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RATIONALE

Public Act 379 of 1984 permits nondepository institutions
to extend lines of credit or offer unsecured loans in
connection with a credit or charge card authorized by the
Act. Seme contend that the Act operates to impede the
offering of lorger lines of credit because it requires
one-twelfth or more of the principal balance outstanding
to be repaid monthly, in order to coilect interest payments
of up to 1.5% of the unpaid balance per menth. They
orgue, further, that the one-twelfth minimum payment
requiremeni prevents fcir competition in the market for
credit because depository institutions (i.e , banks and
savings and loan associations) are not subject to the
requirement.

CONTENT

Senate Bill 199 would amend Public Act 379 of 1984,
which 1eguiates cradit cord transactions, to allow a
person licensed to offer or make credit card
arrangements to collect interest on a loan or crodit
extanded ot a rate not to exceed 1.5% of the unpaid
bulance per month. The bill would delete the provision
of the Act that restricts such collection terms to credit
card arrangements that specify that one-twelfth or more
of the principel balance outstanding must be repaid
rnonthly.
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FISCAL IMPACT

The bill would have no fisce! impcet for State or local
government.

ARGUMENTS

Supporting Argumen?

The bill would remove ¢ punitive provision of the Act. The
crie-twelfth minimum monthly payment requirement
renders some maijor lenders unable to operate in Michigen
vecause large lines of credit or unsecured loans cre not
aftractive to consumers when a conditional minimum
poyment is ottached. By removing the one-tweiftn
reguirameant, the bill would permil greater access to that
portion of the credit market, thus stmulating competition
with other creditors who aiready are free of the minimum
payment requirement.

Qpposing Argument

The biill shouid previde greater regulation over variable
interest rates. Under varicbie rate agreements, when the
intersst rate increases, creditors often charge the higner
rate on credit purchases made before the time of the
increase. The bill should include an advance notice
requiremant for rate increases so that the consumer could
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~ choose to pay off his or her balance under the lower interest

rate.

Response: The bili is designed to remove a requirement
imposed on nondepository creditors that does not apply to
depository creditors. It should not be cluttered with extra
restrictions, especially restrictions that do not apply to
banks and savings ond loan associations.

Legislative Analyst: P. Affholter
Fiscal Analyst: L. Burghardt

This analysis was prepared by nonpartisan Senate staff for use by
the Senate in its deliberations and does not constitute an official
statemeat of legislative intent.
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