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FISCAL AND POLICY NOTE

House Bill 928 (Delegates Weir and Boteler)
Environmental Matters

Real Property - Residential L eases - Interest on Security Deposits

This bill alters the amount of interest a landlord must payhanteupon return of the
tenant’s security deposit from 3% per annum to the Federal Redmscount rate as of
January 1 of each year of the tenancy. Interest accruesnabritl-intervals instead of
every 6 months under current law. For a tenant who has been evictggtted dor
breaching a lease, the interest that the landlord must pay upon dioraritie tenant is
the lesser of (1) the current 3% rate; or (2) the FederatriRegiscount rate as of
January 1 of each year. The bill applies prospectively to remtkases entered into on
or after October 1, 2009.

Fiscal Summary
State Effect: The bill's requirements can be handled with existing budgeted resources.
Local Effect: The bill does not directly affect local finances or operations.

Small Business Effect: Minimal.

Analysis

Current Law: A landlord is required to pay 3% simple interest on a tenaptsrity
deposit and to maintain all security deposits in branches ofaldansured financial
institutions doing business in the State. Interest accruex-atosith intervals. The
deposits must be kept in interest-bearing accounts, and the accountbendesvoted
exclusively to security deposits. In lieu of these accountsp@dal may hold the
security deposits in insured certificates of deposit at branohe®derally insured



financial institutions doing business in the State or in secuigssed by the federal
government or the State.

For a tenant who has been evicted or ejected for breaching a tleasenant may
demand the return of a security deposit in writing by firssslmail. Within 45 days
after receiving the notice, the landlord must send the tenant @ listmages claimed,
together with a list of actual costs incurred. The landlord mustréhe security deposit
along with 3% simple interest, less any damages rightfully withheld.

Background: Chapter 2 of 1973 imposed the duty on a landlord to pay interest on a
tenant's security deposit at 3% simple interest, accruing amaenth intervals.
Chapter 536 of 1980 increased the interest rate that must berpaidsecurity deposit
from 3% to 4%. Chapter 369 of 2004 lowered the required interestordd®o for a
tenant’s security deposit held by a landlord.

The Federal Reserve discount rate is the interest rate dh@rg®mmercial banks and
other depository institutions on loans they receive from their relgleederal Reserve
Bank’s lending facility — the discount window. The Federal Res&anks offer three
discount window programs to depository institutions: primary creditpndary credit,
and seasonal credit — each with its own interest rate. Albdig window loans are fully
secured.

Under the primary credit program, loans are extended for a very t&nor (usually
overnight) to depository institutions in generally sound financial conditidapository
institutions that are not eligible for primary credit may agplysecondary credit to meet
short-term liquidity needs or to resolve severe financial difiesll Seasonal credit is
extended to relatively small depository institutions that havaurrig intra-year
fluctuations in funding needs, such as banks in agricultural or seasomat res
communities.

The discount rate charged for primary credit (the primary ctrade) is set above the
usual level of short-term market interest rates. (Becaus®py credit is the Federal
Reserve’s main discount window program, the Federal Resénnmes uses the term
“discount rate” to mean the primary credit rate.) The discou@taia secondary credit is
above the rate on primary credit. The discount rate for seasi@tid is an average of
selected market rates. Discount rates are establishedcbyFRederal Reserve Bank’s
board of directors, subject to the review and determination of thel BbaGovernors of
the Federal Reserve System. The discount rates for thel¢ngiag programs are the
same across all Federal Reserve Banks except on days around a changsen the r
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Additional Information

Prior Introductions: An identical bill was introduced during the 2005 session as
HB 744 and received an unfavorable report from the House Environnidatérs
Committee. Similar bills, SB 863 and HB 546, were introduced dan@@004 session.
SB 863 was withdrawn. HB 546 received an unfavorable report from theeHous
Environmental Matters Committee.

CrossFile: None.

Information Source(s): Judiciary (Administrative Office of the Courts), Departmeht
Legislative Services

Fiscal Note History:  First Reader - March 11, 2009
mcp/kdm

Analysis by: Jason F. Weintraub Direct Inquiries to:
(410) 946-5510
(301) 970-5510
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