THE CITY OF PROVIDENCE

STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS

RESOLUTION OF THE CITY COUNCIL =

No. 150
Approved March 22, 2012

RESOLVED, That the Members of the Providence City Councﬂ
hereby Endorse and Urge Passage by the General Assembly of House Bill 2012 -

H 7257, “An Act Relating to Financial Institutions — Small Loan Lenders.”
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2012 -- H 7257

LCO0424

STATE OF RHODE ISLAND

IN GENERAL ASSEMBLY

JANUARY SESSION, A.D. 2012

AN ACT

RELATING TO FINANCIAL INSTITUTIONS - SMALL LOAN LENDERS

Intreduced By: Representatives Ferri, Newberry, Diaz, Marcello, and Tarro
Date Intreduced; January 26, 2012

Referred To: House Corporations

It is enacted by the General Assembly as follows:

SECTION 1. Section 19-14-1 of the General Laws in Chapter 19-14 entitled “Lﬁceﬁé’cd'

_Activities” is hereby amended to read as follows:

19-14-1. Definitions. -- Unless otherwise specified, the following ternis shall have the o B

following meanings throughout chapters 14, 14.1, 14.2, 14.3, 14.4, 14.6, 148 and 14.10 6f this
title: ' ‘
(1) "Check" means any check, drafi, money order, personal money order, or"other .

instrument for the transmission or payment of money. For the purposes of check géshin’g,

travelers checks or foreign denomination instruments shall not be considered cheéks. "Check -

cashing" means providing currency for checks;

(2) "Detliver” means to deliver a check to the first person who in payment for the check

makes or purports to make a remittance of or against the face amount of the check, whether oraot

the deliverer also charges a fee in addition to the face amount, and whether or not the délivérer =
signs the check; |
(3) "Electronic money transfer" means receiving money for transmission iwithih the
United States or to locations abroad by any means including, but not limited to, Mre,-fassii;;i.ié or
other electromnic transfer system; .
(4} (i} "Lender" means any person who makes or funds a loan within this s%ét'e ﬁtﬁ'the :
person's own funds, regardiess of whether the person is the nominal mortgagee or créciitdr ori the _ '

instrument evidencing the loan;
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(ii) A loan is made or funded within this state if any of the following conditions e)tist:I '

{A) The loan is secured by real property located in this state;

(B) An application for a loan is taken by an employee, agent, or representativé of the
lender within this state;

(C) The loan closes within this state;

(D) The loan solicitation is done by an individual with a physical presence ini this state; .
or

(E) The lender maintains an office in this state.

(it} The term "lender” shall alse include any pefson engaged in a fransaction Whéfeby :
the person makes or funds a loan within this state using the proceeds of an advance uééer a ﬁn’e
of credit over which proceeds the person has dominion and control and for the zeéaymeat of
which the person is unconditionally lieble. This transaction is not a table funding transaction. A
person is deemed to have dominion and controf ovér the proceeds of an advance undér 'a"ﬁne of -
credit used to fund a loan regardless of whether: .

{A) The person may, confemporancously with or shortly following _t?zefundiﬁg? df the .
loan, assign or deliver to the line of credit lender one or more loans funded by the pro'ceedé c')f an
advance to the person under the [ine of credit;

(B) The proceeds of an advance are delivered directly to the settlement agent by .I:h'e"E:ine :
of credit lender, unless the settlement agent is the agent of the line of credit lender; |

(C} One or more loans funded by the proceeds of an advance under the fine of cieditis .
purchased by the line of credit lender; or

(D) Under the circumstances as set forth in regulations adopted by the director or.-'the'
director's designee pursuant to this chapter; .

{5) "Licensee" means any person licensed under this chapter;

(6) "Loan" means any advanee of money or credit including, but not limited to:

{i) Loans secured by mortgages;

(ii) Insurance premium finance agreements;

(iif) The purchase or acquisition of retail installment contracts or advances to the holders -
of those contracts;

(iv) Educational loans;

(v) Any other advance of money; or
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(7) "Loan broker” means any person who, for compensation or gain, or in the expéctation

of compensation or gain, cither directly or indirectly, solicits, processes, negotiates, places orsells '

a loan within this state for others in the primary market, or offers o do so. A loan broker shaff -
also mean any person who is the nominal mortgagee or creditor in a table funding transaction: A - -
Ioan is brokered within this state if any of the following conditions exist:

(i) The foan is secured by real property located in this state;

(if) An application for a loan is taken or received by an employee, agent or repreéémtéﬁve
of the loan broker within this state;

(iii) The loan closes within this state;

(iv) The loan solicitation is done by an individual with a physical presence in this state; o .

or

(v} The loan broker maintains an office in this state.

(8) "Personal money order” means any instrument for the transmission or ﬁayz;lenf ‘of '. '
money in relation to which the purchaser or remitter appoints or purports to appoint the sefler as
his or her agent for the receipt, transmission, or handling of money, whether the ir;:strumént is”
signed by the seller or by the purchaser or remitter or some other person;

{9) "Primary market" means the market in which loans are made to borrowers by '.l.enders,'
whether or not through a loan broker or other conduit; E

{10) "Principal owner” means any person who owns, controls, votes or has a benefi.c_iat :
interest in, directly or indirectly, ten percent (10%) or more of the outstanding c'e;pit'al .s't.ock
and/or equity interest of a licensee; .

(11} "Sell" means to sell, to issue, or to deliver a check;

(312) "Small foan" means a loan of less than five thousand dollars ($5,000), not secured
by real estate, made pursuant to the provisions of chapter 14.2 of this title; |

(13) "Small loan fender" means a lender engaged in the business of making"$mall fodns
within this staje; |

(14) "Table funding ftransaction” means a transacfion in which there 1s a _ ‘
contemporancous advance of funds by a lender and an assignment by the mortgagee or. creditor of . e
the loan to the lender;

(15} "Check casher” means & person or entity that, for compensation, engages, in whole

or in part, in the business of cashing checks;
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EB(16) "Insurance premium finance agreement” means an agreement hyz'w}ﬁc}.i- an .
insured, or prospective insured, promises to pay to an insurance premium finance comipany the ©
amount advanced or to be advanced, under the agreement to an insurer or 0 an irzsu'rémbe o
producer, in payment of a premium or premiums on an insurance coniract or conﬂ-acfé,-together
with interest and a service charge, as authorized and limited by this title; :

€8Y(17) "Insurance premium finance company” means a person engaged in the businéss
of making insurance premium ﬁﬁance agreements or acquiring insurance premitgm finance -
agreements from other insurance premium finance companies;

£95(18} "Simple interest” means interest computed on the principa balance outsfaﬁdin'g' .
immediately prior to a payment for the actual number of days between payments made on a"in.:ian'
over the life of 2 loan; .

£26)(19) "Nonprofit organization” means a corporation qualifying as a 26 U.S'.C..sect.ién =
501{c)(3) nonprofit organization, in the operation of which no member, director, ofﬁccr,'pﬂrﬁler,‘
cmployee, agent, or other affiliated person profits financially other than receiving ‘reasonable - -
salaries if applicable; : .

2520 "Mortgage loan originator” has the same meaning set forth in subdivision 19-"
14.10-3(6); .

€221} "Mortgage loan” means a loan secured in whole or in part by real property

. located in this state;

23020 “Loaﬁ solicitation" shall mean an effectuation, procarement, delivery and offer, :
and advertisement of a loan. Loan solicitation also includes providing or accégting '§.o'z'm' :
applications and assisting persons in completing loan applications andfor advising, corifefring, or -
informing anyone regarding the benefits, terms and/or conditions of a loan product or sérvice.

Loan solicitation does not include loan processing or loan underwriting as defined in this section,”

" Loan solicitation does not include telemarketing which is defined for purpsses of this section to

mean contacting 2 person by telephone with the intention of collecting such person's namie,
address and telephone number for the sole purpose of allowing a mortgage loan originator to .

fulfill a loan inquiry;
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£243(23) "Processes” shall mean, with respect to a loan, any of a series :of écts .'or | .
functions including the preparation of a loan application and supporting documenis perforrzééd.by .
a person which leads to or resulis in the acceptance, approval, denial, and/or withdfawéi of a loan
application, including, without limitation, the rendering of services including loan ur'lder\ifri.tihg,'. :
obtaining verifications, credit reports or appraisals, communicating with the applicant and/or &c
lender or loan broker, and/or other loan processing and origination services for consideration by a - :
lender or loan broker, Loan processing does not include the following:

(i) Providing loan closing services;

(it) Rendering of credit reports by an authorized credit reporting agency; and ;

(itl) Rendering of appraisal services.

€35%(24) "Loan underwriting” shall mean a loan process that involves the analysis of risk
with respect o the decision whether to make a loan to a loan applicant vased on’ crédit, -
employment, assets, and other factors including evaluating a loan applicant againsi. a'lezidér’s
various lending criteria for creditworthiness, making a determination for the lender as to thfﬁer
the applicant meets the lender's pre-established credit standards and/or making a reéonﬁﬂéndéﬁon -
regarding loan approval; | .

(263(23) "Negotiates™ shall mean, with respect fo a loan, to confer directly with ot c';f'fer :
advice directly to a loan applicant or prospective loan applicant for a Toan product or 'serﬁce
concerning any of the substantive benefits, terms, or conditions of the loan product or Servic,;e; :

£27)(26) "Natural person employee” shall mean any natural person perfonniﬁg services
as a bona-fide employee for a person licensed under the provisions of Rhode Island general léws
section 19-14-1, et. seq., in retum for a salary, wage, or other consideration, where such salafy, :
wage, or consideration is reported by the licensee on a federal form W-2 payroll recofa. ‘The terin
does not include any natural person or business entity performing services for a pergdn'iiceﬂéed N
under the provisions of Rhode Istand general laws in retwrn for a salary, wage, or (;mcr :
consideration, where such salary, wage, or consideration is reported by the licensee .o.n a 'fedérai .
form 1099;

28427 "Bona-fide employee" shall mean an employee of a licensee who Works'ﬁﬁder' ;
the oversight and supervision of the licenses;

28328) "Oversight and suﬁervision of the licenses" shall mean that the Ticenses
provides training to the cmployee, sets the employee's hours of work, and provides the 'em'plé&ee
with the equipment and physical premises required to perform the employee's duties; - . _ .

£363(29) "Operating subsidiary" shalf mean a majority-owned subsidiary of a ﬁﬁaﬁ'cial' :

institation or banking institution thas engages only in activities permitted by the parént financial

Page Sof 11




ig
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

34

institution or banking institution;
£34(30) "Provisional employee” means a natural person who, pursuant to a written .
agreement between the natural person and a wholly owned subsidiary of a financial “holding

company, as defined in The Bank Holding Company Act of 1956, as amended, a bank hoEdiag o

company, savings bank holding company, or thrift holding company, is an exclusive agent forthe -

subsidiary with respect to mortgage loan originations, and the subsidiary: (a) holds a valid Toan
broker's license and (b) enters into a written agreement with the director or the diz’ectofs de'si'gl.lee
to include: .

{i} An "undertaking of accountsbility" in a form prescribed by the director or :'the ; '
director's designee, for all of the subsidiary's exclusive agents to include full and ciiz‘éét ﬁﬁahc;iai
and regulatory responsibility for the mortgage loan originator activities of each exclusive a’gen:t as
if said exclusive agent was an employee of the subsidiary;

(ii) A business plan to be approved by the director or the director’s designée,’-fdr the :_
education of the exclusive agents, the handling of consumer complaints related fo the excixisive -
agents, and the supervision of the mortgage loan origination activities of the exclusive'.a'geﬁts; |

(i) A restriction of the exclusive agents’ mortgage loan originators' activitics .to loans 1o -
be made only by the subsidiary'’s affiliated bank; and

£32331) "Muiti-state licensing system™ means a system involving one or moré st’étes,- thé -
District of Columbia, or the Commonwealth of Puerto Rico established to facilitate tiie.:.' shaﬁng' of - . _ '
regulatory information and the licensing, application, reporting and payment pro.ces'se's, by :
electronic or other means, for mortgage lenders and lean brokers, and other licenseesE required to
be licensed under this chapter.

333(32) "Negative equity” means the difference between the value of an assci'aﬁd.the :
outstanding portion of the loan taken out to pay for the asset, when the latter exceeds the fortner
amount.

£343(33) "Loan closing services" means providing title services, including title sezir&:’es, o
title examinations, abstract preparation, insurability determinations, and the issuar;ce “of '_t.itie }
commitments and title insurance policies, conducting loan closings, and -preparation of léan' :
closing documents when performed by or under the supervision of a licensed attomejr,'liéehéec} :
title agency, or licensed title insurance company. :

SECTION 2. Scction 19-14.1-10 of the General Laws in Chapter 19-14.1 énﬁﬁeé :
"Lenders and Loan Brokers" is hereby amended to read as follows: :

19-14.1-10, Special exemptions. -- (a) The licensing provisions of chapter 14 of f?ﬁs tiﬂé :

shall not apply to:

Page 6 0f 11




10
11

12

17
18
19
20
21
2
23
24
25
26
27
28
29
30
31
32
33

34

{1) Nonprofit charitable, educational, or religious corporations or associations;

(2) Any person who makes less than six (6) loans in this state in any consecutive twelve

(12) month period; there is no simitar exemption from licensing for loan brokers for Broi{é'ring

loans or acting as a loan broker;

(3) Any person acting as an agent for 2 licensee for the purpose of conducting cIosi.ngs at

a location other than that stipulated in the Heense;

{(4) Regulated institutions and banks or credit unions organized under the laws of the

United States, or subject to written notice with a designated Rhode Island agent for service of

process in the form prescribed by the director or the director’s designee, of any other state within

the United States if the Taws of the other state in which such bank or credit unién'i:s.'dr'gan'ized '
authorizes under conditions not substantially more restrictive than those imposed by_the'lavﬁs' of ~
this state, as determined by the director or the director's designee, 2 financial iastitutiéu or credit
union to engage in the business of originating or brokering loans in the other state; no Eanié or .

credit union duly organized under the laws of any other state within the United States thay recsive

deposits, pay checks or lend money from any location within this state unless such bank or credit

union has received approval from the director or the director's designee for the establishénent of -

an interstate branch office pursuant to chapter 7 of title 19 of the general laws; or

(5) Any natural person employee who is employed by a licensee when acting on the

licensee's behalfs provided that this exemption shall not apply to a mortgage loan originator

required to be licensed under section 19-14-2 or section 19-14.10-4.

(6) A licensed attorney when performing loan closing services for a licens¢e or for an '

entity identified in subdivision (4) above.

(b) The provisions of this chapter aud chapier 14 of this title shall not apply to:

(1) Loans to corporations, joint ventures, parinerships, limited liability conipaniés or

other business entities;

(2} Loans over twenty-five thousand doliars ($25,0600) in amount to individﬁalé for -

business or comsmercial, as opposed to personal, family or houschold purposes;

(3} Loans principally secured by accounts receivable and/or business inventory;

(4) Loans made by a fife insurance company wholly sccured by the cash surrender value :

of a life insurance policy;

(5) Education-purpose loans made by the Rhode Island health and educational build'irsg':

corporation as vested in chapter 38.1 of title 45 of the Rhode Island student loan authotity as - '

vested in chapter 62 of title 16;

(6) The acquisition of retail or loan installment contracts by an entity whose sole
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business in this state is acquiring them from federal banks receivers or liquidators;

(7) Notes evidencing the indebtedness of a retail buyer to a retail seller of geods,
services or insurance for a part or all of the purchase price; or

(8) Any sfate or federal agency which makes, brokers, or funds loans or acts'as a léhaer _
or a loan broker. This exemption includes exclusive agents or exclusive contractors of the a'geticy
specifically designated by the agency to perform those functions on behalf of the agency and
which has notified the director, in writing, of the exclusive agency or contract, .

{9) Notes evidencing the indebtedness of a retail buyer to a retail motor vehiicle dealer

that include as part of the amount financed, disclosed in accordance with 12 CFR-226.18as . -

amended, an amount representing negative equity related to the motor vehicle being traded in as' '

part of the purchase price of the motor vebicle being purchased.

SECTION 3. Section 19-14.2-1 of the General Laws in Chapter 19-14.2 entitled "Small

Loan Lenders” is hereby amended to read as follows:

19-14.2-1. Maximum rate on small loans not autherized by chapter. - (a} No person,

except as authorized by this chapter, shall directly or indirecily charge, contract for, or feceive
any interest, discount, or consideration greater than provided by this chapter upon the lgan, ﬁse,
or sale of credit of the amount or value of five thousand dollars (35,000) or less.

(b} The prohibition in subsection (a) shall apply to any person who, by any device, .

subterfuge, or pretense shall charge, contract for, or receive greater interest, consideration, or

charges than is authorized by this chapter for the loan, use, or forbearance of money, gocidé,: or
things in action, or for the loan, use, or sale of credit.

{c} No loan of the amount or value of five thousand dollars ($5,000) or less for whicha
greater rate of interest, consideration, or charges than is permitted by this chapter has'ﬁéen
charged, contracted for, or received, wherever made, shall be enforced in this state, and e'.;cry : ;
person in any way participating therein in this state shall be subject to the provisions of this
chapter, provided that this section shall not apply to loans legally made in any other 's_tate, .
commonwealth, or district which then has in effect a regulatory small loan ia\#:.simiiér in
principal to this chapter. _

{d) No person may engage in any device, subterfuge, or pretense io ‘gyade the

requirements of this chapter, including making loans disguised as personal property sales and ©

leaseback transactions, or disguising loan procecds as cash rebates for the pretextual instailment
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sale of goods or services. or assisting a debtor to obtain a loan with a greater rate of interest, S

consideration, or charges than is permitted by this chapter through -any method incliding mail, -

telephone, internet or any glectronic means regardless of whether the person has a physical :

location in the state, _
SECTION 4. Section 19-12.4-4 and 19-14.4-5 of the General Laws in Chapter 19-14.4
entitled "Check Cashing" are hereby amended to read as follows:

19-14.4-4. Fees for services. — No licensee shall:

(1) Charge check-cashing fees in excess of three percent (3%) of the face amount of the -
check, or five dollars ($5.00), whichever is greater, if the check is the payment of any kin(i of ~
state public assistance or federal social security benefit; . |

(72} Charge check-cashing fees for personal checks in excess of ten percent (EO%}. of the -
face amount of the personal check or five dollars ($3.00), whichever is greater; or

{3) Charge check-cashing fees in excess of five percent (5%) of the face ar;xount of the S

check or five dollars {$5.00), whichever is greater, for all other checks.

Receipt. — (a) In every location

19-14.4-5. Posting of charges — Endorsement —

licensed pursuant to-this chapter, there shall be at afl times posted in a conspicuous f)laCe within -
the Ticensed premises a complete and unambiguous schedule of all fees for cashing chécks; .-
deferred-depesit-transactions expressed as beth a doliar amount ané—a-n—-ama-aal-@emeﬁmge-me,
and the mitial issuance of any identification card. :

(b Before a licensee shall deposit, with any regulated institution or otﬁ:er insﬁrédé _ : _
deposit-taking institution organized under the laws of the United States, a check cashed by:the" .
licenses, the check must be endorsed with the name under which the licensee is doihg‘ business
and must inchude the wofds "licensed check cashing services”. .

{c) The licensee shall provide a receipt for each transaction for the benefit of a custdr;nér. -

(d) Each check casher shall also post a list of valid iéentiﬁcatioﬁ which s acceptab'lé in
lieu of identification provided by the check casher. The information requjreci by this s.éct'ion"shalE i
be clear, legible, and in ietters not less than one-half (1/2) inch in height. The information shakl be B _.
posted in a conspicuous location in the unobstructed view of the public within the check cashers' -
premises. Failure to post information as required by this section, or the imposition of fees or .
identification requirements contrary to the information posted, shall constitute a dﬁ:c;aptive frade-

practice under chapter 13.1 of title 6.

SECTION 5. Section 19-144-5.1 of the Genoral Laws in Chapter 19-14.4 entifled = =~ =~
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*Check Cashing" {s hereby repealed.

SECTEON 6. This act shall take effect upon passage.

LCG0424
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EXPLANATION
BY THE LEGISLATIVE COUNCIL

OF

AN ACT

RELATING TO FINANCIAL INSTITUTIONS - SMALL LOAN LENDERS

Bk 2

This act would repeal sections of the general laws allowing deferred deposit providérs, -
also known as "payday lenders." .

This act would take effect upon passage.

LC00424
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