Int. No. 290

By Council Members Gennaro, Brewer, Fidler, Foster, Gentile, Koppell, Liu, Mark-Viverito, Nelson and Weprin

..Title

A Local Law to amend the administrative code of the city of New York, in relation to requiring all credit counseling agencies to notify consumers when they are not approved pursuant to the Bankruptcy Prevention and Consumer Protection Act of 2005.
..Body

Be it enacted by the Council as follows:
Section 1.  Of increasing regularity, indebted city residents have been the victims of a fraudulent scheme presented under the guise of financial assistance.  Under this unscrupulous plan, numerous dishonest lenders have begun offering “credit counseling” services.  However, instead of devising a realistic management plan to reduce debt, these businesses frequently take advantage of their customers’ dire financial situations.  Often, the counselor will recommend that the consumer borrow funds to satisfy outstanding balances and consolidate payments.  The counseling agency will then arrange such loan against the consumer’s assets, often a real estate interest.

However, many victims of this scam report that the loan interest rates are so high that they are regularly in a worse fiscal position than before they sought counseling.  Ultimately, the business that advertised its ability to help these consumers owns an interest in their customer’s property and earns exorbitant interest on the funds loaned.  When the consumer is unable to meet his or her monthly obligation, the lender may simply foreclose and sell the real estate.      

Section 106 of the newly enacted Bankruptcy Prevention and Consumer Protection Act of 2005 prohibits an individual from filing for personal bankruptcy protection unless such person has received credit counseling from an approved nonprofit budget and credit counseling service prior to filing a bankruptcy petition.  The U.S. Trustee may waive this requirement only if an applicant can establish that the district in which he or she resides does not provide adequate services.

Chapter 1 of the Bankruptcy and Consumer Protection Act of 2005 specifies the requirements that a services provider must satisfy to obtain federal approval, including, but not limited to, staffing, organizational structure and counseling topic areas.  Determinations must be reviewed annually and approval may be revoked at any time.  Further, the Chief Bankruptcy Clerk must maintain a list, available to the public, of all approved credit counselors.  Presently, there are thirteen counselors approved for residents of the Southern District of New York State, which includes the city of New York City, and fourteen for residents of the Eastern District.   


To thwart unscrupulous lenders from taking advantage of consumers in financial crisis, and to ensure that each New Yorker receives the best counseling possible, the Council finds it necessary to require businesses that advertise credit counseling services to inform individuals that the business, if not approved, has not been certified pursuant to the Bankruptcy Prevention and Consumer Protection Act of 2005.     

  
§ 2.  Subchapter 5 of chapter 5 of title 20 of the administrative code of the city of New York is hereby amended by adding a new section 20-723.2, to read as follows:

§ 20-723.2. Disclosure Requirements for Businesses Promoting Credit Counseling Services. 

a.  Definitions.  For purposes of this section:

(1)  “Approved credit counselor" shall mean any person, partnership, firm, corporation or business entity listed in the directory of authorized nonprofit budget and credit counseling service providers promulgated pursuant to the Bankruptcy Abuse Prevention and Consumer Protection Act of 2005.  

(2)  “Credit counseling services” shall mean financial guidance, debt management assistance and consumer credit counseling.

b. (1).  Any person, partnership, firm, corporation or business entity advertising, promoting, or offering credit counseling services, notwithstanding whether such person, partnership, firm, corporation or business entity accepts a fee for such services, shall disclose to any potential or actual consumer when such person, partnership, corporation, firm or business is not an approved credit counselor.

(2).  Such disclosure shall include the following:


i.  All literature provided in connection with such credit counseling services shall include such disclosure on the upper potion of the first page, notwithstanding whether such documents require signature by such consumer seeking counseling services.  Such notification shall appear in clear and prominent letter type, in a print color that contrasts with the background against which it appears, of at least a 16-point type size;


ii.  All printed media advertisements shall include such disclosure in clear and prominent letter type, in a print color that contrasts with the background against which it appears, of at least a 20-point type size;

iii.  A sign shall be prominently posted on the premises advertising that such person, partnership, corporation, firm or business entity is not an approved credit counselor, as well as providing information on how consumers may locate an approved credit counselor.  

c. (1).  Notwithstanding any other provision of law, the department shall be authorized upon due notice and hearing, to impose civil penalties for the violation of any provision of this section. The department shall have the power to render decisions and orders and to impose civil penalties of not less than two thousand five hundred dollars nor more than five thousand dollars for each violation.  All proceedings authorized pursuant to this paragraph shall be conducted in accordance with rules promulgated by the commissioner.  The remedies and penalties provided for in this paragraph shall be in addition to any other remedies or penalties provided for the enforcement of such provisions under any other law including, but not limited to, civil or criminal actions or proceedings.

(2)  All such proceedings shall be commenced by the service of a notice of violation returnable to the administrative tribunal of the department. The commissioner shall prescribe the form and wording of notices of violation. The notice of violation or copy thereof shall constitute notice of the violation charged, and, if sworn to or affirmed, shall be prima facie evidence of the facts contained therein.

d.  The commissioner shall conspicuously disclose on its website all persons, partnerships, firms, corporations or business entities that have been found to have violated any provisions of this subchapter, or rules and regulations promulgated hereunder, within the preceding twelve months.  Such disclosure shall, at minimum, list the name of each person, partnership, firm, corporation or business entity found to have violated any provisions of this subchapter, or rules and regulations promulgated hereunder, as well as the nature of each violation. 
§ 3.  This local law shall take effect 60 days after it shall have been enacted into 

law; provided that the commissioner may take any actions necessary prior to such 

effective date for the implementation of this local law including, but not limited to,

establishing guidelines and promulgating rules. 
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