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ISSUE BRIEF: SMALL CLAIMS COURT
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SUMMARY

Small claims court is a division of the district court system. It provides a court to be used by people without the aid of attorneys to settle only monetary disputes, to acquire some type of fair settlement and to resolve disputes quickly and inexpensively. Cases range from overdue accounts to rental security deposits, delinquent rent, repair bills, physical damage or breach of contract, car accidents, property damage and collecting on money owed. The jurisdictional ceiling of the small claims court was raised from $1,750 to the present $3,000 by Public Act 27 of 1999, which took effect on January 1, 2000. The threshold for filing in district court is $25,000. Several attempts to increase the small claims limit have been proposed since then.  
In 2007, Sen. Wayne Kuipers introduced Senate Bill 786 to amend the Revised Judicature Act (MCL 600.8401) to increase the small claims court threshold. Originally, it would have increased the ceiling for small claims court from $3,000 to $6,000 – however -- a compromise in the Senate amended the bill to $5,000. While the MCUL lobbied for this level, the district court judges worked with various legislators to gradually increase it over several years. While numerous versions of these increases floated around as amendments, at the end of the day, a last minute amendment was adopted in the House to take it to $5,000 by 2011. The bill ultimately passed the House and was concurred in by the Senate to raise the small claims division monetary ceiling in three phases. The first phase increased the threshold to $4,000 beginning on July 1st, 2009; the second phase to $4,500 beginning on July 1st, 2010; and finally the third phase to $5,000 beginning on July 1st, 2011. The bill faced last minute opposition from the district court judges as the MCUL continued to advocate for the bill, but ultimately Senate Bill 786 was pocket vetoed by Governor Jennifer M. Granholm over concerns on the amount of the increase and how quickly the increases would take place.  

This term, Senate Bill 269 was recently introduced by Sen. Tonya Schuitmaker (R-Lawton) on behalf of the MCUL. This bill would simply raise the small claims court threshold from $3,000 to $10,000. In the House, Rep. Frank Foster (R-Pellston) recently introduced House Bill 4590 on behalf of the MCUL to raise the small claims court threshold from $3,000 to $7,000.
EFFECT ON CREDIT UNIONS

The $3,000 threshold has not risen in over ten years and increasing it would provide credit unions with a less expensive alternative to pursing claims in the civil division of district court. Like many credit unions, Michigan credit unions make consumer loans to members from the community. The average unsecured extension of consumer credit is currently above $5,000. Credit unions accept the risk associated with lending to consumers of modest means and take great pride in being able to do so. However, sometimes members overdraw on their accounts and cannot pay their bills. When this happens, credit unions find themselves forced to use the legal system to recover debts owed to them. These debts may be loans, but they also might be overdrawn savings or fraud. Then credit unions are faced with the dilemma of whether they should take a debt to small claims court even though the debt is above the low $3,000 small claims limit. For example, with a debt of $5,000 and legal fees in the $200 to $300 range, credit unions often forfeit the amount over $3,000 because it would quickly be eaten up by legal fees. 

MCUL & AFFILIATES POSITION

Credit unions are advocates for using small claims for many reasons. The initial fees paid by the lender are reduced and this in turn reduces the burden to the borrower. Also, it would provide quicker access to justice for larger, more serious, and more complex cases. Another reason is the small claims process gives the debtor the opportunity to present their case through community supported mediation, the magistrate or the district judge. Peer mediators are present at small claims hearings to assist members in coming to a possible repayment solution before the members would go into court. They volunteer their legal services to assist members with guidance. These types of cases rarely involve complicated questions of law or disputed facts. All of these avenues offer the debtor expediency of being heard as well as absence of attorney fees. Most times the members do not even want an attorney involved because it adds to their costs if a judgment is received. In the event that the debtor wants representation by counsel, district court is still available. The person or business being sued has the right to ask that the case be heard in a higher court where both parties have the right to be represented by an attorney, so the individual’s right to representation is not taken away.  
The MCUL supports increasing the small claims court threshold from $3,000 to at least the national average, which is just over $6,000. The Midwest average is over $5,400. However, ultimately, credit unions would prefer an even higher small claims limit, like $10,000. In today's environment, members are making more money and qualified for larger loans, so $3,000 just is not enough anymore. Currently, Michigan is near the bottom of the small claims court rankings in the nation. One credit union in particular in Michigan spends an estimated $25,000 per year on legal fees to collect debts between $3,000 and $10,000.  If the small claims maximum were increased to $6,000, or preferably $10,000, they would take virtually all of these debts to small claims.  
If this cap were raised, many more people could benefit from the speed, efficiency, and lower costs inherent with the small claims process. District courts could then concentrate on the complex civil matters, potentially realizing greater efficiency in the process. 
STATUS

This year, California and Oregon both passed legislation that raises their small claims jurisdictional limit to $10,000. Additionally, legislation has been introduced in the states of Minnesota, North Carolina, and Wisconsin to raise the threshold to $10,000 or more. Originally Senate Bill 269 would have raised the threshold from $3,000 to $10,000, but after much testimony in the Senate Judiciary Committee, including testimony from Cheryl DeBoer representing First Community Federal Credit Union and the MCUL & Affiliates, the bill was amended and reported out with an $8,000 threshold. Though we prefer a higher $10,000 threshold given that nine other states have limits of $10,000 or more, in the spirit of compromise, $8,000 is workable. The bill then advanced to the full Senate where it passed on Wednesday, October 19 with a vote of 31-7. Two MCUL-opposed amendments were offered on the Senate floor. One would have carved out all businesses excluding financial institutions from the increased threshold, and the other would have reduced the threshold from $8,000 down to $5,000. Both amendments were defeated and the legislation now advances to the House as passed by the Senate Judiciary Committee.  House Bill 4590 was referred earlier in the year to the House Judiciary Committee but has not yet received a hearing.
The MCUL encourages credit union leaders to educate their State Representative on SB 269, particularly those who serve on the House Judiciary Committee. While plenty of work still remains, the MCUL was pleased to see the Senate take action on the legislation and is hopeful the House Judiciary Committee will hold a hearing on small claims legislation in the near future.
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