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TO THE HONORABLE SENATE AND HOUSE OF REPRESENTATIVES:

In accordance with the provisions of Article LVI of the Amend-
ments to the Constitution, I am returning, herewith, House Bill No.
4478 entitled "An act further regulating the extension of consumer
credit."

H.4478 would modify a provision of law enacted in 1974 that was
intended to prohibit holders of retail installment sales contracts
from converting them into small loans at substantially higher interest
rates. H.4478 allows such conversions as long as certain disclosures
are made to the consumer/borrower regarding the terms of the new loan.

The Attorney General has advised me not to sign H.4478. His view,
which I tend to share, is that the average consumer would not generally
realize that the interest costs under a small loan agreement could increase
aa much as 12% per year because the ceiling on interest rates under the
small loan laws substantially exceeds that under the retail installment
sales act. The purpose of the 1974 amendment was to insure that
refinancing of retail Installment sales agreements would be subject to
the limits of the retail Installment sales act, rather than being carried
out by means of new small loans at higher interest rates. This was not
unfair to the makers of these loans because a retail installment sale
loan is secured by furniture or other consumer goods, while a small loan
is not so secured. I see no reason to remove that protection for
consumers and, therefore, cannot sign H.4478 as it has been enacted.

However, H.4478, if properly amended, could conceivably serve to
clarify the provisions of the current law. Any such amendment must make
it clear that a refinancing under the provisions of this section cannot
result in a higher Interest rate than the consumer had been paying under
the original retail installment sales agreement. To allow otherwise would
be to strip the 1974 law of all meaning, and I am not ready to do that
without clear and convincing evidence that that law is not working.
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1 therefore recommend that H.4478 be amended by striking out
the word "provided" in line 5 of the engrossed bill and inserting in
place thereof the following:- if so much of the unpaid principal balance
as is reflected in such extension carries a finance charge the annual
percentage rate of which does not exceed the annual percentage rate of
the original retail installment sales agreement or that portion thereof
still owing, and if
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