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FIRST REGULAR SESSION

HOUSE BILL NO. 989

94TH GENERAL ASSEMBLY

INTRODUCED BY REPRESENTATIVES DAVIS (Sponsor), WALLACE, OXFORD, CASEY, MEADOWS,
KRATKY, WALSH, MOORE, DOUGHERTY, STEVENSON, ZIMMERMAN,
BRUNS AND SCHAAF (Co-sponsors).

Read 1st time February 26, 2007 and copies ordered printed.

D. ADAM CRUMBLISS, Chief Clerk
2277L.051

AN ACT

To repeal sections 408.500, 408.505, 408.506, and 408.510, RSM o, and to enact in lieu thereof
two new sections relating to unsecured loans, with a penalty provision.

Be it enacted by the General Assembly of the state of Missouri, as follows:

Section A. Sections 408.500, 408.505, 408.506, and 408.510, RSMo, are repealed and
two new sections enacted in lieu thereof, to be known as sections 408.500 and 408.505, to read
asfollows:

408.500. 1. [Lenders, other than banks, trust companies, credit unions, savings banks
and savings and loan companies, in the business of making unsecured loans of five hundred
dollars or less shall obtain a license from the director of the division of finance. An annual
license fee of three hundred dollars per location shall be required. The license year shall
commence on January first each year and the license fee may be prorated for expired months.
The director may establish a biennia licensing arrangement but in no case shall the fees be
payable for more than one year at atime. The provisions of this section shall not apply to
pawnbroker loans, consumer credit |oans as authorized under chapter 367, RSMo, nor to acheck
accepted and deposited or cashed by the payee business on the same or the following business
day. The disclosures required by the federal Truth in Lending Act and regulation Z shall be
provided on any loan, renewal or extension made pursuant to this section and the loan, renewal

EXPLANATION — Matter enclosed in bold-faced brackets [thus] in the above bill isnot enacted and is intended
to be omitted from the law. Matter in bold-face type in the above bill is proposed language.
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or extension documents shall be signed by the borrower.] Asused in thissection, thefollowing
wor ds and terms mean:

(1) " Annual percentagerate” , thesameas Section 107 of the Truth-in-Lending Act,
15 U.S.C. 1601, et seg., as implemented by regulation of the Board of Governors of the
Federal Reserve System. For purposes of this section, such term includes all fees and
charges, including fees and charges for single premium credit insurance and other
ancillary productssold in connection with thecredit transaction, and such feesand char ges
shall beincluded in the calculation of the annual percentagerate;

(2) " Consumer credit", an unsecured loan of lessthan fivehundred dollar s, except
that such term shall not includearesidential mortgage or aloan procured in the cour se of
purchasing a car or other personal property when that loan is offered for the express
purpose of financing the purchase and is secured by the car or personal property
procured;

(3) "Interest”, all cost elements associated with the extension of credit, including
fees, service charges, renewal charges, credit insurance premiums, any ancillary product
sold with any extension of credit, and any other charge or premium with respect to the
extension of consumer credit.

2. Entities making loans pursuant to this section shall contract for and receive ssmple
interest and fees in accordance with sections 408.100 and 408.140. A lender extending
consumer credit under this section shall not impose an annual percentagerate of interest
greater than ten percent over prime with respect to the consumer credit extended to any
person.

3. Any contract evidencing any fee or charge of any kind whatsoever, except for bona
fide clerical errors, in [violation of] excess of the rate established under this section shall be
void. Any person, firm or corporation who receives or imposes afee or chargein [violation of]
excess of the rate established under this section shall be guilty of aclass A misdemeanor.

[3. Notwithstanding any other law to the contrary, cost of collection expenses, which
include court costs and reasonabl e attorneysfees, awarded by the court in suit to recover on abad
check or breach of contract shall not be considered as a fee or charge for purposes of this
section.]

4. Lender exclusively in thebusinessof makingunsecur ed loansunder fivehundred
dollarsand who are not otherwise licensed under this chapter shall obtain a license with
thedirector of the division of finance upon the payment of an annual license fee of three
hundred dollars. Thelicenseyear shall commence on January first of each year and the
license fee may be prorated for expired months.
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5. Lenderslicensed pursuant to this section shall conspicuously post in the lobby of the
office, in at least [fourteen-point bold type] six-inch high numbers, the maximum annual
percentage rates such licensee is currently charging [and the statement:

NOTICE:

This lender offers short-term loans. Please read and understand the terms of the loan
agreement before signing].

[5. Thelender shall provide the borrower with a notice in substantially the following
form set forth in at least ten-point bold type, and receipt thereof shall be acknowledged by
signature of the borrower:

(1) Thislender offersshort-term loans. Pleaseread and understand the termsof theloan
agreement before signing.

(2) You] 6. Thelender shall notify theborrower that heor shemay cancel [this] the
loan without costs by returning the full principal balanceto thelender by the close of thelender's
next full business day.

[6. Thelender shall renew the loan upon the borrower's written request and the payment
of any interest and fees due at the time of such renewal; however, upon the first renewal of the
|oan agreement, and each subsequent renewal thereafter, the borrower shall reduce the principal
amount of theloan by not lessthan five percent of the original amount of theloan until such loan
ispaidin full. However, no loan may be renewed more than six times.]

7. With respect to any extension of consumer credit, includingany consumer credit
originated or extended through the Internet, a lender shall provide the following
information orally and in writing befor e the issuance of the credit:

(1) A statement of theannual per centagerateof inter est applicabletotheextension
of credit in at least sixteen-point type;

(2) Any disclosuresrequired by theTruth-in-Lending Act, 15U.S.C. 1601, et seq.;

(3) A clear description of the payment obligations of the borrower.

8. Alender extending consumer credit under thissection shall not char ge, contract
for, or receiveon such loansinterest or any feeof any typeor kind whatsoever with respect
to the extension of credit, except as:

(1) Agreed tounder thetermsof the credit agreement or promissory note;

(2) Authorized by applicable state or federal law;

(3) Not specifically prohibited by this section.

9. It shall beunlawful for any lender covered by this section to extend consumer
credit with respect to which:
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(1) Thelender rollsover, renews, repays, refinances, or consolidatesany consumer
credit extended to the borrower by the same lender with the proceeds of other credit
extended to the borrower;

(2) Theborrower isrequired towaivetheborrower'sright tolegal recourseunder
any otherwise applicable provision of state or federal law including the Servicemembers
Civil Relief Act;

(3) Thelender requirestheborrower to submit to arbitration or imposes oner ous
legal notice provisionsin the case of a dispute;

(4) Thelender demandsunreasonablenotice from theborrower asa condition for
legal action;

(5) Thelender usesacheck or other method of accessto adeposit, savings, or other
financial account maintained by the borrower, or thetitle of a vehicle as security for the
obligation;

(6) Thelender requiresasacondition for theextension of credit that the borrower
establish an allotment to repay an obligation; or

(7) Theborrower isprohibited from prepayingtheloan or ischarged a penalty or
feefor prepaying all or part of theloan.

10. When making or negotiating loans, alicensee shall consider the financial ability of
the borrower to reasonably repay the loan in the time and manner specified in the loan contract.
All records shall be retained at least two years.

[8.] 11. A licensee who ceases business pursuant to this section must notify the director
to request an examination of all recordswithin ten business days prior to cessation. All records
must be retained at least two years.

[9. Any lender licensed pursuant to this section who fails, refuses or neglectsto comply
with the provisions of this section, or any laws relating to consumer loans or commits any
criminal act may have itslicense suspended or revoked by the director of finance after ahearing
before the director on an order of the director to show cause why such order of suspension or
revocation should not be entered specifying the grounds therefor which shall be served on the
licensee at least ten days prior to the hearing.

10.] 12. Whenever it shall appear to thedirector or theattor ney gener al that any lender
licensed pursuant to this section isfailing, refusing or neglecting to make a good faith effort to
comply with the provisions of this section, or any laws relating to consumer loans, the director
or theattor ney general may issue an order to cease and desi st which order may be enforceable
by acivil penalty of not more than one thousand dollars per day for each day that the neglect,
failure or refusal shall continue. The penalty shall be assessed and collected by the director or
the attorney general. In determining the amount of the penalty, the director or the attorney
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general shall take into account the appropriateness of the penalty with respect to the gravity of
the violation, the history of previous violations, and such other matters as justice may require.

13. Thedirector may promulgaterulestoimplement the provisionsof thissection
regar dingthecomputation and payment of inter est, contract statements, payment r eceipts,
and advertising for loans. The provisions of this section shall not apply to pawnbroker
loansand small loansauthorized under chapter 367, RSMo. Any ruleor portion of arule,
as that term is defined in section 536.010, RSMo, that is created under the authority
delegated in this section shall become effective only if it complieswith and is subject to all
of the provisions of chapter 536, RSM o, and, if applicable, section 536.028, RSMo. This
section and chapter 536, RSM o, arenonsever ableand if any of the power svested with the
general assembly pursuant to chapter 536, RSM o, toreview, to delay the effective date, or
to disapprove and annul arule are subsequently held unconstitutional, then the grant of
rulemaking authority and any rule proposed or adopted after August 28, 2007, shall be
invalid and void.

408.505. 1. [This section shall apply to:

(1) Unsecured loans made by lenders licensed or who should have been licensed
pursuant to section 408.500;

(2) Any person that the Missouri division of finance determines that has entered into a
transaction that, in substance, is a disguised loan; and

(3) Any person that the Missouri division of finance determines has engaged in
subterfuge for the purpose of avoiding the provisions of this section.

2. All loans made pursuant to this section and section 408.500, shall have a minimum
term of fourteen days and amaximum term of thirty-one days, regardless of whether theloanis
an origina loan or renewed loan.

3.] A lender may only charge simple interest and fees in accordance with sections
408.100 and 408.140. No other charges of any nature shall be permitted except as provided by
this section, including any chargesfor cashing theloan proceedsif they are givenin check form.
[However, no borrower shall be required to pay atotal amount of accumulated interest and fees
in excess of seventy-five percent of the initial loan amount on any single loan authorized
pursuant to this section for the entire term of that loan and all renewals authorized by section
408.500 and this section.

4. A loan made pursuant to the provisions of section 408.500 and this section shall be
deemed completed and shall not be considered a renewed loan when the lender presents the
instrument for payment or the payee redeems the instrument by paying the full amount of the
instrument to thelender. Oncethe payee has completed theloan, the payee may enter into anew
loan with alender.
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5.] Allender shall disclosetotheborrower thetotal amount of interest paid uponthe
maturity date of the loan.

2. Except as provided in subsection [3] 1 of this section, no loan made pursuant to this
section shall be repaid by the proceeds of another |oan made by the same lender or any person
or entity affiliated with the lender. A lender, person or entity affiliated with the lender shall not
have more than five hundred dollars in loans made pursuant to section 408.500 and this section
outstanding to the same borrower at any onetime. A lender complies with this subsection if:

(1) The consumer certifiesin writing that the consumer does not have any outstanding
small loans with the lender which in the aggregate exceeds five hundred dollars, and is not
repaying the loan with the proceeds of another loan made by the same lender; and

(2) The lender does not know, or have reason to believe, that the consumer's written
certification isfalse.

[6.] 3. Onaconsumer |oan transaction where cash isadvanced in exchangefor apersonal
check, areturn check charge may be charged in the amounts provided by sections 408.653 and
408.654, as applicable.

[7. No state or public employee or official, including ajudge of any court of this stete,
shall enforce the provisions of any contract for payment of money subject to this section which
violates the provisions of section 408.500 and this section.

8. A person does not commit the crime of passing a bad check pursuant to section
570.120, RSMo, if at the time the payee accepts a check or similar sight order for the payment
of money, he or she does so with the understanding that the payee will not present it for payment
until later and the payee knows or has reason to believe that there are insufficient funds on
deposit with the drawee at the time of acceptance. However, this section shall not apply if the
person's account on which the instrument was written was closed by the consumer before the
agreed-upon date of negotiation or the consumer has stopped payment on the check.

9. A lender shall not use a device or agreement that would have the effect of charging
or collecting more fees, charges, or interest than allowed by this section, including, but not
limited to:

(1) Entering into adifferent type of transaction;

(2) Entering into a saleslease back arrangement;

(3) Catalog sdles;

(4) Entering into any other transaction with the consumer that is designed to evade the
applicability of this section.

10. The provisions of this section shall only apply to entities subject to the provisions
of section 408.500 and this section.]
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[408.506. The division of finance shall report to the general assembly
beginning on January 1, 2003, and on the first day of January every other year
thereafter, the number of licenses issued by the director pursuant to section
408.500, the number of loans issued by said lenders, the average face value of
such loans, the average number of times said loans are renewed, the number of
said loans that are defaulted on an annual basis, and the number and nature of
complaints made to the director by customers on such licensees and the
disposition of such complaints. Such report shall aso include the average
interest and fees charged and collected by lenders on such loans, and a
comparison of such with similar small loan lenders from adjoining states.]

[408.510. Notwithstanding any other law to the contrary, the phrase
"consumer installment loans' means secured or unsecured |oans of any amount
and payablein not lessthan four substantially equal installments over aperiod of
not lessthan one hundred twenty days. Thephrase"consumer installment lender"
means a person licensed to make consumer installment loans. A consumer
installment lender shall belicensed in the same manner and upon the sameterms
as alender making consumer credit loans. Such consumer installment lenders
shall contract for and receive interest and fees in accordance with sections
408.100, 408.140, and 408.170. Consumer installment lenders shall be subject
to the provisions of sections 408.551 to 408.562.]
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