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THE GENERAL ASSEMBLY OF PENNSYLVANIA

SENATE BILL
No. 863 %

| NTRODUCED BY SCANLON, HOLL, MJSTO, SHAFFER, HART, AFFLERBACH,

STQUT, STAPLETON, FATTAH, LOEPER, WENCER, FI SHER, BELAN,
GREENLEAF, TILGHVAN, BRI GHTBI LL, BORTNER, HELFRI CK
SALVATORE, ARMSTRONG, JUBELI RER, PUNT, NADI GAN, REl BMAN,
DAW DA, LEWS, MELLOW PETERSON AND LEMMOND, MARCH 31, 1993

REFERRED TO BANKI NG AND | NSURANCE, MARCH 31, 1993

OCO~NOUITARWNE

AN ACT

Amendi ng the act of Novenber 30, 1965 (P.L.847, No.356),

entitled "An act relating to and regul ati ng the busi ness of
banki ng and the exercise by corporations of fiduciary powers;
af fecting persons engaged in the business of banking and
corporations exercising fiduciary powers and affiliates of
such persons; affecting the sharehol ders of such persons and
the directors, trustees, officers, attorneys and enpl oyes of
such persons and of the affiliates of such persons; affecting
nati onal banks | ocated in the Comonweal t h; affecting persons
deal ing with persons engaged in the business of banking,
corporations exercising fiduciary powers and national banks;
conferring powers and inposing duties on the Banking Board,
on certain departnments and officers of the Conmonweal th and
on courts, prothonotaries, clerks and recorders of deeds;
provi ding penalties; and repealing certain acts and parts of
acts,"” providing for certain direct and indirect extensions
of credit to individuals, partnerships and uni ncor porated
associ ations; authorizing direct extensions of credit to
finance install nent sales of goods and services to be nade

t hrough sellers and contractors as internediaries; and

provi ding for conpliance with Federal |aw regarding

avai lability of wthdrawal of itens deposited.

(a) The General Assenbly makes the follow ng findings as the

basis for this act:

(1) The statutes and regul ations of this Commonweal th

whi ch govern direct and indirect extensions of credit by
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banks to individuals and uni ncorporated entities have becone
vol um nous and intricate by reason of separate anendnents and
suppl enents over several years and, in conjunction with
Federal statutes and regulations, have failed to provide a
stabl e basis for the offering of credit by banks. These
statutes and regul ati ons have i nposed a costly, confusing and
needl ess conplexity in the conpliance requirenents that banks
nmust satisfy wi thout providing a proportionate benefit to

t heir customers.

(2) The interests of the public and the interests of
this Commonweal th have been adversely affected by economc
[imtations on direct and indirect extensions of credit under
restrictions of Pennsylvania | aw.

(3) Changes in Federal |aws regulating interest payable
on deposits have enabled the public to obtain market rates of
i nterest on funds deposited wi th banks, and these rates may
be adjusted to reflect interest rate levels in the national
econony. Pennsylvania | aw generally does not provide the sane
flexibility for interest rates on direct and indirect
extensions of credit.

(4) States contiguous to Pennsylvania, as well as nost
other states of the United States, have changed bank | endi ng
laws in order to maintain a consistent availability of
credit. A consequence of these changes has been that
financial institutions |ocated in other states have becone
the sources of a substantial and increasing percentage of the
personal credit business in Pennsylvania, detrinentally
af fecting enpl oynent, business and tax revenues in this
St at e.

(5) The accelerating devel opnent of interstate banking
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1 will increase the significance of State |aws which govern

2 bank extensions of credit and their effect on the choice of

3 pl aces where activities will be located. The loss of jobs in
4 Pennsyl vania directly caused by its outdated credit laws w |l
5 i nevitably increase with changes in the banking industry

6 unl ess those | aws offer the same opportunities for

7 conpetition by Pennsyl vania organi zations as do the | aws of

8 ot her states.

9 (6) The interests of individuals and uni ncor porated

10 entities in continuing credit availability from banks | ocated
11 inthis State, the interests of the State in augnenti ng

12 enpl oyment and business of its residents and the interests of
13 the State and political subdivisions in State and | ocal taxes
14 resulting fromthis enploynent and business will be pronoted
15 by sinplification and flexibility of bank |ending | aws so

16 that credit can be offered at market rates and conpetitive

17 terns.

18 (b) On the basis of these findings, the purposes of this act
19 are to provide:
20 (1) Uniform adequate and sinplified disclosure by
21 adoption of the conprehensive Federal rules governing
22 di scl osure in consuner credit transactions.
23 (2) Availability from Pennsyl vani a banks of credit at
24 conpetitive market rates of interest and charges so that
25 custoners may benefit from decreases in market rates and
26 Pennsyl vani a banks may continue to offer credit and conpete
27 wi th banks from other states during periods of both increases
28 and decreases in interest rates.
29 (3) Maintenance of credit services for Pennsylvani a
30 custonmers at |ocal banks so that custonmer alternatives wll
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not be restricted to out-of-state conpanies as in the case of
past periods of high interest rates.

(4) Unification and sinplification of rules governing
bank credit to pronote efficiency and to increase borrower
conprehension of the ternms of credit.

(c) The provisions of this statute shall be liberally
construed to acconplish the foregoi ng purposes.

The General Assenbly of the Conmonweal th of Pennsyl vani a
her eby enacts as foll ows:

Section 1. The act of Novenber 30, 1965 (P.L.847, No.356),
known as the Banki ng Code of 1965, is anmended by adding a
section to read:

Secti on 322. Ext ensi ons of Credit to |Individuals, Partnerships

and Uni ncor por at ed Associ ati ons

(a) Definitions--As used in this section, the foll ow ng

wor ds and phrases shall have the neani ngs given to themin this

subsecti on:

"Credit device"--any card, check, identification code or

ot her neans of identification contenplated by the aqgreenent

governi ng a pl an.

"Loans"--cash advances or |l oans to be paid to or for the

account of the custoner.

"Pl an" or "open-end credit plan"--a plan contenpl ati ng the

extensi on of credit under an account governed by an agreenent

between an instituti on and a custonmer pursuant to which:

(i) the institution permts the custoner and, if the

agreenent governi ng the plan so provi des, persons acti ng on

behalf of or with authorization fromthe custoner fromtine

to tine to make purchases or to obtain | oans, or both, by use

of a credit device,
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(ii) the ampunts of purchases nade and | oans obt ai ned

are charged to the custoner's account under the pl an,

(iii) the custonmer is required to pay the institution

the anmpbunts of all purchases and | oans charged to the

custoner's account under the plan but has the privil ege of

payi ng the anmpunts outstanding fromtine to tine in full or

install nents, and

(iv) interest may be charged and coll ected by the

institution fromtine to tine on the outstandi ng unpai d

i ndebt edness under such pl an.

"Pur chases"--paynents for property of whatever nature, real

or personal, tangi ble or intangi ble, and paynents for services,

| i censes, taxes, official fees, fines, private or governnental

obligations, or any other thing of val ue.

"Truth in Lending"--the Federal Truth in Lending Act (Public

Law 90-321, 15 U.S.C. 8 1601 et seq.) and requl ati ons

pronul gated thereunder as in effect fromtine to tinme. The terns

"finance charge," "annual percentage rate," "credit card,"

"open-end credit" and "cl osed-end credit" have the sane coverage

and neani ngs as the definitions of those terns under Truth in

(b) Coverage--This section shall govern all direct and

i ndi rect extensions of credit by an institution for personal,

fam |y, househol d, business or aqgricultural purposes to an

i ndi vidual , a partnership or an uni ncorporated associ ati on,

whet her as cl osed-end credit or open-end credit, except

extensi ons of credit:

(i) which are secured by a first-lien, purchase nobney,

residential real estate nortgage,

(ii) which are student | oans guar anteed by the
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Pennsyl vani a H gher Educati on Assi st ance Agency, or

(iii) which are not subject to a maxi numrate of

i nterest or finance charge, or as to which the pl eadi ng of

usury as a defense is prohi bited, pursuant to Federal or

State | aw.

(c) Disclosures--In connection with an extension of credit,

an institution shall nmake applicabl e disclosures required by

Truth in Lending in lieu of any disclosure requirenent which nmay

be i nposed by Pennsyl vani a | aw.

(d) Agreenents for extension of credit--An institution nmay

extend credit pursuant to this section on the basis of a witten

agreenent. Such agreenent, including related statenents, notices

and docunents (a conpl eted copy of each of which shall be given

to the custoner), shall have the formand contents required by

Truth in Lending and shall, in addition, provide if applicabl e:

(i) the anmpbunts of available credit and the procedure or

means by which it nmay be obtai ned,

(ii) nmaturity provisions, install ment paynent

requi renents, prepaynent privileges and rebates of unearned

i nt erest upon_ prepaynent,

(iii) either the anobunts or rates of interest, which nmay

be fixed or variable rates, or the basis for determ ni ng such

anounts or rates, subject to subsection (M,

(iv) the nethod of detern ni ng bal ances of unpaid

i ndebt edness to which periodic rates of interest are

applicable which, in the case of an open-end credit pl an,

may, if the agreement governing the plan so provides, include

t he anpunt of any interest and other charges, including

del i nguency charges, whi ch have accrued in the account,

(v) charges which may be i nposed in addition to
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interest, in such anobunts as the agreenent provides, or as

establi shed in the nanner the agreenent provides, such as,

but not limted to, m ni num charges, check charges and

mai nt enance charges related to extensi ons of credit pursuant

to overdraft check plans, delinquency charges for each

install nent or paynment which is in default and fees,

ext ensi on charges and charges that nmay be i ncurred on

default, including attorney fees, court and other coll ection

costs. Such additional charges may i nclude a daily, weekly,

nont hly, annual or other periodic charge for the privil eges

made avail able to the custoner under an open-end credit plan,

transacti on charges for each separate purchase or | oan under

the plan and a m ni rum charge for each schedul ed billing

peri od under the plan, during any portion of which there is

an out standi ng unpai d i ndebt edness under the pl an,

(vi) collateral security and provisions rel ating

thereto, except that there may not be any authori zati on for

entry of judgnent by confession, and

(vii) insurance coverages and prem uns therefor.

Such agreenents shall be valid and enforceabl e and an

institution may i npose and coll ect the i nterest and ot her

charges provi ded therein.

(e) Conputation of interest--A fixed rate of interest

included in a finance charge shall be conputed either on a

sinple interest basis by a generally accepted actuari al nethod,

including a nethod pernitted for determ nati on of an annual

percentage rate under Truth in Lending or, as to an extensi on of

credit with an initial maturity of not npre than sixty nonths,

which is nade within two years after the effective date of this

section, on an add-on or di scount basis. The maxi nrum anount t hat
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may be charged on the basis of a variable rate of interest shal

be conputed in accordance with or with reference to a schedul e

or formula, at the tines and for the periods provided in the

agreenent. The periodic rate of interest, as so varied, will be

applicable to all outstandi ng unpai d i ndebt edness under the

agreenent fromthe effective date of the variation if so

provided in the agreenent.

(f) Changes in terns--An institution nmay change the terns of

the agreenent if:

(i) the agreenent so provides,

(ii) there is conpliance with applicable notice

requi renents of Truth in Lending prior to the effective date

of the change,

(iii) such notice states that a custoner for whose

account a change in terns does not becone effective nmay pay

all outstandi ng anbunts pursuant to the agreenent as in

effect prior to the notice, and

(iv) in the case of an increase in a fixed rate of

i nterest or other charges payable by the custoner under an

open-end credit plan, the custonmer incurs additi onal

i ndebt edness after the effective date of the change of terns.

If the agreenent governing the plan so provides, a change of

terns pursuant to this subsection nay, on and after the date it

becones effective as to an account, apply to all then

out st andi ng unpai d i ndebt edness. A change in the anount of

i nterest inposed in accordance with or with reference to a

schedule or fornula for a variable rate of interest shall not be

deened to be a change in terns but a change in such schedul e or

formul a shall be deened to be a change in ternms. No change nay

be nade in a fixed rate of interest or other charges payabl e
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1 wth respect to the outstanding bal ance of indebtedness or in

2 the ampunt or due dates of required installnent paynents on

3 closed-end credit unless there is witten consent of the

4 custoner at the tinme of the change except for an extension of

5 any due date or _an option granted by the institution to the

6 custonmer to omt paynents and except as may be ot herw se

7 provided in an agreenent for an extension of credit which is not
8 for personal, famly or househol d purposes.

9 (g) Prepaynent- -

10 (i) A borrower or buyer may prepay an extension of

11 credit in full at any tinme w thout any prepaynent charge.

12 (ii) If interest has been preconputed, then, in the

13 event of prepaynent of an extension of credit, the

14 institution shall refund to the custoner the unearned portion
15 of the preconputed interest. The refund shall be in _an anount
16 not less than the anmount of the unearned preconputed interest
17 calculated in accordance with a generally accepted actuari al
18 net hod including a nethod pernmtted for deternination of an
19 annual percentage rate under Truth in Lending, except that
20 t he ampbunt of the unearned interest on an extension of credit
21 with an initial maturity of not nore than sixty nonths which
22 is made within two years after the effective date of this
23 section for which interest is conputed on an add-on or
24 di scount basis as pernmitted by subsection (e) nmay be
25 calculated in accordance with the "sum of the bal ances”
26 net hod, and except that the custoner shall not be entitled to
27 a refund which results in a net mninmumcharge of |ess than
28 an_anount equal to the interest that would accrue in the
29 first nonth the extension of credit was scheduled to be
30 outstanding. The institution shall not be required to refund
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t he unearned portion of the interest if such amount is | ess

t han one dollar ($1).

(iii) The ampunt of a refund under the "sum of the

bal ances" nethod is deternined by nmultiplying the preconputed

interest by a fraction, the nunerator of which is the sum of

t he bal ances, including interest, of the extension of credit

schedul ed to be outstandi ng after deducting the first of the

paynents schedul ed to be nade on or after the date of

prepaynent, and the denom nator of which is the sum of al

t he unpai d bal ances, including interest, of the extensi on of

credit schedul ed to be outstanding fromits inception to, and

including the maturity of the final installnent. Intervals

bet ween schedul ed paynents nust be requl ar peri ods of one

nmonth or | ess except that the interval between the inception

of an extension of credit and the due date of the first

schedul ed paynent may be:

(A one nonth and fifteen days when the requl ar

paynent interval is a nonth,

(B) one nonth when the requl ar paynent interval is

|l ess than a nonth but nore than a week, or

(C) eleven days when the requl ar paynent interval is

a week or | ess.

(h) | nsurance--The agreenent may provide for life, health,

accident, | oss-of-incone or other perm ssible insurance rel at ed

to an extension of credit under a group or individual policy

subject to the option of the custoner to furnish required

i nsurance through an authori zed i nsurer of the custoner's choice

as provided in section 11 of the act of Septenber 2, 1961

(P.L.1232, No.540), known as the "Mbddel Act for the Requl ati on

of Credit Life Insurance and Credit Accident and Heal th
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| nsurance," and, if prem uns for such insurance are paid to the

institution, provisions shall be made for rebates of unearned

premiuns, if any, upon prepaynent. An institution may require

t hat i nsurance be mai ntained, froman insurer acceptable to the

instituti on, against | oss or damage to property which is

collateral security for the extension of credit and agai nst

liability arising out of the ownership or use of such property.

An institution may grant an extension of credit to finance the

prem uns for such insurance.

(i) Extensions of credit through internedi ari es--An

extension of credit to finance a sale of a notor vehicle, other

t han t hrough an open-end credit plan, may be made by an

institution through a seller |licensed as an install nent seller

under the act of June 28, 1947 (P.L.1110, No.476), known as the

"Motor Vehicle Sales Finance Act," as an internediary if:

(i) the agreenent governing the extension of credit

conspi cuously provides that the extension of credit is nade

by the institution to the buyer and is subject to the

provi sions of this section, and

(ii) either the institution has made a conmmitnent to

make the extension of credit or the agreenent is subject to

acceptance by the institution within two busi ness days after

the date of the agreenent and the institution upon such

acceptance sends witten notice thereof to the buyer. The

terns and conditi ons under which the seller acts as an

internedi ary between the institution and the buyer shall be

deternmined by witten agreenent between the instituti on and

the seller.

An extension of credit made through an i nternedi ary pursuant to

this section shall be subject to this act and other acts
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governi ng transacti ons bet ween banks and their custoners and

shall not be subject to the provisions or requi renents of any

other requlatory statute, rule or requl ati on and neither a

seller who acts as an internmediary for an institution with

respect to such an extension of credit nor an instituti on which

makes such an extension of credit through a seller as an

internedi ary shall be deened to be in violation of |licensing or

ot her requirenments of any other requlatory statute, rule or

requl ati on that would be applicable to extensions of credits by

such a seller or contractor to its custoners.

(j) Right of rescission--A person whose ownershi p interest

in that person's principal dwelling is subject to a lien or

security interest as collateral security for an extensi on of

credit subject to this section shall have a right of resci ssion

for the same types of transactions, on the sane terns and

conditions and for the sane tine peri ods as those provided for

the right of rescission under Truth in Lending.

(k) Statenent of account--Upon the witten request of the

custoner, an institution shall provide, within ninety days after

the end of each cal endar year, a statenent of the custoner's

account showi ng paynents nmade during such year, the anount

applied to interest and the bal ance of the account at the end of

(1) Vaiver of provisions--No provision of this section which

confers rights on the custoner or any other person nay be wai ved

or nodified except to the extent and in the circunstances in

which Truth in Lending pernmits a consuner to waive or nodify the

ri ght of rescission.

Section 2. Section 506(a)(vi), (vii) and (viii) of the act,
anmended Decenber 21, 1988 (P.L.1416, No.173), are anmended and
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1 the subsection is anended by adding a clause to read:

2 Section 506. Lending Powers; Direct Leasing of Persona

3 Property

4 (a) A savings bank nay:

5 * %

6 (vi) in the case of a savings bank which has elected to
7 exerci se the conditional powers provided in section 513, make
8 secured or unsecured | oans for personal, fam |y or househol d
9 pur poses, including | oans reasonably incident to the

10 provi sion of such credit, and subject to regulation by the
11 departnment, issue credit cards, extend credit in connection
12 therewith, and otherw se engage in or participate in credit
13 card operations, except that the total anmount of such | oans
14 or extensions of credit shall not exceed thirty percent of

15 the assets of such savings bank[. In any |oan or extension of
16 credit made under the authority of this clause a savings bank
17 may charge or inpose any rate or charge which could be

18 i nposed by a bank in connection with any such | oan or

19 extension of credit and shall be subject to the sane

20 restrictions and limtations inposed upon a bank in

21 connection with such | oan or extension of credit];

22 (vii) nmake overdraft |oans specifically related to

23 deposits which are subject to withdrawal by check or by

24 negoti abl e order of w thdrawal; [and]

25 (viii) make | oans for the paynent of educati onal

26 expenses; and

27 (ix) in any loan or extension of credit made under the
28 authority of this section, charge or inpose any rate or

29 charge which could be inposed by a bank in connection with
30 any such loan or extension of credit, nmake agreenents in the
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sane manner and with the sane terns, provisions and

conditions as a bank and, in addition to the restricti ons of

this section, shall be subject only to the sane di scl osure

and other requirenents, restrictions and limtati ons i nposed

upon a bank in connection with such | oan or extension of

[ A savi ngs bank may not | end noney or discount or purchase
evi dences of indebtedness or agreenents for the paynent of noney
except as provided in sections 504 and 505 and in this
subsection (a).]

* x *

Section 3. The act is anmended by adding a section to read:

Section 611. Conpliance with Federal Law Regarding Availability

of Wthdrawal of |tens Deposited

An institution shall conmply with the Expedited Funds

Avail ability Act (Public Law 100-86, 12 U.S.C. § 4001 et seq.)

and any anendnents thereof and any requl ati ons, interpretati ons

and rulings i ssued thereunder fromthe effective date thereof.

Section 4. The provisions of this act shall only govern
transacti ons between banks or savings banks and their custoners
and, by reason of the references to "interest, finance charge,
rate, and/or terns" in section 701(a)(26) of the act of Decenber
14, 1967 (P.L.746, No.345), known as the Savings Associ ation
Code of 1967, transactions between savings associations and
their custonmers, and shall not affect acts and parts of acts
governing other creditors or sellers or contractors for goods or
services, or acts or parts of acts governing such other
creditors or sellers as to installnent sales or contracts for
goods or services, including, but not limted to, the act of

June 28, 1947 (P.L.1110, No.476), known as the Mdtor Vehicle
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Sal es Finance Act, the act of August 14, 1963 (P.L. 1082,

No. 464), known as the Hone | nprovenent Finance Act and the act
of Cctober 28, 1966 (Sp.Sess., P.L.55, No.7), known as the Goods
and Services Installnment Sales Act, or acts and parts of acts
governing rights, duties and procedures for enforcenent of

obl i gati ons upon default on an extension of credit, or acts and
parts of acts governing credit |ife insurance or the act of
Decenber 17, 1968 (P.L.1224, No.387), known as the Unfair Trade
Practices and Consumer Protection Law, or 13 Pa.C. S. (relating
to commercial code). This act shall not repeal any act governing
crimnal usury, extortionate extensions of credit or
racketeering activity or repeal or affect any lawrelating to

t he preservation agai nst an assi gnee of a consumer's clains and
defenses arising out of an agreenent for the purchase of goods
or services.

Section 5. This anmendatory act shall be known and may be
cited as the Sinplification and Availability of Bank Credit Act.
Section 6. Al acts and parts of acts are repeal ed insofar

as they are inconsistent with the provisions of this act.

Section 7. This act shall take effect immediately.
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