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VEMBERS PRESENT

Senat or Con Bunde, Chair

Senat or Ral ph Seekins, Vice Chair
Senat or Ben Stevens

Senator Johnny Ellis

Senat or Bettye Davis

MEMBERS ABSENT
Al'l nmenbers present
COW TTEE CALENDAR

SENATE BI LL NO 272
"An Act relating to nortgage |enders and persons who engage in
activities relating to nortgage lending; and providing for an
effective date."

SCHEDULED BUT NOT HEARD

SENATE BI LL NO. 307
"An Act relating to a fee provided for in the rental agreenent
for late paynent of rent under the Uniform Residential Landlord
and Tenant Act."

SCHEDULED BUT NOT HEARD

SENATE BILL NO 273

"An Act relating to a notor vehicle dealer's selling or offering

to sell notor vehicles as new or current nodels or as new or

current nodel notor vehicles having manufacturer's warranties.”
MOVED SB 273 OUT OF COW TTEE

SENATE BI LL NO. 300
"An Act relating to the handling of negative equity in notor
vehi cl e transactions."”

HEARD AND HELD

PREVI QUS COW TTEE ACTI ON
BILL: SB 273

SHORT TI TLE: MOTOR VEHI CLE SALES
SPONSOR(s): SENATOR(s) COADERY
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02/ 08/ 06 (S) READ THE FI RST TI ME - REFERRALS

02/ 08/ 06 (S) TRA, L&C

02/ 23/ 06 (H TRA AT 1:30 PM CAPI TOL 17

02/ 23/ 06 (H -- Meeting Cancel ed --

03/ 02/ 06 (S TRA AT 2: 00 PM FAHRENKAMP 203

03/ 02/ 06 (S) Moved SB 273 Qut of Conmittee

03/ 02/ 06 (S) M NUTE( TRA)

03/ 03/ 06 (S) TRA RPT 4DP

03/ 03/ 06 (S) DP: HUGA NS, THERRI AULT, CONDERY,
KOOKESH

03/ 16/ 06 (S) L&C AT 1:30 PM BELTZ 211

BILL: SB 300

SHORT TI TLE: MOTOR VEH CLE NEGATI VE EQUI TY

SPONSOR(s): SENATOR(s) SEEKI NS

02/ 14/ 06 (S) READ THE FI RST TI ME - REFERRALS
02/ 14/ 06 (S) TRA, L&C

02/ 23/ 06 (H) TRA AT 1:30 PM CAPI TOL 17

02/ 23/ 06 (H -- Meeting Cancel ed --

03/ 09/ 06 (S) TRA AT 1: 30 PM BUTROVI CH 205
03/ 09/ 06 (S) Moved SB 300 Qut of Conmmittee
03/ 09/ 06 (S) M NUTE( TRA)

03/ 10/ 06 (9 TRA RPT 2DP 1NR

03/ 10/ 06 (S) DP: HUGGE NS, KOOKESH

03/ 10/ 06 (S) NR:  FRENCH

03/ 16/ 06 (S L&C AT 1:30 PM BELTZ 211

W TNESS REG STER

RYAN MAKI NSTER

Staff to Senator Cowdery

State Capital

Juneau AK

PCOSI TI ON STATEMENT: I ntroduced SB 273 for the sponsor.

ED SNI FFEN, Assistant Attorney Ceneral

Di vision of Consumer Protection

Departnent of Law

PO Box 110300

Juneau, AK 99811-0300

POSI TI ON STATEMENT: Supported SB 273 and SB 300.

JOHN COCK, Legislative Director

Al aska Auto Deal ers’ Associ ati on
Aurora Mtors
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Fai r banks AK
POSI TI ON STATEMENT: Supported SB 273.

BRI AN HOVE

Staff to Senator Seekins

State Capitol

Juneau AK

PCSI TI ON STATEMENT: I ntroduced SB 300 for the sponsor.

ACTI ON NARRATI VE

CHAIR CON BUNDE called the Senate Labor and Commerce Standing
Commttee neeting to order at 1:34:57 PM Present at the call to
order were Senators Bettye Davis, Johnny Ellis, Ben Stevens and
Chair Con Bunde. The chair announced that SB 272 and SB 307 were
post poned.

1: 36: 13 PM
SENATOR SEEKI NS arri ved.

SB 273- MOTOR VEHI CLE SALES

CHAI R BUNDE announced SB 273 to be up for consideration.

RYAN MAKI NSTER, staff to Senator Cowdery, sponsor of SB 273,
expl ained that SB 273 addresses unintended consequences from a
bill that was passed |ast year that prohibited new and used car
dealers from selling new cars, but it went farther than that by
prohi biting both groups from selling current-nodel used cars. A
current-nmodel used car could also fall in the current nodel
year. Subsequently if the law was followed, a new or used car
deal er would have to hold a returned car that has the current
nodel year on their lot until it wasn't a current nodel any
nore. This does disservice to the deal ers because they will have
to hold a car that is losing value and a disservice to the
consuner, because he doesn’'t get as broad a choice to pick from
Secondarily, if he is a serviceman and gets shi pped overseas and
has to return a leased car, it would be difficult to turn it
into a dealer knowng that the dealer has to hold it on his |ot
until it is not a current nodel.

He said this law is basically being overlooked and this bill
changes | anguages so that current-nodel vehicles could be sold
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by used and new car dealers. He said the Used Car Dealers
Associ ation supported it.

1:40: 23 PM

ED SN FFEN, Consuner Protection, Departnent of Law (DOL), said
he has a large responsibility for regulating the care dealers in
Al aska. He has been working on this issue for several years and
the industry supports it. “It’s sonething we need to do to allow
us to enforce our laws — so we can sell these current-nodel used
vehi cles to consuners.”

CHAIR BUNDE asked if he was confortable with the bill from a
consuner’s point of view

MR. SN FFEN replied yes.

JOHN COCK, Used Car Deal ers Association, supported SB 273 and
the previous testinony. He thanked everyone who worked on it for
over a year.

1:44: 32 PM

SENATOR RALPH SEEKINS said this addresses part of his concerns,
but it does not address dealers who commt black market fraud
However, he stated he supported the bill.

CHAI R BUNDE cl osed the public hearing.

SENATOR ELLIS noved to pass SB 273 from commttee wth
i ndi vi dual recommendations and acconpanying fiscal not es.
Senators Davis, Ben Stevens, Seekins, Ellis and Chair Bunde
voted yea; and SB 273 noved from conm ttee.

SB 300- MOTOR VEHI CLE NEGATI VE EQUI TY

CHAI R BUNDE announced SB 300 to be up for consideration.

BRI AN HOVE, staff to Senator Seekins, sponsor of SB 300, said it
updates the definition of “principal balance” found in the
Al aska retail installnment sales contract to accommpdate the
proper disclosure of negative equity. It clarifies how an
incident of negative equity 1is handled wthin a |ease
arrangenent and a contract.

He explained that previously, lending institutions required
borrowers to participate financially in purchase transactions.
Down paynents of 25 percent were quite common and term | oans
were held for 36 nonths. But these guidelines have gone by the
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waysi de. Consuners have demanded |ower paynent |oans wth
greater value. Now no and |ow down paynent options are offered
and the paynent period has been |engthened. This phenonenon is
particularly evident in retail auto sales where qualified buyers
often opt for 100 percent financing over the |ongest possible
term

The mathematical effect of this strategy is sinple.
The point in time at which the vehicle' s market val ue
exceeds the outstandi ng bal ance on the underlying | oan
occurs nuch later than it otherwise would. Until this
point is reached, the owner’s equity position is
commonly known as upside down or negative. In other
words, the value of the vehicle is not yet sufficient
to conpletely repay the outstanding balance on the
| oan.

As a result, when the owner wants to trade for a
different vehicle, the dealer has to figure out sone
way to accommopdate the | oan payoff in the trade-in. At
one tinme it was comopn practice in sone states to
simply inflate the price of the car to be purchased
enough to pernmit an allowance for the trade-in that
would cover the anmount owed. The negative equity
di sappears. This nmethod solved the equity problem but
failed to adequatel y descri be t he transaction

mat hematically. So, over time this practice fell into
di sfavor and today it is nore common that new vehicles
are sold at non-negotiable prices — such as factory

i ncentive prograns.

Furt her nor e, the Federal Reserve Board provided
guidance on this issue through revisions nade to
Regul ations M and Z. These regs control the manner in
which |lease and credit transactions respectively are
di scl osed. Regulation M was revised to provide a

dedi cated disclosure line on the |ease agreenent in
cases where a prior loan or |ease balance - negative
equity —is rolled into the new | ease transaction.

Revisions nmade to reg Z altered the definition of
“down paynent” thereby solving the negative equity
issue as it pertains to a | oan transaction.

MR. HOVE said that the vast majority of banks and credit unions
are federally regulated. He continued to expl ain:
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Therefore they follow federal disclosure laws. State
laws do not <come into play. However, acceptance
conpanies, like GVAC, Ford Mdtor Credit and others are
required to follow both state and federal |aws. The
dual adherence requirenent has effectively created a
disparity in the manner in which loan and |ease
transactions are disclosed in cases involving negative
equity here in Alaska. So, the bottom line is that
whil e federal |aw has been revised to accommpdate this
situation, our state |law has not. SB 300 resolves this
disparity by wupdating the definition of *“principal
bal ance” as it pertains to the state' s disclosure
requirenents for retail sales contracts found in
Chapter 10, Title 45. Furthernore the bill adds
correspondi ng | anguage to Chapter 25 pertaining to the
handling of negative equity wth respect to |ease
agr eenents. These nodifications bring state and
federal |aw back into alignnent.

CHAIR BUNDE asked if this language is based on federa
regul ati ons.

MR. HOVE replied that the banks, credit unions and acceptance
conpani es are the typical financial options - for purchasing new
vehicles, for instance. Banks and credit unions are required to
follow federal |aw. Acceptance conpanies |like GVAC and Fort
Motor Credit and other are required to follow not only federal
but also state, law. The feds have accommopdated this situation
t hrough Regul ations M and Z for the banks and credit unions. The
accept ance conpani es have not been accommbdated. This is what SB
300 does.

SENATOR SEEKI NS expanded that the state’s |aw has a grey area as
to whether or not disclosures that are required under federa
law neet our own statutes. SB 300 brings state law into
alignnent with federal |aw for acceptance conpanies.

1:52: 36 PM
CHAI R BUNDE asked how t he process woul d work.

SENATOR SEEKI NS expl ained with an exanple of a person who wants
to trade in his car and owes nore than it’'s worth — a situation
that is called upside down. It’s not an uncomoDn occurrence.

CHAI R BUNDE asked how he would start his new | oan.
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SENATOR SEEKI NS explained that it is included on the financing
on the new vehicle. The credit decision is mde based on the
custoner’s ability to pay, not necessarily the purchase price of
the car they are buying. If this is done, it has to be fully
di scl osed in the deal.

CHAIR BUNDE asked if a vehicle was, in fact, being financed
tw ce.

SENATOR SEEKINS replied, “In effect — part of it, yes they do.”

CHAI R BUNDE asked if the full costs have to be disclosed as with
consuner | oans.

SENATOR SEEKI NS replied, “Yes, absolutely.”

1: 58: 26 PM

SENATOR SEEKINS said that finance conpanies really frown on
inflating the purchase price of a vehicle (MSRP) to cover what
is still owng on the trade-in.

1:58: 54 PM

ED SN FFEN, Assistant Attorney GCeneral, D vision of Consuner
Protection, Departnent of Law (DOL), said he views this as a
consunmer protection issue in ternms of a consumer know ng how
much noney it is costing himto borrow noney to finance these
transacti ons.

Currently, he explained, two things happen. One is the dealer
| oans noney to pay off the car and that transaction separately
requires all kinds of disclosures under the Regulation V, the
federal Truth In Lending Act. If a dealer wants to sell that
custoner another vehicle and | oan him noney to do that, he nakes
him a second |oan. The disclosures for that may be under the

state’s Retail Installnment Sales Act, the Consuner Leasing Act
or the Truth In Lending Act, depending on how the financing
happened. This bill allows the deal erships to follow the federal

nodel , which says you can take the first loan and wap it into
the loan for the new vehicle and do one disclosure that explains
the finance charge, <cost of credit, etc. This language is
consistent with federal law, it won't have any adverse inpacts
on consuners.

CHAI R BUNDE qui pped that there is no regulation to put on the
forms saying that a fool and their noney are soon parted.

2:01: 45 PM
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SENATOR SEEKINS said soneone suggested a nodification saying
that AS 45.10.030 needs a clarification to make its |anguage
consistent wth this bill. That statute says the retai
install ment contract must contain the nanes of the seller, the
buyer, etc. etc. It also nust contain the following items - and
it was suggested to add any other charges including: *“the
anount, if any, that the seller agrees to pay to discharge an
out standi ng obligation of the buyer on an existing notor vehicle
agreenent |oan installnent or sales contract or |ease.” That
woul d be conpatible with the intent of SB 300.

CHAIR BUNDE said he would hold bill for the anendnent to be
added to a CS. He thought that would be easier for the
comm ttee.

SENATOR SEEKI NS agr eed.

There being no further business to come before the commttee, he
adj ourned the neeting at 2:06: 01 PM
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