AMENDED IN ASSEMBLY MAY 11, 1998
AMENDED IN SENATE MARCH 16, 1998

SENATE BILL No. 1624

Introduced by Senator Lewis

February 12, 1998

An—aectto—amend—Section—18437—of-theFinancial-Cdde act
to amend Sections 201, 202, and 206 of, and to add Section 163.5
to, the Corporations Code, to amend Sections 4828.3, 18000,
18003, 18011, 18014, 18023, 18023.1, 18024, 18025, 18040, 18060,
18061, 18100, 18100.5, 18101, 18115, 18117, 18119, 18190, 18205,
18205.5, 18208, 18210, 18216, 18218, 18265, 18266, 18266.1, 18268,
18269, 18271, 18290, 18293, 18315, 18317, 18321, 18341, 18436,
18438, 18441, 18445, 18446, 18447, 18448, 18450, 18451, 18452,
18454, 18455, 18563, 18583, 18586, and 18594 of, to add Sections
18001.3, 18001.7, 18002.2, 18002.4, 18002.6, 18012.3, 18012.5,
18012.7, 18014.3, 18014.6, 18014.9, 18016.5, 18019.1, 18020.2,
18020.6, 18020.8, 18022.3, 18022.7, 18105, 18448.1, and 18448.2
to, to add Chapter 1.5 (commencing with Section 18070),
Chapter 2.3 (commencing with Section 18130.01), and
Chapter 2.7 (commencing with Section 18160.01) to Division
7 of, to add Article 4 (commencing with Section 18245) to
Chapter 3 of Division 7 of, to repeal Sections 18011.1, 18018.2,
18018.3, 18018.4, 18018.5, 18018.6, 18042, 18043, 18057, 18059,
18116, 18120, 18206, 18230, 18266.2, 18266.3, 18319, 18320, 18437,
and 18582 of, to repeal Article 3 (commencing with Section
18130), Article 4 (commencing with Section 18145), and
Article 5 (commencing with Section 18165), of Chapter 2 of
Division 7 of, and to repeal and add Sections 18003.5, 18016,
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18017, 18018, 18018.1 18019, 18020, 18021, 18041, 18102, 18442,
and Chapter 7 (commencing with Section 18475) of Division
7 of, the Financial Codeglating to industrial loan companies.

LEGISLATIVE COUNSEL'S DIGEST

SB 1624, as amended, Lewis. Industrial loan companies:
leans—residency

Existing law provides for the regulation of banks, trust
companies, industrial loan companies, savings associations,
credit unions, and other financial institutions by the
Department of Financial Institutions.

This bill would make certain changes to the Banking Law
and the Industrial Loan Company Law, to, among other
things, change references to the Industrial Loan Law that is
also known as the Thrift and Loan Law to the Industrial
Banking Law, and change references to industrial loan
companies to industrial banks. It would make industrial loan
companies subject to certain merger provisions applicable to
banks and revise and recast various other provisions, as
specified, to conform various provisions of the Industrial Loan
Law to the Banking Law.

I 0 hibi ndustrial] any

Vote: majority. Appropriation: no. Fiscal committee— no
yes State-mandated local program: no.
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The people of the State of California do enact as follows:
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S.

SECTION 1. Section 163.5 is added to the
Corporations Code, to read:

163.5. “Corporation subject to the Industrial Banking
Law” means any corporation which, with the approval of
the Commissioner  of  Financial Institutions, is
incorporated for the purpose of engaging in, or amends
its articles for the purpose of engaging in, or which is
authorized by the Commissioner of Financial Institutions
to engage in, the industrial banking business.

SEC. 2. Section 201 of the Corporations Code is
amended to read:

201. (a) The Secretary of State shall not file articles
setting forth a name in which “bank,” “trust,” “trustee”
or related words appear, unless the certificate of approval
of the Commissioner of Financial Institutions is attached
thereto. This subdivision does not apply to the articles of
any corporation subject to the Banking Lawr to the
Industrial Banking Law on which is endorsed the
approval of the Commissioner of Financial Institutions.

(b) The Secretary of State shall not file artieles—which
that set forth a name which is likely to mislead the public
or which is the same as, or resembles so closely as to tend
to deceive, the name of a domestic corporation, the name
of a foreign corporatiocr—whichthat is authorized to
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transact intrastate business or has registered its name
pursuant to Section 2101, a name—whittiat a foreign
corporation has assumed under subdivision (b) of Section
2106, a name which will become the record name of a
domestic or foreign corporation upon the effective date
of a filed corporate instrument where there is a delayed
effective date pursuant to subdivision (c) of Section 110
or subdivision (c) of Section 5008, or a name—whibhat

is under reservation for another corporation pursuant to
this section, Section 5122, Section 7122, or Section 9122,
except that a corporation may adopt a name that is
substantially the same as an existing domestic corporation
or foreign corporation—which that is authorized to
transact intrastate business or has registered its name
pursuant to Section 2101, upon proof of consent—by- such
the domestic or foreign corporation and a finding by the
Secretary of State that wunder the circumstances the
public is not likely to be misled.

The use by a corporation of a name in violation of this
section may be enjoined notwithstanding the filing of its
articles by the Secretary of State.

(c) Any applicant may, upon payment of the fee
prescribed therefor in the Government Code, obtain
from the Secretary of State a certificate of reservation of
any name not prohibited by subdivision (b), and upon the
issuance of the certificate the name stated therein shall be
reserved for a period of 60 days. The Secretary of State
shall not, however, issue certificates reserving the same
name for two or more consecutive 60-day periods to the
same applicant or for the use or benefit of the same
person, partnership, firm or corporation; nor shall
consecutive reservations be made by or for the use or
benefit of the same person, partnership, firm or
corporation of names so similar as to fall within the
prohibitions of subdivision (b).

SEC. 3. Section 202 of the Corporations Code is
amended to read:

202. The articles of incorporation shall set forth:

(@) The name of the -corporatier—previded—hoewever,

that However, in order for the corporation to be subject
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to the provisions of this division applicable to a close
corporation (Section 158), the name of the corporation
must  shall contain the word———cerporatioh”,

- “corporation,” ‘incorporated,” or
“limited” or an abbreviation of one efsudhosewords.

(b) (1) The  applicable one of the following
statements:

() The purpose of the corporation is to engage in any
lawful act or activity for which a corporation may be
organized under the General Corporation Law of
California other than the banking business, the trust
company business or the practice of a profession
permitted to be incorporated by the California
Corporations Code; or

(i) The purpose of the corporation is to engage in the
profession of (with the insertion of a profession
permitted to be incorporated by the California
Corporations Code) and any other Ilawful activities
(other than the banking or trust company business) not
prohibited to a corporation engaging ——sucthat
profession by applicable laws and regulations.

(2) In case the corporation is a corporation subject to
the Banking Law, the articles shall set forth a statement
of purpose—whieh that is prescribed in the applicable
provision of the Banking Law.

(3) In case the corporation is a corporation subject to
the Insurance Code as an insurer, the articles shall
additionally state that the business of the corporation is to
be an insurer.

(4) In the case where the corporation is subject to the
Industrial Banking Law, the articles shall set forth a
statement of purpose that is prescribed in the applicable
provision of that law.

The articles shall not set forth any further or additional
statement with respect to the purposes or powers of the
corporation, except by way of limitation or except as
expressly required by any law of this state other than this
division or any federal or other statute or regulation
(including the Internal Revenue Code and regulations
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—7— SB 1624

thereunder as a condition of acquiring or maintaining a
particular status for tax purposes).

(c) The name and address in this state of the
corporation’s initial agent for service of process in
accordance with subdivision (b) of Section 1502.

(d) If the corporation is authorized to issue only one
class of shares, the total number of shares—wihett the
corporation is authorized to issue.

(e) If the corporation is authorized to issue more than
one class of shares, or if any class of shares is to have two
or more series:

(1) The total number of shares of each class the
corporation is authorized to issue, and the total number
of shares of each series—whictinat the corporation is
authorized to issue or that the board is authorized to fix
the number of shares efany-swdthseries;

(2) The designation of each class, and the designation
of each series or that the board may determine the
designation of any such series; and

(3) The rights, preferences, privileges and restrictions
granted to or imposed upon the respective classes or
series of shares or the holders thereof, or that the board,
within any limits and restrictions stated, may determine
or alter the rights, preferences, privileges and restrictions
granted to or imposed upon any wholly unissued class of
shares or any wholly unissued series of any class of shares.
As to any series the number of shares of which is
authorized to be fixed by the board, the articles may also
authorize the board, within the Ilimits and restrictions
stated therein or stated in any resolution or resolutions of
the board originally fixing the number of shares
constituting any series, to increase or decrease (but not
below the number of shares —ef—sucleries then
outstanding) the number of shares of -ary—stitit series
subsequent to the issue of shares of that series. In case the
number of shares of any series shall be so decreased, the
shares constitutinrg—suchthe decrease shall resume the
status—whiehthat they had prior to the adoption of the
resolution originally fixing the number of shares—ef—such
the series.
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SEC. 4. Section 206 of the Corporations Code is
amended to read:

206. Subject to any limitation contained in the articles
and to compliance with any other applicable laws, any
corporation other than a corporation subject to the
Banking Law the Industrial Banking Law, or a
professional corporation may engage in any business
activity; and a corporation subject to the Banking Law
the Industrial Banking Law,or a professional corporation
may engage in any business activity not prohibited by the
respective statutes and regulations to which it is subject.

SEC. 5. Section 4828.3 of the Financial Code is
amended to read:

4828.3. A California state bankr an industrial loan
company may, with the approval of the commissioner and
its board and, if the transaction constitutes a
reorganization as defined in Section 181 of the
Corporations Code, subject to the provisions of Chapter
12 (commencing with Section 1200) of Division 1 of Title
1 of the Corporations Code, acquire in a single transaction
all (except directors’ qualifying shares, if any) of the
outstanding shares of another depository corporation in
accordance with a plan that provides either of the
following:

(@) That the other depository corporation shall (1)
immediately sell its whole business unit (as defined in
Section 4840) to the California state bamk industrial
loan company and (2) shall thereafter wind up and
dissolve or, if the other depository corporation is a
California state bankor an industrial loan companyand
if the commissioner so approves, change into a nonbank
corporation by amending its articles and changing its
name.

(b) That the other depository corporation shall
immediately merge into the California state bark
industrial loan company

SEC. 6. Section 18000 of the Financial Code is
amended to read:
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—9— SB 1624

18000. This division shall be known and may be cited
as the “Industrial Loan Law” or the—Fhrift—and—tLean
Eaw™ “Industrial Banking Law.”

SEC. 7. Section 18001.3 is added to the Financial
Code, to read:

18001.3. “Articles” has the meaning set forth in
Section 154 of the Corporations Code.

SEC. 8. Section 18001.7 is added to the Financial
Code, to read:

18001.7. “Board” has the meaning set forth in Section
155 of the Corporations Code.

SEC. 9. Section 18002.2 is added to the Financial
Code, to read:

18002.2. “Contributed capital” means all of
shareholders’ equity other than retained earnings.
However, nothing in this section prohibits an industrial
loan company from transferring amounts from time to
time from its retained earnings to its contributed capital,
subject to any applicable statutes, regulations, and
generally accepted accounting principles.

SEC. 10. Section 18002.4 is added to the Financial
Code, to read:

18002.4. “Control” means possession, direct or
indirect, of the power to do either of the following:

(@) Vote 25 percent or more of any class of the voting
securities issued by a person.

(b) Direct or cause the direction of the management
and policies of a person whether through the ownership
of voting securities, by contract (other than a credit
contract or commercial contract for goods or
nonmanagement services), or otherwise. However, no
individual shall be deemed to control a person solely on
account of being a director, officer, or employee of the
person. For purposes of this subdivision, a person who,
directly or indirectly, owns, controls, holds with the
power to vote, or holds proxies representing, 10 percent
or more of the then outstanding voting securities issued
by another person, is presumed to control the other
person.
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SEC. 11. Section 18002.6 is added to the Financial
Code, to read:

18002.6. “Directors” has the meaning set forth in
Section 164 of the Corporations Code.

SEC. 12. Section 18003 of the Financial Code is
amended to read:

18003. “ndustrial—lean—eoempany=——‘Industrial loan

company,” “‘industrial bank,” “thrift and loan -cempany”,

company,” or “company” means —any—cerperatior—which
H—the—regtlar—course—athusiess—oaRs—meney—and—Iissues

divisien a corporation organized under the laws of this
state the primary purpose of which is to engage in the
industrial banking business

SEC. 13. Section 18003.5 of the Financial Code is
repealed.

18063-5—Inhsured—eomparty—means—a—thrft—and—oan
company—Hheensed—by—the—ecommissiener—under— this
division,—the—investment—certificates—ef—which—are—msured
by—the—Federal—bBepest—insurance—Ceorperatten—under
appheablefederaHaw

SEC. 14. Section 18003.5 is added to the Financial
Code, to read:

18003.5. (a) When used with respect to an industrial
loan company, ‘insured” means an industrial loan
company that is insured by the Federal Deposit
Insurance  Corporation under the Federal Deposit
Insurance Act (12 U.S.C. Sec. 1811 et seq.).

(b) When used with respect to an investment
certificate, ‘“insured” means an investment certificate
that is insured by the Federal Deposit Insurance
Corporation under the Federal Deposit Insurance Act
(12 U.S.C. Sec. 1811 et seq.).

SEC. 15. Section 18011 of the Financial Code is
amended to read:

18011. “Affiliated—eempany-—as—used—in—this—division,

i ement
: - heompany” means
a person, other than an individual that, directly or
indirectly through one or more intermediaries, controls,
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— 11— SB 1624

is controlled by, or is under common control with, an
industrial loan company.

SEC. 16. Section 18011.1 of the Financial Code is
repealed.

180 A—AHhate—means—an—atHhated—company—or a
persen—who,—directly—oer—indirectly—econtrols—eover— 10
pereent-etthevoting-stoek-otantrdustraHean-company.

SEC. 17. Section 18012.3 is added to the Financial
Code, to read:

18012.3. “Distribution to its shareholders” has the
meaning set forth in Section 166 of the Corporations
Code. However, in Division 1 (commencing with Section
100) of Title 1 of the Corporations Code and in this
division, “distribution to its shareholders” does not
include any purchase of shares by an industrial loan
company or by a majority-owned subsidiary of an
industrial loan company that is necessary to reduce or
avoid loss to the industrial loan company or to the
subsidiary on an extension of credit previously made in
good faith. Also, in this division, “distribution to its
shareholders” includes any distribution made by an
industrial loan company or by a majority-owned
subsidiary of an industrial loan company to the
shareholders of any corporation of which the industrial
loan company is a majority-owned subsidiary.

SEC. 18. Section 18012.5 is added to the Financial
Code, to read:

18012.5. “Holding company” means a person, other
than an individual, that is a “controlling person,” as
defined in Section 18475.

SEC. 19. Section 18012.7 is added to the Financial
Code, to read:

18012.7. “Majority-owned subsidiary” has the
meaning set forth for “subsidiary” in subdivision (a) of
Section 189 of the Corporations Code.

SEC. 20. Section 18014 of the Financial Code is
amended to read:

18014. —“Obligatior™—“Obligation,” as used in Sections
18265, 18271, and 18272—and—318343includes lease

obligations-as-autherized-by-Seetion18310
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SEC. 21. Section 18014.3 is added to the Financial
Code, to read:

18014.3. “Office” includes head office, branch office,
facility, and any other authorized place of business of an
industrial loan company, but excludes the residence of an
employee or representative of a company used solely for
the solicitation of loans or leases.

SEC. 22. Section 18014.6 is added to the Financial
Code, to read:

18014.6. “Head office” means the principal place of
business of an industrial loan company.

SEC. 23. Section 18014.9 is added to the Financial
Code, to read:

18014.9. “Branch office” means any office, other than
the head office, at which an industrial loan company
engages in the industrial loan business, and at which it
offers and sells investment certificates.

SEC. 24. Section 18016 of the Financial Code is
repealed.

186+6—4nvestment—eertfteates—ratte—as—uased—h—this

SEC. 25. Section 18016 is added to the Financial Code,
to read:

18016. “Person” means an individual, sole
proprietorship, partnership, joint venture, association,
trust, estate, business trust, corporation, limited liability
company, sovereign government or agency,
instrumentality, or political subdivision thereof, or any
similar entity or organization.

SEC. 26. Section 18016.5 is added to the Financial
Code, to read:

18016.5. “Premium finance agency” has the meaning
set forth in Section 18560.

SEC. 27. Section 18017 of the Financial Code is
repealed.
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— 13— SB 1624

}SGH—Assets—as—used—m—thﬁ—eLM&eﬁ—means all
es.

SEC. 28. Section 18017 is added to the Financial Code,
to read:

18017. “Shares” has the meaning set forth in Section
184 of the Corporations Code.

SEC. 29. Section 18018 of the Financial Code is
repealed.

18018 — Capitalas—used—in—this—divisien,—consists—of all
otthetellowg:

a)—Capialsteek.

By Primary—eaptal—to—the—extept—noet—eclyded- In
capital-stoek. I

SEC. 30. Section 18018 is added to the Financial Code,
to read:

18018. “Shareholder” has the meaning set forth in
Section 185 of the Corporations Code.

SEC. 31. Section 18018.1 of the Financial Code is
repealed.

bt).

SEC. 32. Section 18018.1 is added to the Financial
Code, to read:

18018.1. “Shareholder equity” means the difference
between assets and liabilities of an industrial company as
set forth on its balance sheet and prepared in accordance
with generally accepted accounting principles.

SEC. 33. Section 18018.2 of the Financial Code is
repealed.

18018 2—Secondary—<captal—as—used—ta—this—diwsion,
means—the—sum—eof—mandatory—convertible—debt—that4s not

heluded—in—primary—captial—Hmited—life—preferred—stock,
and—subordinated-—notes—and—debentures—all—r—anr—amount
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ital.
SEC. 34. Section 18018.3 of the Financial Code is
repealed.

18648-3—Perpetual—preferred——steek—as—used—#— this

wetghted—average—maturities—ef—atleast—seven—years—to be
el ded withi ol I I .

SEC. 35. Section 18018.4 of the Financial Code is
repealed.

1860184—Mandatory—convertble—debt—as—uased—n—this

SEC. 36. Section 18018.5 of the Financial Code is
repealed.

18018.5 “Limited—life—preferred;” —as—used—in—this
i | e

fty or
Ider.
SEC. 37. Section 18018.6 of the Financial Code is
repealed.
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n.
SEC. 38. Section 18019 of the Financial Code is
repealed.

L " e | in_this_division- ans
i ck

SEC. 39. Section 18019 is added to the Financial Code,
to read:

18019. “Vote” has the meaning set forth in Section 194
of the Corporations Code.

SEC. 40. Section 18019.1 is added to the Financial
Code, to read:

18019.1. “Voting power” has the meaning set forth in
Section 194.5 of the Corporations Code.

SEC. 41. Section 18020 of the Financial Code is
repealed.

18026—Anr—mdustral—tean—ecoempany—shal—net—appoint
or—eontinde—in—office—any—officer—directer—or—management
persennel—whe—do—neot—have—the—qgualfications—regquired by

).
SEC. 42. Section 18020 is added to the Financial Code,
to read:
18020. The General Corporation Law (Division 1
(commencing with Section 100) of Title 1 of the
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Corporations Code) applies to industrial loan companies.
However, whenever any provision of this division or of
any regulation or order issued under any provision (other
than this section) of this division applicable to industrial
loan companies is inconsistent with any provision of the
General Corporation Law, the provision of this division or
of the regulation or order applies and the provision of the
General Corporation Law does not apply.

SEC. 43. Section 18020.2 is added to the Financial
Code, to read:

18020.2. If and to the extent that any provision of this
division is preempted by federal law, the provision does
not apply and shall not be enforced.

SEC. 44. Section 18020.6 is added to the Financial
Code, to read:

18020.6. No industrial loan company shall be a close
corporation, as defined in Section 158 of the Corporations
Code.

SEC. 45. Section 18020.8 is added to the Financial
Code, to read:

18020.8. (a) All references in this division and in
Division 1 (commencing with Section 100) of Title 1 of
the Corporations Code to financial statements, balance
sheets, income statements and statements of cash flows of
an industrial loan company and all references to assets,
liabilities, earnings, retained earnings, shareholders’
equity, and similar accounting items of an industrial loan
company mean the financial statements or the items
prepared or determined in conformity with generally
accepted accounting principles then applicable, fairly
presenting in  conformity with generally accepted
accounting principles the matters that they purport to
present, subject to any specific accounting treatment
required by any provision of Division 1 (commencing
with Section 100) of Title 1 of the Corporations Code, of
this division, or of any regulation or order issued under
this division.

(b) The commissioner may, by regulation or order,
require that any financial statement or accounting item
of an industrial loan company be prepared or determined
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— 17 — SB 1624

in a manner other than in conformity with generally
accepted accounting principles if the commissioner finds
that the other manner is necessary or advisable to carry
out the purposes or provisions of this division.

SEC. 46. Section 18021 of the Financial Code is
repealed.

: ) . e the
& gnlees_ IHII WG —o ellslelese fRaneial —ecords—of

ner.

SEC. 47. Section 18021 is added to the Financial Code,
to read:

18021. The amount of funds of an industrial loan
company that are deposited in any other financial
institution (except a Federal Reserve bank) shall not at
any time exceed 10 percent of the shareholders’ equity of
the depositing industrial loan company unless the
financial institution has been designated as a depositary
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for the funds of the depositing industrial loan company by
the board of the depositing industrial loan company, and
unless the financial institution has been approved by the
commissioner as a depositary for the purposes of this
section. The commissioner may in his or her discretion
revoke his or her approval of any depositary and may in
his or her discretion limit the amount of funds that may
be deposited by an industrial loan company with any
other financial institution. A deposit by one industrial
loan company with another financial institution shall not
be regarded as a loan.

SEC. 48. Section 18022.3 is added to the Financial
Code, to read:

18022.3. (a) An industrial loan company may invest
in securities, except equity securities, which in the
informed opinion of the industrial loan company, it is
prudent to invest its funds.

(b) Unless otherwise approved by the commissioner,
an industrial loan company shall not invest an amount
exceeding 15 percent of its shareholders’ equity in the
securities, except equity securities, of any one obligor or
maker, except:

(1) Obligations of the United States and those for
which the faith and credit of the United States are
pledged for the payment of principal and interest.

(2) Bonds, consolidated bonds, collateral  trust
debentures, or other obligations issued by the Federal
Financing Bank, the United States Postal Service, federal
land banks or federal intermediate credit banks
established under the Federal Farm Loan Act, as
amended; in debentures and consolidated debentures
issued by the Central Bank for Cooperatives and banks for
cooperatives established under the Farm Credit Act of
1933, as amended; in consolidated notes, bonds,
debentures, and other obligations issued by federal land
banks, federal intermediate credit banks, and banks for
cooperatives under the Farm Credit Act of 1971; in the
bonds of any federal home loan bank established under
the Federal Home Loan Bank Act; and in stock, bonds,
debentures, participations, and other obligations of or
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issued by the Student Loan Marketing Association, the
Federal National Mortgage Association, the Government
National Mortgage Association, and the Federal Home
Loan Mortgage Corporation.

(3) Obligations of the State of California and those for
which the credit of the State cf California is pledged for
the payment of principal and interest.

(4) Obligations of a local agency or district of the State
of California having the power, without limit as to rate or
amount, to levy taxes to pay the principal and interest of
the bonds upon all property within its boundaries subject
to taxation by the local agency or district.

(c) If any industrial loan company has made
investments that it was authorized to make at the time
they were made, it shall not be required to dispose of the
investments by reason of adoption of any amendments to
this article.

SEC. 49. Section 18022.7 is added to the Financial
Code, to read:

18022.7. An industrial loan company may invest in
equity securities of one or more organizations subject to
any regulations that the commissioner may prescribe.

SEC. 50. Section 18023 of the Financial Code is
amended to read:

18023. If an industrial loan company has investment
or thrift certificates outstanding, ther—sudhe company
shall not borrow, except by the sale of investment or thrift
certificates, in an amount |n excess of 300 perceH{—ef the

tock,
itsjts shareholders’ equity,
without the written consent of the commissioner. All
sums so borrowed in excess of 150 percem—ef—eu%s%andlng
fitsits
shareholders’ eqwtyshall be unsecured borrowmgs or, if
secured, approved in writing by the commissioner in

advance of the borrowings—anrd—be—ineluded- as
wvestment—or—thriit—eertiheates—Ffor—purpeses— of
computing—the—ratio—allowed—under—Seetions—318319- and
18320
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SEC. 51. Section 18023.1 of the Financial Code is
amended to read:

18023.1. In addition to the borrowings under Section
18023, an industrial loan company may borrow funds from
the Federal Home Loan Bankthe Federal Deposit
Insurance Corporation, or a Federal Reserve Bamiich
borrowed funds shall not be included in the borrowing
limitations contained in Section 18023.

SEC. 52. Section 18024 of the Financial Code is
amended to read:

18024. An industrial loan company shall not transact
business or make any loan provided for by this division
under any other name than that set forth in the articles
ef—meemep%ea—as—ﬂed—w&h—the—eemmwener upon
written consent of the commissioner, under a fictitious
business name

SEC. 53. Section 18025 of the Financial Code is
amended to read:

18025. No person shall use a holding company or any
other device for the purpose of evading or avoiding any
of the provisions of this division. This section shall not
affect the right of a holding company to issue preferred
stock or debentures when permitted to do so under the

Corporate Securities Law of 1968—“He+d+ng—eempany"

owned—eontrols—er—has—the—power—to—eontrola—materty of
the-shares-efan-ndustral-Hean-cempany.

SEC. 54. Section 18040 of the Financial Code is
amended to read:

18040. An industrial loan company may purchase,

hold, and convey real property—for—the—following—purposes
enly as follows

(a) Realproperty—conveyed—to—H—r——satistaction—et—debts
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fe)j-Real property necessary as premises for the
transaction of its business. No company shall invest
directly or indirectly an amount exceeding one-third of

its paid-up capital stock and surplus not available for

dividends as provided in Section 18319 in the lot and

building in which the business of the company is carried

on, leasehold improvements, furniture, fixtures, vaults,

automobiles, and other personal property, necessary and
proper to carry on its business.

{eh—Theprovistensotthisseetionshat-retapphy to

(b) Real property acquired and held for lease—pursuant
to-Seetion18310

SEC. 55. Section 18041 of the Financial Code is
repealed.

eommissiener.

SEC. 56. Section 18041 is added to the Financial Code,
to read:

18041. (a) An industrial loan company may acquire
and hold real property as follows:

(1) Property that is conveyed to the industrial loan
company in full or partial satisfaction of extensions of
credit previously made in good faith.

(2) Property that is acquired by the industrial loan
company (A) at a sale under a mortgage or deed of trust
held by it or (B) under a judgment or decree in its favor.

(3) Property that is acquired when necessary to
prevent or reduce loss arising out of an extension of credit
or investment previously made in good faith or to prevent
the elimination of any security interest or lien.

(b) An industrial loan company shall dispose of any
real property that is acquired under subdivision (a) and
that is not held for a purpose described in Section 18040
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whenever the industrial loan company can dispose of the
real property in a manner sufficient to cover all losses of
the company relating to the extension of credit or
investment.

SEC. 57. Section 18042 of the Financial Code is
repealed.

18042 —Fhe—adtherity—ot—a—threefourths—vete—of—al the

bﬁsmess_—as—&ﬂ—melus{fﬁgl—le&n—eempany—ekte—au%heﬁze the
eens#ue&eﬁ—ef—sueh—bﬂﬂéﬂg. . . _

SEC. 58. Section 18043 of the Financial Code is
repealed.

; retary.
SEC. 59. Section 18057 of the Financial Code is
repealed.

n.
SEC. 60. Section 18059 of the Financial Code is
repealed.

18059 —Advertisthg—pertatring—to—protecton— of
aceounts—by—Fhriit—Guaranty—Cerporatten—oet—Calfernia
shat-be-in-aceordanee-with-Seetion18506.

SEC. 61. Section 18060 of the Financial Code is
amended to read:

18060. (a) Except as provided in subdivision (lan
industrial loan compary—which that issues thrift
certificates shall not use any thrift advertisemert—which
that refers to the industrial loan company’s ownership by,
or affiliation with, any other entity unless the
advertisement also discloses in as prominent a manner
and as large a type size as the referenced ownership or
affiliation was stated, whether or not the owner—er—affiliate
affiliated company so named guarantees thrift
certificates issued by the industrial loan company.
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(b) (1) Subdivision (a) applies to an insured company
when the other entity guarantees the thrift certificates
issued by the insured company.

(2) Subdivision (a) does not apply to an insured
company when the other entity does not guarantee the
thrift certificates issued by the insured company and the
advertisement referring to the insured company’s
ownership by, or affiliation with, the other entity does not
state or imply that the assets or reserves of the other
entity may be used to guarantee thrift certificates of the
insured company.

SEC. 62. Section 18061 of the Financial Code is
amended to read:

18061. If an industrial loan company refers in any
advertisement to rates of charge, discount, charges or
costs of loans;—the—cemmissioner—shal—require—that- they
those charges shalbe stated fully and clearly +r—such
manner as—he—deemsnay be necessary to prevent
misunderstanding thereof by prospective borrowers and
to give adequate information to prospective borrowers.
If the rates or costs advertised do not apply to loans of all
classes, this fact shall be clearly indicated in the
advertisement.

SEC. 63. Chapter 1.5 (commencing with Section
18070) is added to Division 7 of the Financial Code, to
read:

CHAPTERL.5. TRANSITIONPROVISIONS

18070. In this chapter, unless the provision or context
requires otherwise:

(@) New “General Corporation Law” means Division
1 (commencing with Section 100) of Title 1 of the
Corporations Code, as in effect on and after January 1,
1977.

(b) “Prior Industrial Loan Law” means this division, as
in effect on December 31, 1998.

(c) “Prior General Corporation Law” means Division
1 (commencing with Section 100) of Title 1 of the
Corporations Code, as in effect on December 31, 1976.
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(d) “Revised Industrial Banking Law” means this
division, as in effect on and after January 1, 1999.

(e) “Subject institution” means any  corporation
incorporated under the laws of this state which is, with
the approval of the commissioner, incorporated for the
purpose of engaging in, or which is authorized by the
commissioner to engage in, the industrial banking
business under this division.

18071. For purposes of Chapter 23 (commencing with
Section 2300) of the new General Corporation Law, in the
case of any subject institution existing on January 1, 1979:

(@) The term “new law” shall mean the new General
Corporation Law, subject, however, to the provisions of
Section 18020 of the revised Industrial Banking Law.

(b) The term “prior law” shall mean the prior General
Corporation Law.

(c) The term “effective date” shall mean January 1,
1999.

18072. (a) (1) Section 18130.01 of the revised
Industrial Banking Law shall not apply to any subject
institution existing on January 1, 1979, unless and until an
amendment of the articles of the subject institution is
filed with the Secretary of State pursuant to Section 2302
of the new General Corporation Law.

(2) An  amendment of the articles of a subject
institution existing on January 1, 1979, that is filed with the
Secretary of State pursuant to Section 2302 of the new
General Corporation Law may be adopted by approval of
the board alone in accordance with the second sentence
of Section 2302 of the new General Corporation Law,
notwithstanding the fact that the amendment changes
the articles to conform to the provisions of Section
18130.01 of the revised Industrial Banking Law.

(b) (1) Each subject institution incorporated after
January 1, 1979, shall amend its articles to conform to
Section 18130.01 of the revised Industrial Banking Law on
or before January 1, 2000.

(2) An  amendment of the articles of a subject
institution existing on January 1, 1979, that is filed with the
Secretary of State pursuant to Section 2302 of the new
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General Corporation Law may be adopted by approval of
the board alone in accordance with the second sentence
of Section 2302 of the new General Corporation Law,
notwithstanding the fact that the amendment changes
those articles to conform to Section 18130.01 of the revised
Industrial Loan Law.

18073. Article 5 (commencing with Section 18150.01)
of Chapter 2.3 of the revised Industrial Banking Law
applies to any distribution to its shareholders made after
January 1, 2003, by a subject institution existing on
January 1, 1999, except that any distribution effected
pursuant to a contract for the purchase or redemption of
shares entered into by the subject institution prior to
January 1, 1999, may be made if permissible under the
applicable provisions of the revised Industrial Banking
Law and the new General Corporation Law or under the
applicable provisions of the prior Industrial Loan Law
and the prior General Corporation Law in effect at the
time the contract was entered into.

SEC. 64. Section 18100 of the Financial Code is
amended to read:

18100. When authorized by the commissioner as
provided in this chapter, a corporation may be organized
under the laws of this state, or an existing California
corporation may amend its articles of incorporation, to

engage |n an mdustrlal loan busmess—E*eeﬁt—as—e%hermse

SEC. 665. Sectlon 181005 of the Flnanc:|a| Code is
amended to read:

18100.5. Each industrial loan company, other than a
premium finance ageney—whickhat has issued and has
outstanding thrift obligations shall, as a condition to its
authority to conduct business under this division,
participate as a member of the Federal Deposit Insurance
Corporaﬂm—er—&s—a—member—m—the—?hﬂﬁ—eua{anty
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SEC. 66. Section 18101 of the Financial Code is
amended to read:

18101. (a) If the commissioner approves an
application to engage in business as an industrial loan
company filed pursuant to Article 2 (commencing with
Section 18115)—ef—this—<chapter,—,hethe articles or
certificate  of amendment of the articles shall be
submitted to the commissioner for approval. After the
articles or the certificate of amendment is approved by
the commissioner and the commissioner’s approval has
been endorsed thereon, the articles or the certificate of
amendment shall be filed with the Secretary of State.
After the articles or certificate of amendment is filed with
the Secretary of State, a copy thereof certified by the
Secretary of State shall be filed with the commissioner.

(b) After subdivision (a) and Section 18130.01 have
been complied with and after all conditions precedent to
the issuance of the certificate of authority have been
fulfiled, the commissionershall issue a certificate in

duplicate authorizing——the——organization— of the
corporatlor-\—er—the—ameﬂdmem—ef—i%s—ameles— of

bedeeatedo transact the industrial loan business
SEC. 67. Section 18102 of the Financial Code is
repealed.

8101.
SEC. 68. Section 18102 is added to the Financial Code,
to read:
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18102. No industrial loan company shall transact
industrial loan business, including, but not limited to,
issuing investment certificates, until the commissioner
has issued a certificate of authority authorizing it to
transact industrial loan business.

SEC. 69. Section 18105 is added to the Financial Code,
to read:

18105. A sale, merger, or conversion involving an
industrial loan company and another industrial loan
company or similar institution, a bank, or a savings
association is subject to Division 1.5 (commencing with
Section 4800).

SEC. 70. Section 18115 of the Financial Code is
amended to read:

18115. -Ar—(a) Except as otherwise provided in
subdivision (b), anapplication for authority to engage in
the industrial loan business shall be—r—subk form—and
shall containr—suehthe information—as shall be signed in
the manner, and shall, if the commissioner so requires, be
verified in the manner thatthe commissioner may
require and shall be accompanied by a filing fee—ef four
hundredfive thousandlollars{$460)$5,000)

(b) An application for authority to engage primarily in
the business of insurance premium financing as a
premium finance agency shall, be in the form, contain the
information, be signed in the manner, and, if the
commissioner so requires, be verified in the manner that
the commissioner may require and shall be accompanied
by a filing fee of one thousand dollars ($1,000).

SEC. 71. Section 18116 of the Financial Code is
repealed.
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SEC. 72. Section 18117' of the Financial Code is
amended to read:

18117. The commissioner—uper—reasenable—notice
and—oppertunity—to—be—heardnay deny—thean application
for authority to engage in the industrial loan business for
any of the following reasons:

(a) Fhe—pubhe—eonvenierce—and—advantage—wil—net be
promoted—by—the—estabhshment—et—the—propesed—adustrial

b)y-The industrial loan company is being formed for a
purpose other than the legitimate objectives
contemplated by this division.

(b) The proposed capitql structure is inadequate.
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(c) The commissioner has made a negative finding
under Section 18343 with regard to any proposed officer,
director, or controlling person, as that term is defined in
Section 18475, of the proposed industrial loan company.

(d) The applicant has not complied with all the
applicable provisions of this division.

(e) The proposed officers and directors do not have
sufficient banking, industrial loan, finance company, or

other experience—to—afferd——reasenable—promise  of
sueeesstul-eperation

() A false statement of a material fact has been made
in the application.

() The applicant or any officer, director, or
incorporator of the applicant has violated any provision
of this division or the rules thereunder or any similar
regulatory scheme of a foreign jurisdiction.

(h) The proposed business does not have a reasonable
promise of successful operation.

SEC. 73. Section 18119 of the Financial Code is
amended to read:

18119. Within -3045 days after an application is filed
for authorization to establish an industrial loan company
which that intends to sell and issue its investment
certificates, the commissioner shall give written notice of
the filing of the application to each industrial loan
company subject to this division.

SEC. 74. Section 18120 of the Financial Code is
repealed.

18120—Before—the—commissioner—issues—a—~certificate  of

SEC. 75. Article 3 (commencing with Section 18130)
of Chapter 2 of Division 7 of the Financial Code is
repealed.
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SEC. 76. Article 4 (commencing with Section 18145)
of Chapter 2 of Division 7 of the Financial Code is
repealed.

SEC. 77. Article 5 (commencing with Section 18165)
of Chapter 2 of Division 7 of the Financial Code is
repealed.

SEC. 78. Chapter 2.3 (commencing with Section
18130.01) is added to Division 7 of the Financial Code, to
read:

CHAPTER2.3. (DORPORATEMATTERS
Article 1. Articles

18130.01. The articles of an industrial loan company
shall state that the purpose of the corporation is to engage
in an industrial banking business and any other lawful
activities that are not, by applicable laws or regulations,
prohibited to an industrial loan company.

18130.04. (a) No amendment of the articles of an
industrial loan company, other than an amendment set
forth in an agreement of merger, or, in a certificate of
ownership executed pursuant to Section 1110 of the
Corporations Code that requires the approval of the
commissioner pursuant to Chapter 4 (commencing with
Section 4880) of Division 1.5, shall become effective
unless the amendment is approved by the commissioner
and the certificate of amendment or other instrument
setting forth the amendment is filed with the Secretary
of State with the commissioners approval endorsed
thereon. Promptly after the amendment becomes
effective, the industrial loan company shall file with the
commissioner a copy of the certificate of amendment or
other instrument certified by the Secretary of State.

(b) Any amendment of the articles of an industrial
loan company set forth in an agreement of merger or in
a certificate of ownership executed pursuant to Section
1110 of the Corporations Code that requires the approval
of the commissioner pursuant to Chapter 4 (commencing
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with Section 4880) of Division 1.5, shall become effective
at the time when the merger becomes effective.

18130.07. No restated articles of an industrial loan
company shall become effective unless the restated
articles are approved by the commissioner and the
certificate setting forth the restated articles is filed with
the Secretary of State with the commissioner’s approval
endorsed thereon. Promptly after the restated articles
become effective, the industrial loan company shall file
with the commissioner a copy of the certificate setting
forth the restated articles certified by the Secretary of
State.

18130.11. (a) In this section, “certificate of
determination” has the meaning set forth in Section 156
of the Corporations Code, subject, however, to the
provisions of subdivision (b).

(b) No certificate of determination of an industrial
loan company shall become effective unless the
certificate  of determination is approved by the
commissioner and is filed with the Secretary of State with
the commissioner’s approval endorsed thereon. Promptly
after the certificate of determination becomes effective,
the industrial loan company shall file with the
commissioner a copy of the certificate of determination
certified by the Secretary of State.

18130.14. (a) In this section, “certificate of
correction” means a certificate executed and filed with
the Secretary of State pursuant to Section 109 of the
Corporations Code, subject, however, to the provisions of
subdivision (b).

(b) No certificate of correction of an industrial loan
company shall become effective unless the certificate of
correction is approved by the commissioner and is filed
with the Secretary of State with the commissioner’s
approval  endorsed  thereon. Promptly  after the
certificate of correction becomes effective, the industrial
loan company shall file with the commissioner a copy of
the certificate of correction certified by the Secretary of
State.
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18130.17. (a) In this section, “certificate of
revocation” means a certificate executed and filed with
the Secretary of State pursuant to the second and third
sentences of subdivision (c) of Section 110 of the
Corporations Code, subject, however, to the provisions of
subdivision (b).

(b) No certificate of revocation of an industrial loan
company shall become effective unless the certificate of
revocation is approved by the commissioner and is filed
with the Secretary of State with the commissioner’s
approval endorsed  thereon. Promptly  after the
certificate of revocation becomes effective, the industrial
loan company shall file with the commissioner a copy of
the certificate of revocation certified by the Secretary of
State.

Article 2. Directors and Officers

18135.01. Any reference in this article to the time a
notice is provided or sent shall be construed in
accordance with Section 118 of the Corporations Code.

18135.04. The board of an industrial loan company
shall consist of not less than five nor more than 25
directors.

18135.07. The board of each industrial loan company
shall hold a meeting not less than once each calendar
qguarter. Any regular or special meeting is valid wherever
held if held upon written consent of all members of the
board provided either before or after the meeting and
filed with the secretary of the corporation. Special
meetings of the board may be held upon four days’ notice
by mail, unless the articles or bylaws provide otherwise,
or 24 hours’ notice delivered personally or by telephone
or by telecopier, unless the articles or bylaws provide for
a shorter period.

18135.11. (a) The commissioner, whenever in his or
her opinion any such action is necessary or advisable to
carry out the purposes and provisions of this division, may
call a meeting of the board of an industrial loan company.
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(b) A meeting of the board of an industrial loan
company called by the commissioner shall be held upon
four days’ notice by mail or 24 hours’ notice delivered
personally or by telephone or telecopier. The notice shall
be provided by the commissioner or, if the commissioner
so orders, by an officer of the industrial loan company.

(c) A meeting of the board of an industrial loan
company called by the commissioner shall be held at any
place within this state that may be designated by the
commissioner and specified in the notice of the meeting.

(d) The expenses of a meeting of the board of the
industrial loan company called by the commissioner shall
be paid by the industrial loan company.

18135.14. The commissioner may, in the name of the
people of this state, bring or intervene in an action under
Section 304 of the Corporations Code to remove from
office any director of an industrial loan company to the
same extent as a shareholder of the industrial loan
company might bring such an action.

18135.17. The commissioner may, in the name of the
people of this state, bring or intervene in an action under
Section 709 of the Corporations Code to determine the
validity of any election or appointment of any director of
an industrial loan company to the same extent as a
shareholder may do so.

18135.21. (a) The commissioner shall be deemed to
be a party in interest within the meaning of Section 306
of the Corporations Code with respect to an industrial
loan company and may, in the name of the people of this
state, bring or intervene in an action under Section 306 of
the Corporations Code for the appointment of directors
of the industrial loan company.

(b) The commissioner may, in the name of the people
of this state, bring or intervene in an action under Section
308 of the Corporations Code for the appointment of a
provisional director or directors of an industrial loan
company to the same extent as a shareholder who held 50
percent of the voting power of the industrial loan
company might bring the action.
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18135.24. (a) For purposes of Section 316 of the
Corporations Code, to the extent that the making by an
industrial loan company or by any majority-owned
subsidiary of an industrial loan company of a distribution
to any shareholder of the industrial loan company is
contrary to any provision of Article 5 (commencing with
Section 18150.01), the making of that distribution shall, to
that extent, be deemed to be contrary to Section 500 of
the Corporations Code.

(b) The commissioner may, in the name of the people
of this state, bring or intervene in an action under Section
316 of the Corporations Code for the benefit of an
industrial loan company against any or all of the directors
of the industrial loan company or of any majority-owned
subsidiary of the industrial loan company on account of
the making of a distribution to any shareholder of the
industrial loan company contrary to any provision of
Article 5 (commencing with Section 18150.01) of this
chapter or any provision of Sections 501, 502, and 503 of
the Corporations Code, to the same extent as a creditor
of the industrial loan company who did not consent to the
illegal distribution and who had a valid claim against the
industrial loan company that arose prior to the time of the
illegal distribution, and that exceeded the amount of the
illegal distribution, might bring such an action in the
name of the industrial loan company.

18135.27. (a) For purposes of Section 316 of the
Corporations Code, the making of a loan or guarantee by
an industrial loan company or any other extending of
credit by an industrial loan company to any officer,
shareholder, or director contrary to any provision of this
division shall be deemed to be contrary to Section 315 of
the Corporations Code.

(b) The commissioner may, in the name of the people
of this state, bring or intervene in an action under Section
316 of the Corporations Code for the benefit of an
industrial loan company against any or all of the directors
of the industrial loan company on account of the making
of a loan or guarantee or any other extending of credit
knowingly contrary to any provision of this division, to the
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same extent as a creditor of the industrial loan company
who did not consent to the illegal making of the loan or
guarantee or the other illegal extending of credit and who
had a valid claim against the industrial loan company that
arose prior to the time of the illegal making of the loan or

guarantee or the other illegal extending of credit and that
exceeded the amount of loss suffered by the industrial
loan company as a result of the illegal making of the loan
or guarantee or the other illegal extending of -credit,

might bring such an action in the name of the industrial
loan company.

18135.31. An industrial loan company shall not
appoint or continue in office any officer, director, or
management personnel who do not possess the
gualifications required by subdivision (e) of Section
18117.

Article 3. Shares

18140.01. No industrial loan company shall issue any
shares unless the total consideration for the shares is paid
in full.

18140.04. No industrial loan company shall issue any
shares in consideration of either of the following:

(@) Services rendered in the organization of the
industrial loan company.

(b) Any note, whether or not negotiable and whether
or not secured, made by the purchaser of the shares.

18140.07. An industrial loan company may, with the
approval of its board, determine, and from time to time
redetermine, the par value of any class or series of its
shares unless its articles provide that the shares shall have
par value and specify the par value of the shares.

Article 4. Shareholders’ Equity
18145.01. In determining for purposes of this division

whether the shareholders’ equity of an industrial loan
company or of a proposed industrial loan company is

97



SB 1624 — 36 —

NRPRRRRRRRERRE
CQOWONOUIMNWNRPROOONOUNWNER

NN
N

NN NN
oOOhw

N
~

WN N
O O

wWww
wWN P

w
N

wWwww
O ~NO 01

adequate, the commissioner shall consider the following
factors:

(@) The nature and volume of the business of the
industrial loan company.

(b) The amount, nature, quality, and liquidity of the
assets cf the industrial loan company.

(c) The amount and nature of the liabilities
(including, but not limited to, any capital notes or
debentures and any contingent liabilities) of the
industrial loan company.

(d) The amount and nature of the fixed charges of the
industrial loan company.

(e) The history of, and prospects for, the industrial
loan company to earn and retain income.

() The quality of the operations of the industrial loan
company.

(g) The quality of the management of the industrial
loan company.

(h) The nature and quality of the ownership of the
industrial loan company.

(i) Other factors as are in the opinion of the
commissioner relevant.

18145.04. An industrial loan company with deficit
retained earnings may, with the approval of the holders
of its outstanding shares, and of the commissioner,
readjust its accounts in a quasi-reorganization. The
readjustment may include eliminating the  deficit
retained earnings.

18145.07. For purposes of any statute, regulation, or
requirement of any governmental official or agency that
refers to the capital (including stated capital, paid-in
capital, and paid-up capital, but excluding contributed
capital), surplus, or undivided profits of an industrial loan
company, an industrial loan company may, with the
approval of its board, establish and maintain capital,
surplus, and undivided profits accounts and may from
time to time allocate and reallocate its shareholders’
equity among the accounts, subject to the following:
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(@) No part of the contributed capital of the industrial
loan company shall be allocated to the undivided profits
account of the industrial loan company.

(b) The wundivided profits account of the industrial
loan company shall at no time exceed the retained
earnings of the industrial loan company.

(c) In case the articles of the industrial loan company
provide that any of the industrial loan company’s shares
shall have par value and specify the par value of the shares
or in case the industrial loan company has determined the
par value of any of its shares pursuant to Section 51362, the
capital account of the industrial loan company shall be not
less than the aggregate par value of the shares that are
outstanding.

Article 5. Distributions to Shareholders

18150.01. This article does not apply to any
distribution made to the shareholders of an industrial loan
company in any proceeding to wind up and dissolve or to
liquidate the industrial loan company.

18150.04. Section 500 of the Corporations Code does
not apply to the making by an industrial loan company or
by any majority-owned subsidiary of an industrial loan
company of any distribution to the shareholders of the
industrial loan company.

18150.07. Except as otherwise provided in Sections
18150.11 and 18150.14, neither an industrial loan company
nor any majority-owned subsidiary of an industrial loan
company shall make any distribution to the shareholders
of the industrial loan company in an amount that exceeds
the lesser of the following:

(@) The retained earnings of the industrial loan
company.

(b) The net income of the industrial loan company for
its last three fiscal years, less the amount of any
distributions made by the industrial loan company or by
any majority-owned subsidiary of the industrial loan
company to the shareholders of the industrial loan
company during the period.
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18150.11. Notwithstanding Section 18150.07, an
industrial loan company or a majority-owned subsidiary
of an industrial loan company may, with the prior
approval of the commissioner, make a distribution to the
shareholders of the industrial loan company in an amount
not exceeding the greatest of the following:

(@) The retained earnings of the industrial loan
company.

(b) The net income of the industrial loan company for
its last fiscal year.

(c) The net income of the industrial loan company for
its current fiscal year.

18150.14. Notwithstanding the provisions of Section
18150.07, an industrial loan company may make either of
the following distributions:

(a) With the prior approval of the commissioner, an
industrial loan company may make a distribution to its
shareholders by means of redeeming its redeemable
shares.

(b) With the prior approval of its outstanding shares
and of the commissioner, an industrial loan company may
otherwise make a distribution to its shareholders in
connection with a reduction of its contributed capital.

18150.17. If the commissioner finds that the
shareholders’ equity of an industrial loan company is not
adequate or that the making by an industrial loan
company or by any majority-owned subsidiary of an
industrial loan company of a distribution to the
shareholders of the industrial loan company would be
unsafe or unsound for the industrial loan company, the
commissioner may order the industrial loan company and
its majority-owned subsidiaries not to make any
distribution to the shareholders of the industrial loan
company.

18150.21. (a) For purposes of Section 506 of the
Corporations Code, the making by an industrial loan
company or by any majority-owned subsidiary of an
industrial loan company of a distribution to any
shareholder of the industrial loan company in violation of
any provision of this article shall be deemed to be
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prohibited by, and to be a violation of, Section 500 of the
Corporations Code.

(b) The commissioner may, in the name of the people
of this state, bring or intervene in an action under Section
506 Of the Corporations Code for the benefit of an
industrial loan company or its holding company against
any shareholder of the industrial loan company or any
shareholder of the holding company on account of
receiving, with knowledge of facts indicating the
impropriety thereof, any distribution prohibited by any
provision of this article or by any provision of Sections 501,
502, and 503 of the Corporations Code, to the same extent
as a creditor of the industrial loan company or the holding
company who did not consent to the illegal distribution
to the shareholder and who had a valid claim against the
industrial loan company or the holding company that
arose prior to the time of the illegal distribution to the
shareholder and that exceeded the amount of the illegal
distribution to the shareholder, might bring such an
action in the name of the industrial loan company or the
holding company.

SEC. 79. Chapter 2.7 (commencing with Section
18160.01) is added to Division 7 of the Financial Code, to
read:

CHaAPTER2.7. CFFICES
Article 1. General

18160.01. No industrial loan company shall transact
business except at an office that it is authorized under this
division to establish and maintain and, at which it is
permitted by this division, to transact the business
transacted.

18160.04. No industrial loan company shall establish
and maintain an office without a certificate of authority
from the commissioner.
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Article 2. Head Office

18165.01. An industrial loan company shall maintain
its head office in this state.

18165.04. An industrial loan company may change the
location of its head office, any branch office, or any facility
with the approval of the commissioner. An application for
approval of relocation shall be in the form, shall contain
the information, shall be signed in the manner, and shall,
if the commissioner so requires, be verified in the manner
that the commissioner may specify, and shall be
accompanied by a fee of two hundred fifty dollars ($250).

18165.07. (a) As used in this section “redesignation of
the head office and a branch office” means the relocation
by an industrial loan company of its head office to the site
of a branch office in this state and the concurrent
establishment by the industrial loan company of a branch
office at the former site of the head office.

(b) A redesignation of the head office and a branch
office is not subject to Section 18165.04 or to Article 3
(commencing with Section 18175.01) of this chapter.

(c) An  industrial loan company may effect a
redesignation of the head office and a branch office, if it
files with the commissioner a report on the proposed
redesignation not less than 30 days before the
redesignation. The report shall be in the form, shall
contain the information, shall be signed in the manner,
and shall, if the commissioner so requires, be verified in
the manner the commissioner may specify.

(d) Whenever an industrial loan company effects a
redesignation of the head office and a branch office:

(1) The industrial loan company shall surrender to the
commissioner for cancellation the certificate of authority
for the head office at the original site and the certificate
of authority for the branch office where it is relocating the
head office. The commissioner shall issue to the industrial
loan company a new certificate of authority authorizing
the industrial loan company to maintain the head office
at the new site and a new certificate of authority
authorizing the industrial loan company to establish and
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operate a branch office at the former site of the head
office. The industrial loan company shall remit to the
commissioner a fee of twenty-five dollars ($25) for each
new certificate.

(2) In the event that the industrial loan company has
any other certificates of authority that list the industrial
loan companys head office at the former site, the
industrial loan company shall surrender the certificates to
the commissioner for cancellation. The commissioner
shall issue to the industrial loan company replacement
certificates listing the industrial loan companys head
office at the new site, and the industrial loan company
shall remit to the commissioner a fee of twenty-five
dollars ($25) for each replacement certificate.

Article 3. Exemptions

18170.01. (a) In issuing an exemption under this
article, the commissioner may impose any conditions that
he or she determines to be necessary or appropriate.

(b) The commissioner may, by order or regulation,
exempt from the requirement of filing an application for
authority to establish an office set forth in Section
18175.01 or subdivision (a) of Section 18180.01, and from
the requirement that the commissioner approve the
application, that the commissioner finds is not necessary
or advisable to regulate under that section.

(c) The commissioner may, by order or regulation,
exempt from the requirement of filing an application for
approval of any relocation of an office set forth in Section
18165.04, and from the requirement that the
commissioner  approve the application, that the
commissioner finds is not necessary or advisable to
regulate under that section.

Article 4. Branch Offices
18175.01. Except as provided in Section 18170.01, an

industrial loan company shall file an application for
authority to establish a new branch office. The
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application shall be in the form, shall contain the
information, shall be signed in the manner, and shall, if
the commissioner so requires, be verified in the manner
that the commissioner may require and shall be
accompanied by an application fee of one thousand
dollars ($1,000) for each new branch office.

18175.04. In deciding an application to establish a
branch office, the commissioner shall consider the
following:

(@) The financial history and condition of the
industrial loan company.

(b) The adequacy of the shareholders’ equity in the
industrial loan company.

(c) The future earnings prospects of the industrial loan
company.

(d) The management of the industrial loan company.

18175.07. After an application for approval to
establish a branch office is approved and all conditions
precedent have been fulfilled, the commissioner shall
issue a certificate of authority in duplicate authorizing the
industrial loan company to operate the branch office. The
commissioner shall cause one copy to be transmitted to
the applicant and the other copy to be filed in the
department.

18175.11. The failure of an industrial loan company to
open and operate a branch office within one year after
the commissioner approves the application therefor shall
automatically terminate the right of the industrial loan
company to open the branch office except that the
commissioner, for good cause on written application
made before the expiration of the one-year period and
accompanied by a fee of one hundred dollars ($100), may
extend for additional periods not in excess of one year
each the time within which the branch office may be
opened.

18175.14. An industrial loan company that opens a
branch office without first obtaining the approval of the
commissioner shall forfeit to the people of the state the
sum of one hundred dollars ($100) for every day during
which the branch office is maintained without authority,
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subject to waiver or adjustment by the commissioner for
good cause shown.

18175.17. An industrial loan company that maintains
a branch office or branch offices shall attach to each
branch office maintained by it a specific designation by
name or number and include in the designation the word
“branch” or the word “office” and shall prominently
display the designation at the place of business of the
branch.

18175.21. (a) An industrial loan company may close
or discontinue the operation of any branch office if, prior
to the closing or discontinuance:

(1) The industrial loan company files a notice.

(2) The commissioner within 45 days after the filing of
the notice, or any longer period to which the industrial
loan company consents, either (A) issues a statement not
objecting to the notice or (B) does not issue an objection
to the notice.

(b) A notice filed under subdivision (a) shall contain
the information shall be in the form, shall be signed in the
manner, and shall, if the commissioner requires, be
verified in the manner, that the commissioner may
require.

(c) For purposes of subdivision (a), a notice is deemed
to be filed with the commissioner at the time the
complete  notice, including any amendments or
supplements, containing all the information required by
the commissioner, and otherwise complying with
subdivision (b), is received by the commissioner.

(d) In determining whether or not to object to a notice
filed under subdivision (a), except if the commissioner
finds that it is necessary in the interests of safety and
soundness that the branch office be closed or
discontinued, the commissioner shall consider, among
other matters, whether or not the closing or
discontinuance of the branch office will have a seriously
adverse effect upon the public convenience or
advantage.
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Article 5. Facilities

18180.01. For purposes of this division, “facility”
means any office, other than the head office or any branch
office, at which an industrial loan company transacts
business, but at which it does not offer or sell investment
certificates. An industrial loan company may solicit and
make loans and acquire obligations at a facility.

18180.04. (a) Except as provided in Section 18170.01,
an industrial loan company shall file an application for
authority to establish a new facility. The application shall
be in the form, shall contain the information, shall be
signed in the manner, and shall, if the commissioner so
requires, be verified in the manner that the commissioner
may require, and shall be accompanied by a processing
fee of two hundred dollars ($200) for each facility.

(b) In deciding an application to establish a facility,
the commissioner shall consider the following factors:

(1) Whether the proposed plan of business would
violate any of the laws or the regulations of the state in
which the office is proposed to be located.

(2) Whether the company has adequate internal
controls to manage the business proposed to be
conducted at the facility.

(c) After the application for approval to establish a
facility is approved and all conditions precedent have
been fulfiled to the establishment of the facility, the
commissioner shall issue a certificate of authority in
duplicate authorizing the applicant to maintain the
facility. The commissioner shall cause one copy to be
transmitted to the applicant and the other copy to be filed
in the department.

(d) An industrial loan company that has been
approved by the commissioner pursuant to subdivision
(c) to solicit and make loans and acquire obligations at a
facility shall comply with all of the following:

(1) No investment certificates shall be solicited,
offered, or sold at the facility.

(2) Loan files for loans originating at the facility shall
be retained at the head office or any branch office of the
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industrial loan company, and all loans originating at the
facility shall be coded in a manner so as to easily identify
that facility.

(3) The facility shall not be identified in any manner
as a branch office of the industrial loan company.

(4) If the facility is outside of this state, the industrial
loan company shall, not less than five business days before
commencing business at that facility, file with the
commissioner a report that states the industrial loan
company has complied with all laws of that state
applicable to the establishment and operation of the
facility, and that contains a copy of any document issued
by the state agency, if any, having jurisdiction over the
proposed establishment and operation of the facility
authorizing the industrial loan company to maintain the
facility.

(5) All books, accounts, papers, records, and files of the
facility shall, upon request, be made available to the
commissioner or the commissioner’s representatives in
this state within the time specified in the request.

(6) Any other conditions and limitations that the
commissioner may specify.

(e) An industrial loan company that opens a facility
without authorization under this chapter shall be liable
for a civil penalty of one hundred dollars ($100) for every
day during which the facility is maintained without
approval, subject to waiver or adjustment by the
commissioner for good cause shown.

() The commissioner may by regulation or order
permit loans to be made or entered into and loans and
obligations solicited and acquired at places other than at
an office of an industrial loan company if the loans can be
so made consistent with the purposes of the Industrial
Loan Law.

SEC. 80. Section 18190 of the Financial Code is
amended to read:

18190. An industrial loan company may:

(@) Loan money, secured or unsecured, with or
without the pledge of its installment investment
certificates.
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(b) Collect and receive charges for loans in advance or
otherwise.

(c) Purchase, sell, or discount the following
obligations: bona fide trust receipts, secured or unsecured
choses in action, conditional sales contracts, or security
agreements.

(d) Purchase, sell, discount, or originate lease
obligations.

SEC. 81. Section 18205 of the Financial Code is
amended to read:

18205. Except as otherwise provided for in this
division, an industrial loan company shall not make any
loan or purchase or discount any other obligation that
provides for a repayment of principal over more thanr 120
180months and 30 days.

SEC. 82. Section 18205.5 of the Financial Code is
amended to read:

18205.5. Notwithstanding any other provision of this
division, an industrial loan company may make a loan or
acquire an obligation that is repayable in unequal
periodic payments during its term and that is secured by

either real property or personal propery——erder to
f f loan
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SEC. 83. Section 18206 of the Financial Code is
repealed.

18206—Ceonsumer——leans—made——and——eblgations

SEC. 84. Section 18208 of the Financial Code is
amended to read:

18208. An industrial loan company may make a
consumer loan in which the principal and charges are
payable at any time during the loan, provided that the
loan is secured at all times at least 100 percert—by—either
investment certificates of an industrial loan company
authorized to conduct business in the State of California
under this division-ertraded-seeurities

SEC. 85. Section 18210 of the Financial Code is
amended to read:

18210. +{a)Exceptas——provided——Seetions—18265-5 and
industrial loan company—shat—nanay make any loan or
purchase or discount any note other obligation secured

primarity by real property—HHJesqorowded the loan or
other obligation is repayable -ir—substantially—equal

weekly, semimonthly, monthly, or quarterly installments
during its termy—whiehthat shall not exceed 30 years and
30 days from the date the loan or other obligation is made

or 'acquired by the compaﬂy—EqHal—msta#ment

rate
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adopted—thereunder. However, an mdustrlal loan

company may make loans secured by first trust deeds on
real property containing single family, or one to four
residential, units provided that the repayment period for
each loan does not exceed 40 years and 30 days from the
date the loan is made by the company. All loans with
repayment periods in excess of 30 years and 30 days shall
not exceed in the aggregate 5 percent of all outstanding
loans and obligations of the company.
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SEC. 86. Section 18216 of the Financial Code is
amended to read:

18216. (a) Notwithstanding Section 18211, an
appraisal fee may be charged to an applicant or borrower
by an industrial loan company in connection with an
application or request for any loan having a face amount
in excess of five thousand dollars ($5,000) that is secured
primarily by real property whether or not the loan is
made. That fee shall not exceed the actual cost of the

appralsal—'Fhe—appFarsal—shaH—be—Feadered—te— the
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gﬂﬂames—aﬂd—pekrees—‘adep%ed—the#e&nd@nly one

fee for appraising the same real property made in
connection with the same applicant or borrower may be
collected wunless (1) the applicant or borrower has
obtained a new or additional loan and more than one year
has elapsed since the prior appraisal (2) the loan
agreement authorizes appraisals during the term of the
loan. The fee is not included in charges as defined in this
division or in computing the maximum charges that may
be made under this division.

(b) If an appraisal fee is charged, a copy of the
appraisal report shall be provided by the industrial loan
company upon the request of the borrower or applicant
at or before the closing of a loan transaction.

SEC. 87. Section 18218 of the Financial Code is
amended to read:

18218. Notwithstanding any other provision of this
division, an industrial loan company, in the collection of
a delinquent loar—ef—an—unpaid—prineipalbalanoeay do
any of the following:

(@) Collect and receive the court costs and reasonable
attorney’s fees allowed by a court in a judgment against
a defaulting debtor.

(b) Contract for, collect, and receive the bona fide
expenses actually incurred and paid by the industrial loan
company, not exceeding 10 percent of the unpaid
principal balance of the loan where no judgment at law
is sought.

(c) Contract for, collect, and receive the bona fide
expenses actually incurred and paid by the industrial loan
company in obtaining a certificate of compliance or
certificate of noncompliance issued for a motor vehicle
pursuant to Part 5 (commencing with Section 43000) of
Division 26 of the Health and Safety Code and the rules
and regulations of the State Air Resources Board prior to
the consignment of the vehicle for sale at public auction,
pursuant to Sections 24007 and 24007.5 of the Vehicle
Code.

SEC. 88. Section 18230 of the Financial Code is
repealed.
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SEC. 89. Article 4 (commenéing with Section 18245)
is added to Chapter 3 of Division 7 of the Financial Code,
to read:

Article 4. Open End Credit Contracts

18245. (a) As used in this article, “open end credit
contract” means a revolving note or loan agreement,
credit card account agreement, or other credit contract
pursuant to which a company may permit a borrower,
accountholder, or obligor to receive advances, from time
to time, directly from the company or indirectly by use
of a credit card, check, or other device.

(b) An industrial loan company may make, purchase,
or discount both secured and unsecured open-end credit
contracts, providing for either fixed or variable rates, for
either consumer or nonconsumer purposes.

(c) Article 2 (commencing with Section 18205) and
Article 6.5 (commencing with Section 18300) shall not
apply to open-end credit contracts made, purchased, or
discounted by an industrial loan company.

SEC. 90. Section 18265 of the Financial Code is
amended to read:

18265. An industrial loan company that has
investment certificates outstanding shall not make any
loan or purchase or discount any other obligation with a
maturity of more than—6020 months and 15 days unless
alt bothof the following conditions are met:

(&) The loan or other obligation is secured.

(b) The property, or collateral securing the loan or
other obligation, is of a kind or class that has been
declared eligible by regulation of the commissioner.

{e)—The—aggregate—principal—balance—of—sueh—loans and
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SEC. 91. Section 18266 of the Financial Code is
amended to read:

18266. (a) Except as set forth in subdivisions (b) and
(c), any loan or obligation made or acquired by an
industrial loan company that has investment certificates
outstanding that is secured primarily by real property and
has an outstanding principal balance —ef— tdwenty
thousand dollars{$36;60q¥$20,000) or more shall for the
purposes of Sections 18269 and 182B&, secured by real
property having a fair market value, or real property and
personal property combined having a fair market value,
at the time the loan or other obligation is made or
acquired, of at least 110 percent of the principal amount
owing on the loan or obligation and on prior
encumbrances, except nondelinquent tax liens, secured
by the same real property with regard to loans secured
solely by real property, or by both real property and

personal property—Fair—market—valbe—ef—the—real—property

, er.

(b) Subdivision (a) does not apply to:

(1) Any loan guaranteed in whole or in part by the
Administrator of \eterans Affairs pursuant to the
Servicemen’s Readjustment Act of 1944 or any act of
Congress supplementary or amendatory thereof.

(2) Any loan insured by the Federal Housing
Administration pursuant to the National Housing Act or
any act of Congress supplementary or amendatory
thereof.

(c) Subject to all other provisions of subdivision (a)
and any requirements the commissioner may impose by
rule or order, the following loans may be secured by real
property having a fair market value of less than 110
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percent of the principal amount of the loan and prior
encumbrances:

(1) Any loan made by an industrial loan company to
facilitate the sale of real property owned by the industrial
loan company resulting from foreclosure or receipt of a
deed in lieu of foreclosure.

(2) Any loan renewed or modified by an industrial
loan company pursuant to a clearly defined and
well-documented program adopted by the board of
directors of the industrial loan company to achieve
orderly repayment of the loan or to maximize recovery
of the loan.

(3) Any loan or obligation saleable in the secondary
market. For purposes of this paragraph, “saleable in the
secondary market” means saleable to a qualified
institutional  buyer, as evidenced by irrevocable
commitments to buy by those qualified institutional
buyers.

(4) Any loan or obligation owned for less than 90 days.

(d) In complying with the requirement of subdivision
(a), an industrial loan company may include the principal
amount of private mortgage insurance.

(e) Any loan or obligation made or acquired by an
industrial loan company that has investment certificates
outstanding that is secured solely by motor vehicles or
other personal property shalfor the purposes of Section
18271, be secured by that property having a fair market
value at the time the loan or other obligation is made or
acquired of at least 100 percent of the principal amount
owing on the loan or obligatiomr the sale price thereof

SEC. 92. Sectlon 18266.1 of the Financial Code is
amended to read:

18266.1. “Whenever—authorized—by—the—eemmissioner,

an—An industrial loan company may make loans and
acquire obligations, the proceeds of which are used for
home improvements—whictihat are—primarily secured by

real property having a market value of at least 100
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percent of the principal amount owing on the loan being
made by the industrial loan company or obligation being
acquired by the industrial loan company and on prior
encumbrances, except nondelinquent tax liens, secured
by the same real property. Home improvements means
additions, alterations, or modifications to owner-occupied

property consisting of one to four dwelling units and

appurtenant buildings thereto or to the real property

containing same—Heme—improvement—loans—subjeet to

SEC. 93. Section 18266.2 of the Financial Code is
repealed.

relevant.
SEC. 94. Section 18266.3 of the Financial Code is
repealed.

SEC. 95. Section 18268 of the Financial Code is
amended to read:
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18268. An industrial loan company that has
investment certificates outstanding shall not lend in the
aggregate more than 5 percent of—its—eapital—steek and
surplus—hret—avatlable for—dividends—as—previded—n—Section
48319 shareholders’ equityupon the security of the stock
of any one corporation and that stock may not exceed 10
percent of the outstanding stock of the corporation, or
upon the security of the bonds of any one obligor except
bonds of the United States or for the payment of which
the credit of the United States is pledged, bonds of the
State of California, or for the payment of which the credit
of the State of California is pledgedionds that are of
investment grade,and any security authorized in writing
by the commissioner or any security authorized by rule
of the commissioner.

SEC. 96. Section 18269 of the Financial Code is
amended to read:

18269. An industrial loan company that has
investment certificates outstanding shall not make any
loan secured primarily by improved real property in a
pr|n0|pal amount in excess of 20 percent of the company’s

for
318hareholders’
equity An industrial loan company that has investment
certificates outstanding shall not make any loan secured
primarily by unimproved real property in a principal
amount in excess of 10 percent of the company’s

wrmpatred—caphal—stock—and—surplus—noet—available  for
dividends—as—previded—in—Section—18318hareholders’

equity

SEC. 97. Section 18271 of the Financial Code is
amended to read:

18271. An industrial loan company that has
investment certificates outstanding shall not make loans
to, or hold the obligations of, any one person as primary
obligor in an aggregate principal amount in excess of 20
percent of the—unimpaired—eapital-stock—and——surplus—of the
company—het—avatlable—for—dividerds—as—provided  in
Seetion—18319 company’s shareholders’ equityUnsecured
loans or obligations of any person as primary obligor made

97



SB 1624 — 56 —

NRPRRRRRRRERRE
CQOWONOUIMNWNRPROOONOUNWNER

NN
N

NN NN
oOOhw

N
~

WN N
O O

wWww
wWN P

w
N

AP OWWWWW
O OWow~NO Ul

or held by a company may not, in any event, exceed in the
aggregate principal amount 5 percent of —the—unimpaired

i ' for
dividends—as—provided—in—Seetion—318318ompany’s
shareholders’ equity

SEC. 98. Section 18290 of the Financial Code is
amended to read:

18290. (a) As used in this division:

(1) “Credit life insurance” and “credit disability
insurance” have the same meanings as defined in Section
779.2 of the Insurance Code.

(2) “Credit loss-of-income insurance” means
insurance issued to provide indemnity for payments
becoming due on a specific loan or other credit
transaction while the debtor is involuntarily unemployed,
as defined in the policy.

(b) An industrial loan company may provide and
collect the costs for credit life insurance on the life of one
or more of the borrowers, or credit disability, or
loss-of-income insurance, or any combination of these
coverages, to provide indemnity for payments becoming
due on the indebtedness, with his or her consent, the form
to be approved by the Insurance Commissioner, and a
copy, together with evidence of its approval by the
Insurance  Commissioner, to be filed with the
commissioner, and in an amount not in excess of the

amount of the indebtedness—Fhe—ameunt—charged—to the
: : e i hoabifit | hall ot

SEC. 99. Section 18293 of the Financial Code is
amended to read:

18293. If credit disability or loss-of-income insurance
is provided pursuant to this division, the industrial loan
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company shall also deliver an understandable written
statement to the borrower detailing the conditions when
the borrower will be entitled to make a claim under the
insurance policy and the procedure to be followed in

making the claim—Fhis—statement—shall—be—first—approved
by-the-eemmissioner.

SEC. 100. Section 18315 of the Financial Code is
amended to read:

18315. (a) When authorized to conduct business
pursuant to this division, an industrial loan company may
sell and issue its investment certlflca{es—m—ﬂqe—fem and

— and
subject to the provisions of this division. The
commissioner may, by written order directed to a
company or by rule or regulation, impese—suelnms and
conditions upon investment -certificates and the sale or
redemption thereof or the payment of interest thereon,
as he deems reasonable and necessary or advisable for the
protection of the company or the public, and he may from
time to time in his discretion amend, alter or revoke any
such order or regulation or any condition or provision
thereof.

(b) Any change in the form, terms, or provisions of
outstanding investment certificates or in the rights,
privileges or restrictions upon the holder or issuer
thereof is deemed a sale and issuance of investment
certificates —and—is—subjeet—to—the—prier—approval—et the
commissiehrerpursuantto-subdivistion{a)-efthissection

(c) The company named in any order issued pursuant
to subdivision (a) of this section may, within 15 days after
receipt thereof, file with the commissioner its written
request for hearing. The filing -ef—sucthe request shall
not operate to postpone or suspend the effectiveness of
any order issued by the commissioner unless otherwise
directed by the commissioner. The commissioner shall,
within 15 days after the receipt -ef—sucthe written
request or at such later time as may be mutually agreed
with the company, cause—suthe matter to be heard and
shall thereafter issue his final decisior—Stthe decision
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may be amended or set aside by the commissioner at any
time.

(d) Every order or decision of the commissioner made
pursuant to this section is subject to judicial review in
accordance with law.

SEC. 101. Section 18317 of the Financial Code is
amended to read:

18317. No company may have investment certificates
outstanding with a person or related persons in an
aggregate amount in excess of 20 percent of the

urimpaired—eapial—stock—and—surplishareholders’ equity

of the company—net—availablefor—dividenrds—as—previded in
Seeton18319

SEC. 102. Section 18319 of the Financial Code is
repealed.

SEC. 103. Section 18320 of the Financial Code is
repealed.

18326—Netwithstanding—Seettion—18319—anr—thdustrial
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permitted—by—subdivision—{ay—(by—{e—{dh—{e)—orH; or
none-atall.

18315,

SEC. 104. Section 18321 of the Financial Code is
amended to read:

18321. (a) Nothing in this division authorizes an
insured industrial loan company to receivedemand
deposits.

(b) Subject to Section 18315, an industrial loan
company—that—is—a—member—of—the—Federal—Dbeposit

i i 2fn8y
use the term‘deposit,” and may use the terrficertificate
of deposit—as—defired—in—Section—18603v@ith respect to
an investment certificate that does not authorize either
of the following:

(1) Redemption prior to its maturity.

(2) Reduction of the interest rate payable thereon
other than a variable interest rate.

SEC. 105. Section 18341 of the Financial Code is
amended to read:

18341. The administration of this division shall be

supported out of the—State—Cerperations—FuRthancial

Institutions Fund
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SEC. 106. Section 18436 of the Financial Code is
amended to read:

18436. An industrial loan company shall not, directly
or indirectly, make any loan of money or property to or
guarantee the obligation of any of its directors or officers,
or officers and directors ef—-itany holding company, or
officers and directors ef—its—-affiliatesany affiliated
company, except in conformity with  Article 2
(commencing with Section 3371) of Chapter 18 of
Division 1, which shall apply to industrial loan companies
with the same force and effect as commercial hanks

SEC. 107. Section 18437 of the Financial Code is
repealed.
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SEC. 108. Section 18438 of the Financial Code is
amended to read:

18438. If a loan is made or other thing is purchased or
discounted in violation of Section 18271, 182423182713,
18274—e+18437the officers, directors and shareholders of
the industrial loan company—itany holding company, or
iHs—affiliates any affiliated companyparticipating therein
or knowingly approving the same shall be personally
liable for any loss suffered by the industrial loan company
by reason thereof.

SEC. 109. Section 18441 of the Financial Code is
amended to read:

18441. No person in connection with or incidental to
the making of any loan under this division, shall require
the borrower to contract for, purchase, or agree to
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purchase anything in connection with the loarcept an
appraisal report covering collateral title insurance, toxic
and environmental reports and any other surveys and
reports to ensure the safety and soundness of the ldan
policy of insurance of the type specified in Article 6
(commencing with Section 18290) of Chapter 3 of this
division is not prohibited by this section.

No person shall require a borrower to enter into any
collateral sales agreement or contract except as expressly
permitted by this division.

SEC. 110. Section 18442 of the Financial Code is
repealed.

, S.

SEC. 111. Section 18442 is added to the Financial
Code, to read:

18442. (a) For purposes of this section, the following
terms have the following meanings:

(1) “Carrying a  security” means maintaining,
reducing, or retiring indebtedness originally incurred to
acquire a security.

(2) “Controlling person” has the same meaning
specified in Section 18160.

(3) “Security” has the following meanings:

(A) When used with respect to an industrial loan
company, “security” has the same meaning set forth in
subdivision (c) of Section 18427.

(B) When wused with respect to any other person,
“security” has the same meaning set forth in Section
25019 of the Corporations Code.

(b) No industrial loan company shall acquire, hold,
extend credit on the security of, or extend credit for the
purpose of acquiring or carrying, any security of the
industrial loan company or of any controlling person of
the industrial loan company.

(¢) (1) Any industrial loan company that acquires or
holds securities in violation of this section shall be liable
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to the people of this state for twice the market, book, or
face value of the securities, whichever is greatest.

(2) Any industrial loan company that extends credit in
violation of this section shall be liable to the people of this
state for twice the amount of the credit so extended.

(d) This section does not apply to any of the following
transactions:

(1) Any acquisition or extension of credit by an
industrial loan company that is necessary to reduce or
prevent loss to the industrial loan company on debts
previously contracted in good faith.

(2) Any redemption by an industrial loan company of
any of its redeemable securities in accordance with
applicable provisions of this division and of Division 1
(commencing with Section 100) of Title 1 of the
Corporations Code.

(3) Any acquisition by an industrial loan company of
any of its securities, other than an acquisition of the type
described in paragraph (1) or (2), if the acquisition is
approved in advance by the commissioner.

SEC. 112. Section 18445 of the Financial Code is
amended to read:

18445. Any director, officer, or employee of an
industrial loan compamy—itsany holding company, or—its
affiiates any affiliated companywho unlawfully asks for
or receives, oOr consents or agrees to receive any
commission, emolument, or gratuity or any money,
property, or thing of value for procuring or endeavoring
to procure for any person any loan from—sucthe
company, or the purchase or discount of any note,
contract, or other obligation or property by—suche
company, is guilty of a felony.

SEC. 113. Section 18446 of the Financial Code is
amended to read:

18446. Any director, officer, or employee of an
industrial loan company—itsany holding company, or—its
affiiates any affiliated companywho knowingly receives
or possesses himself of any of its property otherwise than
in payment of a just demand, or with intent to defraud,
omits to make or causes to be made a full and true entry
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thereof in its books and accounts or concurs in omitting
to make any material entry thereof, is guilty of a felony.

SEC. 114. Section 18447 of the Financial Code is
amended to read:

18447. Any director, officer, or employee of an
industrial loan companys—itany holding company, or—its
affiiates any affiliated companywho knowingly makes or
concurs in making or publishing any false entry in its
books or records, any written report, exhibit, or statement
of its affairs or pecuniary condition containing any
material statement—whichthat is false, or having the
custody of its books, willfully refuses or neglects to make
any proper entry in—suckhe books as required by law, or
to exhibit or allow the same to be inspected or extracts to
be taken therefrom by the commissioner or his deputies
or iavestigaterexaminersis guilty of a felony.

SEC. 115. Section 18448 of the Financial Code is
amended to read:

18448. No director, officer, stockholder, or employee
of an industrial loan company—itany holding company,
or #s—affiliates any affiliated companyshall purchase,
directly or indirectly, or be interested in the purchase of,
any of the company’s assets for an amount less than the
then current market value thereof and any such purchase
may not be made without the express approval of the
board of directors of the company. Title and possession of
assets shall not be transferred to the purchaser until full
consideration in cash has been received by the industrial
loan company. Every person violating this section shall be
liable to the —eempanypeople of this statdfor twice the
difference, if any, betweerthe market valueand the
purchase priceof the assets so purchased.

SEC. 116. Section 18448.1 is added to the Financial
Code, to read:

18448.1. (a) In this section, “subject person” means
any director, officer, stockholder, or employee of an
industrial loan company, any holding company, or any
affiliated company.

(b) No industrial loan company shall purchase any real
or personal property or any interest in real or personal
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property, including, but not limited to, a leasehold, or any
contract arising from the sale of real or personal property
or any note or bond in which any subject person of the
industrial loan company is personally or financially
interested, directly or indirectly, for the person’s own
account, for the person, or as the partner or agent of
others, without first obtaining the consent of the
commissioner.

SEC. 117. Section 18448.2 is added to the Financial
Code, to read:

18448.2. (a) In this section, “subject person” has the
meaning set forth in subdivision (a) of Section 18448.1.

(b) No subject person of an industrial loan company
shall purchase, directly or indirectly, or be interested in
the purchase of any of the industrial loan company’s
obligations or assets for an amount less than the book
value thereof, unless all the directors of the industrial loan
company previously approve the purchase by resolution,
and a copy of the resolution is transmitted to the
commissioner immediately after adoption. Every person
violating this section shall be liable to the people of this
state, for each offense, for twice the difference, if any,
between the book value and purchase price of the assets
S0 purchased.

SEC. 118. Section 18450 of the Financial Code is
amended to read:

18450. A director, officer, or employee of an industrial
loan company—itsany holding company, or—its—affiliates
any affiliated companywho concurs in any vote or act by
which it is intended to make a loan or purchase a contract
in violation of this division, is guilty of a misdemeanor.

SEC. 119. Section 18451 of the Financial Code is
amended to read:

18451. A director, officer, or employee of an industrial
loan company—itsany holding company, or—#s—affiliates
any affiliated company who makes or maintains, or
attempts to make or maintain, a deposit ef—sutle
company’s funds with any other person on condition, or
with the understanding, express or implied, that the
person receiving —suchthe deposit make a loan or
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advance, directly or indirectly, to—anythe director,
officer, or employee —ef—the—eempanyso making or
maintaining or attempting to make or maintair—suitie
deposit, is guilty of a misdemeanor.

SEC. 120. Section 18452 of the Financial Code is
amended to read:

18452. Every officer or employee of an industrial loan
company, —#s any holding company, or—its—affilatesany
affiliated company who sells investment or thrift
certificates knowing that the company is insolvent, is
guilty of a misdemeanor.

SEC. 121. Section 18454 of the Financial Code is
amended to read:

18454. Any director, officer, agent or employee of an
industrial loan company—itsany holding company, or—its
affliates any affiliated companywho willfully makes a
false or untrue entry in any book or record or in any
report, tag, or statement of the business, affairs, or
condition, or in connection with any transaction -ef—such
the company, with intent to deceive any officer, director,
or employee thereof, or any agent or examiner, private or
official, employed or lawfully appointed to examine into
its condition or any of its affairs or transactions, or to any
public officer who has authority to examine into its affairs
or transactions, or who, with like intent, willfully omits to
make a new entry of any matter particularly pertaining
to the business property condition, affairs, transactions,
assets or accounts -ef—sudhe company in any book,
record, report, statement, or tag of such company, or who,
with like intent, alters, abstracts, conceals, or destroys any
book, record, report, statement, or tag of such company
made, written, or kept, or required to be made, written,
or kept by him or under his direction, is guilty of a felony.

SEC. 122. Section 18455 of the Financial Code is
amended to read:

18455. An industrial loan company shall not, directly
or indirectly—make—anylean—te;- ggurchasefor an amount
less than its fair market valua contract, loan;—ochose in
action frem—held—a—lease—ebhgaten—ef—er—purchasora
lease contract from, any of the following:
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(@) A person who is an officer or director of the
industrial loan companyor of its any holding company,
or any affiliated company.

(b) A person who is a holder of record or beneficiary
of the shares of the industrial loan compamy of any
holding company, or any affiiated company. This
restriction shall not apply to persons holding less than 10
percent of the shares of any holding company or
affiliated company that is exempt from the qualification
requirements of the Corporate Securities Law of 1968
contained in Section 25130 of the Corporations Code,
pursuant to subdivision (a) or (b) of Section 25101 of the
Corporations Code.

fe-A—persen—n—which—an—officer—er—director—et—the
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(c) The prohibition contained in this section shall not
apply to the purchase by an industrial loan company of a
contract, loan, or chose in action from a finance lender,
as described in Section 22009, a mortgage broker, a
mortgage banker, a real estate broker or other licensed
lender, provided written authorization for the purchase
is obtained from the commissioner.

(d) The prohibition contained in this section shall not
apply to the purchase of life insurance by an industrial
loan company on behalf of an officer or director as part
of the officer's or director's employee benefit plan
package.

(e) The prohibition contained in this section shall not
apply to the following transactions:

(1) A transaction between an industrial loan company
and a subsidiary corporation or other entity in which the
industrial loan company is the owner of 50 percent or
more of the common stock or equity interest, or directly
controls the management of the corporation or other
entity.

(2) The purchase of loans or other obligations by an
industrial loan company from an affiiated company
pursuant to a sale and repurchase agreement.

SEC. 123. Chapter 7 (commencing with Section
18475) of Division 7 of the Financial Code is repealed.

SEC. 124. Chapter 7 (commencing with Section
18475) is added to Division 7 of the Financial Code, to
read:

CHAPTERY. AcquisiTioNoF CONTROL

18475. (a) No person may acquire in the aggregate 10
percent or more of the capital stock of, or the capital of,
an industrial loan  company through  purchase,
foreclosure pursuant to a pledge or hypothecation, or
other devices without the written consent of the
commissioner. Prior to any person acquiring 10 percent
or more of the capital stock of, or the capital of, an
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industrial loan company, or prior to any person acquiring
additional capital stock or capital of an industrial loan
company which would result in an aggregate acquisition
of 10 percent or more of the capital stock or of the capital,
that person seeking the acquisition shall make written
application to the commissioner requesting written
consent for the acquisition.

(b) No person may acquire in the aggregate 10
percent or more of the capital stock or other securities
that have voting power or control over the management
of a holding company as defined in Section 18025 through
purchase, foreclosure pursuant to a pledge or
hypothecation, or otherwise without the written consent
of the commissioner. Prior to any person acquiring 10
percent or more of the capital stock or other securities
that have voting power or control over the management
of a holding company as described herein, or prior to any
person acquiring additional capital stock or other
securities that have voting power or control over the
management of a holding company as described herein
which would result in an aggregate acquisition of 10
percent or more of the capital stock or other securities, or
prior to any person acquiring 10 percent or more of the
capital stock or other securities that have voting power or
control over the management of a holding company as
described herein, through the conversion of a security
into another security or through the exercise of a right to
purchase or subscribe to another security, that person
seeking the acquisition shall make written application to
the commissioner requesting written consent for the
acquisition notwithstanding subdivision (e) of Section
25017 of the Corporations Code.

(c) With respect to the application required to be filed
under subdivisions (a) and (b), the commissioner shall
consent in writing or decline to consent within 60 days of
the filing of a completed application.

(d) An application for consent under subdivision (a)
or (b) shall be in the form and contain information as the
commissioner may by rule or order require and shall be
accompanied by a fee of four hundred dollars ($400).
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SEC. 125. Section 18563 of the Financial Code is
amended to read:

18563. As used in this chapter, “premium financing”
means the activities of a company engaging in the
business of advancing money directly or indirectly to an
insurer or producer at the request of an insured pursuant
to the terms of a premium finance agreement, wherein
the insured has assigned the unearned premiums,
accrued dividends or loss payments as security for such
advancement in payment of premiums on insurance
contracts only and acquiring premium  finance
agreements and does not include the financing of
insurance contract premiums purchased in connection
with the financing of goods and services. The amount of
such advancement in payment of premiums must bear a
reasonable relationship to the premium or premiums
being financed.

SEC. 126. Section 18582 of the Financial Code is
repealed.

SEC. 127. Section 18583 of the Financial Code is
amended to read:

18583. Before a premium finance agency commences
business or opens a branch office or place of business,
there must be paid in cash, for the benefit of the agency,
100 percent of the amount of the minimum—eapital—stock
shareholders’ equityequired under this chapter.

SEC. 128. Section 18586 of the Financial Code is
amended to read:

18586. The provisions of Sectiond48020.6, 18023,
18024,—18420,—1813618205, 18268, 18269, 18271, 18272,
18273, 18274,18350, and 18455 shall not apply to a
premium finance agency.

SEC. 129. Section 18594 of the Financial Code is
amended to read:
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18594. Any corporation organized as an industrial
loan company other than a premium finance agency shall
conduct any insurance premium financing business
under the authority of this chapter and it shall be subject
to all of the provisions of this chapter in respect to such

business, as if it were—erganized—hereuhder—execept—that no
e&ma%ﬁve—e&p&%&aﬁea—mqwmment—sh&”—be—mposed

a premium finance agency
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