under the Regulatory Loan Act, Public Act 125 of 1981
(which governs the regulation of secondary mortgage
loans), the Motor Vehicle Sales Finance Act, Public Act 379
of 1984 (which governs the regulation of credit card
transactions), the Sale of Checks Act, or the Mortgage
Brokers, Lenders and Services Licensing Act. A class |
license would authorize the licensee to engage in all of the
activities permitted by a class | license, except those
allowed under the Sale of Checks Act and the Mortgage
Brokers, Lenders and Services Licensing Act.

Each applicant would be required to state on the
application the full name, business address, and residence
of the proprietor (if the applicant is an individual), of each
member in a partnership or association, or of a corporation
and each of its officers, directors, and stockholders. The
bill would permit the commissioner to exempt publicly held
corporations from the requirements of providing
information regarding stockholders. License application
and other fees would be as follows:

® $800 for a class | license;
® $500 for a class i license;
* an investigation fee of $500 unless the applicant has 1
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or more licenses under the financial licensing acts, in
which case the investigation fee would be $100.

The bill would also require an applicant to give a
“reasonably satisfactory” financial statement to the
commissioner showing that the applicant’s net worth
exceeded $100,000 for those applying for a class | license
or $50,000 for those applying for a class | license. If the
applicant deposited with the commissioner bonds, notes,
debentures, or other obligations of the United States, of
this state, or of a local unit of government in the state, the
bill would require that the financial statement of a class |
or class Il applicant would have to show a net worth of
$200,000 or $100,000, respectively. In addition, the bill
would require a class | applicant to file a surety bond —
upon request by the commissioner — in the principal
amount of $125,000, and an additional amount of $3,000
for each office or agency of the applicant engaged in the
sale of checks. However, the total amount of a required
surety bond could not exceed $250,000. A class Il applicant
would be required to file a surety bond in the principal
amount of $25,000. The bill would aliow a class Il applicant
to deposit with the commissioner, instead of a surety bond,
bonds, notes, debentures, or other obligations of the United
States, of this state, or of any local unit of government in
the state.

The bill would require the commissioner, upon receipt of
a financial services application, to investigate the
applicant. If the cornmissioner is satisfied with the
applicant’s experience and competence, the commissioner
would issue the applicant a license to engage in all the
activities allowed under the bill. A license issued or
renewed under the bill would expire on December 31 of
each year. To renew a license, the bill would require a
class | or Il licensee to pay either $800 or $500, respectively,
no later than December 15. A licensee would be allowed
to change its name or place of business to another location
within the state, upon written permission of the
commissioner, for a fee of $50 for each license certificate
amendment. The bill would allow a licensed operator to
operate only one place of business under the same license.

The bill would require licensees to comply with the
requirements of the financial licensing acts except for those
procedures regulated under the bill.

The bill would stipulate that a class 1 or 11 license could not
be denied, suspended, or revoked except on not less than
ten days’ written notice to the applicant or licensee
indicating the reasons for the denial, suspension, or
revocation. The applicant or licensee, within five days after
receipt of the notice, could make a written demand for a
hearing. The commissioner would be required to hear and
determine the matter “with reasonable promptness.” The
applicant or licensee, if aggrieved by the verdict, could
appeal the order of the commissioner to the circuit court

within 30 days from the date of the order, where the
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aggrieved party would be entitied to judicial review. The
bill would permit the commissioner to deny, suspend,
revoke, or refuse to renew a license for a number of
reasons, most of which pertain to an applicant's or
licensee’s non-compliance with the rules and procedures
stated within the bill. The bill would grant the commissioner
authority to investigate an applicant or licensee and would
grant the commissioner the power to subpoena witnesses
and documents, papers, books, and any other evidence
in any matter over which the commissioner has jurisdiction.
If the commissioner found that a licensee was engaging
in an unsafe or unsound practice, the commissioner could
_issue a cease and desist order, after giving notice and
holding a hearing.

The bill would require that a licensee be examined at least
once a year. The bill also would require the licensee to
pay an examination fee, which would be determined by
the commissioner and could not be less than $20 per hour
or more than $40 per hour. The examination fee would be
due upon receipt of an invoice by the licensee from the
commissioner. A licensee, however, would not be required
to pay for more than one required examination within a
calendar year. However, the bill would grant the
commissioner authority to investigate a licensee at any time
and charge the licensee an amount sufficient to cover the
cost of the investigation, not less than $20 per hour or more
than $40 per hour. The commissioner could accept an
annual report and an audit of a licensee by a certified
public accountant instead of conducting an examination.

The bill would stipulate that all fees and expenses provided
for in the bill would be paid into the state treasury, to be
credited to the Financial Institutions Bureau (FIB).

The bill would require a licensee to maintain records
relating to all transactions made in accordance with the
bill, to be made available to the commissioner upon
request. The bill would require these records to be made
available for not less than 25 months after making the final
entry on any loan recorded in the record. A licensee could
keep records by electronic data processing. A licensee
would be required to submit an annual report on or before
February 15 of each year stating the licensee’s activities
for the previous calendar year; failure to do so would result
in a fine of $10 for each day beyond the specified filing
date that the report had not been submitted.

The bill would grant the commissioner the authority to
appoint a conservator or apply to the appropriate circuit
court for a receiver for the licensee who could take
possession of books, records, and assets of the licensee
and could take any necessary action to conserve the assets
of, or ensure payment by, the licensee to the state. All
expenses accrued in the process of commissioning a
conservator would be paid out of the assets of the licensee,
upon the approval of the commissioner. The commissioner,
if satisfied it would be done safely and in the best interest
of the public, could terminate the receivership and permit
the licensee to resume transaction of its business in
accordance with the bill. The bill would prohibit a licensed
operator from engaging in various activities, including real
estate and pawn brokering.

The commissioner would be required to promulgate rules
that were necessary for the enforcement of the bill.

A county prosecutor, the attorney general, or any person
could bring an action to obtain a declaratory judgment or
an injunction against a person in violation of the act, and
recover damages as provided in the bill.

House Bill 5209 would amend the Regulatory Loan Act (MCL
493.1) to exempt a person licensed under House Bill 5208
from the requirements in the act.

House Bill 5210 would amend the Motor Vehicle Sales
Finance Act (MCL 492.103) to exempt a person licensed
under House Bill 5208 from the requirements in the act.

House Bill 5211 would amend Public Act 125 of 1981 (MCL
493.52) to exempt a person licensed under House Bill 5208
from the requirements stipulated in this act.

House Bill 5212 would amend Public Act 379 of 1984 (MCL
493.102) to exempt a person licensed under House Bill
5208 from the requirements stipulated in this act.

House Bill 5213 would amend the Sales of Checks Act (MCL
487.903) to exempt a person licensed under House Bill
5208 from the requirements found in this act.

(Note: A complementary amendment to the Mortgage
Brokers, Lenders and Services Llicensing Act would be
necessary to complete the package of legislation.)

House Bill 5208 is tie-barred to House Bills 5209, 5210,
5211, 5212, and 5213 and each of these bills is tie-barred
to House Bili 5208.

FISCAL IMPLICATIONS:

The bills would have no fiscal impact to the state, according
to the Financial Institutions Bureau. (2-9-88)

ARGUMENTS:
For:

Currently, the Financial Institutions Bureau regulates
financial services provided by non-depository financial
institutions under a separate act for each particular service
provided. Often, however, a firm may be licensed to
perform financial services in most or all of these different
areas; in those cases, the licensee is required to obtain a
single license for each of these separate activities, with
the resulting fees and paperwork. Since many of the acts
carry similar guidelines and fees, why not combine all these
regulations and fees into one all-inclusive act? Not only
would these bills reduce the cumbersome process of
keeping separate records for each license held by a
licensee, they could encourage more entrepreneurs, from
inside and outside the state, to open financial service firms
in Michigan, which would result in increased business
activity. For a firm that wished to offer most or all of these
services, the package of bills would provide rules and fees
which would encompass all the activities covered under
each of the separate financial service acts, but would
include only one annual report. A firm that wished to
provide a limited number of services would still be licensed
under the appropriate act(s). Financial firms and the FIB
could increase efficiency in record keeping and
examination procedures, respectively, saving both time
and money.

Against:

Although the bills would increase the efficiency of both
financial service firms and the FIB, and save both time
and money, the fees proposed in House Bill 5208 may not
be enough to match revenues the FIB currently may receive
from combined fees from each of the individual acts. For
instance, a financial service firm currently may offer up to
six different services which are regulated under six
different acts — each of which requires a separate fee
for each license. Under present law, the fees — including
examination fees — for the six licenses together could
reach a combined total of nearly $1,700.

House Bill 5208, however, would make it possible for a
financial service firm to provide all six of these services for
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up to $500 less than is currently required. This loss of
revenue to the FIB would have to be compensated for in
the state budget, which could mean taxpayers paying for
the difference. House Bill 5208 should be amended to
prescribe higher licensing and examination fees.

Response: The fees prescribed in House Bill 5208 have
been suggested by the FIB after studying current revenues
and expenses as compared to those the bureau believes
would result under the package of bills. The lower fees
prescribed in the bill would be offset by lower operating
costs for the bureau and projected increased revenue the
bureau believes would occur due to more firms becoming
licensed under this “omnibus” bill package. Ultimately, the
bureau can only estimate the projected revenues and costs
which would result from the bills; if these calculations are
not correct — which could only be determined after testing
the program in the open market — the bureauv could, at
a later time, request the legislature to alter the fees to the
proper amount.

Reply: Because the fees prescribed in House Bill 5208
are based on estimations made by the FIB, the bill should
include a provision which would require the legislature to
review the FIB’s financial status after a designated time
period to determine whether the fees prescribed in the bill
had generated adequate revenue for the bureau to
operate properly.

POSITIONS:
The Financial Institutions Bureau supports the bills. (2-3-88)

The Michigan Financial Services Association supports the
bills. (2-3-88)

The Michigan Consumers Council supports the concept of
the bills. (2-3-88)

The financial services firm Household International
supports the bills. (2-3-88)
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