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TfTC LEGISI

) r i g i n a l  sp o n so r :  Jo seph so n ,
lagg land, Lew is  and Z ie g le r  _ „

O f f e r e d :  3 /4 /69
R e f e r r e d :  R u le s

[N t h e  s e n a t e  b y  t h e  c o m m e r c e  c o m m i t t e e

CS FOR S E N A T E  B ILL NO,,-212 

IN T H E  L E G I S L A T U R E  OF T H E  S T A T E  OF A L A S K A  

S IXTH L E G I S L A T U R E  - F I R S T  S E S S I O N  

' A B ILL

■or an Act e n titled: "An A't't r e l a c i n g  to the legal r a t e  of Interest; an d

s
-’ov l d i n g  for an e f f e c t i v e  date."

3E IT E N A C T E D BY TfTE L E G I S L A T U R E  OF T H E  S T A T E  OF ALASKA:

* S e c t i o n  1. AS 45.45 is a m e n d e d  by a d d i n g  a new s e c t i o n  to read:

Sec. 45.45.005. D E C L A R A T I O N  O F  PURPOSE. (a) T h e  f o l l o w i n g  f i n d­

ings of the le g i s l a t u r e  r e g a r d i n g  the e xi s t i n g  l e g a l  rate:, of i n t e r e s t  

ev i dence an e m e r g e n c y  o f  u n k n o w n  au r at i o n .  The l e g i s l a t u r e  finds tha t 

the e x i s t i n g  usury rate of eight p e r  cent s e r i o u s l y  i n hi b i t s  the a v a i l­

ability of n e w  capital in Alaska. Si n c e  A l a s k a  l e n d e r s  must c o m p e t e  

for funds o u t s i d e  the state, the e x i s t i n g  m a x i m u m  l egal rate of I n t e r e s t  

retards e f f e c t i v e  c o m p e t i t i o n  b e c a u s e  o t h e r  st a t es  set t h e i r  m a x i m u m  

in t erest r ates at l e v e l s  more a t t r a c t i v e  to i n v e s t e r s .  The e c o n o m y  of 

this s tate suff e r s  a d v e r s e  e f f e c t s ,  some of  w h i c h  w i l l  be i m m e d i a t e  if 

r e l i e f  is not g iven by the l e g i s l a t u r e .

(b) Th e  l e g i s l a t u r e  finds tha t  the h o m e b u i l d i n g  i n du s t r y  in the 

state will come to a v i r t u a l  halt, w i t h  c o n s e q u e n t i a l  w i d e s p r e a d  u n e m­

ployment in the c o n s t r u c t i o n  trad e s.  If m a x i m u m  i n t e r e s t  rates a r e  too 

low in relation to the m a r k e t ,  the h o m e  b u y e r  Is d e p r i v e d  of e ffective 

freedom of choice and b a r g a i n i n g  p o w e r  b e c a u s e  o f  a lack of ne w  homes 

from which to choose. As a result, his a b i l i t y  to n e g o t i a t e  for f a v o r­

able price and terms is diminished. As l a n d l o r d s  c o m p r e h e n d  that 

available shelter spaces are restricted because o f  the h o m e  shortage, 

tenants may find rental rates escalating and p oorer service and mainten 

ance provided. When sellers of existing h o m e s  are unable to be bought
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out for cash by b u y e r s  who are unable t o  r e f i n a n c e ,  t h e  s e l l e r s  are 

likely to i n s i s t  on hi gh e r  sales prices as a c o n d i t i o n  for a c c e p t i n g  

side n o t e s  a n d  j u n i o r  m o r t g a g e s.

(c) The l e g i s l a t u r e  a l s o  finds t h a t  a n o t h e r  a d v e r s e  e f f e c t  of un- 

r e a l i s t l c a l l y  low u sury li m i t s is the e n c o u r a g e m e n t  o f  i n v e s t m e n t  by 

s tate r e s i d e n t s  in, and the t r a n s f e r  o f  d e p o s i t s  to, o t h e r  a r e a s  o f  the 

co u n t r y  o f f e r i n g  b e t t e r  y i el d s  on i n v e s t m e n t .  M o r e o v e r ,  as i n t e r e s t  

le v el s  rise  t o w a r d  the e f f e c t i v e  usury c e i l i n g ,  r e q u i r e m e n t s  f o r  the 

m a i n t e n a n c e  of " c o m p e n s a t i n g  b a l a n c es "  u s u a l l y  b e c o m e  m ore s t r i n g e n t  and 

are a d m i n i s t e r e d  m o r e  rigidly. The r e s u l t  o f  these r e q u i r e m e n t s  is to 

i n c r e a s e  the e f f e c t i v e  rate. The e f f e c t  o f  " c o m p e n s a t i n g  b a l a n c e s "  on 

the A l a s k a  e c o n o m y  is do u b l y  a d v e r s e  w h e n  t h e  res u l t  is to s h i f t  deposits 

f r o m  A l a s k a  b a n k s  to i n s t i t u t i o n s  o u t s i d e  t h e  state w h e r e  t h e s e  b a l a n c e s  

m us t  be m a i n t a i n e d  r e s u l t i n g  in less c a p i t a l  a v a i l a b l e  in A l a s k a  for 

l o a n s .

(d) B e c a u s e  the e x i s t i n g  e m e r g e n c y  c o n d i t i o n s  a r e  of u n k n o w n  d u r a­

tion, certain p r o v i s i o n s  o f  t hi s  Act a r e  t e m p o r a r y  in n a t u r e  a n d  r e q u i r e  

continuing legislative o v e r s i g h t  of t h e  c o n d i t i o n s  c r e a t i n g  t h e  e m e r­

gency.

Sec. 2. A S  ^ 5 . ^ 5 . 010(b) is r e p e a l e d  a n d  r e - e n a c t e d  t o  read:

(b) Until April 1, 1970, unless e x t e n d e d  by the legislature, during 

any calendar q u a rter no interest nay be charged by express agr e e m e n t  of 

the parties in a contract which is g r e a t e r  than twice the f e d e r a l  re­

serve discount rate for the 12th Federal Reserve District that prevailed 

on the first day of the month preceding t h e  commencement of tha t  calen­

dar quarter. Notice of the prevailing qua r t e r l y  rate shall be provided 

by the Department of Commerce. If the legislature has not e x t e n d e d  the 

expiration date by April 1, 1970, interest at the ra t e  of ei g h t  per cent 

may be charged by express agreement of the parties in a contract after



* Sec. 3. AS 45. 4 5 . 0 1 0  Is a m e n d e d  by a d d i n g  a new s u b s e c t i o n  to read:

(c) The m a x i m u m  rate of i n t e r e s t  s p e c i f i e d  in this s e c t i o n  does 

not a p p l y  to t r a n s a c t i o n s  i n v o l v i n g  loans p r o c e s s e d  thro u g h  A la s k a  

financial i n s t i t u t i o n s  when t h e r e  is p a r t i c i p a t i o n  by c o r r e s p o n d i n g  

b a n k s  o r  i n s t i t u t i o n a l  lenders ln other states or c o untries b e c a us e  the 

a m o u n t  of the t r a n s a c t i o n  e x c e e d s  the loan l i m i t a t i o n s  on s tate banks 

u n d e r  A S  0 6 . 0 5 . 2 0 5 ( b )  and on n a t i o n a l  banks u n d e r  12 U.S.C. 84 and the 

r e g u l a t i o n s  and rulings u nder t h a t  s e c t i o n  and to those loans made by 

m u t u a l  s a v in g s  banks, state c h a r t e r e d  savi n gs  an d  loan a s s o c i a t i o ns ,  

an d  f e d e r a l l y  c h a r t e r e d  s a v i n g s  and loan a s s o c i a t i o n s  w h i c h e x c e e d  10 

p e r  cent of surplus, u n d i v i d e d  pr o f i t s  an d  r e s e r v e s  for loan losses.

T h i s  p r o v i s i o n  r e m ai n s  in e f f e c t  until Ap r i l  1, 1970, unless e x t e n d e d  

by the le g i s lature.

* Sec. 4. AS 4 5 . 4 5 . 0 60  is a m e n d e d  to read:

Sec. 45.45.060. C O N T R A C T  N O T  D E E M E D  U S U R I O U S  B E C A U S E  OF  A G R E E M E N T  

T O  PAY TAXES. A c o n tract m a d e  in the state b e t w e e n  b o r r o w e r  and lender, 

d e b t o r  [,] and creditor, or m o r t g a g o r  and  m o r t g a g e e ,  on w h i c h  the rate 

o f  interest is the legal rate o f  I n t e r e s t  s p e c i f i e d  ln sec. 10 of this 

chapter or less [E I G H T  PER C E N T  OR UNDE R ] ,  by w h i c h  one p a r t y  agrees to 

pay the taxes on the debt, c r e d i t ,  or m o r t g a g e  e x i s t i n g  or entered into 

be t ween the p a r ties, is l egal a n d  valid and is not  usurious.

* Sec. 5. AS 44.33.020 Is amended by adding a new paragraph to read:

(11) before the commencement of each calendar quarter, furnish 

l e n ding institutions, title insurance companies, mortgage companies and 

clerks of the respective superior courts with the 12th Federal Reserve 

District discount rate which is to be used during that calendar quarter 

for computing the maximum rate of interest under AS 45.45.010(b).

* Sec. 6. This Act takes effect on the day after its passage and approva .

th a t  date.
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or on the day it becomes law without approval.
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