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Members present: 

Chairman Jeffrey 
Vice Chairman Robinson 
Assemblyman Bennett 
Assemblyman Bremner 
Assemblyman Chaney 
Assemblyman Horn 

---···-····-····-·-·-·····------

Assemblyman Sena 
Assemblyman FitzPatrick 
Assemblyman Rusk 
Assemblyman Tanner 
Assemblyman Weise 

The meeting was called to order at 2:10 p.m. and Chairman 
Jeffrey announced that due to a sub-committee meeting being 
held at 3:00, the committee would first hear testimony on 
SB 26, then AB 597 and AB 622. 

SB 26: George Vargas, general counsel for the Nevada Banking 
Association, was first to address this issue and his comments 
are attached and marked as Exhibit "A" (a letter to Senator 
Wilson). In answer to a question from Mr. Weise, Mr. Vargas 
stated that he felt the matter of competition between banks 
and thrift companies will take care of itself. There was a 
discussion between Mr. Vargas and Mr. Weise regarding the rela­
tive risk which is taken by the loan officers of the bank in 
determining what the prime rate actually is at the time of 
finalizing the loan to the customer. Mr. Vargas stated that 
there is currently litigation under way between Valley Bank 
and the Riverside, wherein Valley Bank is being charged with 
usurious conduct. 

In answer to a question from Mr. FitzPatrick, Mr. Vargas stated 
that this portion of the law only pertained to commercial loans 
and not to any of those provided for under the Installment Loan 
Act which has an 18% ceiling, i.e. automobile loans and credit 
card charges. 

Mr. Weise asked Mr. Vargas if someone wouldn't have to prove 
intent in order to prevail in a case charging a loan officer 
with charging a usurious rate of interest. Mr. Vargas stated 
that they would probably have to, but that there were many 
aspects to be considered and it would not be a simple thing to 
prove or disprove. 

Mr. George Aker, President of Nevada National Bank, in response 
to a question from Mr. Weise stated that the reason loans are 
being made at such a high rate in Nevada currently was because 
Nevada is extremely capital short. He also pointed out that one 
of the reasons for that is that other states do not want to work 
with the banks of Nevada because of current law and also outside 
investors feel the same way due to the fact they can invest 
their money elsewhere are receive a higher yield on it. He said 
by raising the interest rate allowable, as proposed in this bill, 
you would encourage all types of borrowing within the state be­
cause there would be more money available to lend. 
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Mr. Ken Sullivan, President of Valley Bank, explained to the 
committee the problem their bank is faced with currently rela­
tive to a loan for $135,000,000 to Del Webb due to our existing 
12% ceiling. He stated that other state's banks are allowed to 
charge up to 122% of the prime rate and therefore are making 
more money than the Nevada banks off this loan. In answer to 
a question from Mr. Weise, Mr. Sullivan stated that this loan 
is divided up between several banks, in and out of this state, 
and that the paper held by each bank is considered a separate 
loan and therefore it is difficult to determine exactly what is 
the "final loan document". Mr. Sullivan stated that with a 
"floating interest rate", a person borrowing money would pay 
more when the interest rates were high, but they would pay less 
if the money market were to loosen and interest rates declined. 

Mr. Aker pointed out in a normal kind of participation on a very 
large loan, the Nevada bank would hold the whole loan and resell 
interests therein to other banks as shares. However, with the 
current law, the other out of state banks will not work with 
Nevada banks in this manner. 

Mr. Sullivan also pointed out to the committee that it's true 
on charge card accounts the banks can charge 18% on retail sales; 
however, they are limited to 12% interest on cash advances. 

Mr. Sullivan stated to the committee that with the current tight 
money market in the state and the loan capabilities of the 
banks being what they are, many people cannot get loans because 
the money is being channeled into the larger loans for the simple 
reason that it is easier to write one large loan than several 
small ones, plus the fact that the large loan, more often than 
not, is promptly repaid with few problems for the lender. 

In answer to a question from Mr. Tanner, Mr. Sullivan stated that 
it is the opinion of their attorneys that they cannot make float­
ing interest rate loans. 

After a discussion among the committee with Mr. Sullivan regard­
ing the inflationary trend in interest rates, Mr. Sullivan stated 
that he felt the cetling on interest rates would be reached when 
people finally stopped borrowing money and he had no idea where 
or when that would be. 

Mr. Aker pointed out that when this area was discussed in 1975, 
there was some agreement that 18% ceiling might be workable; how­
ever, since interest have risen so much since that time, that 
figure would no longer provide as much leeway. 

In answer to a question from Mr. Rusk, Mr. Sullivan stated that 
it was his opinion that the Del Webb Corporation felt the current 
law was not good for them. He also stated that there has been 
only a .2% increase in banking in Nevada in the recent past be­
cause of the limit of the law. He stated further that people are 
going to invest their money where they can get the highest return 
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and they are, therefore, taking their money to California 
banks. He also stated that more<money is available in Cali­
fornia for lending and so many people in the banking industry 
are sending their clients to California banks to obtain loans 
and then the banks are buying back those loans from the Cali­
fornia banks.< In answer to a question from Dr. Robinson, Mr. 
Sullivan stated that though Regulation Q is still in effect, 
the Federal govenment is currently studying it and is, in fact, 
trying to eliminate it. 

In answer to another question from Dr. Robinson, Mr. Sullivan 
stated that the banks are currently making only short-term 
loans because of the lack of capital and that though they could 
make investments outside the state which would result in higher 
interest income, they prefer to keep what money they do have 
available active within the state. 

George Vargas stated that the association had originally planned 
to submit a bill of their own patterned after the California 
statute, which is attached and marked as Exhibit "B". But, that 
when this bill was introduced, they decided to support it instead. 

At this point, Mr. Tanner explained to the committee that he 
conducts business in many different states, some of which have 
restrictive usury laws and some of which do not. He stated that 
it had been his experience that when there was a ceiling and 
interest rates climbed over that point, all capital for the 
general public and business effectively dried up; while in other 
states, which did not have such limitations imposed, at the same 
time, had ample money for lending to all sectors. 

Mr. Weise pointed out that it is very difficult to convince the 
general public of the advisability of having no restriction on 
interest rates, and asked Mr. Sullivan if he felt that a 3-1/2% 
cushion over the prime rate would be enough of a buffer to allow 
capital to be available. Mr. Sullivan stated that that would 
be enough of a buffer for the big borrowers; however, he did not 
feel it would show much relief to the general borrower. 

Mr. Aker stated that presently capital for equipment, etc. in 
the gaming industry is $100,000,000 short of need (and some 
estimates say that it may be more severe than that)and he felt 
that encouraging investments of capital from out of state is 
necessary to keep any kind of growth pattern working for the 
state. 

Mr. Sullivan stated that the small borrowers will be benefitted 
if the ceiling is raised to 18% because it will result in more 
competition in that area of lending due to the availabilty of 
funds which will be generated. Mr. Aker pointed out that pass­
age of this bill would bring additional financing capability to 
the state's banks. 
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At this point in the meeting Dr. Robinson, Mr. Horn and 
Mr. Rusk were excused from the meeting to attend the Mobile 
Home sub-committee meeting. 

Joseph O. Sevigny, Superintendent of Banks for Nevada, was 
next to address the committee and submitted to the committee 
for their information a packet of material which is attached 
and marked as Exhibit "C". He stated that he was not speaking 
on behalf of or against the bill, but to provide the committee 
with information in this area. Mr. Sevigny highlighted from 
the exhibit those areas which are circled and/or underlined. 
He pointed out to the committee that the letter from Walter E. 
Heller, Inc. which is included in the packet was not solicited 
by his office, but was sent to him when that company had con­
tacted his office regarding their problems with the state laws. 
He pointed out that, according to the news release from the 
Comptroller of the Currency included in the exhibit, the Federal 
government is going to take away the state's right to increase 
or decrease usury ceilings if the states don't do it themselves. 
He stated that he did not feel it was right for the federal gov­
ernment to take all control away from the state in this area and 
he admonished the committee to consider this matter very care­
fully. 

He stated that the current law makes it very difficult, under 
the circumstances, for the banks in Nevada. He stated that as 
a regulator, it is extremely difficult for his agency to regu­
late the law as it is now because they have to use so many deter­
miners in checking these loans under present law. That concluded 
Mr. Sevigny's comments on this bill. 

Don Brodeen, Weyerhaeuser Mortgage Company of Nevada, represent­
ing the Southern Nevada Mortgage Bankers Association, stated 
that those organizations do support the bill. He stated that 
those people who are not going to get a loan from the banks, 
savings and loans, or the mortgage bankers are going to be going 
to the thrift companies and get their loans, but that it will 
be at a higher rate. He stated that the 18% rate which had been 
discussed in the meeting was really going to mainly help those 
who were lookinq for money to use for buildinq proiects, business 
investments, etc.; that it was not really qoinq to help the "little 
quv". He also stated that there had been an amendment to the 
bill proposed by the Kissell Co. of Las Vegas and that he had 
been notified by that company that they no longer wished to have 
that amendment made to the bill; that their companies liked the 
bill as originally printed. 

Rennie Ashleman, Nevada Mortgage Brokers representative, stated 
that they had no objection to the bill, but that section three 
of the bill contained an amendment which they were in favor of; 
however, he stated the amendment needed to be technically re­
vised because Chapter 645B had been inadvertantly abolished by 
the wording in the amendment, which had not been the intent of 
the amendment. The wording in the amendment should have been 
added to that section of NRS. He stated that the Counsel Bureau 
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was aware of the error and he thought they were working on 
the correction. 

Lester Goddard, Commissioner of Savings Associations, commented 
that he was in favor of the bill, and, in fact, there should be 
no usury bill, but this would be an acceptable compromise. He 
stated that he felt the law of supply and demand would level 
out the interest market if allowed to do it on its own. He said 
that he thought mortgage loans would be at eleven (11) percent 
by mid-summer and that if the ceiling were not raised to 18% 
or so, it would be very difficult for the mortgage industry to 
continue on a sound basis because when the initial loan points 
(2 points, or 2%) is added to the 11%, the companies are over 
the 12% and might, therefore, be accused of usury. 

Jim Joyce, Savings and Loan League of Nevada, stated that they 
do find a large problem with the points (referred to by Mr. 
Goddard) when applied to a 10-1/2% to 11% interest rate. And, 
that his association would agree with Mr. Vargas and Mr. Aker's 
comments regarding to the market taking care of controlling the 
interest rates which would be charged. 

In answer to a question from Mr. Weise, Mr. Goddard stated that 
he felt by opening up the market and allowing people who wanted 
to invest their money in the market to get a higher return, it 
would supply more money and, therefore, make it more competitive 
for the lenders so that they might, eventually, lower the fees 
involved in obtaining the loans (points). 

It was noted by Mr. Weise that the record should reflect that 
there was no one present at the meeting who opposed this bill. 

AB 597: Joseph 0. Sevigny, Superintendent of Banks, stated that 
he was in favor-of the bill and had asked for it to be introduced. 
He stated that the most important part of the bill was on page 
2, line 7 through line 18. He stated this would allow the state 
banks to increase the amount of money they could invest in build­
ings, fixture, and furnishings, etc. and this change woul~ allow 
them to be more competitive with national banks. He stated that 
Nevada banks are currently under-branched. According to infor­
mation from the conference of state banks supervisors, in 1976 
Nevada was 6th worst in the nation in branch banks per capita and 
that situation has not improved over the past two years. He 
said that one of the reasons for that lack of growth was the 
fixed asset ratio limitation. He stated that it was his feeling 
that there should be more branch offices in the state and that 
passage of this bill would enable the banks to expand, including 
more computer and automatic teller facilities. He stated that 
this would increase the banks' asset base by approximately 50%, 
comparable with national banks. In answer to a qestion from Mr. 
Weise, Mr. Sevigny stated that those banks which would be affected 
by this change would be: Valley Bank; Nevada State Bank; Bank of 
Nevada, Pioneer Citizens Bank; and Nevada Bank and Trust. 

In answer to a question from Chairman Jeffrey, Mr. Ken Sullivan, 
(Committee Mhmtu) 
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President of Valley Bank, stated that this had been a problem 
for them in their expansion program and passage of this bill 
would help them a great deal. The committee generally dis­
cussed various aspects of this bill. 

Mr. Bob Sullivan stated that if this bill is not passed, they 
will not be able ,to open any more branches. He stated that 
they had been opening two to three branches per year in the 
past few years. He said that passage of this bill would also 
allow them to enlarge other portions of their business, such 
as computer centers to better service the people of the state. 

Ken Sullivan stated that considering the advanced technology 
in the industry today, banking is not the same as it was when 
the restrictive laws were originally put on the books. And, 
the expense relative to those technological advances are tre­
mendous and if they aren't allowed to invest in these areas, 
they can't keep up and best serve their clients. 

Richard A. Carlson, Nevada State Bank, stated that he wished to 
concur with what had been said by the other bankers and the 
Superintendent of Banks, and stated that they are ranked as 
6th in size in the state and they have experienced the same 
kinds of growth problems as Valley Bank and would encourage the 
passage of the bill. 

Mr. Sevigny covered for the committee some of the historical 
background of the banking business and the development of the 
laws relating thereto. And, how the needs of banking and the 
public have changed over the past few decades. 

AB 622: Assemblyman Paul May stated that this would add to 
the pawnbroker section of NRS provisions for personal property 
to be taken from the possession of the pawnbroker only by au­
thorization and presentation of a writ for such property. He 
stated that many times people would simply show up and claim 
property, stating that it had been stolen, and walk out with 
the property (sometimes accompanied by a deputy and sometimes 
not). He stated that though the value of the property is not 
always great, they have been taking these losses for quite some 
time and this would provide relief from people taking advantage 
of the situation without some sort of judicial mandate. He 
stated that the Metro Police in Las Vegas had indicated to him 
that they were not in opposition to the bill. In answer to a 
point brought out by Chairman Jeffrey, Mr. May stated that this 
would provide that the person making claim to the property would 
have to provide a report to the police stating that the property 
belonged to them or that the property was included in an indict­
ment or information as being stolen property. 

Chairman Jeffrey asked if the committee would introduce 
which had been given to Mr. FitzPatrick by the Director 
Commerce which would require the licensing of insurance 
ants. There were no objections to the introduction. 
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Chairman Jeffrey assigned further study of AB ,597 to Mr. Tanner 
and asked him to return to the committee with his suggestions 
on the matter. 

There being no further business to come before the committee, 
the meeting was adjourned at 4:20 p.m. 

Respectfully submitted, 

~c~t~ 
Secretary 
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The Honorable Thomas R. C. Wilson 
State Senator 
241 Ridge Street 
Reno, Nevada 89501 

Re: Nevada Bankers. Association Proposed 
Amendment To Nevada's Usury Statute 

Dear Spike: 
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OE.AN P. VERNON 

THOMAS F. KUMMe:R 

CHRISTQPl-fER L. KAEMPFER 

I enclose herewith a copy of a bill which is 
proposed by the Nevada Banker's Association. 

I became general counsel for the Association as of 
September 1, 1978, and hence, had nothing to do with previous 
attempted legislation on this usury subject. 

I am advised that a bill of this type, which in 
essence exempts regulated users from the limitations of the 
current usury statute, was introduced in the 1975 session, 
I believe in the Senate, as SB 372. I understand that the 
proposal was chiefly opposed by Senators Raggio and Dodge 
and that after hearings before the Senate Commerce Committee, 
it was finally agreed that loans of $50,000 or more would be 
exempt from any interest restriction, and in this form the 
bill passed the Senate and was sent to the Assembly. The 
Assembly refused to accept this version and amended the bill 
to provide no restriction on interest rates for regulated 
lenders, i.e., the identical bill which was agreed to by all 
groups appearing at the first Senate Commerce Committee 
hearing. I am further advised that the Senate refused to 
concur in this amendment and that three conference coITuuittees 
met, the third meeting on the last day of the session, as a 
result of which agreement was reached among the committee 
members to the 1975 amendments. 

EXHIBIT "A" 
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I am further advised that although approximately 
13 different drafts of the bill were submitted to the two 
committees, the language which was finally adopted was 
drafted by the joint committee and that representatives of 
the financial institutions did not have an opportunity to 
review the language prior to passage. 

Apparently, among other results, a paragraph of 
the pre-existing law was left out, probably unintentionally. 
I have re-drafted this paragraph in the proposed legislation 
enclosed herewith as Paragraph 2, Page 2. 

In drafting the enclosed, I did not refer to or 
use the original version of SB 372 of the 1975 session as 
the same was not available to me. Rather I took the general 
wording of the proposal from the California exemption 
which, as you know, is contained in the California consti­
tution. As the language of the California constitution is 
fairly verbose, I simply listed the regulated institutions 
who are seeking exemption by a repetition of their exemption 
under the Nevada Small Loan Act, NRS 675.040. 

I am advised that this exemption of regulated 
lenders has existed in California for many, many years, and 
apparently has operated without creating difficulties or 
problems. On the other hand, there are numerous problems 
and difficulties with the current Nevada Act, NRS 99.050, 
particularly in view of the current situation with reference 
to high interest rates. 

In the first place, the current Act requires a 
certification "under penalty of perjury" of the lowest prime 
rate on the date of execution "of the final document." A 
felony is created under this wording without any regard 
whatsoever as to whether or not any improper certification 
was willful, inadvertent, occurred as a result of incorrect 
information, or any other cause or reason. Normally, 
felonies are not created by statute excepting in the case of 
intentional or willful acts. Consequently, this very 
situation places a very onerous, and in my opinion, unjusti­
fied burden on every loan officer in Nevada who is currently 
handling day to day loan transactions where, by reason of 
the current high interest rate and high cost of money 
situation, most loans can only be made under the provisions 
of Subdivision 2 of NRS 99.050. 

EXHIBIT A 
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By the same token, if the loan officer should mis­
determine what is meant by "the final loan document" and 
thereby certifies the lowest prime rate on some other docu­
ment, again he would be guilty of the "penalty of perjury~, 
a situation which in my opinion makes absolutely no sense at 
all when one is dealing with daily routine commercial 
transactions. The statute does not define "the final loan 
document" and hence, there are no guidelines whatsoever 
whereby a loan officer can rest assured that he is putting 
the certificate on the right document, and hence, he is not 
committing a felony "under'the penalty of perjury." 

While the three largest United States banking 
institutions mentioned in Subdivision 2 of this section are 
generally believed to be Bank of America, First National 
CitibankJ and Chase Manhattan, I suppose that for any loan 
officer to be assured that he is not unwittingly committing 
a felony "under penalty of perjury" he should verify each 
day whether or not this is the case. As you know, there are 
other large banking institutions and it is unreasonable to 
suppose that with foreign deposits, etc., some bank other 
than the three named above might on any given day be properly 
listed as one of the three largest United States banking 
institutions. 

There is another serious problem which is currently 
existing by reason of the current interest rate situation, 
and that is how does one handle, or perhaps is it legally 
permissible for a lender to handle, loans at a floating 
rate. The statute in question does not deal with this 
problem and if a loan is granted at a floating rate, that 
rate may well become in excess of the lowest daily prime 
rate on the date of execution of the final loan document. 
The question immediately arises with such a turn of events 
rendering the loan usurious although it was not usurious at 
the outset. 

A further very serious problem arises in the event 
a loan is made pursuant to this Subsection 2 at the lowest 
daily prime rate plus 3.5% for six months or a year. At the 
end of that time, i.e., at the maturity date, the borrower 
comes in and asks that the loan be extended for two or three 
months. A change in the prime rate in the interim may 
simply make such extension impossible under sound banking 
practices unless a new lending is made, and a new interest 
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rate set, with the proceeds used to actually pay off the 
then existing loan. In many, many instances, as you know, 
banks do not go to all this rigmarole and formality when a 
customer, by reason of some temporary circumstance simply. 
requests an extension of his loan. Hence, again the oper­
ation of this statute is very awkward in the day to day 
market place. 

Certain of these problems have come under con­
sideration of the Nevada Banking Division. The Superin­
tendent of Banks has expressed an opinion that an interest 
rate of up to 3 1/2% over the prime rate would be effective 
for the entire term of the loan unless the rate is floating. 
While the statute is not clear, the Superintendent has 
expressed the opinion that it is permissible to charge a 
rate of up to 3 1/2% over prime on a floating basis. As to 
the pr.oblem of what to do when dealing with a floating 
prime, the Superintendent has suggested that possibly an 
agreement should be reached between the lender and the 
borrower indicating when, periodically, during the term of 
the loan the prime will be established and each time prime 
is established, that should be certified on the loan document 
or an addendum permanently affixed to the loan document and 
that the terms of that agreement should be entered on the 
loan document or an addendum to the loan document. 

While I appreciate this suggestion as a possibility 
of the solution to the dilemma created by the current statute; 
I am sure you will agree with me that this is very awkward 
red tape rigmarole which would have to be considered in 
ordinarly loan transactions between what we usually consider 
regulated lenders and corporate borrowers. As a matter of 
fact, one would not necessarily need to restrict this to 
corporate borrowers. I am sure that even all individual 
borrowers who deal in floating rates are fairly sophisticated 
borrowers, yet this extra rigmarole,. red tape and paper work 
is encountered in each instance if one is permitted at all 
to use floating rates under the current statute. 

To demonstrate the totally unsatisfactory un­
certainities of the current situation, the Superintendent 
comments on N.R.S. 99.050-2 "The lender shall not require 
any compensating balance or use any other device to increase 
the cost to borrower of borrowing the net amount of the 
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loc1n" by stating, "Therefore, a commitment fee consisting of 
a certain number of points would be included in the interest 
calculation as thus defined and that points can be spread 
over the entire term of the loan for interest calculation 
purposes." 

To finally underscore and highlight the uncertainty 
of the current statute, the Superintendent states "In de­
termining what charges would not be included in the interest 
calculation, I think it reasonable and prudent to use Reg. 
Z, Section 226.4 -- Determination of Finance Charge." 

So much for trying to carry on a day to day 
commercial lending business under this maze. 

As you know, there is ample competition in the 
field in Nevada to4ay. Plus the nina banks there are 
savings_and loans, insurance companies, trusts, thrift 
companies, etc., etc. When it comes to the situation of 
regulated lenders, it seems that the California exemption 
has worked very well and without difficulty. 

On the other hand, there are many knowledgable 
authorities who assert that usury laws are harmful when 
effective, and contend that interest rates in credit markets 
are relatively efficient when left alone to operate freely. 
I enclose herewith certain articles covering that subject 
taken from the Federal Reserve Bank of St. Louis Review, 
August, 1974; The Consequences of Usury Ceilings, in an 
article by the Chairman of the Federal Deposit Insurance 
Corporation, and a letter from the Superintendent of Banks 
of October 30, 1978 including his entire memorandum of 
October 25, 1978. These articles, in essence, point out 
that usury laws in effect place controls on the price which 
may be paid for funds. This in turn can cause severe dis­
locations while at the same time harming the very people the 
ceilings are intended to protect. It is further asserted 
that the facts demonstrate rather clearly that direct compe­
tition among financial institutions through the pricing 
mechanism and greater reliance on the direct operations of 
a free market, rather than on a system of controls and 
mechanisms, is a more efficient and effective way to allo­
cating funds. 
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The Honorable Thomas R. C. Wilsen 
Januarv 3, 1979 
Paoe Ne. 6 

Finallv I weuld like to call vour attention to the 
fact that in the Nevada Thrift Corenanv Act, adopted bv the 
leoislature in 1975, the followino appears: 

NRS 677.730 Loans of $5,000 or more; Charges, repayment; 
collateral security requirements for specified loans or 
obligations. 

1. A licensee may lend $5,000 or more; 

(a} At any rate of interest; 

(b) Subject to the imposition of any charge in any 
amount; and 

(c) Upon any schedule of repayment, 

to which the parties may agree. 

This law has been on our books for three years 
without, apparently, creating problems excepting, I think, 
it may well render the usury statute and its application as 
against other regulated lenders in Nevada an unconstitutional 
discrimination. I have only spoken with Senator Mccorkle 
who favors the enclosed, and who as a member-of the Senate 
Commerce Committee, approves its introduction by that Committee. 

I am requesting that you, as Chairman, 
the introduction of this proposal as a commit 
would also like the opportunity of visitinq vit 
subject at your convenience. 

GLV:mn 

Enclosures 

With all best wishes 

Sincerel 

consider 
bill. I 
you on this 
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Art. 14, § 4 CONSTITUTION 
Note 29 
back and subsequent nonindustrial lnJury to 
back should be completely severed and that 
award should be made only tor- teml)Oi"ary 
dlaablllty resulting from first Injury. Col• 
llns v. \Vorkmen·s Compensation .-\.ppeala 
Bd. (1970) 87 Ca.1.Rptr. 601. 8 C.A.3d 618. 
30. -- Orders of Commlulon 

Court pr-operly refused to Instruct Jur-y In 
. )&ng~e ot general satety order relating to 
barriers over wall openings where it was 
plain that requested safety order- wa.s not 
applicable to evidence showing th.at de• 
tenda.nt tell through door opening into opeu 
basement. 'Graves v. \Vllliam J . Nicolson 
Co. (1965) 43 Ca.l.Rptr. 885, 233 C.A.2d 8ij5. 
30.5 --. Judicial review, administrative 

proceedings 
RooClng subcontractor's employee, "·hose 

claim for future beneiits in workmen's 
compensation appeals board proceeding 
from employer a.iter recover-y from third­
party tort-Ceasor might be aCfected by de­
termination in ct,·11 action that employer 
was iree of concurrent negligence. and who 
If prohibited from appealing special flndini;; 
that emplo}·er was free oi concurrent negli­
gence would su!!er inequity of being bound 
by decision without any right oC review, 

§ 5. Labor of convicts; benefit pf state 

could appeal from such speelai finding. 
Short v. State Compensation Ins. Fund 
(197S) 125 Cal.Rptr. 15, 52 C . .A.3d 10~. 
33. -- Parties liable 

Where proceedings pending In superior 
court and be!ore lndui,trial a.ccldent com­
mlulon cover same subject 111e.tter. Juris• 
diction of commission and superior court 
are exclusive. not concurrent. in every re• 
spect except as to power to determine ju­
r!Sdlction. Scott v. Industrial Acc. Com­
mission (1956) 293 P.2d 18. (6 C.:?d 78. 
34, - Jurisdiction 

By entertaining a workman's defense o! · 
an emplo~·er's concurrent negligence to an 
employer's claim to recover !ts workman's 
compensation outlay from the employee's 
recovery from the third-party tort-!easor 
the appeals board violates neither the 
spirit nor letter- o! constitutional provisions 
which speaks of a purpose to compensate 
workmen Irrespective of fault a.nd which 
expresses an obJecth·e to accomplish sub­
stantial Justice in all cases expedit iously 
and without lncumbrance. Roe v. \Vork• 
men·s Compensation Appea.11 Bd. (1974) 117 
Cal.Rptr. 683, 528 P.2d 771. 12 C.3d 884. 

Sec. 5. The lo.bor ot convicts shnll not be let o~t by contract to nny perso~. co­
po.rtnershlp, compo.ny or corporation, and the Leglslnture shall, by law, provide for 
t11e working o! con¥1cts !or the benefit o! the state. 
(Added June 8, 1976.) 

Similar pro,·lslons formerly contained In · 
Art. 10, § 1 [now Art. 16, § SJ . 

1976 addition or this section was Identi­
cal In text to Art. 20, § 5, prior to 1 ts 
repeal June 8, 1976. 

. Derivation: Former section 5 o! Article 
20, added ~ov. 1, 1912. 
Law Review Commentaries 

Prisoner· s rlgh t o! access to the courts .. · 
(1968) 4 C.W.L.R. 99. 
1. In general 

Constitutional provision o! this section 
that labor o! convicts shall not be let out 
pro~cribed the letting out by state of con­
vict labor by contract to private employers 
regardless of whether state or convicts or 
both received attendant consideration, and 

Sec. 
l. 
2. 
3. 

Interest ro.tes. 
Repealed. 
Repealed. 

state's practice o! using convict labor for 
harvesting privately owned crops during 
periods of alleged labor shortages. for 
which work convicts· were paid wages by 
growers from which state deducted ex­
penses, a.II o! which was done without Indi­
vidual contracts between growers and pris­
oners. was violative of this section. Pitts 
v. Reagan (1970) 92 Cal.Rptr. 27, 14 C.A.3d 
112. . 

In the event ot riot or other major dis­
turbance at a state correctional institution 
the · warden or superintendent assumes 
command of responding mutual aid forces, 
but overall mutual a.ld command responsl• 
billtles may a.lso be delegated bY contrac­
tuo.l or other means to a sheriff or chief of 
police. 55 Ops.Atty.Gen. 169, 4-17-72. 

USURY-[NEW] 

'1-':·, 

Af"ticle 15 11:as added. June 8, 1976. 

:., :• . 
1·: ·-·: 

Former Article 15 was repealed. June 8, 1976. 
.. ~- ~ 

§ I. Interest rates ,: , 
Section 1. The rate of Interest upon the Joan or forbearance o! o.ny money, 

goods or things in action, or on accounts alter chimand or judgment rendered In any 
court of the State, shall be 7 per cent per annum but it shall be competent for the 
parties to any loan or forbearance of :my money, goods or things Jn action to con­
tract In writing for a rate of interest not exceeding 10 per cent per_ annum. 

?\o person, association, copartnership or corporation shall by charging any fee, 
bonus, commission, di.scount or other compensation recel\·e from a. borrower more 
than 10 per cent per annum upon any loan or forbeo.rance of any money, goods or 
things in action. 

However, none of the al.Joye restrictions shall apply to any building nod loan ·as­
soc!o.tion o.s de!lnetl in o.nd which Is operated uuder that certain act known as the 
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co: .. S't!Tt:TIO"N Art. 15, § 1 
_-Ikil,Un:.: ,1r.tl Loan As5ocl.1tion Act," appro\·~,l :\Iu:· 1, rn:n, a~ amendc<l, or to nnr 
.·~•rp;1r:t'tlv11 iac1}:,,.1,ttlcU •·• t!ie'mannr-r pre~,·l'ibe<l in an<,l opcrntin~ nn<lcr that ccr- · 
'.,iin act entitl·:d ''An ac~ l!cfinin~ in<l ,•.,tr'al lo:in comn:in "" 11ro,·lding for their ln­
_,,rp,:,n:tioa. pQwcrs an<l supc::-,·i:-iou.·· uppron·tl ay 1S, l!H7. as amended, or nny · 
,,,rp,,r:ici,,n incc111or:\h.'!1 in tht~ m.mner prl's<'rH,cd in nnd operating un<ler thnt 
f•t'r,ain a~c cntic1ed ''.\.n act <.iefiuini.; C!"?dlc nnion,;i, pro,·lding for their .lncorporil­
::.-,n, p,,wcr:;. mnn:igr~•nc•nt · imd !;t11~r\"lsu,a,'F :1pproh:!d . :\ll\reh :11, l!r27, as amended 
.. r any duly !icc'U:-;•i,l p:nn1l:tmker or j,crsr,nal property broker. or any hnnk ns de-. 
r,ncrl. :n and c'P•~rnting .ur.<ler that certain act known as thc "Bunk Ace,' apJ>ro,·eo 
:\f.lrch 1. rnw, ns ameuc!NI. or nny hnnk crc:ncd :ind operating u·nder and pursuant . 
,·,1 :111y laws ot thi.-; State or of the l'.nlted Stntcs or Aiucricn !)r anv uonproflt 
;:~•:r+•riv1• ;1,;.:;nciatinn 011,anizctl m1der C:haprnr l (commL•ndng with Section 5--1001) 
,;c Dil'i.-iun :.!O of thc 1:'ootl und A~ricul'tural Ci>J•.! in loauing or. ndv:rncing money 
in Clllllil'Ccion with a11r acth•iry 111<:ntioncJ in said title- or · any corporation, ns­
,,,idari,!ll, ,syz:di('a,.t\ jolat ;;rocl~ comp:, n~:. or µart!lership c11g:1:;etl exclusi\·cly in· the 
h::.-iness of mal'l,-:-riug ,1~rii::ult11r:1l, !1ort!cnlrnr:1t vlticultural, <l:tiry, lh-e stocl;, 
poultry :rnd l.J~c r,ro<l1,;:ts on :1 cooperatl\·c -nonprofit basis in loaniu;; or adn1nc­
;n;; mon•!Y to tilt• llll'lllher,; thereof o.- in connection ,,·ith any such business or anf 
l'Ot~iorntion Sl'Cu,i:i; money or credit from any Ei:,rler:il intermediate crc<lit bnnk, 
or~:11iiz,,t1 :i"n,J exbtin;..\' p11r.:;~1a11t to the prol'isious of an act of Congress cutltlL"Cl 
".\;ricultnral Crcllit;; Act of ID:!:!,"' a;; amendctl in loaning or a<lnmclng credit so· 
!<ccuretl. nor shall an;" s11cl1 charge of nnr :said exempted cla.s.-;es ol persons be 
con:<il!cred in any action or for any Jllirpo,;,! ,ls increasing or affL>eting or as cpn-
1:1:c:tcu with the rate. of intcrc-;,t ·hcreinbc'forc t!xcd. The Lci;-islnture mny ·from 
time to timi, prc!>crlh.c tbe mai-imum rate per annum of, or pro\·illc for the super­
,·bion. or the ming o( 1L .:;c!:cd11le or, or in :.iny 111:11111c1· fix, regulate or- limit, the 
r,,.~,., hom:s, commL-;slnns, 11isr:011nts or oth<•r compensation which nil or nny . of 
the xaltl ,,xcmptc:d du,-,.-1es or pr-r~•>t1,i · may char;;c or rl'cci,·c from a borrower· in··­
<.~•nucc:tivn with any loan or forl"::1ran~ o( any 111onl•y, :;-ood;. or thin1,.,;; in action. 

'l'h(! provisions ur ·this Sl't:lion .~hall :s111u•,seuu all lll'O\'.l,;ions of U1is Couscitutlon 
:11111 law,; 1!11a.::tcd thcrt·uru.lt ,r in c:c,uflicr llwrPwith. •. , . . ·. ;_-,_- ; -· · · •. · . • 
(.\.t!,lc,I June 8, ]lt7U.) · .:, · ·. ··. , .. •. , . .-,., · , •. -: -· · 

. . · . . . , ,_.,_ .... ..- . ·J 

.¾1l(('l!dmrmt uf thi8 ~cdir;IL prfJfJ(,,~ed. /J.•t Sc11ate Crm~t. A111c11d, NQ, 18, 1911- · ··' .. 
7/i, .,t'c l',;/1111,c 1 Pm:kct l't.irt. · · . ·. 

For:11er- section l was repcalc<l June S. 
I~,,;. :,;.,e. nov.-, Artide Ill, § I. . 

Pr,lr,u;o;~l.! a.n1t=nci111t•nt o( .Art. 15, ~ 1, by 
~t":1:1.tu Cun:it. .. \.J111:.•n<1. ~o. 4.•J. l'.175-i•i, wns 
r,~J -lCit.:d L}-· the- voti::rs at the ,::::uuerc1l i:l~c-
tic.,;n hell! Xuv. 1. l:J76. . · . 

The secon,I re.s;-,ivEid clau,e of A.C .• -\. 
Xo. 4•J. 137G, prn,·iuing- that the 3:ilh clCLt:~e 
o( A.C.,\.. Xo. -.•J. 1~76 [adding ,\rt. 151 
shall llvt l,,, or-erali•:" li :5.C . .-\. . N<>. I~. 
;~,.; w~re ,u.luµtt<i, l\"as <lel.,ted -by A.C .• \. 
:-;u. ,,,. 1-J;,;. 

Th~ third. fourth and fifth re~olw•d 
c:n.u~~~ o( As:--emhl}t ConRt .• \m~nrt. Xo. ·-tll. 
l~iri. pro,•ii.Ie: "That Article XV aa added 
li>· t! ,c thlrt;•-(j(d1 Cl::1.Use ,H this conRtitu­
tlc,nal amendment ~hall n.>t become operit• 
tt,·e i( the ain~nd111ents · to 1':ec(i<'n 22 oC 
.\rtlde XX as pro!;oscd b}" Sen&te Constl­
llltiuna, Amer.dment :-.o. 19 or the 197~-76 
P.~0.:111:i.r S•·.ssion (P.e3olution Chapter 132. 
Stat11r .. ~ r,( 1?75) [S.C.A. No. 19. l'.175-:1;, 
Pr1,pr.>~.iti1>n 12. w:?s reJecte<.l by the peopl._:i., 
Ju::o d, 11,:;J are no.loptet.! by the ·people ·,t 
tht:- !~n1e cicctfon. an,1 thi~ constitutionRI 
au10r!<.hn')nt rt?C~h·c~ lh~ highar nffirrna.ti\•#C 
,·otP. oi th•~ two t-:11:!'a.sur~:.: in which cn~e 
.\rtidc XV as at.lo.led hi· the thfrtr-s:xth 
cl::i.u::e t)f t:1j:,; coa$titl:tlona1 a.znt:ml,ncnt 
~t::ill be:1:l,n1c o;;eracivt': 

"T!::it r.~itlt,;r . .\rtklc X\' as added hy 
the th1rr\#•t i !'th cl.:.u~c ')! thi~ con:::: ~ituti0n 4 

al a.t11t.•ndr11 ... "nt r:0r .\:-tic!~ X\"' as added t-,y 
t h i! thirr:,·- .... lxth cltL'..Js~ CJ( tnf~ ron!'titurio n--
.,, ~m.~r•·trnr•nt ::hall !-,Pcon1•1 n;-,.,.r•ai·.-.~ i( tiH~ 
:,'.'l1t:r.Un1.::?H:; to ::O:ecrl ,,n :?:! o:· Arttd,-, X....X 
i:3 µror.•J.~cd b~.. ~~n;\tC (\>!"! nil t1[i"t·,:l I 
. \111cr~dn!,~nt. :,;,,. I !l 0f tii~ t:17:i-71; P..-:o-.ru h ?' 
~..:sc10:i ( H,., ~0111:bn L'"h:1pt,.~r 13~. Sf;\ -t11t..,.i 
u( !~7.'.i) (E•rr;r10.~~ri,.Hl t'!. rt:' j •:ctr-d J•Jn~ S. 
t~•7i:il ~ru .:,.~14..•. pt~d l';y tho !'~npl~ at th~ sn.t!:.t: 
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election, and thl~ constitutional amend·ment ·• 
NceivE'.:1 the lower afflrma.tlve vote ot the 
two nlcnsures; '. 

'"Thnt Article XV as added by the thirty~ 
~ixth clause M this constitutional amend­
ment shall not become operative if · the 
amendments to s.,ctlon 22 of Article XX as 
proposed by S,mate Constitutional Amend­
ment :---o. 19 of the 1975-76 Regular Ses.:1ion 
(Resolution .Chapter 13:, Statute.:! o! t975) . 
are reJectP.d by the people [Pro11osltion 12, 
rejected June 8. ·19761; in which case 
Article XV ns added by the thirty-fifth 
cl:1u.:1e of this constitutional amendment ... 
;ihall hecome operative." · · - . . · ' 

Derivation: · F01·111er Article 20, . § '2%, . 
Interest ~tes. ; .. -!:, .,, ..... _.. • 
L:iw Review Commentaries . .. . 

Account,i recel vable financing and ·the 
pc rsoruu property brokers. act.. (1962) H , 
SU!.n.L.R. 520. · · - , • •, ·. < 

Alternative to the t.".CC. · (197t) 4 Gold- .. 
en Gn.te L.Rev. 239. · :• · . · ... 

Back~round of conrie:nnation of usury. 
Eugene 1::. Gfu~hon (1968) 4.l S.llar J. 56. . 

nank crc•llt card~ ::i.nd the UP.ury laws. ·: 
(lnl) I U.l'.D.L.1.w Rev. 335. . . . . . ·,, 

Compr~henalvc view of CalHorn!a usury 
hw. ,:nl) .; Southwestern U.L.!·!,w. lG6. 

Conflict of laws an,t usur.-r. on5) Ricky 
J. Curotto < 1n:;1 9 lJ.S.F.L.R. HI. . ·· 

C0n,,:itt:tional usur:; provl-,ions. (1960) .. 
1 t:.C.L .. \. W.w P.. 6t7. , 

Con~u1nt'r code for C:i.li!orni:1.. Richard_ 
\\"rii.,r.t ( I :!71) :\ F:.citi,~ L .J. G2~. 

D~iens'!s and claims or the burer. cinl) 
t l'.C.D.Low Hev. 5 . 

T•11~- o :-,-,nlr, clnu.se In ·cali!ornia. (1975) 
:7 E:dt.L.J. \75. 

F~• ler:ii usur r ln."·-ontrormit}' at __ any 
ra:e. (19;'1) 4 L'.C.D.Law Rev. t2!. 
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STATE OF NEVADA 

DEPARTMENT OF COMMERCE 

BANKING DIVISION 
CAPITOL COMPLEX 

ROBERT UST 
GOYIPINOlt 

408 EAff 2ND STREET 

CARSON CITY, NEVADA 89710 
(702) BBB-"IZISO 

JOSEJIH O. ■EVIGNY 
SUPIPIINT&NDSNT OP ■ANIC■ 

JAMES L. WADHAM■ 
01111:CTOII 

FOR YOUR INFORMATION: 

April 11, 1979 

John G. Heimann is the Comptroller of the Currency of the United States. 
The Comptroller of the Currency of the United States regulates all 
national banks. 

George A. LeMaistre is the recent former chairman of the Federal Deposit 
Insurance Corporation. The Federal Deposit Insurance Corporation regu­
lates approximately 8400 state non-member (Federal Reserve) banks. 

The Federal Reserve is the third and last Federal bank regulator. The 
Federal Reserve regulates -all state banks who are members of the Federal 
Reserve. 

EXHIBIT "C" 

1235 



26 
·~ .. ,... ·•· - ... ·-~---.-

TH£ WALL ST1lE£T JOURNAL T~y. Jan. l.. 1979 

Losing Interest , ; , . . . ~- . . . ~- · . _. 

As Money,Cost Rises,'·Ustiry La'W"s Ca1:15e 
:Lend~rs to A.ba.Ildon the Mqrtgage M~ket , 

EXHIBIT C 
;1Z36 



'11AConsequences 
f .ury Ceilings 

, George A. LeMalstre 
iatrman 
:deral Deposit Insurance Corporation 

I 
ts particularly timely to discuss the 

ubject of usury ceilings - a form of price 
Jntrol over the rates of Interest which 
nanclal Institutions may charge on loans. 
Jthough usury ceilings have not. as a 
cneral rule. been terribly restrictive In the 
ast. they did lead to serious difficulties in 
974 when interest rates literally went 
'lrough the ceiling for both borrowers and 
:nders. and may have had adverse impacts 
n the economics ol those areas where the 
1:m~gs were binding:_ Even now. though 
ot so binding as then. usury ceilings arc 
auslng problems ·and. in the case of 
.rkansas and Tennessee. these problems 
re not insignificant. 

Both Arkansas and Tennessee ha\·e 
onstltutional pro\•isions limiting interest SI' ;,.__,K REGULATION/AUTUMN 1977 

rates to a maximum of 10% per annum. 
However. until a Tennessee Supreme Court 
decision on August 22. 1977, the usury 
provision (Article 11. Section 7) ln that 
state·s constitution had been interpreted by 
the state legislature as permitting it to set 
the .. legal rate- of interest at any rate. As a 
result, the Tennessee state legislature 
passed the Industrial Loan and Thrift Act 
and the Bank Instalment Lending Act In the 
late 1960s which permitted finance 
companies and banks to charge add-on and 
discount interest rates on instalment loans 
producing an annual interest yield in excess 
of 10%. The Industrial Loan and Thrift Act 
\\'aS declared unconstitutional on August 
22. 1977. Many informed observers feel. 
hO\\'e\·er. that the same decision would be 

--·--. ----------------------------------------------- -
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l:
ed on the Bank Instalment LendlnJ:! 

a case were brought before the court. 
Uc Interest rates an· not as high now, 

the recent events In Tennessee may have 
harmful consequences. This certainly 
appears to have been the case In 1974 when 
the 10% restriction on commercial loans 
was binding. In response to that situation. 
some relief was provided at the federal level 
untll July 1. 1977. At the urging of former 
Senator Brock. Congress passed Public Law 
9~501 on October 29. 1974. which 
permitted financial tnstltullons on a 
temporary basts to set Interest rates on 
commercial and agricultural loans 
exceeding •2s.ooo at ftve percentage points 
above the Federal Reserve discount rate. As 
the recent lapse of this leglslaUon Indicates. 
tt was relief that was far from certain. A 
conslltutlonal convention commenced in 
·Tennessee on August 1. 1977. which. 
among other matters. Is considering the 
usury provision, The recent lapse of federal 
legislation and the Tennessee Supreme 
Court·s decision place the entire burden for 
relief In Tennessee on the constltutional 
,, .... uon. 

A Historical Perspective 

To understand the existence of usury sta­
tutes and even constitutional provisions. 
one must have an awareness of history. 
From Bibllcal times usurious lending has 
been viewed as Immoral: It was thought 
wrong to profit through the lending of 
money. In the Old Testament (Dueteronomy 
23:10) it ls stated ... Thou shalt not lend 
upon usury to thy brother ..... This ad­
monition was repeated in the Sermon on 
the Mount in the New Testament (Luke 
6:35) ...... Do good. and lend. hoping for 
nothing again ..... With the advent of the 
renaissance and later the industrial revolu 
lion. the harsh views of the past were 
modified to permit lending at Interest but 
with limltattons on the amount of Interest. 
For the most part. these admonitions re­
flected the ethic that one should not live be-

ind his or her means and that, given 

human frailties. Individuals should be pro­
tected by law from .those who would exploit 
their weaknesses. 

In more recent times other arguments 
have been made. It has been argued that fi­
nancial Institutions arc not compellttve and 
therefore usury ccntngs arc required to pre• 
vent these institutions from making exces­
sive profits by charging usurious Interest 
rates. It has also been argued that Interest 
rates must be kept low so that lower-Income 
people will have the means to borrow. This 
argument ls emphasized In particular by 
those who espouse the principle of home 
ownership and by those who are Interested 
in promoting housing. Paralleling this line 
of reasoning ls the proposition that low 
Interest rates wlll encourage investment and 
consumption and thereby help the 
economy. 

Effects or Usury Ceilings 

Most economists and other observers of fl. 
nanclal markets discount the validity of 
these arguments and agree that usury ceil­
ings tend to have highly undesirable effects. 
There is considerable evidence that poten­
tial borrowers. whom the celUngs arc aimed 
at protecting. suffer as much as the lenders 
who arc restricted in their charges. Let us 
review both the issues and the evidence on 
the effects of usury cclllngs. 

First. It should be made clear that usury 
cellings harm rather than help the un­
sophisticated and the poor who arc viewed 
as greater credit rls s.. en money is ught 
an tiilerest rates rlse above usury cclllngs. \ 
as they did in 1974. a financial lnsutuUon 
may continue to make loans. sometimes 
even at a loss. to its best customers. but 
will cease making loans to riskier potential 
borrowers who would be creditworthy at a 
higher rate of Interest. Thus. In such times. 
those whom usury ceillngs arc designed to 
protect are in effect shut out of the market 
for bank credit. 

ogcr . Miller contends in 
Economics Today. published in 1976 by 
Canfield Press. that the reduction in the 
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I ll card maximum lending rate from 
to 12% tn Washington State tn 1968 

had just such an effect. At the lower rate. 
the amount of credit demanded exceeded 
that which financial Institutions were will­
Ing to supply and. as a result. those who 
were least creditworthy were denied credit. 
Miller stated that those most likely to be 
dented credit Include welfare mothers. 
people with unstable employment records. 
students and the elderly. Similarly. In Ar­
kansas, where the usury cctlln~ ls 10% on 
all types of loans, finance companies. which 
tend to cater to lower income and more 
risky borrowers, closed a majortty of their 
offices during 1974. The few remaining of- · 
flees were used primarily to collect on out­
standing balances and not to make new 
loans. 
• - As a result of the recent Tennessee Su­
preme Court decision that the Industrial 
Loan and Thrift Act ls unconstttuttonal. CIT 
Commercial Corp. closed 26 of its 39 offices 
and Associates Capital Corp. closed 1 of 53 

l
cs and laid off 107 employees. In addl-
• banks have severely curtailed direct 
alment lending. (Under a curious ruling 

that' treats credit card transactions as pur­
chases of goods and not loans. rates in ex-
cess of 10% apparently arc legal.) Kenneth 
L. Roberts, president of First American Na­
tional Bank. was reported as saytng tn the 
September 13. 1977. issue of the Amertcan 
Banker that, .. Our studies show us that we 
cannot make a profit. or even break even. 
on about 75% of our consumer loans tf we 
arc llmtted to 10% interest. - Almost over­
night, consumer credit has become unavail­
able. Although much business has been re­
located just across the state line. many con­
sumers will find tt difficult. if not impossi­
ble, to borrow. 

When people arc shut out of the legiti­
mate market, they become the potential 
prey of unscrupulous loan sharks. who not 
only charge exorbitant and usurious inter­
est rates but may otherwise place onerous 
terms and condiltons on the extension 

t credit. 
Moreover. even Individuals who are ~ot 
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shut out of the lesilttmatc loan market may 
be compelled to accept more onerous terms. 
Including higher down payments. larger 
front-end fees and shorter loan maturltles. 
James Ostas. In his article, .. Effects of 
Usury Cetllngs in the Mortgage Market, -
which appeared In the June 1976 Issue of 
the Journal qf Finance. proved that as 
down payments relative to the price of the 
home Increase. loan maturities decrease 
and recs may increase tn proportion to the 
amount by which market rates exceed usury 
ceilings. 

Another group of potential borrowers 
may also be shut out or the market for simi­
lar reasons. Although some new business 
ventures are so risky as never to be bank­
able. others are not and financial Institu­
tions would be willing to extend credit at 
htgh but reasonable rates. Thus. usury ceil­
ings may Inhibit entrepreneurs and in­
novators from starting their own busi­
nesses. 

n addition to forcing entrepreneurs and 
Innovators to seek credit elsewhere or forego 
it altogether, usury ceillngs may well have 
deleterious effects upon the econom of a 
stat!_~r locality.fin an article In the March 
1968 ssue of Tennessee Survey of Bu.st-
ness on Tennessee usury celllngs. Professor 
Harry Johnson of the University of Tennes­
see stated that, .. Among the more im­
mediate and discernible economic tlls which 
have occurred In the past and which wtll be 
aggravated by unrealistic llmltatlons on 
interest rates are: 1) A decline In residen­
tial building, 2) an increase In the level of 

unemployment in construction. 3) a decllne 
in the sales of bu1ldtng supplies. 4) an out­
flow of savings. 5} an Increase. tn the rate of 
Interest and yields on bonds Issued by the 
State of Tennessee and Its political subdivi­
sions and 6) increased competition for 
Tennessee's financial resources by out-of­
state individuals and businesses. 

According to Robert Keleher of First 
Tennessee National Corp. in "The Economic 
Impact of the State Usury Law tn Tennes­
see. - the unavailability of credit In Tennes­
~ during 1974 may be reflected by a 25% 
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• crease nationally~ and a 20% decrease l
ase In business failures comp.ued to a 

vest men·t ·expen dlt u res ~.!!.5l'Panded 
--manufacturing plant•facllltles compared to 

a 22% Increase Jn seven other Southcasu:m_ 
. !l~~e_$..._ 

In a study of the .. Impact of the Tennes­
see Constitutional Usury Umtt on the Ten­
nessee Economy." completed by Richard 
Gustely and Harry Johnson of the Univer­
sity of Tennessee ln June 1977. the authors 
conclude that usury ceilings caused a loss 
tn output of goods and services averaging 
•1so million annually between 1974 and 
1976. They note: "Over the same period the 
loss of new Jobs averaged 7,000 per year. 
Loss of retail sales averaged •so million per 
year and loss of assets of commercial banks 
and savings and loan associations averaged 
•1.25 bllllon per year." The authors believe 

.that these adverse economic consequences 
will continue over the 1977-1984 period. 

Besides shutting out potential borrowers 
or forcing them to seek credit elsewhere. 
usury cellings force financial lnstttuttons to 
look for borrowers that are not protected by 

ngs. Instttuttons may accomplish this 
r by seeking borrowers tn geographic 
where there are no usury ce111ngs or 

by making loans to specific types of borrow-
ers who are not covered by cellings. For 
example. a 1976 study. -rhc Impact of New 
York's Usury Celllngs on Local Mortgage 
Lending Activity." prepared by Ernest Kohn. 
Carmen J. Carlo and Bernard Kaye of the 
New York State Banking Department. shows 
that durlng 197 4 commercial banks shifted 
funds from in-state to out-of-state mortgage 
loans. 

lt was further discovered that financial 
tnstttuttons in Minnesota diverted fun~ 
from con~l!~C?!l!.1- mox:tgage.lcans that w~e 

~!~.red by a usury cet!mg.to.EHA...and-VA 
mortgage loans that were not covered. 

Moreover. Ph111p, Robins in "The Ef'I:ccts of 
State Usury Ceilings on Single Family 
Homebuilding" which appeared in the 
March 197 4 issue of the Journal q/ Fi­
nance. demonstrates that in cities where 
market Interest rates were above usury ccil-

1 

tngs. new housing starts were 28'l. below 
those In cities where market Interest rates 
were below the usury celling. If one existed. 

Altering lending patterns to avoid the 
earnings burden of usury ceilings may lead 
to serious difficulties for the financial in­
stttullons affected. This may be caus~d by a 
lack of lending experience and knowledge In 
certain types of loans. or It may be caused 
by a lack of familiarity with prospective bor­
rowers and conditions tn market areas that 
the tnsututton has not lent tn before. The 
failure of Hamllton National Bank of Chat­
tanooga illustrates graphically what can 
occur when a bank. unable to earn a return 
tn tts own market sufficient to cover its 
costs. seeks to make up ground in an un­
famlliar market. Although the reasons for 
Hamilton's demise arc more complex than 
this. there arc certainly many who belleve 
that the banking effect of Tennessee usury 
ceilings ts one reason why Hamilton 
Bancshares. Inc. chose to use Hamilton 
Mortgage Co. based in Atlanta. Ga .• as a ve­
hicle to generate increased revenues - a 
decision which ultimately led to the faUure · 
of Hammon National Bank. 

Usury laws In eff cs;t place controls on the 
price which may be paid for.fundsJhis..J:an_ 

-cause severe dislocations while at the same 
time harming lfic.Y.ccy..peoplc the ccmngs 
arc intended to rotcct. reover. it seems 

_ at C as:~?£.!D..,9nStrate r~cr clear f -:. 
that dtrcc~ ~OJ?petltton among financial in­

. stttutlons through the .prtctiigmechantsm· 
and greater reilance""l)n the direct opera- ·· 

"lions ofafrcc markct:-i-athcr than on a sys-
tem of controls and rcstrlcttons. ts a more 

~efficient and effective way to allocate fum:is-:­
. Before concluding. it should.be pointed 
out that many of the same problems that 
usury celUngs cause also result from inter­
est rate ce111ngs limiting the amount of 
Interest banks may pay their depositors. 
However. deposit Interest rate ceiltngs evoke 
little concern from bankers. The prospects 
for dealing with usury ce1ltngs would be 
greatly enhanced if bankers and other 
community leaders also worked to ellminate 
deposit Interest rate ccmngs. D 
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Us11ry La,rs: liarn1f11l Wl1e11 Effective 
NOH11A~ N. BOWSHER 

l\I OST I:'.\TEREST rates h;we risen to historically 
high leYcls in recent months. This de,·elopment, in 
vic:w of present law, li:i.s c:1Used serious problems to 
develop in the credit markets because in most juris­
dictions usury restrictions on the pa)111ent of interest 
haYe generally remained at prcYiously established 
lower levels. The con.sequence of this has been that 
borrowers who arc willing to pay the competitive rate 
for funds of tt:n find that they are legally unable to 
obtain financing. :\s a result. they are faced "ith the 
choice of either circumventing the law to obtain the 
desired funds or losing out to other borrowers who 
m:iy not be willing to bi<l as much, but. who are 
lcgallr able to contract bec:1Use of the 11011u1liformity 
of usury laws. 

Despite the credit market distortions caused by ceil­
ings on interest r.ttes, usury laws h:.l\'e been retainec.l 
in most jurisdictions. It is the intent of this article to 
provi<le some iiisight and pcrspecti,·c on the ,·aluc · of 
such rcstrictiuus by reviewing briefly the llistory and 
justification of such laws, the role of interest rates, 
and some of the effl'cts of interest rate restrictions. 1 

llislory of Crnry Laics 

Usur.· laws Jun· been traced h:,ck to the dawn of 
rC'c~eJ71i~tur\'. H11th k'.!al and rl'!i~iou~ re!>trn.:tiom 
on 111tcrc~t dur!_!t·s \\"ere 1111pu~l'll 111 ,i11~·,e11l times.~ 
Tlie c . .uiy JJ.dJylo11ia11s pl'ntlllll'd cn:wt but imutctl 
the rate of interest. One of the earlil'st writings of the 

!Previous <liscu.,,ions l1f interl',t rate Ct111trols wt•rp cin'n ll\" 
Clifton ll. L11ttrell, '"lntnt",t Hate Cuntrnb - 1',,;,pectl\·e. 
Purpow, ;rnd l'r.,l,i,·1n-."" this r.,·11nc t Sq,t,·nil,,·r l~Jt1S J, pp. 
fi-1-1, :ltlll Ch.1rl<ltt,· L Hnel•liu•.:. '"Tbe .-\d:11i11i,tr.1tion ot 
Rq:ul.ition (J ... this lkcicw \ h·Liru.iry !V';O ). pp. ~D--W. 

~Sec Sid.,,·v 110111,·r, .-\ Jli,ton1 of lutnc,t Rates ( :--cw 
Brun",·il:k, :\L'w Jt•r>l')": l\11t)!1·1s Cuin·r~ity Press, HJ63 ). 
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Bible (Deuteronomy 23:19-20) stated, "Thou shalt not 
lend upon usury to thy brother, ... Unto a stranger 
thou mayest lend upon usury; but unto thy brother 
thou shalt not lend upon usury .... " In the New 
Test:iment ( Luke 6:35) the admonition was broadened 
" ... lend freely, hoping nothing thereby." 

In Greece, Aristotle considered money to be sterile, 
and th.it the breeding of money from money was 
unnatural and justly hated. During the petiod of 
the Roman Republic,.interest charges were forbidden, 
but they were pennittcd· during the time of the Ro­
man Empire. 

During the early :,.Iiddlc Ages religious leaders 
treated the subject more thoroughly, and reached the 
same conclusion - that interest on loans was unjust. 
The expfo1tation of the po\'erty-suicken by rich and 
puwcrful creditors who lent money at interest was 
considered sinful to the Christians of that period, who 
stressed humility and charity as among the greatest 
,irtues and pbyed down the \'alue of earthly goods. 
Secular legislation responded to the Church's influence 
aml, in general, interest chargC!; and usury were re­
g:.1Ided ,lS synonymous.3 

The increase in economic activity and expansion 
of personal freedom that came with the Renaissance 
forced modifications in the prl'vailing views concern­
ing intl'rl'st r.1tes. Recognizing that man was imper­
fect, ~Ltrtin Luther ant! other 15th cenlury reformers 
bt·g:m to concede that creditors could not be pre­
,·ented from charging interest. In the lGth century 
John C.dvin rejected the sc.:1iptural basis for interest 
prohibition on grounds of conflicting interpretations 
and ch.mgcd circumstances, but still ad\'ocate<l some 

·1Euc:L·nt• \'011 U,ihm-Tiawl'rk. Capital and fotcrnt, tr:m.s. 
C,·oq.r,· ll111Kke and lla11, Sc11nholz ( South l!ulbml, Illi­
nois; LiliL"rt;:ui;in l'rc~s. JVj\)), 11p. 13-2-l. 
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control. Turgot, an 18th century French economist. 
claimed th:1t mom·y was the eq11ivah-nt of land. 
and licnce thl· owner shoul,l not he inclined to loan 
his mont·y 11nlt·\s he could e\pt·c.·t a return as great as 
he would olit;iin through the purc:l1ase of land.~ 

Lc~:u rcstric.:tions on the payment of interest were 
generally reb,i;cl in the lSth century. but the belief 
continued th;1t the pl'opk who nct>dccl to borrow 
funds shoultl bt• protected a~:iinst overly high char~es. 
Consequently, most nations maintained legal m:ixi­
mum umry r:ites at "reasonable" lc,·cls. 

Usury laws in the L~nite<l States were inherited, in 
large part, from the British in colonial days. While 
these laws generally remain in force in the United 
St:itcs, Great Hritain. after intense pressure in the 
early 19th century. repealed these and other restric­
tions on commerce and trade in 1S5-1.5 

One factor complicatin~ attempts to maintain in­
terest rate ceilings arose from the fact that risks and 
administrative expenses in making very small loans 
were of ten so great that legitimate dealers could not 
handle such advances ,,ith pre,·ailing rate ceilings. 
This situation fostered illegitimate loan "sharks" with 
exorbit:mt interest charges. As a result. it was even­
tu::illy recognized th:it hi~her rates should be per­
mitted on small loans. and the small loan laws emerged. 

.-\r~11111c11ts for [".-.11ry l.aic.,; 

As notc-d. ethic;t.l :rn(l re!i'!ious ar'!ument~· have 
bee:1 rc:1ett "11 tn :1 ~rt':Jt C'\trnt to i1 1~tit\· either the 
prohilnt:011 Pr li111it.1tin11 ot interest pa\·nH:nts .. .\nother 
fac'.or \\·tucl1 lt.t, 1,1·,·11 :1hlrt::::t·11t.d :11 ,u~taini11'" sup­
port tnr u,ur.· l.t11·, !1;1, ll('t'll nulilic opinion ,,·lti~h 
general I\· 11c11·ni tlit' ,m:dl l111rn>wt•1· as :rn 111Htt·n:ug 
at tll<' !lll'rc1· n1 l.1r'"t' 1n·il-r1n,111cl'd institutions. :\s a 
consecptL'lln' ot tins puh1tc attitudt•. lt·~1s!ators han• 
been reluc:t.mt to raist• or eliminate interest rate 
ceilings. 

Sevcr:1! ccouomic ar~mnents also h;ive been ad­
vanced to justify usury laws. and these considerations 
tcn<l to bolster the moral and political reluctance to 
raise rate ccilin'.!s. Tltr first of th1•,t• :1r!,!1tmt•nts asserts 
that \\'ltcrC':1s 1111>,t lcnd,·r, .1n• b111\\'l('(l•..:1·.1hl,• ali .. ut 
(1>11i11t1<1n, 1n l11t· p.1rtic1i!.\r crt·d1t lll:trk,·t in which 
tltn· np,·1.1tc. 1t 1' rt'.l(!tl\' ,1iis,-r1·:1i>l1• tll.lt a sizable 
Jllt:11l>t'f 1,t l1tlln11,·,·r, .ir,· tlll"'Pi11,ttc.1tcn ,t1Hi 11.11,·c-. 

rt I~ l'l)lltl'tl\ll'll tl>.lt till'',(.' lllilTIJ\\t'!S art' (.'()IIL'lTllt'd 

only with olit.1i11i11~ credit and do not even know what 

◄ 11ml. pp. :25-GO. 

&llomt•r, .-\ /li,:,m; of l,,tcrcst R<i!cs, p. 1S7. 
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rate. of interest they me paying. Furthermore, rela­
tively few make a ~erious c/Tort to study conditions 
or to shop aroun<l for better tcnns or better timing. 
Finally it is argued that contracts made with such 
unkno,,.ing borrowers at rates allO,·c those existing in 
the market for similar types of loans represent :i dis­
tortion of competitive forces an<l provide :i wi11dfall 
to lenders. 

A similar argument for the regulation of interest 
rates is related to .the comparative market power of 
borrowers and lenders. Since lt!nders are usually -fewer 
in number and l.1rger in resources than borrowers. it 
is contended th:it they have market power which can 
be used to command artificially high rates. Hence, 
usury laws proYide competiti\'e balance between the 
two groups. 

Another argument for interest rate regulation is 
concerned with the impact of lower interest rates on 
the economy. It has been contended that low interest 
rates are desirable to encourage more investment :ind 
consumption and promote faster economic growth. 

Arg1:111c11ts A.;!ainst Csury Laics 

Th()se who oppn~e interest rate restrictions ,icw 
credit markets as rclati\'f+, eHicient when left .1lone 
!O operate trcely . .-\ccording to this position free com­
petitive markets lead to an optimum :illocation of 
resources and maximum individual satisfaction. Con­
sequently, interferences \\;th nonnal credit flows, by 
use of imposed ceilings ·on lending or deposit rates; 
can only create inefficiencies in financial markets 
which hamper production and exert an adverse influ­
ence on the distribution of goods and senices. 

It h:is been charged that maximum loan rates are 
necessary because credit applicants are gullible :md 
would enter into oppressive contracts \\;thout such 
protection. But. are not individuals just as likely to 
be gullible in their cle:1lin~s in other markets? \\·hy 
then is the credit market singled out as ru1 area to 
promulgate legal restrictions against such oppressive 
eontr:1cts? ~fore importantly, has this.spC'cial attention 
h.ld its intended effects? That is. can and do these 
laws protect the uninformed from exploitation. an<l 
can the bcucfits of this protection be justified in ,icw 
of tl:e attendant social costs? Existing imperfrctions 
in credit m:lrkcts could probably be reduced to a 
greater extent :1nd with kss cost by fostering greater 
competition among lenders. Also. education an<l coun­
seling of borrowers ri1:1y be a more efficient mctho<l 
to impro\'c their perfonnance than imposing rigi<l 
ceilings. 
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t- In ~ credit markc.ts compctiton is very keen. 
~fajor IL-inkrs im:lucle commercial banks, savin~s and 
loan associ;1tions, insurance companies. mutual sav­
ings banks, mort~age companies, sales finance com­
p:mics, personal finance comp:rnics, credit unions, real 
estate investment trnsts. fann credit a~cncies, retail­
ers, and individuals. It is relatively easy to establish 
a business for lending funds, except for restrictions 
imposed h:, the Government. In most ca$eS where 
competition is lacking in a givc-n market, it has resulted 
from legal limitations on entry or acti\·ities. In nrac­
tice. comprtitive forcrc; have krnt mo~t p1:1rkf,t ;nt,•rcst 
rates lll'tow mill"\' C'Ptlin;:~ fnr mo~t of tlw p-1<t (n;•:· 
vears. ---For :1 brief period, artificially holding interest rates 
dom1 probably docs stimulate in\'estment and con­
tribute to economic expansion. However. maintain­
ing arbitrarily low rates by imposing ceilings discour­
ages saving at the same time that it stimulates invest­
ment demand. placing upward pressure on interest 
rates. As a result, rates can only be maintained at the 
lower le\·cl hy some form of non price rationing ( which 
tends to reduce efficiency and offset. in the longer 
run, the sought-after im·estment incre.1ses) or by the 
creation of money and credit at progressively faster 
rates ( which contributes to :iccelerating inflation). 

F1mctirms of Interest Rates 

Interest rates pb\· a stratedc role in the economy. · 
Interest r.ites ;U"e prices. and. as is trne of all prices. 
tJ.1r•: scrn· ;1 r.itttllltn~ tun.:~iull. I Hey are the pnces 
tl1.1t alloc.HL' ,1\·,11l.w1e £u11u.s. and hence command 
over resources. among competing uses. i\ormally. the 
term "interest rate" is used in reference to the return 
on m:uket.iblc st·curities or a loan of funds. Howen.'r. 
the concept of "interest rate" can be applied to all 
goods. The rate of interest reflect,; the price of the 
convenience of earlier a\'ailahility, the preference for 
more cert.iin ratlu:r than less cert;1in consumption 
rights, and the economy's ability to ·use resources to 
increase output. 

To the borrower, interest rates represent a. cost, 
and as such, influence in\'C·shnent and consumption 
decisions. To the sawr. they represent a return and 
a-fkct decisions regarcline?; the amount to be sa\'ed. To 
wc;ilth holders and managers of fu11,!s. interest rates 
or yields arc a common dcnomin:,tor fr.r t.'\'aluatin~ 
altcrnati\'e funns of holdin~ wealth and alternative 
a\'cnucs for pl.icing funds. 

At any time. some individuals or businesses find 
tl1at \\;th their incomes. tastes, and im·cshncnt pros-
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J¥:Cts it is not desirable to pay the going rate for 
fun<ls. They arc "priced out of the market." just as 
there arc those who fin<l that at current prices it is 
not expedient to hire n servant. eat steak, or pur­
chase a luxury automoliilc. Any movement in intc-rest 
rates ( as with other prices) will cause a reevaluation 
of projects which rcfJuire the borrcm;ng of f uncls. 

General lmpac·t of Usury T .. ati-s 

Thr011•rhont most of tlw eriocl sini:e the 1920s, 
11~1n· law::; Inn· 1ic·1·11 iucliq·tjn• lwe:u1.,~· ., inkrl'st 
cl'ilin«s "'" · · · ·p,; aho"'' •,·ailin!.! maili·t rates. 
Bowe\·er, with the rise in inflation, and co11sequcn• y 
interest rates. since the mitl-rnGos, usury laws ha\'c 
had a significant impact on many credit markets. 
Their effects have been quite · arl.Jitr::u:y and have 
weighed heaviest on those credit seek'ei:s generally 
considered st risk . · · 

Professor Roger ~filler contends that usury legisla­
tion often adversely affects the ones it is designed to 
protect." He illustrates th.is conclusion by citing the 
\Vashington state experience, where consumer loans 
from credit card companies were generally at an an­
nual rate of IS percent. Consumer ad\"ocates felt th::it 
this rate was much too high. and that poor people 
would be aided by a lower charge. In 196S, the maxi­
i:num rate was lowered by referendum to 12 percent. 
However, at the lower rate the amount of credit de­
manded exceeded the amount supplied. and the peo­
ple with the Wl·akest credit worthiness were the 
ones denied credit at 12 percent. \Velfo.re mothers, 
people with records of unstable employment. students. 
and the elllerly foll into this category. Gainers from 
the reduced rates were the ones who had the most 
wealth, best jobs, and thC' highest probability of being 
able to repay the loan. 

Sometimes those higher risk borrowers. whll are re­
fused credit from kµ;itimatc lcndt•rs because 0f usury 
laws. seek funds from loan sharks \\'ho i!:!nore the legis­
lated Ct.'ili11gs. Cost~ of operatin~ outside the law are 
relati\'el)' high, and competition among such unscrupu­
lous lenders is scYen•ly limited: hence. some interest 
rates may be scn:ral timl's the lc\'el that would ha\'e 
existed in the absence of ceilings.: 

As m:u-ket rates approach usury ceilings. \'Cnture 
or dn·l·lopmcntal credit. which of course cont:tins a 
higher than a\'C'rage degree of ri~k. becomes limited. 

6Rni-:,·r L. ~lillcr. f:n1110111in Toda'./ ( San Frall(;i.:,co: Canfid<l 
Pn·"· 1973 l. pp. 2-1-1.~'>0. 

•Johu ~I. Sei,11. "Let's C.m1p..t,• with Loan Sharb," I/arrard 
Bu.,irw,s llc·l·ictv ( ~by-)1111,· !U';'O ). pp. GU-';'7. 
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Since such cre(lit can only he cxtcn(ll'<l hy lenders 
at a hi~hcr rate of interest to compensate for the 
additional risk i11volvc(l, these lo:1ns arc a111011~ the 
first to he affc-t·tl'\l as; market ratc-s rise relative to 
usury cc-iling\. \\'ith11ut such venture capital, the en­
trepreneur is fr11stratecl, and economic progress and 
growth is hampered.ij 

By contrast; the vol11me of credit flowin~ to wealthy 
in<li\·iduals ancl so111Hl established husinc-sscs may be 
:-is great or greater under severe mury restrictions :-is 

under free market conclitions.!I Since low usury maxi­
mums prevent other individuals and firms from effec­
tively competin~ for funds, a ~realer share of the 
available funds tends to flow to lower risk applicant5. 
The a11ticnmpetiti\·e cff ects of these laws are thus 
spread from credit to product markets. 

Usury Lmcs in tl;c Eigl1tli District 

In '!rner:il. 11~11n· 1:iws tend to he more restrictfre 
in tlH' centr:11 ~ection of the cotmtn· than in states on 
;;r near t·1tiicr rn:1,t. 111 sen.:ral .1.:.1~1ilh District states 
usury bws !lave bt·en a major obstacle in credit mar­
kets. In Illinois and \lissouri the current general 
usury ceiling is a very low 8 percent, and in Kentucky 
the ceiling is S.5 percent. In each_ of ,iliesc> states, 
ho,,·c>,·er. cxemntinn, from the {'"ilit'" cy;<t <m;h ;i.s 
for eor:1orati,m,. DL"spitc the exemptions. many credit 
flows haYe been interrupted because of the ceilings, 
particubrly a\\"ay from potential indi,idual bonowers. 

Arkansas. \lississippi. and Tennessee have some­
what higher usury ceilings - 10 percent in each case. 
Howcwr, because of the lack of legal exemptions 
from the m:1,ill1111lls in Arkansas and Tennessee. the 
ceilings haw lit•cn causing substantial disruptions to 
borrowers. lcndns. and the ~eneral economy of the.se 
states. This h;L, lll·t•n partic:ularly noticeable since 
April wht'n tht· priml' rate on business loans nationally 
climbe(l abon• 10 pcrc.·t•nt. During \lay and June of 
this year. c11111men-ial and industrial loans declined 
9.3 percent at \Wl'kly reporting hanks in \lemphis and 
Little Hock. whilt· they were risin~ 2.S percent at 
all weekly reporting; banks in the nation. In the cor-

•St11di,·, ,how tl,.ll in th,lst' slah·s 1wrmittinc: hiclwr rat,·s. 
1,·nd,·rs 1t-11d t,, nr,111d cn-dit opportn11ili,·s. Lt'ml,·r, appt'ar 
mun· willim: tu a,-c,·pl hit::hl'r ri,k of l,l,""' if th,• rail' is 
~ulfi, 1l'11t 111 ,·0111p,·•"·'t" for l,.1d d('l,t. ii\\ ,·sticat11>n, and 
l·olln:t1,u1 c,pcu,t.·,. \Lu1rtl't" B. {:011d.,,,·.1an!. ""Pric.:r Ct"ili11!.!s 
J1al C1l'll11 li.11111111111! ... ]t111nw/ 11/ Fi1uwcc ( '.\lan:h !V(i.S), 
pp. !~j.[,'il. 

9 T!.is m.1,· 11111 .1lw.1,, lw thl" cast', lweau,,· tl11· tot,11 n,ltmw 
uf 111.rn.d,I,· f111l<I, 1~ lik,·lv 111 IH" ,111,dl,·r 1111dcr ,.-n·rt' iull'rl'st 
rah• lTt!tIH!'\. S.n lll'.! 1, d1,l·t1t11a~t·d u·bt1\"P to cn11~111nptio11 
and f111al, !t-11.I l,1 11,m· 11111 of th,· 111rhdil'!i11u 111 dirl'dh- f.-11111 
~an·r~ mtu n·nture cap,1.1I. · 
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respomling period I.Lo;t ycnr, when market rates were 
below the ccilin~s. these loans cl1angecl little in ~km­
pliis and Little Hock and rose 2.9 percent nationally. 

In an effort to alle\'iatc harchhip, the ceilin~ in 
Mississippi was raise<l to 10 percent from the extrcmc-ly 
restricti\'e 8 percent level, cff ective July 1, 197 -I. In 
Illinois, the ceiling for residential loans was raised 011 

July 12. 197-1 from 8 percent to 9.5 percent for the 
pcrirHl until July 1, 1975. Among Eighth District states, 
only In<liana has ha<l credit markets relatively free 
from wmry restrictions. · 

Quantitati\'c measures of the \'Olume of potential 
loans affected by the rate restrictions are not avail­
able, but comments from market participants imiicate 
that it is sizable, The following. sketchy, indirect e\·i­
dence also indicates that the impact has been great. 

In the first four months of this year, the a\'erage 
interest rate on FHA 30-year mortgages was 8.7S per­
cent nationally; in the corresponding period last Far 
the rate was 7,62 percent. Two District states h:1d 
usury laws applicable to home mortgages th;tt were 
between these rates - \lississippi and '.\Iissouri at 8 
percent. In the.se two states residential constmction 
contracts fell 3-1 percent from the first four months 
last year to the comparable period this year, accord­
ing to F. \V. Dodge data. In Arkansas, Indiana. and 
Tennessee, which had 10 ·percent or higher usury ceil­
ings. and Kentucky and Illinois, which exempted cer­
tain resi<lences from the ceilings. residential contracts 
declined 16 percent. · The average decrease for the 
nation was 21 percent o\·er the same period. 

By contmst, contracts for nonresidential construc­
tion, which arc frequently exempted from usury ceil­
ings, rose S percent in '.\lississippi and '.\lissouri fr01ri 
the first four months last year to the first four months 
this year. This was about the same as the 9 percent 
gain. in Arkansas, Illinois, Indiana, Tennessee and 
J.;:cntucky and greater than the 2 percent 11atio11:.11ly 
in the same period. 

Insured savings ancl loan associations in :\ lissouri 
had a 7-1 percent smaller increase in savings "deposits­
in April and :\lay this year than they did in the cor­
responding months I.1st year. :--:cverthcless, these asso­
ciations purchased 10 percent more mort!..!;ages in 
the two months this year when the nation:tl market 
rate on n10rtg;1ges was a!lO,·e the state's usury ceiling 
than in the like period last year when the market 
rate w,ts below the ceilin~. This seemingly contr.1tlic-

. tory de\"eloprnent can he expbincd hy noting that 
· the bulk of these purchases were from states where the 
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Stot• 

Alcbomo 

Alos~o 

Arirona 

Ark.on101 

California 

Colorado 

Connecticut 

Ocfawore 

Oi,rrict 

Florido 

Georgia 

Hcwoii 

Idaho 

Illinois 

lndiono 

Iowa 

Kansas 

of 

Kentucky 

Maine 

Columbia 

Morylond 

Mouachuscth 

Michigan 

Minnesota 

Mluiuippi 

Miuovri 

Montono 

Ba,ic Rcto 

80/ ,o 

12~0 1 

10% 

10~·0 

10~'o 

12% 

12% 

901 ,o 

·a,~ 
10% 

8% 

12% 

10 1%, 

8% 

STATE USURY LAWS' . 
Som" Major £,ceplicn, 

For individuch, firms. partnen.hips, auociotion,, and non-profit organization, the rate t, 8¾ on loons 
lo Sl00,000 end 15~~ on loons obo•• thol. Th .. se ,ame group, may agree to poy moro rhoi, 15% 
on loons greater thon S 100,0CO. For corpor0t;on1 lhe maa,mum rate i1 8~0 on loon, to $1 O.COO, 
15% on Icon, between SI O,COO to $100,000 and no ceiling on loon, obo•e S 100,000. 

Twelve-and-one-half percent is fhe rate- on real estate controctl. 

Eighteen percent i, the ceiling for loon, over $5000 to corpcrolicn,. 

Saving, and loon ouociotions. industrial loan co,npanies,. banks, cr~dit unions, end ogriculturol ouoci• 
ations ore eu~mpt from the usury low. 

The ma•imum charge on non .. ,uper•ised c0n1umer loan, is 12%. On supervised loans., ~acept for re­
Yolwing loan,. the ma•imum rota i1 th,p great~, of 1 a~o on all unpojd balances; Of a totol of J6~0 
on unpaid boloncH of SJOO or leu, 21 ', on unpaid bolonces over S300 and not over $1000: and 
15% on unpaid bolanccs over $1000. The mo,imum rote on consumer reloled loons i, 18%, on 
revolving loans 12'%•. and all other loons 45~0. 

The ceiling rote on loons to c0•poralion1 in e•ceu of S 10,000 is 1 8%. The 1 2'%, ceiling doe, not 
apply to ony loan mode by ony national or slc:I~ bonk or saving, & loon, to ony mortgage on reel 
properly in ezceu cf $5,000, or mode pursuant to o revolving loon agreement on which lhe torol 
principal cmount owing i, more then SI 0,000. 

There is no limit on colloterol loons larger !hon $5000. Also the ceiling rote moy be ezceeded on 
loans se-cured by rital estate only through written agreement. 

loons guaranteed under the National Housing Act or by the VA ore eumpl. 

The ceiling i, 15 % for corporate loon, and all other loc:ns obo•e $500,000. 

No ceiling applies on loons cbove $2500 lo corpora lions ond on loon, above S 100,000 to individuals. 
loons secured by really may corry o rote of up lo 9%. 

The maxi.mum rote on non-supervis~d consumer loons is 1 8% ond on revolving Joans 15~~. Supervised 
loans carry a rno:a:imum rote of 1 B~'a on ell unpaid bc!onces. or a fotol of 36~0 on unpaid bolonces 
of $390 or leu, 21 % on unpaid bclonces belw.,en $390 end SI JOO, and 15~·:0 on unpaid balances 
over $1 JOO. A ceiling of I 2~o cp=li~, to loons of over SI 0.000 lo corporolion1. Firms en;c-,ed in 
c,gric.ulture moy be required to pcy a mo:a:imum of only l O)Q on loons. 

All corporate Joan, end business loons to non.profit or;onizotions; os well as mortgage loans insur~d 
by the FHA or guaronloed by tho VA moy be conrrccted for c: ony role. Also ,ecured Icon, greeter 
than $5000 may be ot any role. Eflee1ive July 12, 1974 lhe maximum intere1t role !hot mcy bo 
charged on Icons secured by residential reel .,,rare and .,nlered into before July 1, 197 5 wo, roi,ed 
to 9½ 0/o. 

18~~ A maximum rate of 18~'0 applies to non•supervised consume-, loons. consumer related loans and 
revolving loons~ Supervised loons carry o moximUM rote of the greeter of 18~0 on oil unpaid balances. 
or o lclol of 36% on unpaid balances cf SJCO or leSI, 21 'o on cnpoid bclanco1 over SJOO but 
under S 1000, and 15% on unpcid bolcnces over SI 000. There is no mo,imum charge on other loon,. 

9~{, There is no ceiling rote on either corporate loons or real esta~e investment lrush. 

1 O~'o Consumer loons other than supervised loons carry a maximum rote of 12'%,. The- maximum charge on .. 
supervised loons i, 1 8°/o on the first SI 000 end I 4.4.S~o on ony additional. There is no coiling on 
ony other lype of Icon. 

8 ½ % There is no ceiling on loon• over S 25,000 which ore not on o single unit family residence. No ,peciol 
rate applies on loons to corporations. 

8~~ loans secured by reol estafe carry a ma:a:imum role or 1 O~O. Ho~ver. loan, guaranteed by Federal 
agencies are exempt from the ·usury laws. Corporate loons may be any rate. 

16% No maximum rote applies if the loon is for non-personal or bu,ineu purposes and the contract is in 
writing and involwes more then $2000. 

8% No ceiling applies to bu,ineu loons in exceu of S5000. Residential morlgoge loon• may be ol 1 O~o. 

None 

70/ ,o 

80' ,o 

10% 

8% 

9 0/ ,o 

No ceiling role applies lo corpcrole Icon,, really ,ecured loons, or federally or stole opprowed loons. 

No ceiling rate is oppliod to loons in excess of SI 00,000. 

Corporation, organized for prcfil mcy pay lo I 5% on Icon, in e•<ess of S2500. 

Corporate Icons may be ct ony role. 

Corporate loan, moy be at ony rote. The mo.11:imum rofe is woi ... ed on certain loons by building and 
loon onociotions, inslollment loons, indui.!rlol loons, and per1on0J loons. by bank. and trust componie, 

or credit unions. 
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Stole 

Nevada 

N,.w Homp1hire 

New Jt>r,ey 

New Me•ico 

New York 

North Carolina 

North Ookota 

Ohio 

Oklahoma 

Oregon 

Penn,ylvcnio 

Rhode hlond 

South Carolina 

South Ookoto 

Tcnneuee 

Te:so, 

Utah 

Vermont 

Virginia 

Wa,hington 

West Virginia 

Wiiconsin 

Wyoming 

Bo,ic Rote 

12~~ 

None 

8% 

10% 

8 1/2% 
ao' ,o 

9%' 

ao' ,o 

10% 

10~~ 

6~'c, 

21% 

8% 

10% 

10% 

lO~o 

1 a~:, 

8 ½~Q 

so' ,o 

12% 

80' /0 

12% 

10% 

STATE USURY LAWS' (Cont.I 

Some Major Eacepli0n1 

The ba,ic rate applies to loans under S50,000. loan, secured by really carry o mo,imum of 8 2;. % . 
The rates ore not applicable to loan contracll mode by sa•ings and loon componie1. bonk,. or any 
department of Housing and Urban Affairs or FHA oppra,ed loons purchased by federal government. 

A 1 2'}o ceiling applies to unsecured loan,. 

Demand notes of S5000 or OYer with collateral security may carry a rate of up ta 25%. 

Ceiling rotes on loon, ore graduated according to the si:e and purpose of the loan, reaching ·1 2% 
on loon, of SI 00,000 and unlimited an loons ol SJ00.000 ond larger. First mortgages an single 
family dwelling, may be contracted for in writing at any rote agreed upon by the portie,. Corporation, 
may pay any rote. 

8usineu loon, in uce11 al $25,000 may carry any role. Corporate loon, regardleu of ,ize may carry 
any role. 

loon, in exnu of SI 00,000 may be al any rote. 

Oklahoma·• Uniform Consumer Credit Code allows I S'}o lo supervised lenders and 10% lo others 
lending to consumen. Ther_e is no ceiling rate on other types of loan,. 

loan, in excess of 550.000 moy be made at any rate. The mo,imum role on loons smaller than 
550,000 i, 12% for corporations ond 10% for individuals ond non-profit_ orgonizations. 

The ma•imum rote doe, not apply to loans of more than 550,000; loan, of S50,000 or leu secured 
by o lien upon real property: lo ant to bo1ineu corporotions: unsecured, non-colloterolizcd loans in 
excess of SJ5,000; and busin~,s loans in e,ceu al SI 0,000. The interest rate on residential mortgogcs 
al an original principal of S50,000 or lest is o fluctuating administered rote. For July 1974 this rote 
was set al 9.5%, 

The maximum role on loons ol from 550,000 to Sl00,000 is 10% ond on loans between Sl00.000 
and 5500,000, 12%. Loons larger than S500,000 may be al any role. First mortgage real estate 
loans mccie by savings and loan companies, the Oeportment al Housing & Urben Afloirs or FHA 
approved morlgogcs are esempt. 

Corporate loans rnay carry any rate. Howeiwer, the maximum rate on all loans on reoJ estate regcrdltss 
of borrower is 10%:.. 

The ·contract role does not apply lo loons e,tended under the Industrial loon and Thrill Company 
Act or to installment loan> of banks ond trust companies end building and loan auociatians on which 
interest i, deducted in advance and added to the principal. 

Corporate loan, above· 55000 have an 1 8% ceiling. 

Rctvolving loans and non-sup~rvised consumer loans carry a moxifflum rate of 18'%,. Superv.iscd loons 
carry a maximum rote of 1 S~'o on atl unpaid balcnces, or o total of 36~0 on unpaid balances of 
$390 or leu; 21 % on unpaid balances over 5390 and not over S 1 JOO. All other loons moy be 
made at ony rote. 

No ce-iling rote applies to loons for income producing business or activity. loons to finance real 
estate which i, to be used os a primary residence or for agriculture is subject to the c"ntroct rote. • 
How~ver, loons to finance real e1tote improvements or o second residence may be at any rote. 

Any role may apply to non-agric~ltural loom secured by o first morrgoge or realty. 

Corporate loons may be al any role. 

Revolving loans and consumer loans other than supervised loons may carry o mox.imum rate of 1 O~0. 
SuperYised loans may be al o rate al the greater of 1 8 ~o on ell unpaid bola nee• of SJOO or less, 
21 '%, on unpaid balances over SJOO and not over S 1000, and 15% on unpaid balances over S 1000. 
All other loons may be at any role. 

lThi, t.'1.blt• pr,~<-nts a ~ynorsi3 f\f the mnt.c of 1:H•,.-~ concrrnin~ U!=Ur)' in C'tfect in the various ~U\tt":i nnJ the District of Columhin n~. o( 
m11f.J ul>· 1~; .Ii. Du,• t,) th..- c .... •mtil•·~ naturt• o( t.hi."< ttr,·a. u( tht• ia....-. th~ tahl~• mny not. be .:-,mpll'lt·ly nrt.•ur:u~ with rt~Sh"C't tu <"t~ruun :'Jt1.-c-1lic 
l<"chntC'al }'rn\·:-.11•11~. lt !--h,~1i.i. h,,wt.'\"t"r. :1110,v th,• n.·:hh.•r .:"\t 11.•n~t :in op1u1rt..unity t,• i::un ~untc- C'ufl('t.'plion of lhc wiJc- ranl,!c of ,1111111 11 0 
c, 1nn·r11m.: inln v:--t ratt.• n•:..-i..ilat111n hy nrtue ,if th-,• ~rt·at JisCn!·Jitt.ncy 1t r~.,,·cal~ lK:t.wt..•1.:n tht.• ~U\.tt.~ ~ W bulh thclr ba!iiC intt.'n•st rnt~ 
ct·i11n)..""j nnJ th,· nu.tun• o( tht• r~('t'i•th)0.:5 to thtlM.• rat1-s. 

lt m1.:ht nb,, be n"lr-,l th:1.t nat1,,nnl hani....:i art.' l't.'n1\iltt'1 to chnn.:-~ 1 p1!rcenL11...-c- point mort.• than th('ir Ft-1.ieral Ht•~cn·e Onnk's tli.:-:t"i>unt 
nt.t..-•. \t l)rcs,~:nt nat..dnu.J bar,,,.~ may chart,:c ut. lt'll!<ot. :J percent vn loans '-'"''-'n rn ~W:t.h.':1 with h•w\.'r usury cctlint-:s :.anct" the dist·ount nHie is 
~ 1.1t•rc1.·nt. 

JT}.e l••,-..1c cnntr.irt r.tt.1:- C,,r 1,.,'ln~ in t!1i!'I state nnt inv,ilvin'-!' rcnl '"stntc i:1 -t J1i..'"rCt'.'nlJ'l!-:L" point!'I Rliov~ the Ft'\icrnl Hc!\~1""\·e di~C'tlt.lnt M\tC At 
th1.• l..:th d1-.tr1i.."t H1•:-4..'r'\t" Ha111' t1J,.\'l\d1n,: 1,n t~il' iln.l ,Jay nf th~ m-.nth pn.·r,.,,l1n'-= th.: c:nm111vnc.·t.·nh·nt of the.• C'al,•ndn~ quanrr. Tht.· 1at4: 
(1Jr n·.d t"":-t.\!,· r,1nt1ad."t or c,,nun,tnwr.t:- 1!1 41 .• •:. nt1.u\t.' the Ft""lt.'ral H.t.·~r,.·e rntc. At tht.' tim~ oC th1., wntin~ lhat rntc st.anJs ut. 6'."r. con:,.c. 
4uent:y th1-• ti.bi~ t.·.,_.1hni,: rntc:i ru,· t..:· ~ .a.nJ LE 1-.:' ~. n.·s11t.·t.·U·n--ty. 

l\\"l-a•f'T' t~1-• 11/\rtu~ l\i.:"n:"C' in -.,,ri!ini:, inl,•rf'""l mny ~t.• chnn:t',I and '""11Ct."h""I nt ft. r.,.tc of up tC"i 31(> ft.hove the mn:o,:imum bank 1lt•t•osit interl':st 
ril.!....• n11th<>r1.:.,-,t t•v th,• -.tat,· l,a:-1,.,1n~ 1-. .. 1ni. H11\i..1•-.,·r. ~ht• !>llnt ,ii ttw :.r: t1.JJ.un C'h&r\..'°\.' RnJ t>nnl,,, b,.,anJ 4.."3l.abl1-.ht.,,J I.nut L·an never full l.H_•. 
luw ;•.Q. Th..- curr.cnt Lun~ Jl.'1,1~1t. rnkrt•::.t ntt.c hnut ~cc. by th~ th .. ,rJ i::1 b'_:,. thu., Lhc i,n.'::lit.'nt !.J•,O c~ilin~ ra~ un Wr&Ll4:n contracu. 
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ceiling was suffkicntly lu;;h so as not to impinge on 
marh·t rates. :\s a result, tlic amount of new mortgage 
loans maJc on focal properties Jecli11cd markc<lly. 

A number of Distrid commercial banks an<l savings 
anJ loan awJCiatio11s l1avc found tliat it has been more 
cxpc<lie:1t tu lcn<l a grc:-itcr share of their available 
funds in the unrestric.:te<l Fccleral fun<ls market than 
to lc11cl locally un<lcr oppressive ceilings. For exam­
ple, on tlic ,\pril 2-1,1 19i·I call report, member banks 
in the Eighth District ( outsiJc ei~ht large money 
market imht11tio11s) lent a. net of $3GS million in 
Fc<leral fun<ls, at a. time when the effective Federal 
funds rate was 10.3 percent. A year earlier, on the 
l\larch 2S, 19-;3 ca.II <late, when the Fe<ler:tl funds 
rate was i.3 percent, these same banks advam.:ed $2$3 
million in this m:i.rket. 

AvaibLle data :;lso indicate that those who are not 
covered by usury restrictions arc able to attract a 
larger share of available funds when market interest 
rates rise rebti\·c to cffccti\'e rate ceilings for others. 
Eight large banks in tlte District advance credit to a 
great extent in national money markets where lending 
rntcs arc \'irtually unn:~ulatcd. Also, during the secon<l 
quarter of this year, total deposits of the eight large 
District banks, bolstered by large CD purchases, rose 
at a 36 percent :mnu:tl r:ltc. while deposits at other 
mcmlier banks in the District incn:asetl at a 11.-! per­
cent rate. 

.\coid1111cc of [ · . .,ury Law 

The impact of usury laws on credit m:ukets has 
been made somewhat more tolerable by legal excep­
tions and other methods tle\ised to soften the impact 
of the legi~l.1tiun. \\'ithuut such exceptions it is con­
ceivable that credit Hows could virtually come to a 
halt in stiles like .\lissuuri when the national rate on 
business loans with primL' credit risk exceeds ~he S 
percent ceiling which prcYails in this state. 

In a number of juris<lictiuns small° loan laws have 
been enacted which pennit higher rates on certain 
small C\tensions of credit whf're operating costs are 
high and risk is frequently large . .\Lmy other legal 
exceptions kn·e hl'en granted for a \'aricty of reasons. 
Retail credit cl1:1rges, timl'-saks contracts. and loans 
to out-of-t0w11 rcsidL·nts are subject tu hi½her ceilings 
in some st.1tc:;. 

In ~fissouri. as in a number of other states. cor­
porate l>mim·sscs that arf', supposed]:, c1p:1lik of pro­
tcctin~ thl'ir intL'rt'\ts in dc:iling with ll'nders arc free 
to pay any r;1tc th:1t they desire. :\s might be ex­
pccteJ, these corpC1L1tiom find that they ha\·c a tre-
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incndous ::11..lvantage in attracting funds over unincor­
porated firms an<l ii1<livi<luals that arc "prntc<.:te<l" by 
the sbte. 

In addition, m::my crcclit market arrangements have 
been devised for circu111vc11ting usury laws an<l per­
mitting credit flows which otherwise woul<l be halted. 
Some of tlicsc activities mav be an outright \'iolation 
of tlie bw such as ~im1,ly i.11 norin« the ccilinir or bv 

' ::, 0 0' ., 

calling the p.1ymcnt something other than i_nterest. 
1 Iuwcver, violation of usury laws freqticntly carries 
high financial penalties, such as loss of all interest or 
even principal; hence. lenders are generally reluctant 
tu knowingly violate the statutes. 

Other arrangements, which may or may not be 
technically legal, but which certainly cmi.llict witl1 the 
spirit of the law, have been adupte<l in order to efiec­
tively adjust a loan made at the legal rate to the 
market rate. One method is to lend to those who in 
some other way help you. Examples include the prac­
tice by lenders of favoring customers who maintain 
compensating <lepusit balances or whose firm clues. 

The effective rate on mortgages has traditionally 
been adjusted upward through the use of "point:" 
chargccl either to the buyer, the seller, or both. _.i,t 
times, loans ha\·e been granted by third parties at 
the legal r::He, after which the real lender then pur­
chases the loan at a discount. Other loans ha\'e 
been "closed" in a more liberal location, such as across 
a. state · line. Such techniques, although pcm1itting 
credit to flow, run risks of illeg,uity, are inefficient, 
an<l. prob,iLly cause cffccti•,c rates to be slightlr higher 
to the borrower anll Iu\nT to the saver than they 
wuul<l be in a free market sctti11g. 

Lenders in states \\ith low usury ceilings also have 
an option of 1110,ing funds into a. state with more 
liberal laws. Comments frum mapagers of funds indi­
cate that the inll'rstate mo\'emcnt of funds bec:lUsc 
of usury laws is sizable. Investment fun<ls lc:n-e the 
state to finance 111urtg:1ges in other states and to buy 
notes and bomls. :\!so, banks and savings an<l loan 
associations "sell" net sizable amounts of cl:ty-to-day 
Fccicral funds in the national money markets. This 
altcrnati\·e of lending in another state protects large 
lenders to some extc.'nt and makes ftmtls more rc:tdily 
avaibLle in states with liberal usury ceilings. Ilow­
evf'r, such mon'mL·nts tcml to be indliL·icnt since 
creclit is extended to less urgent projects and the cost 
of :1d111inistni11g tlic luan is increased. Also. in the 
low cl'ilin!..; state borrowers fi11cl credit still 111<1rl' dif­
ficult tu obLlin, lender.; with small amounts arc forcc<l 
to ,lCCl'pt lower yi1.:lds, and l'<.'tlnumic activity suffers. 
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EXHIBIT 

~~-



I 

I 

FCOCrlAL RC:5Envc OANK OF ST. LOUIS 

C <JIIC l11.-.ir111.~ 

Ceilings on interest rates arc relics of ancient and 
medieval tlwud1t, an<l ha\·e sur.i\"ccl to the present 
largdy hec:iusc of a Lic:k d conficlcnce in market forces 
or lll'cau,c of a prcrnmecl l,rncfit to hrghcr credit risks. 
Actually, supply and <lcm.uHl for fumb. rather than 
rate controls, ha\"t.' been the c:hief forces holding in­
terest rates at exi!>ting lcH·ls. 

Ceilings on rates may, at times, be of some benefit 
to borrowers easily <lcl·ei\"ed by unscrupulous lenders. 
However, usury laws cause a loss of incli\i<lual free­
dom, and in modern economies they arc disrupth·e, 
espccinlly <luring periods of inflation when interest 
rates, like other prices, rise. l:sury lnws arc based on 
false premises, operate pcn-crsclr, and arc economi­
cally incffic:ie:it. The che:ip mom•y which cannot Le 
obtained is of little uscful.:css. 

AUGUST 1974 

E!f cctivc usury ceilings, which alter the flow of 
funcls, lct:ml economic growth. The low maximums 
tc;,<l to prcvc11t credit from ilowing to higher risk 
individuals and husim:sses. Funds available arc chan­
nclle<l into well-established, low- risk functions. As a 
result, innovation is cliscoura:;ecl, economic progress 
is slowed, an<l compt:tition is rcduce<l. The recognition 
that usury laws arc burdensome, inequitable, and 
cause funds to leave the jurisdiction has led some 
states to rcla..x the la,v. 

Controls also adversely affect the saver. since they 
deny him the right to a competitive rclw-n on his 
fun<ls. This is especially true of smaller savers. Those 
with large amounts of savings can more easily hy-po.ss 
the controlled market by investing in uncontrolled 
central money and capital markets. Not only is the 
saver of moderate means injured, but the economy 
also loses as he becomes discouraged and saves less. 
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,,taJter E. Heller ,vestern 
INCORPORATED 

Mr. Joseph o. Sevigny 
406 E. 2nd Street 
Carson City, Nevada 89710 

Dear Mr. Sevigny: 

As a matter of introduction, our company is primarily 
engaged in the business of providing commercial and indus­
trial loans to companies throughout the United States, Can­
ada, and in nineteen foreign countries on five continents. 
We are a public company, trading our stock on the New York 
Stock Exchange. Throughout our network we employ over four 
thousand people and as of our fiscal year-end, on 12-31-77 
we had over four billion in assets! 

For many years we've had western regional offices in 
California, Arizona, New Mexico, Oregon and Washington. 
More recently we have started to do business in Utah and 
Texas. In all of these states we have been able to charge 
our standard rate of interest in compliance with each state's 
usury law. For quite some time we have been desirous of doing 
business in the state of Nevada as we do in the other Western 
States. 

According to the Nevada Revised Statutes 99.050, the 
maximum contract rate of interest is the greater of (a) 12% 
per annum; or (b) "if the lowest daily prime rate at the three 
largest United States banking institutions is 9% or more, the 
maximum rate of interest shall not exceed such lowest daily 
prime rate plus 3.5%". In these modern times of high cost 
money, these interest ceilings do not permit companies in our 
industry to do normal business activity in the state of Nevada. 
we are all well aware of the great business development dyna­
mics that are going on in these Western States, and of the 
tremendous need for many types of aggressive financing to 
satisfy this growth. To this end we would like to do business 
legally in the state of Nevada to help accelerate their pro­
gressive economic growth. 

We have had numerous inquiries from various industries 
in the state of Nevada for our financial services. And, of 
course, due to the restrictive usury statutes, we have been 
unable to respond. 

EXHIBIT C _c.J 

600 South Commonwealth Avenue, Los Angeles, California 90005 213/ 487-6611 

1:249 



.. , 
-~ t 

:;. # 

I 

I 

Mr. Joseph o. Sevigny page 2 December 1, '1.978 

We're sure the people of the state of Nevada would want 
the same financial opportunities as their neighboring Western 
States now enjoy. 

Walter E. Heller Western, Incorporated will be very 
interested in seeing some new interest rate ceiling legislation 
introduced in this upcoming legislative meeting. Also, we 
are undertaking communications with other companies in our 
industry to take an active interest in seeing some legisla­
tive changes made in this regard. 

We hope that we may have your help and influence to 
change these outmoded usury statutes in the state of Nevada. 

Our company and others in our industry can play a part 
in the stimulation of business growth in your state provided 
that your legislature has the foresight to impliment modern 
interest rate ceilings. 

Very truly yours, 
WALTER E. HELLER~ INC. 

4~ Gilbert D. rrus~ 
Vice President 

GDB:kr 
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Comptroller of the Currency 
Administrator of National Banks 

Washington, 0. C. 20219 

For Immediate release 

0a111 April 5., .1.979 

Comptroller of the Currency John G.Heimann today stated that the 
time has come to .reconsider. whe_ther usury laws se~v~ a ;1:>_ef'!-11 purpose 
_in our society. 

' • ; I • • ••) • • • • 

"A usury ceiling is not supposed to. be: a form ·.ot price control. It 
should function solely to protect the' financially weak, or unwary 
borrower from paying an exorbitant rate of 1nterest·; that is·, to 
prevent what amounts to extortion, or cupidity. To use it to control 
interest rates in _free capital .markets is.only to guarantee that 
money will not be generally available," said Heimann. . . 

Testifying before the House Subcommittee on Financial Institutions 
Supervision, Regulation and Insurance, the Comptroller said his agenc:l 
supports H. R. 2515 .. The bill would exempt business and agricultural 
loans of $25,000 or more from state usury ceilings until January 1, 
1981, and would establish a ceiling five percentage points above the 
Federal Reserve discount rate. But the.bill, Heimann noted, is "only 
a partial stop-gap measure" in relieving the burdens of usury ceilings, 
such as the 10 percent constitutional ceiling in Arkansas. 

Experiences with restrictive interest rate limitations show that 
conventional credit sources are closed off to high-risk and low-
income borrowers. Additionally, housing credit needs are not met, 
and state economies, business firms, individual borrowers and lending 
institutions in restricted areas are adversely affected, Heimann 
pointed out. Moreover, he noted, financial institutions in states 
with restrictive usury ceilings are reluctant to make costly small 
and short-term loans. 

In addition, Heimann said, since usury laws differ from state to state, 
variations in usury rates can distort the geographic distribution of 
credit. Funds flow to states that do not have restrictive usury 
ceilings. 

Heimann said the failure of many states to adopt the Uniform Consumer 
Credit Code, the variance of usury laws from state to state, and the 
realities of financial and capital markets point up the·need to bring 
about change on a national scale. Usury laws even differ from bank 
to bank, he observed, since national banks have the competitive 
advantage, under 12 U.S.C. 85, of charging 1 percent above the Federal 
Reserve discount rate. 

(more) 
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The solution is not to roll back the competitive advantage of national 
banks, he said, but to "recognize the urgency of the situat~on and to 
work toward the removal of artificial credit constraints," mindful of 
the "legitimate concern for the small, financially weak borrower who 
may fall prey to disreputable lending practices." 

"If we do not soon release our financial institutions from the grip 
of antiquated and labyrinthine laws which restrict competition, we 
are condemning them to a handicapped role in the marketplace," said 
Heimann. 

"We believe that a competitive marketplace in which all providers of 
a financial service can compete on an equal footing is a desirable 
goal to pursue, and that we should proceed to phase out in an orderly 
manner those restrictions that impede attainment of that goal," the 
Comptroller concluded. · 
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