HOUSE FI NANCE COWM TTEE
May 06, 2004
3:40 P. M

TAPE HFC 04 — 109, Side A
TAPE HFC 04 - 109, Side B

CALL TO ORDER

Vi ce-Chair Meyer called the House Finance Comm ttee neeting
to order at 3:40 P.M

VEMBERS PRESENT

Representative John Harris, Co-Chair
Representative Kevin Meyer, Vice-Chair
Representative M ke Chenaul t
Representative Eric Croft

Representati ve Hugh Fate
Representative Ri chard Foster
Representative M ke Hawker

Represent ati ve Reggi e Joul e
Representative Carl Mses
Representative Bill Stoltze

VEMBERS ABSENT

Representative Bill WIlIlianms, Co-Chair
ALSO PRESENT

Richard Schmtz, Staff to Senator John Cowdery; Jacqueline
Tupou, Staff to Senator Geen; Chip Wgoner, Catholic
Conf er ence; Pat Luby, Advocacy Director, Aneri can
Associ ation of Retired Persons

PRESENT VI A TELECONFERENCE

Steve Ceary, Executive Director, Alaska Public Interest
Research Goup (AKPirg); Deborah Fink, Cash Al aska; Mark
Davis, Director, Dvision of Banking, Securities, and
Cor por ati ons, Departnent of Community & Econom c Devel opnent

SUMVARY

CS SB 272(FIN) An Act relating to certain nonetary advances
in which the deposit or other negotiation of
checks to pay the advances is delayed until a
| ater date; and providing for an effective
dat e.

CSSB 272(FIN) was REPORTED out of Commttee

with i ndi vi dual recommendati ons and an
anmended fiscal inpact note.
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CS SB 288(JUD) An  Act relating to tenporary custody
heari ngs, and to certain determ nations
concerning placenent of a child in child-in-
need- of - ai d proceedi ngs; and providing for an
effective date.

CSSB 288(JUD) was REPORTED out of Commttee
with individual recommendations and one
previously published fiscal inpact note.

#SB288
CS FOR SENATE BILL NO. 288(JUD)

An Act relating to tenporary custody hearings, and to
certain determ nations concerning placenent of a child
in child-in-need-of-aid proceedings; and providing for
an effective date.

JACQUELI NE TUPQU, STAFF TO SENATOR LYDA GCREEN, explai ned
that the bill is a housekeeping neasure. Current state |aw
provides that the courts determne wthin 48 hours of
removing a child whether or not it is “contrary to the
wel fare of the child to remain in the home of the parent.”
Varying |l anguage is used to express this, but if the judge
does not say it is “contrary to the welfare of the child”
the child would not be eligible for Title IV-E funding for
the duration of the child's life in the system She said
that this is true even if the child is later renmoved from
the home and gai ns adoption subsi dies.

Ms. Tupou said that because the | anguage is so critical, the

bill sponsor decided to put in statute that it is “contrary
to the welfare of the child to remain in the hone of the
parent.” She pointed out on the fiscal note the estinmated

federal receipts of $500 thousand for FY 05.

Co-Chair Harris commented that it is a big fiscal note. M.
Tupou explained that the four words [“contrary to the
wel fare”] are needed in order to receive the Title IV-E
funding. About 5% of the statew de cases under review did
not use that |anguage in the initial hearing and did not
receive the fundi ng. About 26% of cases in Anchorage did not
qualify, even though the judges had received training. M.
Tupou concluded that it is very inportant for the State to
t ake advantage of the federal dollars for these children who
have been renoved fromtheir hones.

Representative Joul e asked the estimated | oss of funds. M.
Tupou replied that the fiscal note reflects about half a
mllion dollars of federal funding | ost |ast year.

Representative Foster MOWED to report SB 288 out of
Comm ttee W th i ndi vi dual recommendat i ons and t he
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acconpanying fiscal note. There being NO OBJECTION, it was
so ordered.

CSSB 288(JUD) was REPORTED out of Conmmittee with individua
recommendati ons and one previously published fiscal i npact
not e.

#SB272
CS FOR SENATE BILL NO. 272(FIN)

An Act relating to certain nonetary advances in which
the deposit or other negotiation of checks to pay the
advances is delayed until a |ater date; and providing
for an effective date.

RI CHARD SCHM TZ, STAFF TO SENATOR JOHN COADERY, expl ai ned
that SB 272 regul ates payday |enders, which are businesses
doing short-term | oans, from payday to payday, for a fee.
These lenders had been unregulated. The bill sets out a
maxi mum | oan anount of $500, limts roll-overs that renew
the loan to two, and |limts the fees. The Departnment of Law
crafted and supports the bill. By limting it to two roll-
overs, the bill’s main value is to prevent people from
taking out a loan that they forever roll over.

Co-Chair Harris asked why the AARP is opposed to the bill
M. Schmtz was unable to answer.

AT EASE: 3:49 P. M
RECONVENE: 3:50 P. M

CH P WAGONER, CATHOLI C CONFERENCE, stated that the industry
feels the changes that would cut the interest rate 400%
plus the annual percentage interest rate down to a |ower
figure, and cut the mnimnumterm froma 1l4-day to a 30-day
| oan period would put out them of business. The Catholic
Conf erence hopes that the Committee will adopt the anmendnent
that woul d add reporting requirenents on the anount of fees
collected from custonmers, how many paynent plans are
of fered, the nunber of recipients whose debts are sent over
to third-party collection agencies, and the incone from
court actions. This information would allow the State to
evaluate the industry. He said that after one or two years
of hard data, the State could better balance the conpeting
factors of regulating the industry and protecting the
cConsurrer.

M. Wagoner explained the three anendnents. Anendnent #1
would provide reporting requirenments to gain industry
information. Anmendnent #2 would change the allowed roll-
overs from two to one to avoid increasing the consuner’s
debt. Anendnent #3 would nmake the bill close to revenue
neutral so that if the State regulates the industry, it
woul d recei ve enough licensing fees to cover the costs. M.
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Wagoner said that the anmendnments would not hurt the industry
and would inprove the bill, which the Catholic Conference
doesn’t entirely support.

PAT LUBY, ADVOCACY DI RECTOR, AMERI CAN ASSCOCI ATI ON OF RETI RED
PERSONS (AARP), explained that the AARP is participating in
a lawsuit filed by Al aska Legal Services (ALS). The AARP
attorneys agree with ALS that payday | oans shoul d be subj ect
to the Small Loans Act and these businesses should not have
any |loans outstanding for nore than 36% The current rate
for a payday loan is 391% [ $15 per $100 | oan], and the AARP
feels that is “usurious” and that these |enders should be
subject to the sanme requirenents of all financial |ending
institutions.

M. Luby continued, stating that the interest rates are too
hi gh and payday | enders should allow people to nmake parti al
repaynents. These borrowers are not financially savvy and
many have to roll over the loans. Currently there are
unlimted roll-overs. The industry is asking the State to
regulate it, and he questioned why it would. The AARP fears
the industry will do “touch and go l|oans,” and probably
allow unlimted roll-overs again. The bill presunes 20
payday | enders with 30 nore in the next five years. The AARP
opposes the additional |enders but wthout them he noted
that the revenue stream would not pay for the staff on the
fiscal note. The AARP supports the anendnents. The cost for
| i censing ought to be high enough that the State would not
be subsidizing these “predatory | enders.” The industry needs
to be regul at ed.

STEVE CLEARY, EXECUTIVE D RECTOR, ALASKA PUBLIC | NTEREST
RESEARCH GROUP (AKpirg), explained that the AKPirg has been
i nvol ved in consuner advocacy and education since 1974. It
is currently starting a programto hel p peopl e begin savings
accounts so that they would not have to choose payday | oans.
He said that the AKPirg believes that interest rates are too
high, and this bill would legalize rates sonetines in excess
of 400% The organi zation has | ooked for ways to conprom se,
considering the CGeneral Usury statute interest rate cap at
10-1/4% and the Small Loan Act rate cap at 36% The AKpirg
believes a drastic junp to 400% is unreasonable and it
opposes the bill

M. Ceary suggested a change extending the tinme period of
the loan froma mninmum of 14 days to a mninmum of 30 days
to repay the loan without defaulting. |If the loan period is
not extended, he suggested deleting the |anguage nmandati ng
| enders to disclose the APR (Annual Percentage Rate) for 30
days, which would only confuse the consunmer. He noted that
Senat or Bunde raised the license fee to $5000 but the change
was not adopted in the Senate, and he hoped that the House
woul d rectify this to ensure that the industry is paying for
its own regul ation. He summari zed that the AKPirg would |ike
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to see roll-overs reduced to one, the tinme period extended
to 30 days, and the license fee increased to $5000.

Representative Fate asked if a need exists for this type of
|l ending. M. Schmtz asserted that these |loans are a good
alternative and are not designed for people who want | ong-
term loans. He said that consuners |like these loans with a
set rate and fee. The intent of the bill is to institute
sone regulations and limt the roll-overs to two.

Representative Fate asked if the anendnent reducing the
roll-overs would be a regulatory or a punitive change. M.
Schmtz replied that the one roll-over is designed to hurt
the industry and takes choice away from the consuner. A
consuner can |ower the anmount through a roll-over, and can
set up a paynent plan before the case is sent to court. Two
roll-overs give the consuner an option.

Representative Fate repeated his question.

DEBORAH FI NK;, CASH ALASKA, replied that the change from two
to one roll-over is punitive to the custonmer who can’t pay
off the entire debt, and do a “roll down.” A roll down
i nvol ves paying off a portion and taking out a new | oan for
a lesser anpunt. It is not unusual for a customer to do two
roll-overs instead of letting the check go into default. She
said that from the industry standpoint, two roll-overs are
far superior to one.

Representative Croft asked where the | anguage states that a
consuner can proportionately reduce the anount owed. M.
Fink replied that a custonmer could essentially roll over the
entire amount if they don’'t have the noney when the loan is
due. If the custoner could nake a partial paynent, the
custonmer would roll over the renaining bal ance.

In response to a question by Representative Croft, M. Fink
expl ained that the fees are approved at the tinme the loan is
t aken out.

Representative Croft clarified that the Catholic Conference
proposed the three anmendnents and he added themto the bill
packets.

Representative Fate MOVED to ADOPT Anendnent #1. Vice-Chair
Meyer OBJECTED.

Representative Fate explained that Amendnent #1 would add to
the existing reporting requirenents to build up a good data
base.

Vi ce-Chair Meyer asked about AS 06.50. Representative Fate
stated that it’'s in the body of the bill
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Representative Hawker felt that Amendnent #1 is not a
t echni cal anendnent, and wunless the Commttee passed
Amendnent #3 with a substantive change addressing the issue
of balancing the fiscal note, he would not be inclined to
support Anmendnent #1. He proposed addressing Amendnent #3
first and then returning to Amendnent #1.

Representative Fate WTHDREW his notion to MOE Anendnent
#1. There being NO OBJECTIQN, it was so ordered.

Representati ve Hawker MOVED Anmendnent #3. Representati ve
Fate OBJECTED for purposes of discussion.

Amendnment #3 reads:

Page 4, line 4
Del ete [$3, 000]
I nsert $5, 000

Represent ati ve Hawker expl ained that Anendment #3 addresses
the fiscal note which, as witten, indicates that the
revenues generated through the service charges would never
nmeet the costs incurred by the |egislation. He asked if
both the Financial Institution Examner | and Adm nistrative
Clerk 11l positions are needed and where to find partial
persons [1-1/2 positions].

M. Schmtz indicated that it is the sponsor’s w sh that the
nonr ef undabl e application fee remain at $3000. |Increasing
the fee to $5000 woul d renove all but the major |enders.

Representative Hawker asked what the Departnent would do
wth two %tine persons.

MARK DAVIS, DI RECTOR, DIVISION OF BANKING SECURITIES, AND
CORPORATI ONS, DEPARTMENT OF COVMUNI TY & ECONOM C DEVELOPMENT
(DCED), VI A TELECONFERENCE, stated that the Departnent is
unsure what would be required to regulate the industry, but
thought that it would take 75% of one examner’'s tinme. The
DCED is behind schedule on exam nations of conpanies that
| end substantial anobunts of noney to pay insurance prem uns.
The Departnment would utilize the staff person to stay
current on the prem um finance conpani es that have not been
exam ned in the past.

Representative Hawker questioned the $35 thousand in
Contractual that increases to $70 thousand in FY 2010. M.
Davis replied that it reflects the anticipated services from

the Departnent of Law to revoke |icenses, which will go to
heari ngs. The DCED is uncertain how nmany |icense
applications it wll receive, and he said that these could

be contractual expenses.
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Representative Hawker pointed out that it’s not a receipt
supported service. M. Davis agreed, but stated that the
Departnent would pay as nmuch as possible through receipts,
not knowi ng how the industry would grow.

Representative Hawker noted that it is a technical rather
than a substantive problem He opposed passing out the bil
with a deficit fiscal note when it isn't really the case.

Representative Chenault asked if it would generate a
significant nunber of consunmer conplaints if put into
regulation. M. Davis thought so, and said that the
Department has jurisdiction in this mtter. It would use
its current staff for these investigations.

Representative Chenault discussed the exam nation costs
estimated on page 2 of the fiscal note, expressing that it
did not appear to warrant two full-tinme positions. M. Davis
reiterated that it is an estimate. Wiile the Departnent is
al nost current in the exams, seven of the eight small |oan
conpanies are |icensees of Wells Fargo Bank, which require a
different type of exam nation.

Representative Chenault expressed concern that the nunbers
appear a little high.

Represent ati ve Hawker W THDREW Anendnent #3.

Represent ati ve Hawker MOVED a conceptual Anendnent to revise
Fiscal Note #2, DCED, Conponent 1233 dated 4/28/ 04 to mnake
it a net zero for each fiscal year under Contractual. Vice-
Chair Meyer OBJECTED for purposes of discussion, and asked
if a specific nunber is needed.

Represent ati ve Hawker repeated that his amendnent woul d zero
out the contractual line to yield a net zero fiscal note,
from FY 2005 t hrough FY 2010.

Vice-Chair Meyer WTHDREW his OBJECTI ON. The conceptua
Amendnent was ADOPTED.

Representative Fate MOVED to ADOPT Anendnent #1. Vice-Chair
Meyer OBJECTED for purposes of discussion.

Amendnment #1 reads:

Page 7, line 24:
Insert the foll ow ng and renunber accordingly:

(11) the total anount of fees received per AS 06.50. 460;

(12) the total anount of fees, costs, and other incone
recei ved per AS 06.50.550;
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(13) the total nunber of recipients offered a paynent plan;
(14) the average |length of the paynent plans;

(15) the total nunber of recipients whose paynent
obligation was assigned to a third party for collection;

(16) the total nunber of recipients that had a court action
initiated agai nst them

Representative Fate explained that Anendnent #1 adds to the
reporting requirenents in the bill

Representative Hawker reiterated that in the interest of
expedi ency, he could support a substantive change but not
this anmendnent. He felt that the existing |anguage 1is
adequate on page 7, line 24: “(11) any other information the
Departnent determnes is required to conduct its review.”

Representative Croft spoke to the nerits of the anmendnent
proposed by the Catholic Conference, noting that it 1is
uncertain what the bureaucracy would require to regulate the
i ndustry.

TAPE HFC 04 - 109, Side B

Representative Croft continued speaking in support of
Amendnent #1 and felt that there was tinme to inprove the
bill in Commttee.

Representati ve Hawker spoke against inposing the |evel of
detail on small businesses that is inherent in Arendnent #1.

Vice-Chair Meyer noted that the anmendnent is nore specific
than the | anguage in the bill

Representative Fate expressed support for the data that
woul d be generated by the last two parts in the anendnent,
(15) and (16). He reiterated that reporting nechanisns are
inportant in establishing a data bank.

Representative Fate MOVED to AMEND Anendnent #1 to exclude
(11) and (12), and to include (13) through (16).

M. Davis clarified that this anmendnment addresses Section
06. 50. 310, reports to the Departnent by the licensee. The
DCED woul d gather a lot of this information during the exam
and he questioned whether it needed to be in the form of a
report. In response to a question by Vice-Chair Myer, M.
Davis said that lines 13-16 are unnecessary in Arendnment #1.
The Departnment would ensure that |icensees adhere to the
statute.
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Representative Fate commented that it is not a problem when
the |licensee knows the statute, but there can be information
gaps when the requirenents are in regul ation.

Representative Fate MOVED to ADOPT the Anended Anendnent #1.
Vi ce- Chair Meyer OBJECTED.

Aroll call vote was taken on the notion.

IN FAVOR. Croft, Fate, Joule, Mbdses
OPPOSED: Chenaul t, Foster, Hawker, Meyer, Stoltze

Representatives Harris and WIlians were absent.
The MOTION FAILED (4-5). The Anended Anmendnent #1 was not
adopt ed.

Representative Croft MOVED to ADOPT Anmendnent #2. Vi ce-
Chair Meyer OBJECTED for purposes of discussion.

Anmendment #2 reads:
Page 10, |ine 28:

Del ete [ TWO CONSECUTI VE TI MES]
| nsert once

Representative Croft explained that the AARP, AKPirg and the
Cat holi ¢ Conference recommended the anendnent, which reduces
the nunber of tinmes that soneone can roll over the |oan. He
expressed that the | oan ceases to be a useful financial tool
and becones damaging when it is rolled over nultiple tines.

M. Schmtz reiterated that the bill limts to tw roll-
overs, which seens reasonable. The problemw th consuners is
with unlimted roll-overs.

Ms. Fink comented that she didn't favor the roll-over
anmendnent because it renoves consunmer choice and penalizes
t he consuner.

Representative Stoltze asked what happens after the |ast
roll-over. M. Fink explained that the customer’s check
woul d be in default and would go into collections. A series
of notifications would ensue, offering the custoner a payoff
pl an over six nonths. [|If the custoner opted for the payoff
pl an, there would be no other cost except the bad check fee.

Vi ce-Chair Meyer agreed with Representative Stoltze that two
consecutive tines appears to the advantage of the consuner
rat her than the industry.

Representative Croft argued that it’s not to the benefit of

the consuner because repeated roll-overs put the consuner
into a cycle of debt.
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M. Schmtz repeated that it’s not another loan or unlimted
roll-overs.

Aroll call vote was taken on the notion to adopt Amendnent
#2.

IN FAVOR. Croft, Joule, Moses
Opposed: Fate, Foster, Hawker, Meyer, Stoltze, Chenault

Representatives Wllianms and Harris were absent.
The MOTI ON FAILED (3-6). Anmendnent #2 was not adopt ed.

Representative Foster MOWED to report SB 272 out of
Comm ttee W th i ndi vi dual recommendat i ons and t he
acconpanyi ng anended fiscal note. Representative Croft
OBJECTED.

Representative Croft commented that to establish a 400%
interest rate and call it a consuner protection bill 1is
I npr oper. He felt that the bill does not do what it
purports. He regretted that the Commttee rejected the
advice of the Catholic Conference and the AARP. He said
that he could not support the legislation in its present
form

Represent ati ve Hawker commented that his constituents hold a
m sconception that the bill would |legalize “sonething that
was previously illegal.”

Representative Croft noted that 10 states ban these | oans
for good reason because the |oans can often be fit under
traditional |ending practice at a nmuch |ower interest rate.

A roll call vote was taken on the nmotion to nove the bill
fromcomm ttee.

I N FAVOR. Fate, Foster, Hawker, Meyer, Mses, Stoltze,
Chenault, Harris

OPPCSED: Croft

Representatives Joule and WIllians were absent.

The MOTI ON PASSED (8-1).

CSSB 272(FIN) was REPORTED out of Conmmittee with individua
recommendati ons and an anmended fiscal inpact note.

#

ADJ QURNVENT

The neeting was adjourned at 4:48 P. M
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