Interest Rate Regulation Developments in 1995:
Continuing Liberalization of State Credit Card
Laws And ‘‘Non-filing’’ Insurance as ‘‘Interest’’
Under State Usury Laws

By Jeffrey I. Langer and Kathleen E. Keest*

INTRODUCTION

The purpose of this Article is to review recent developments concerning
federal and state usury law. The Article includes a discussion of a number
of state laws expanding the interest rate and fee-charging authority of
banks and retail sellers under credit card accounts.! It also discussés an
Alabama case holding that a “non-filing” insurance premium constituted
a finance charge that caused the interest rate to exceed the statutory limit.2

STATE CREDIT CARD LAW DEVELOPMENTS

Continuing a trend evident in recent years,? state legislatures expanded
the interest rate and fee-charging authority of banks and retail sellers con-
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gratefully acknowledge the assistance of Sean D. Knebel of Dreher Langer & Tomkies in
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1. See infra text accompanying notes 3- 4-8

2. See infra text accompanying notes 49-69.

3. Act of Sept. 29, 1994, ch. 1079, § 1, 1994 Cal. Legis. Serv. 5363, 5364 (COdlﬁCd at
CAL. FIN. CoDE § 4001(a) (West Supp. 1996)) (authorizing “supervised financial organiza-
tions” and “charge card issuers” to impose late fees and overlimit fees subject to certain
limits); Act of May 31, 1994, ch. 271, § 13, 1994 Colo. Legis. Serv. 1322, 1326 (repealing
CoLo. REV. STAT. ANN. § 5-13-105 which represented Colorado’s opt out of federal usury
preemption under 12 U.S.C. §§ 1463(g), 1785(g) & 1831d (1994)); Act of Apr. 7, 1994, ch.
618, §§ 1, 5, 1994 Me. Laws 364, 364-65 (codified at ME. REV. STAT. ANN. tit. 9A, §§ 2-
402(3)-(4), 2-501(1)(G) (West Supp. 1995)) (repealing 18% per year cap on finance charge
rates for lender credit cards and authorizing deregulated annual fee and late fee not exceeding
lesser of $10 or 5% of unpaid amount of installment if not paid within 15 days of due date);
Act of Mar. 14, 1994, ch. 338, § 1, 1994 Miss. Laws 97 (codJﬁed at Miss. CODE ANN. § 75~
17-1 (1991 & Supp. 1995)) (deregulatmg rate of finance charge until July 1, 1997 on credit
sales under which original principal balance exceeds $2000).
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cerning credit card transactions in 1995. This trend manifested itself in
1995 in several ways, three of which will be discussed.

REPEAL OF STATE OPT-OUT PROVISIONS

Congress enacted sections 521-523 of the Depository Institutions Reg-
ulation and Monetary Control Act of 1980 (DIDA)# to authorize federally-
insured, state-chartered banks, and federally-chartered and federally-in-
sured, state-chartered savings associations, and credit unions to charge
interest at the greater of (i) one percent in excess of the ninety-day com-
mercial paper discount rate in effect at the Federal Reserve ‘Bank in the
Federal Reserve District where the institution is located or (i) the rate
allowed by the laws of the state where the institution is located. Congress
also authorized (in section 525 of DIDA) the state where the loan is
“made” to reject such usury preemption.> Seven states and Puerto Rico
acted to “opt-out” of sections 521-523.6 Prior to 1995, however, three of
those states repealed their opt-out provisions.” In 1995, two more states,
Maine and North Carolina (with respect to loans, mortgages, credit sales,
and advances made in the state on or after July 1, 1993), also repealed

4. Pub. L. No. 96-221, §§ 521-523, 94 Stat. 147, 164-66 (1980) (codified at 12 U.S.C.
§8 1785(g), 1831d (1988) (codifying § 523 and § 521, respectively)). Section 522 was repealed
and reenacted in 1989. Pub. L. No. 101-73, §§ 301, 407, 103 Stat. 282, 363 (1989) (codified
at 12 U.S.C. § 1463(g) (1994)).

5. Pub. L. No. 96-221, § 525, 94 Stat. 167 (1980) (current version at 12 U.S.C. § 1831d(a)
(1994)).

6. See COLO. REV. STAT. ANN. § 5-13-104 (West 1989 & Supp. 1995), repealed by Act of
May 31, 1994, ch. 271, § 12, 1994 Colo. Legis. Serv. 1322, 1326 (West); Act of May 10,
1980, ch. 1156, § 32, 1980 Iowa Acts 537, 547-48 (not codified); ME. REV. STAT. ANN. tit.
9A, § 1-110 (West Supp. 1995), repealed by Act of May 22, 1995, ch. 137, § 1-3, 1995 Me.
Legis. Serv. 221 (West); MAss. GEN. LAws ANN. ch. 183, § 63 (West 1991 & Supp. 1995),
amended by Act of Dec. 27, 1994, ch. 246, §§ 1-3, 1994 Mass. Adv. Legis. Serv. 806, 806-07
(Law. Co-op.); Act of July 17, 1982, ch. 623, § 2, 1982 Neb. Laws 569, 570 (codified at NEB.
REV. STAT. § 45-1,104 (1988)), amended by Act of Apr. 7, 1988, ch. 913, § 2, 1988 Neb. Laws
953, 953-54 (codified at NEB. REV. STAT. § 45-1,104 (1988)); Act, ch. 126, § 1, 1983 N.C.
Sess. Laws (codified at N.C. GEN. STAT. § 24-2.3 (1991)), repealed by Act of July 10, 1995, ch.
387, § 1, 1995 N.C. Sess. Laws 308 (codified at N.C. GEN. STAT. § 24-2.3 (1991 & Supp.
1995)) (as to loans, mortgages, credit sales, and advances made in the state on or after July
1, 1995); Act, ch. 45, § 50, 1981 Wis. Laws 586 (not codified); Act of June 14, 1980, No. 3,
p- 871, § 1, 1980 P.R. Laws (codified at P.R. LAWS ANN. tit. 10, § 998/c) (Supp. 1991)).

7. See COLO. REV. STAT. ANN. § 5-13-104 (West 1989 & Supp. 1995), repealed by Act of
May 31, 1994, ch. 271, § 12, 1994 Colo. Legis. Serv. 1322, 1326 (West); MAsS. GEN. LAws
ANN. ch. 183, § 63 (West 1991 & Supp. 1995), amended by Act of Dec. 27, 1994, ch. 246,
§8 1-3, 1994 Mass. Adv. Legis. Serv. 806, 806-07 (Law. Co-op.); Act of July 17, 1982, ch.
623, § 2, 1982 Neb. Law 569, 570 (codified at NEB. REV. STAT. 45-1,104 (1988)), amended
by Act of Apr. 7, 1988, ch. 913, § 2, 1988 Neb. Laws 953 953-54 (codlﬁed at NEB. REV.
STAT. § 45-1,104 (1988)). :
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their opt-out provisions.8 Thus, only two states (Iowa and Wisconsin) and
Puerto Rico still retain their rejection? of the federal usury preemption
embodied in sections 521-523 of DIDA. 10

INTEREST RATE DEREGULATION

In 1995, six states either deregulated or repealed the sunset dates on
deregulation of interest rates on credit card transactions. Connecticut
amended its Open-End Credit statute to repeal the October 1, 1995 sunset
date on deregulation of finance charge rates on seller-originated open-end
credit plans and thus eliminated the reinstitution of a finance charge rate
cap of eighteen percent per year.!! Maine amended its Consumer Credit
Code to provide that, with respect to consumer credit sales made pursuant
to an open-end credit agreement in connection with which a credit card
is issued, the finance charge may not exceed the charge set forth in the
agreement between the consumer and the creditor.!2 North Dakota
amended its Revolving Charge Accounts statutes to (i) repeal the cap of
eighteen percent per year on the credit service charge a seller or holder
could impose in connection with transactions made under a revolving
charge agreement, and (ii) permit a charge in the amount agreed to by
the parties.!3 Rhode Island amended its Truth-in-Lending and Retail Sell-
ing Act on revolving or open-end credit plans arising out of sales of con-
sumer goods to provide that the agreement between the creditor and the
retail buyer establishes the maximum interest rate.14 Vermont amended
its Interest statute to provide that, for a bank credit card account or re-
volving line of credit, the agreement between the lender and the borrower

8. ME. REV. STAT. ANN. tit. 9A, § 1-110 (West Supp. 1995), rgpealed by Act of May 22,
1995, ch. 137, §§ 1-3, 1995 Me. Legis. Serv. 221 (West); Act, ch. 126, § 1, 1983 N.C. Sess.
Laws (codified at N.C. GEN. STAT. § 24-2.3 (1991)), repealed by Act of July 10, 1995, ch. 387,
§ 1, 1995 N.C( Sess. Laws 308 (codified at N.C. GEN. STAT. § 24-2.3 (1991 & Supp. 1995)
(as to loans, mortgages, credit sales, and advances made in the state on or after July 1, 1995).

9. Act of May 10, 1980, ch. 1156, § 32, 1980 Iowa Acts 537, 547-48 (not codified); Act,
ch. 45, § 50, 1981 Wis. Laws 586 (not codified); Act of June 14, 1980, No. 3, p. 871, § 1,
1980 P.R. Laws (codified at P.R. Laws ANN. tit. 10, § 998/c) (Supp. 1991)).

10. ‘Pub. L. No. 96-221, §§ 521-523, 94 Stat. 147, 164-66 (1980), amended by Pub. L. No.
101-73, §§ 301, 407, 103 Stat. 282, 363 (1989) (codified at 12 U.S.C. §§ 1463(g), 1785(g),
1831d (1994)). :

11. Act of June 6, 1995, P.A. 95-106, 1995 Conn. Legis. Serv. 221 (amending CONN.
GEN. STAT. ANN. § 42-133¢c (West 1992 & Supp. 1995)). -

12. Act of May 12, 1995, ch. 84, § 4, 1995 Me. Legis Serv. 157, 157 (West), amending ME.
REV. STAT. ANN. tit. 9-A, § 2-202(7) (West 1980 & Supp. 1995)).

13. Act of Aug. 1, 1995, ch. 476, § 1, 1994 N.D. Laws (codified at N.D. CENT. CODE
§ 51-14-03 (Supp. 1995). z A

14. Act of June 20, 1995, ch. 82, § 59, 1995 R.I. Pub. Laws (codified at R.I. GEN. Laws
§ 6-27-4(c) (Supp. 1995)); Act of June 30, 1995, ch. 194, § 1, 1995 R.I. Pub. Laws (codified
at R.I. GEN. LAws § 6-27-4(c) (Supp. 1995)).
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establishes the interest rate.!5 Finally, Washington amended its Retail In-
stallment Sales of Goods and Services-Act to repeal the June 30, 1995
sunset date on deregulation of finance charge rates on seller and non-
financial institution-originated revolving credit plans and accordingly pre-
vent the reinstitution of an eighteen percent per year cap on such rates. 16

EXPANDED FEE AUTHORITY

State legislatures were active in enhancing the fee-charging authority of
financial institutions and retail sellers under credit card accounts in 1995.
While much of this activity concerned returned check fees and late fees,
which will be discussed, a wide variety of fees were authorized.

Retuirned Check Fees

Eleven states enacted legislation during 1995 authorizing or increasing
returned check fees on credit card accounts. In several instances, the leg-
islation merely recodified existing fee authority in a new statute.!” In other
instances, the legislation was applicable to returned checks generally.18
Arkansas amended its Hot Check Collection Fee statute to increase, from
fifteen to twenty dollars, the maximum amount of the collection fee that
the holder of a check that is dishonored due to insufficient funds may
collect if the check is not paid within fifteen days after written notice is
mailed or delivered to the drawer of the check.!® Georgia amended its
Returned Check statute to increase the maximum returned check charge
from the greater of twenty dollars or five percent of the amount of the
check to the greater of twenty-five dollars or five percent of the amount
of the check.20 Indiana amended its Uniform Commercial Code to permit
a returned check fee of up to twenty dollars plus the actual charge by the
depository institution.?! Iowa amended two returned check fee provisions.
The Iowa Consumer Credit Code was amended to increase the maximum
returned check fee from ten dollars to the greater of twenty dollars or five

15. Act of July 1, 1995, No. 9, § 1; 1995 Vt. Laws 28 (effective July 1, 1995) (to be codified
at VT. STAT. ANN. tit. 9, § 41a(b)(3)). : : :

16. Act of May 5, 1995, ch. 249, § 1, 1995 Wash. Legis. Serv. 644 (West), repealing WASH.
REV. CODE ANN. § 63.14.135 (West Supp. 1996); Act, ch. 193, § 4, 1992 Wash. Laws 849
(not codified).

17. See infra text accompanying notes 26-27, 29.

18. See infra text accompanying notes 19-21, 24, 28. s

19. Act of Mar. 16, 1995, Act 1004, § 1, 1995 Ark. Acts 176, amending ARK. CODE ANN.
§ 4-60-103 (Michie 1991). ' :

20. Act of July 1, 1995, No. 411, § 2, 1995 Ga. Laws 910, 911, amending GA. CODE ANN.
§ 16-9-20() (1992 & Supp. 1995). The fee may be imposed “notwithstanding . . . any other
law on usury, charges, or fees.” GA. CODE ANN. § 16-9-20() (1992 & Supp. 1995).

21. Act of July 1, 1995, Pub. L. 248-1995, § 3, 1995 Ind. Acts (codified at IND. CODE
ANN. § 26-1-3.1-502.5 (Burns Supp. 1995)). : , *
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percent of the amount of the instrument.2? In addition, the ITowa Uniform
Commercial Code was amended to in¢rease the maximum returned check
fee from fifteen dollars?3 to the greater of twenty dollars or five percent of
the amount of the instrument.2¢ Maine authorized a “supervised financial
organization” to impose, infer alia, “return-payment charges” on lender
credit cards as the open-end credit plan may provide.25

Minnesota authorized a “financial institution” to impose a returned
check charge of the greater of twenty dollars or the actual costs of collec-
tion (not exceeding thirty dollars) on open-end credit plans,?6 although this
charge already was authorized on open-end credit plans of banks and
savings associations.?” Montana enacted a Returned Check statute to per-
mit a service charge in a reasonable amount, not to exceed thirty dollars,
for any dishonored check, if a written demand is sent to the drawer’s last
known address.28 Nevada enacted a new “Financial Institutions Credit
Card” statute, which permits fees and charges, including without limita-
tion returned check charges, imposed for the use of a credit card in an
amount agreed upon by the issuer and the cardholder.2® New Jersey
amended its Retail Installment Sales statutes to permit a returned check
fee of twenty dollars on any check returned to the holder uncollected due

22. Act of May 1, 1995, No. 151, § 1, 1995 Towa Legis. Serv. 371 (West), amending Iowa
CODE ANN. § 537.2501(1)(g) (West Supp. 1995). .

23. ActofMay 10, 1994, ch. 1167, § 121, 1994 Iowa Legis. Serv. 444, 489 (West), repealing
Iowa CODE ANN. § 554.3507 (West). ‘ '

24. Act of May 1, 1995, No. 151,§ 2, 1995 Towa Legis. Serv. 871, 371-72 (West) (to be
codified at IowA CODE ANN. § 554.3512 (West)). The amount of the surcharge may not
exceed $20 unless the instrument was presented twice or the issuer does not have an account
with the drawee, in which case the surcharge may not exceed $50. 74, _

25. Act of May 22, 1995, ch. 137, § 5, 1995 Me. Legis. Serv. 221, 222 (West) (codified at
ME. REV. STAT. ANN. tit. 9-A, § 2-501(4) (West Supp. 1995)); see also ME. REV. STAT. ANN,
tit. 9-A, § 1-301(22), (38), (39) (West 1980 & Supp. 1995) {(defining “lender credit card,”
“supervised financial organization” and “supervised lender” respectively).

26. Act of May 24, 1995, ch. 202, art. 3, § 1(6)(a)(5), 1995 Minn. Sess. Law Serv. 600,
624 (West) (codified at MINN. STAT. ANN. § 47.59(1)(k), (6)(a)(5) (West Supp. 1996)); see also
MINN. STAT. ANN. § 332.50 (West Supp. 1995) (stating “financial institution” includes, inter
alia, a state or federally-chartered bank, savings bank, or savings association). -

27. MINN. STAT. ANN. §§ 48.185(4)(d)(3) (West 1988 & Supp. 1996); see also id. § 332.50
(West Supp. 1995) (stating that a fee may be imposed if no annual fee is imposed). '

28. Act of Oct. 1, 1995, ch. 304, 1995 Mont. Laws 915, 915-16, amending MONT. CODE
ANN. § 27-1-717 (1994). : :

'29. Act of Oct. 1, 1995, ch. 516, § 15(3), 1995 Nev. Stat. 171 1, 1718-19; see also Nevada
Retail Installment Sales open-end credit fee provision, NEV. REV. STAT. ANN. § 97.245(1)
(Michie 1994 & Supp. 1995) (allowing any fee agreed upon by the parties on retail (open-
end) charge agreements). Nevada’s statutes governing retail installment sales of goods and
services (NEV. REV. STAT. ANN. §§ 97.105 to .335 (Michie 1994 & Supp. 1995)) were ren-
dered inapplicable to “financial institution” credit card Accounts. Act of Oct. 1, 1995, ch.
935,887, 9, 1995 Nev. Stat. (codified at NEV. REV. STAT. ANN. §§ 97.95, .125 (Michie 1994
& Supp. 1995)); Act of Oct. 1, 1995, ch. 680, §§ 22-23, 1995 Nev. Stat. (codified at NEV.
REV. STAT. ANN. §§ 97.95, .125 (Michie 1994 & Supp. 1995)). -
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to insufficient funds in the buyer’s-account.3? Rhode Island enacted a new
Lenders and Loan Brokers statute,! authorizing any lender to charge,
contract for, and receive fees and charges on the unpaid balance of a loan
at a rate not exceeding that provided in section 6-26-2 of the Rhode Island
Interest-Usury statute32 or as otherwise permitted under applicable federal
law or regulation.3? Finally, Vermont amended its Interest statute to per-
mit “reasonable fees associated with a credit card, agreed upon by the
lender and borrower.”3#

Late Fees

Eleven states and the District of Columbia enacted legislation during
1995 authorizing or increasing late fees on credit card accounts. In several
instances, as with returned check fees, the legislation substantially reco-
dified existing fee authority in a new statute.? Arizona amended its Retail
Installment Sales Transactions Act generally to increase the maximum
permissible late fee for any payment not received within ten days of the
due date from the lesser of ten dollars or five percent of the installment to
five dollars on an installment of twenty-five dollars or less and ten dollars
on an installment greater than twenty-five dollars.36 The District of Co-
lumbia amended its Revolving Credit Accounts statute to authorize a seller
or financial institution to impose a late fee not exceeding fifteen dollars on
any minimum payment not made within ten days of the due date.37 Geor-
gia amended its Retail Installment and Home Solicitation Sales Act to
increase the maximum permissible late fee from five dollars to ten dol-
lars.38 Jowa amended its Consumer Credit Code to permit a late fee on

30. Act of Mar. 17, 1995, ch. 53, § 9, 1995 N,J. Sess. Law Serv. 193, 199 (West) (to be
codified at N J. STAT. ANN. § 17:16C-42(c) (West)).

31. R.I. GEN. LAws §§ 19-14-1 to -2 (1989 & Supp. 1995).

32. Hd. §6-26-2(c) (1992 & Supp. 1995) (neither specifically authorizing nor specifically
prohibiting returned check fees).

33. Id. §§ 19-14-1 to -2.

34. Act of July 1, 1995, No. 9, § 2, 1995 Vt. Laws 39 (to be COdlﬁCd at VT. STAT. ANN.
tit. 9, § 42(a)(8)). :

35. See infra text accompanying notes 42 and 45.

36. Act of Apr. 18, 1995, ch. 164, § 2, 1995 Ariz. Legis. Serv. 1208, 1210 (West) (codified
at ARIZ. REV. STAT. ANN. § 44-6002(G) (1994 & Supp. 1995) (original version at ARIZ. REV.
STAT. ANN. § 44-6002(F) (1994)).

37. Act of May 15, 1995, No. 11-54, 1995 D.C. Stat., amending D.C. CODE ANN. § 28-
3702 (1991). Written notice of the new fee must be malled to each affected buyer at least 30
days before the effective date of the change, and the buyer must be permitted to repay any
pre-effective date debt under the ex1stmg terms, unless the buyer i incurs additional debt on
or after that date or otherwise agrees in writing to the change. 1d.

38. Act of July 1, 1995, No. 266, § 1, 1995 Ga. Laws 346, 346-47, amending GA. CODE
ANN. § 10-1-7(a) (1994- & Supp. 1995).
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private-label credit cards not to exceed ten dollars.3® Louisiana amended
its Consumer Credit Law to increase the delinquency charge permitted
on a lender credit card account or revolving loan account from the lesser
of fifteen dollars or five percent of the unpaid amount of the installment
if not paid in full within ten days of the payment due date to a charge not
exceeding fifteen dollars on any regularly scheduled payment not received
within ten days of the payment due date.*0 Maine authorized a “supervised
financial organization” to impose, infer alia, a late charge on any unpaid
installments or portions thereof that are not paid in full within fifteen days
after the scheduled or deferred due date.#! Minnesota enacted two late fee
provisions. A “financial institution” may impose a delinquency charge not
exceeding the greater of five percent of the amount of the minimum pay-
ment due or five dollars and twenty cents, if the payment is not paid in
full within ten days after the due date.*2 In addition, a new provision under
the Minnesota Interest-Usury statute authorizes a seller or holder, in con-
nection with an open-end credit plan that so provides, to collect a delin-
quency charge and collection charge on each installment at least ten days
in arrears in an amount not exceeding any such charge that may be im-
posed on Minnesota residents by any state or national bank.43

Nebraska amended its Revolving Charge Agreements statute to permit
a late fee not exceeding the greater of five dollars or five percent of the
amount due for each payment in default for at least ten days.4* As noted
with respect to returned check fees, Nevada’s new Financial Institutions
Credit Card statute permits fees and charges, including without limitation
late fees, to be imposed for the use of a credit card in an amount agreed
upon by the issuer and the cardholder.*> New Jersey amended its Retail

39. Act of Apr. 27, 1995, No. 104, § 1, 1995 Towa Legis. Serv. 165 (West) (to be codified
at Iowa CODE ANN. § 537.2502(8) (West)). The fee may be imposed on any payment not
paid in full within 30 days of its due date and may be assessed only “once on any one
payment, regardless of the length of time the payment remains delinquent.” Id.

40. Act of June 29, 1995, Act 1184, § 2, 1995 La. Acts (codified at LA. REV. STAT. ANN.
§ 9:3527(B) (West 1991 & Supp. 1996)). ‘ -

41. Act of May 22, 1995, ch. 137, § 5, 1995 Me. Legis. Serv. 221, 222 (West) (codified at
ME. REV. STAT. ANN. tit. 9-A, § 2-501(4) (West Supp. 1995)); sez also ME. REV. STAT. ANN.
tit. 9-A, § 1-301(22), (38), (39) (West 1980 & Supp. 1995) (defining “lender credit card,”
“supervised financial organization” and “supervised lender” respectively).

42. Act of May 24, 1995, ch. 202, art. 3, § 1(6)(a)(5), 1995 Minn. Sess. Law Serv. 600,
624 (West) (codified at MINN. STAT. ANN. § 47.59(1)(k), (6)(a)(5) (West Supp. 1996)); see also
MINN. STAT. ANN. § 51A.385(5)(c)(3) (West Supp. 1995), repealed by Act of May 24, 1995,
ch. 202, art. 3, § 22, 1995 Minn. Sess. Law Serv. 600, 636 (West) (authorizing delinquency
charge on any payment not paid in full within 10 days after due date in arriount not exceeding
5% of amount of payment).

43. Act of May 24, 1995, ch. 202, art. 3, § 21, 1995 Minn. Sess. Law Serv. 600, 635-36
(to be codified at MINN. STAT. ANN. § 334.171 (West)). .

44. Act of Sept. 9, 1995, ch. 614, § 2, 1995 Neb. Laws 1162, 1164-65 (to be codified at
NEB. REV. STAT. § 45-205). The charge may be collected only once on each payment, no
matter how long the payment remains in default. /4.

" 45. See supra note 29.






