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§ 4545010 Alaska Statutes 8 45.45.010

Sec. 45.45.010. Legal rate of interest

(a) Therate ofinterest in the state is 10.5 percent ayear and no more
on money after it is due except as provided in (b) of this section.
_(b) Nointerest may be charged by express agreement of the parties
In a contract or loan commitment dated after June 4, 1976 wFuch IS
more than five percentage points above the annual rate (;har%ed
member banks for advances bﬁ the --2tirFfcderal Reserve District that
prevailed on the 25th day of the month preceding the commencement
ofthe calendar quarter during which the contract or loan commitment
ismade. A contract or loan commitment in which the principal amount

V exceeds $100,000 is exemgt from the limitation of this subsection.

" (c] Repealed by § 3 ch 84 SLA 1973
Notice ofthe annual rate charged member banks for advances by
the 12th Federal Reserve District ?revamng on the 25th day of the
month preceding the commencement of each Calendar quarter required
for the maximum interest rate computation under (t% of this sectign
shall be provided by the Department of Commerce and Economic
Development.
e) Repealed by §4 ch 146 SLA 1974. _ ,
f) No bank, savings and loan institution, pension fund, insurance

company or mort?_age company may require or accept any per cent of
ownership or profits above its inferest rate. _
g) Loan contracts and commitments covering one- to four-family
dwellings may be prepaid without penalty, except federally insured
loans that require a prepayment penalty.” T
(h) 1f the limitations on interest rates provided for in this section are

Inconsistent with the

provisions of any other statute covering

maximum interest, service charges or “discount rates then the
provisions of the other statute prevail. g§ 25-1-1 ACLA 1949: am § 20

ch 143 SLA 19J8; am § 2 ch 69 SLA 19

9;am 8§ 1,2 ch 94 SLA 1969

am 88 1 2¢ch 239 SLA 1970: am & 1 — 3 ch 84 SLA 1973 am &1,
— 4°ch 146 SLA 1974 am § 1 ch T10 SLA 1976; am § 1ch 159 STA

1976; am § 2 ch 107 SLA 1980)

Cross references. — As to rate of
interest under Alaska Small Loans Act,
see AS 06.20. As to premium finance act,
see AS 06.40.120. As tocredit union loans,
see AS 06.45.060. As tojudgments, see AS
09.30.070. As lo commercial fishing loans,
see AS 16.10.320ial As lo housing
development revolving loan fund, see AS
18.54.060. As to Alaska housing finance,
sec AS 18.56.098. As to insurance policy
loans, see AS 21.45.080. As to veterans'
loans, sec AS 26.15.040. As to residential
care facility loans, see AS 44 33 350(b>. As
to temperate social activities facilities
loans, see AS 44.47.340 ¢). As to retail
installment sales, ~ee AS 45.10.120, As to
collection of advance interest, see AS
45.45.080. As to Alternative Technology

and Power Resource loans, see AS
88.030'ei. As lo tourism loans, see AS
45.90.030(c). As to small business loans,
see AS 45.95.020. As to historic district
loans, see AS 45.98.040(4).

Effect of amendments. — The first
1976 amendment substituted Tivt
percentage points" for "four percentage
points"” in the first sentence of subsection
(b).

The second 1976 amendment rewrot*
subsection (a).

The 1880 amendment substituted "10.5
for "e.cht” near the beginning “
subsection (a), and deieted the
second sentence of subsection (a),
reed: "The rate of interest in the state *L
six per cent a year and no more on (*
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Senate
e on CAD &Commerce Sonch v

o ) State Capitol
Official Business Juneau, Ahska 99811

February 9 19S1

Senate Labor 5 Commerce Committee Meeting

The meeting was :alled to order at 3:10 P.M. by Chairman
Mulcahy. Those present were: Senators Hohman, Ziegler
Fahrenkamp and Rodey.

First on the agenda was SB 19 "An Act relating to the legal
rate- of 1interest; and providing for an effective date."”

Chairman Mulcahy mentioned that a line of credit funds should
be a matter of separate legislation.

Mr. Don Rhoades, President of Peoples Bank in Anchorage, tes_
tified on SB 19, citing the Belt Daniels report, 1980 Fed-—

eral Deregulation Act, as to 1impact on banks (tape reading 035
to 150).

Mr. Rhoaues stated that Federal regulations pre-empt state
usury Jlaws at S23,000.

Senator Rodey stated that pre-emption for $25,000 will apply

April 1, 1983; we are taking ourselves from within a Federal
scheme and developing our own usury statute. Banking dereg—
ulation allows us to do Iit. M- are exempting the State of

Alaska from thc Federal Act anc wish to set our own usury rate.
Senator Rodey moved to amend SB 19 by deleting the figure $100,000
in line 17, page 1 of SB 19 to read $25,000. There were no ob—
jections.

SB 19 was passed out of Committee with ™"Do Pass" recommendations.

Next on the agenda was SB 53 "an Act relating to filing 1insur—
ance policy forms."”
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Mr. Don Koch, Alaska Division of Insurance testified on SB 45.
He stated that the Division oflnsurance ask through the Governor
to respond to Federal legislation which will put the Federal
Government 1in a position to regulate medicare supplement iInsur —
ance, unless the State of Alaska takes certain actions:

1.) Adopt minimum standards for medicare supplemental

pol icies.
2.) Implement 1loss ratioregulation toexamine relation—
ships cf benefits to cost - Public lLaw 96-265 effec—
tive July 1, 1SS2. (tape reading 322 to 546)
Mike Thomas, Jlobbyist for the American Council of Life Insurance
testified on SB -o0. He felt that the Federal regulations are
not necessarily reflective 1in SB 43. He also felt there were

two problems with the bill:

1) It gives the Division the authority to set and approve
regulations 1in all phases of insurance.

2.) Tliis bill may not give enough authority to meet re—
quirements. Present statutes do not give authorities.
(ta]e reading 350 to 640)

Chairman Mulcahy felt that further staff research 1is needed.

The meeting was adjourned by Mulcahy at 5:40 P.M.



COMMITTEE REPORT
SENATE

FURTHER: ?lo:;c

Date:
Mr. President:
The Committee on has had "5 IQ

rr.ts o;: -".v.tarov

under consideration and (a majority of the committee) (the committee)
reports it back with the following™ recommendations:

[ ] do pass (] donot pass
[> ] do passwith attached amendments(s)

_ ] same title
[ ] replace with CS for ] new title
and recommends
[ ] AND attaches a "Letter of Intent" [ ] New Fiscal Note
[ | reports it back without recommendation
[ ] referred to the Committee
MEMBERS SIGNING MEMS3ERS HAVING
DO PASS OTHER RECOMMENDATIONS:
J
CHAIRMAN

S 60 (Rev. 12/78)
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AMENDMENT

Offered in the SENATE:

ByisniNvri: 1a?--. -r.—~ -hinm

To: cuLiLi.ci. SENATE BILL No.

HOUSE BILL No. _

Page: J

In lino 17, delete the figure
fiaure 925,090.

Ling: ol e

9100,000 and replace with the
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ME\Am S INVESTMENT BANKERS AND BROKERS OCPIEf
Wi FCor STOCK EXCHANGE INC IN THE PP'NCIPAL CITIES Ol THE
AventCA*, STOCK EXCHANGE INC 114 SOUTH FRANKLIN STREET H
PACirrc STOCK EXCHANGE »NC PACIFIC NORTHWEST AND ALASKA
MIDWEST STOCK EXCHANGE. INC JUNEAU ALASKA 99801
CMICAOV BOARD OPTIONS EXCMANGC
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February 9, 1981
Written Testimony: SENATE BTI.L NO. 19

Submitted !iy: Fred K. Koken
First Vico President
Foster f, Marshall, Tnc.

In the testimony | submitted to you a week nqo and in the discussion
which followed it was mentioned that the particular problem our industry
faces might be best addressed in separate legislation or a separate
section of current legislation. Attached is a copy of legislation
currently under consideration in the State of Washington which addresses
my industry®"s particular problem.
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Head first tip* lanuarv 21, 1981, anti refcned to Connittce on FINANCIAL
i.vnnvnoNS 5 insurance.

b ACT Relating to commercial lending; and adding a new section

to chapter 19.52 RCW.

EF. 1T EiNACTED BY THE LEGISLATURE OF THE STATE OF WASHINGTON:

NEW SECTION. Section 1. There 1is added to chapter 19.52
KCW a new section to reaa as follows:

The interest ~charged by any broker-dealer registered
under chapter 21.20 RCW and under the federal securities and
exchange act of 1034, as amended, shall not be subject to the
limitations imposed by this chapter if the underlying loans (€Y)
may be paid in full at the option of the borrower ar.d (2) are
subject to the credit regulations of the board of governors of
the federal reserve system, or its successor. Regarding any
suur. 16an, a borrower may r.ot p“ead the defense of usury r.or

s-.at.uuin any action thereon or therefor.



LOSTLK 8 MARSHALL INC.

MEMBERS INVESTMENT UANKCRS AND BROKERS OFFICES
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MIOV-'EST STOCK EXCHANGE. INC JUNEAU ALASKA 99801
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February 2, 1981
Written Testimony: SENATE BILL NO. 19
Submitted By: Fred K. Koken

First Vice President
Foster & Marshall, Inc.

Security brokerage firms and other businesses that extend open lines of
credit to their customers finance these loans through borrowings from

major banks. The rate that is paid (the broker call rate/prime lending
rate) moves up and down or "floats"” with money market rates and the
policy of the Federal Reserve Bank. In years past these rates have moved
in a fairly narrow range and in an orderly manner. However, in the past

eighteen months we have seen the broker call rate/prime lending rate
make wide swings in very short periods of time.The current Alaska State
usury law does not allow the necessary flexibility tokeep pace with
these interest rate changes and in fact can cause substantial losses to
firms that extend open lines of credit.

EXAMPLE: Fester & Marshall is currently extending approximately $2,700,000
in credit t5 Alaska residents. Under current law the maximum
that can be charged is 18%. This is 5% above the 13% rate as set by
the 12th Federal Reserve District on the 25th day of the month

preceding the commencement of the calendar quarter. Our cost
of money (the broker call rate) 1is now 20%. This means we are
losing monev at an annual rate of $54,000. Since we normally

charge 1% jbove our cost of money for accepting the risk of these
loans and administering them we are actually losing money at an
annud Tdte of $81,000.

It is not the desire of any legitimate lerJer to take advantage of the
borrower; however niether should the law ullow the borrower to take

advantage of the lender. In this situation the lender has two alternatives:
1) to continue to carry the loans and incur the loss, or 2) to call the loans
and drive Alaska residents outside to do their business.

To correct the current situation two suggestions are offered:

1. Change the existing percentage point spread between the Federal
Reserve rate and the usury limit to an eight percentage point

spread.
2. Change the language in the existing law that now allows the rate to
change only once a quarter and allow the rate to "float”. This

would mean that when the Federal rate went up so would the usury rate
and when the Federal rate goes down so would the usury rate and that
the maximum allowed by law would never be more than eight points
above the effective annual Federal Reserve rate.



Written Testimony
Fred Koken

Such a change would allow the usury limit to move or "float™ 1in
a constant relationship to the rate charged member banks by the
12th Federal Reserve District.

For suggestions as to specific language cj “nges to SENATE BILL NO. 19
please review the attachment.



1, On line 12 delete the word [FIVE] and insert the word eight.

2. On line 12 insert the word effective between the words "the"
and "annual™.

3. On Iline 13 insert a period U) after the word District.

4. At the end of line 13, through lines 14 and 15 and ending on
line 16, delete the words [ON THE DAY ON WHICH THE CONTRACT
OR LOAN COMMITMENT 1S MADE.]

Note: The objective of suggestions 2, 3, and 4 is to eliminate
the possible tying of the usury limit on open lines of credit
to some contract date that might have established the open
jine of credit months or even years earlier.
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February 3, 1981

Senate Labor 5 Commerce Committee Meeting

The jJneetin-g was called to order at 5:05 P.M. by Chairman
Mulcahy. Those present were: Senators Rodey, Ziegler 8
Fahrenkamp. Vice Chairman Hohnan was 1in another meeting
and arrived late.

Chairman Mulcahy mentioned that we had received a Sponsor
Substitute for SB 20.

First on the agenda was SB 19 "An Act relating to the legal
rate of interest; and providing for an effective date."

Senator Rodey addressed SB 19, explaining the intent of the
legislation of changing quarterly calculations of interest
rates to daily calculations.
pi— 1K c L .
Mr. Fred Koken, Di4-raetop r— fi'v.jiu. oTjDuirtring testi—
fied on SB 19. He offered written testimony re: SB 19 and
is in favor of changing the usuary Jlaw to allow rate to
fluctuate with changes of the Federal Reserve Discount Rate.
Would also recommend the rate be raised to 8P rather than

five percent (tape reading 100 to 599).

Senator Rodey stated that the bill (S3 19) does not really
deal with the area of the T“open Iline of credit”. He also
suggested that the Ilimit be lowered to $25,000.

Next on the agenda was SB 20 5 SB 35, which are very similar
and dealing with Corporate Income Tax.

Senator Ziegler requested more background in the area of
corporate 1income tax relief due to a position paper from
the Department of Revenue and the bills possible «.ffect on
the present law suit involving the oil companies and the
State for liability of income tax.
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Commissioner of Revenue, Tom Williams, testified on SB 20 5 35.
He spoke in opposition to both bills and listed five (5) policy
considerations to be studied tv the Committee (tape reading 4-16
to 702).

Senator Ziegler said he still sees the necessity of some relief
to small corporations throughout the State.

Senator Rodey felt sraah corporations®™ costs are much higher

percentage- wise than that of larger corporations, thu® the need
for the ta"x relief. He brought up the 1legal question as to the
impact of the present state lawsuit of the corporate 1income tax
to multi-state corporations 1ir. connection with this legislation.

Next on the agenda was SB S5 "An Act permitting a minor under the
age of 18 to be employed 1in an occupation 1in which a strike or
lockout 1is 1in progress.”

Senator Dankworth addressed this bil, explaining that a labor
incident of this summer where minors lost jobs because of a
strike. Work orders had to be pulled because of existing re—
gulations that were adopted by the Department of Labor incon—
nection with the Federal Fair Labor Standards Act. However,
minors were still permitted tc work picket lines.

Dale Cheek, Director of Wage and Hour Division, Department of
Labor testified in favor of this legislation. He said the bill
would clarify the law (tape reading 704 to 840).

Senator Rodey questioned as towheathcr or not it was really
necessary for a bill, when possibly repealing a regulation
would be all that is necessary.

Earl Deater, Local 302 : State opposition to SO 85 (tape reading
842 to 854)

Scott Edgar from Anchorage, age 15 years, testified 1in regards
to SB 85 and how he was affectedby the legal decision by the
A.G"s office to not allow minors towork during a strike (tape
reading 000 to 062).
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Paul Edgar from Anchorage, and father to Scttt Edger testified

on the effect of the strike on his sen and thirty-six other minors
who were prevented from working or collecting unemployment be—
cause of the incident (tape reading 064 to 25S).

Mr. Dwayne Carlson, President AFL-CIO testified that the pro-—
posed legislation would violate the Child Labor Laws. It would
set a precedent for hiring youngsters as strike breakers. He
offered a compromise amendment as to not allowing youngsters
(minors) t-o work behind pickets as well as businesses involved
in disputes (tape reading 263 to 520).

The meeting was adjourned by Chairman Mulcahy at 4:03 P.M.



LEGISLATIVE AFFAIRS AGENCY

K EMORAKTDUM February 2, 1981

SUBJECT: Legal rate of interest -- SB 19
(Work Order Numt ~r 12-0492)

T0: Senator Bob Mulcahy, Chairman
Senate Labor and Commerce Committee
Attn: Linda Otey

FROM: Thomas A. Sofo r
Legislative Counsel

You have asked whether SB 19, an act relating to the legal
rate of interest in the state, satisfies requirements under
the federal usury law enacted April 1, 1980. One of the few
things that this nemo may be able to accomplish is to more
specifically define the question which needs to be considered
by the Committee. On March 31, 1980, the United States
Congress passed the Depository Institutions Deregulation and
Monetary Control Act of 1980, P.L. 96-221, 94 Stat. 132.
[Hereafter Monetary Control Act of 1980.] That rather Ilengthy
law involves amendments to more than 100 sections of the
United States Code. Various sections of P.L. 96-221 are
known as or amended the following statutes:

Bankholding Company Act of 1956;

Ranking Act of 1935;

Consumer Checking Equity Act of 1980;

Depository Institutions Deregulation Act of 1980;
Equal Credit Opportunity Act;

Federal Credit "nion Act;

Federal Deposit Insurance Act;

Federal Home Loan 3ani<. not;

Federal Reserve Act;

Federal Tra<e Commission Act;

Financial Regulation Simplification Act of 1980;
Truth in Lendinv Act; and

Truth 1in Lending Simplification and Reform Act.



Senator Bob Mulcahy
Page 2
February 2, 1981

As can be seen from the above, the scope of the Monetary
Control Act of 1980 was extensive. He

One of the subjects covered by the Monetary Control Act of
1980 is the maximum permissible rate of interest which may
be charged on certain transactions by certain institutions.
The relevance to the state of those scattered provisions 1is
necessarily tied to the nature of the loan and the institution

at which it.is made. SB 19 is an attempt to amend the general
usury law which applies to loan transactions in the state in
which the principal amount is $100,000 or |less. It should

be pointed out that AS 45.45.010(h) and the note immediately
following AS 45.45.010 make it clear that many types of trans—
actions and institutions are subject to more specific regulation
of maximum interest charges and that those more specific

statutes prevail over the language contained in AS 45.45.010(b)
which SB 19 is concerned with. The Monetary Control Act of

1930 is an example of federal legislation which more specifically
addresses certain types of loan transactions and has the

effect of preempting usury laws of this state for those trans—
actions. The following is a list of transactions or institutions
which are covered by the Monetary Control Act of 1980:

Federally insured residential mortgage transactions
(12 U.S.C. 1735f-7nt);

Business and agricultural 1loans of $25,000 or more
(12 U.S.C. 86aj;

State-chartered insured banks (12 U.S.C. 1831(d));

Federally insured savings and loan associations
(12 U.S.C. 1730(9));

Federally insured credit unions (12 U.S.C. 1785); and

Small business 1investment companies (15 U.S.C. 687).
As Co each of the entries in the list above, the Monetary
Control Act of 1980 has provided for the maximum interest

which may be charged and has specifically stated that any
state lav; to the contrary is preempted. The interest rates
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which apply since April 1, 1980, except on those loan trans—
actions for which a commitment Vvias made prior to April 1,
1930, are as follows:

Federally insured residential mortgages -- no maximum
rate;

Business and agricultural loans of $25,000 or more --
5 percent above discount rate on 90 day commercial paper
at federal reserve;

State-chartered insured banks -- 1 percent above discount
rate on 90 day commercial paper at federal reserve;

Federally insured savings and loan associations --
1 percent above discount rate on 90 day commercial
paper at federal reserve;

Federally insured credit unions -- 1 percent above
discount rate on 90 day commercial paper at federal
reserve; and

Small business investment companies -- as prescribed by
regulation by the small business administration or other
alternatives which will require further research.

As to each of the preempted areas identified above, the
Monetary Control Act of 1980 allows a state to specifically
adopt a statute after April 1, 1930,

. .

i t non > feufypTBCimppS pBe:i*RCSLIFI-"UStErV*
The only exception to this

mechanism to avoid federal preemption 1is in the federally

insured residential mortgage transactions. In that area
there 1is a "window™ within which any state action to avoid
feaeral preemption must occur. For federally insured resi—

dential mortgages, the state must adopt a law explicitly
avoiding the preemptive effect of the Monetary Control Act
of 19(30 on or after April 1, 1980 and before April 1, 1983.

It is beyond the scope of this memo to address the wisdom in
pursuing any state legislation which can avoid the preemptive
effect of the Monetary Control Act of 1980. In-depth economic
analysis would seem to he warranted before taking any action.

" - ovem", the timing of such a dec..sion is particularly important
mi the ar*M of federally insured residential mortgages since
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the "window”™ only remains open until April 1, 1983. The

short answer to the question originally posed is that SB 19

does not require further amendment to comport with the federal
usury statutes which became effective April 1, 1980. However,
as | am sure can appreciate, the issues raised by the Monetary
Control Act of 1920 are certainly likely subjects of legislation
which could be included in a bill similar to SB 19.

TAS:1jb
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OFFICE OF THECOMMISSIONER |~ JUNEAU. ALASKA 99811

February 19, 198"|Phone:465 2500

Honorable Bob Mulcahy, Chairman
Senate Labor & Commerce Committee
Pouch V

Juneau, Alaska 99811

Dear Senator Mulcahy:
RE: Deregulation of Interest Rates

Last year, Congress passed the Depository Institutions Deregulation Act
of 1980. The purpose of the act was to do away with limitations on
interest rates, which were payable on deposits and accounts, and which
discouraged persons from saving money. The act is administered by a
committee, including members of the Federal Reserve, FDIC, the Federal
Home Loan Bank and others. The committee is called the Depository
Institutions Deregulation Committee.

The committee was given the charge of doing away with interest rate
limitations on deposits in financial institutions. This limitation 1is
known as "Regulation Q." The committee, in doing away with the interest
rate limits, will be raising the limitations a certain percentage for
the first two 18-month periods, then a half of a percent a year there—
after until the end of the sixth year. During this period of time, the
rates cannot exceed the money market rate. After the slx-year period,
the Regulation Q limitations will no longer exist. During the slx-year
phase-out period, the committee 1s to prescribe rules governing the
payments of Interest and dividends and the establishment of classes of
deposits on accounts.

The concerns you mentioned regarding usury rates and the effect that it
may cause upon the free-floating interest rates paid on deposits are
valid concerns. The usury rate, after a slx-year period, may have the
effect of limiting the amount of interest that a financial Institution
could pay on deposits. That 1s, 1f the usury “ate on loans was set at a
level of 17 percent, a financial institution could not pay interest on
deposits 1n the amount equal to 17 percent and stay in business. There—
fore, the usury rate may have the effect of limiting what financial
Institutions could pay tix Ir depositors if the rates on deposits were to
float free.

Commissioner

CRW/jarL
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Summary SB 19 - by Senator Rodey

"An Act relating to the legal rate of interest; and
providing for an effective date.””

Changes to 45.45.010(b):

1. Removes quarterly calculations of interest rates
and replaces it with daily calculations of interest
rates based on day of contract or committment.

2. Repeals (d) - requirement for government notice of
qguarterly rate of interest to all banks and loan

institutions.



Sponsor (Principal) Sill Number

Department
Commerce & Economic Development Labor & Commerce SB-19
Department Position

- ® &

i 1

ot opposed 1! )
Division Difg?toyV/~ commission*// [ [ IV o7//f/SV
/

will t— W ¢ Charles"R/werner

GOVERNOR'S OFF.CE USE

Comments:

DTVt re AV - . i

o
By *_ Data 1
L J

O Position Noted

SUMMARY

1. a) Related Hills (Similar or Conflicting 1. b) Other Agonciut Affected by Bill

Nnnp nf which T nm awaro

None of which 1 am aware
b) Organizational Opposition to Bill

2. a) Organizational Support (or Bill

All Alaska Financial Institution None of which 1 am aware

3. Program Effects of Bill

None 1if passes as proposed.

"
P
-f M i“v -
4. Flsca' Impact: & Nona |~| Fiscal Note Attached
5. Amendments Proposed:
Consideration could, be given for the removal of all interest rate ceilings. This would
let each financial institution compete based on their costs and other competitive factors.
6. Comments:
in money market conditions.

The present quarterly adjustments do not allow for sudden changes
The daily calculation of the legal rate of interest will allow lenders to quickly adjust their

charges as changes in the discount rate occur. AS 45.45.010(d) as stated in the bill must be"
repealed in order* that the lender may quickly calculate the applicable interest rate without
the delay of an intervening level of authority. Of necessity, AS 45.45.010 must be self- X

regulating.

V

oi 00"jin«v. j/boi
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Division OF BANKING, SECURITIES, SMALL LOANS HI CORPORATIONS JUNEAU. ALASKA 99811
NOTICE OF MAXIMUM LEGAL RATE OF INTEREST
EFFECTIVE JANUARY 1, 1931 THROUGH MARCH 31, 1981

In compliance with AS 45.45.010(d), the Commissioner of the department
gives public notice that the Federal Reserve discount rate prevailing in
the 12th Federal Reserve District on the 25th day of the month preceding
the commencement of the calendar quarter beginning January 1, 1980 was 13
percent.

AS 45.45.010(b) provides that:

(b) No interest may be charged by express agreement of the parties

in contract or loan commitment dated after June 24, 1976 which is

more than fi "e percentage points above the annual rate charged member
banks for advances by the 12th Federal Reserve District that prevailed
on the 25th day of the month preceding the commencement of the
calendar quarter during which the contract or loan commitment Iis

made. A contract or loan commitment in which the principal amount
exceeds $100,00! is exempt from the limitation of this subsection.

THEREFORE, effective January 1, 1931, the maximum legal rate of interest
which may be charged by express agreement of the parties in a contract or
loan commitment of $100,900 or less is 18 percent.

On March 31, 1980, President Carter signed into law H.R. 4986, a bill
which makes a number of changes affecting banks and financial institutions
and state usury laws. In particular, that bill affects the provision of
the Alaska usury statute, A3 45.45.010(b) as follows:

1. The ceiling on interest rates allowable on certain home
mortgage loans including mobile homes loans, 1is preempted
starting April 1, 1930, and there 1is no ceiling set by federal

law.

2. The ceiling on interest rates allowable on business and
agriculture loans over $1,000 is preempted if that ceiling
falls below the ceiling established by the federal Ilaw (this
provision applies for a period o: three years ending at the
close of April 1, 1933). Consult the current discount rate
from the Federal Reserve 3ank in Seattle to determine if

preemption has occurred.

Regulations for federally-related mortgage loans have been adopted. See
12 Code Federal Regulations Part 590. For further information relating
to the federal legislation, please contact the Alaska Congressional
Delegation and refer to Public Laws 96-221 and 96-399.

Julius 4/ Brecht
Director



THE L.uGISLATURE OF THE STATE OF a JKA
TWELFTH LEGISLATURE

FISCAL NOTE

I RE?RUEST.
BJll/Resolution No. .SB 19

T|t|e An Act relating t %

0 e fegal rate of IMterest; and provi mtI) effee.date
Requested bv  S. Labor & Commerce Date 1/16/8

n.  FISCAL DETAIL
Agency Affected Department of Commerce, & Economic Development
Program Category” Affected Consumer Protection
BROU. Program, or Subprograni(s) Affected rinancial institutions _
(Note: If more than one budqet,component is affected, separate line-item amounts and funding for each
component in the andlysis section.)
EXPENDITURES  (Thousands of Dollars)

FY 81 FY 82 FY 83 FY 84 FY 35 .FY 36

100 PERSONAL SERVICES 0 0 0 0 0
2n  TRAVEL 0 0 0 0 0 0
70 CONTRACTUAL 0 0 0 0 0 0
400  COMMODITIES 0 0 0 0 0 d
500 ERUIPMENT 0 0 0 0 0 0
600 LAND & STRUCTURES 0 0 0 S 0
700 GRANTS. CLAIMS. ETC. 0 0 0 0 0 0

TOTAL 0 0 0 0 0 0

FUNDING  (Thousands of Dollars)

AL 0 0 0 0 0 0
PEDERAL FONDs S [ B
OTHER (Specify FunJ Source) 0 0 0 0 0 0

POSITIONS
FULL TIME 0 0 0 0 0 0
PART TIME A 0 0 0 0
TEMPORARY 0. 0. 0 0 0 0
1. ANALYSIS (See Fiscal Note Preparation Instructions, Section I1)
J . .
IV. DATE PREPARED BY W illis F'. Kirkpatrick, Dir, of Banking
L. i . . AGENCY Dppt. of Commerce S Economic Development
Original: Leg|slat|ve Finance PHONE  465-752
C: Budget and Management

Primie Sponsor (First Legislator Named)

-001 (Rev. 12/80
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FOSTER & MARSHALL INC

INVESTMENT BANKERS AND BROKERS

(206) $44-3*00

November 19, 1980

Mr. Jim Kelly

State of Alaska Banking Committee
Pouch V

Juneau, AK 99811

Dear Jim:

It was a real pleasure speaking with you this morning, particularly since
you left me with a sense of optimism toward an eventual solution of the
usury burden. As we discussed on the telephone, this letter serves as an
addendum to my November 12 letter. It is written because of the one per—
cent increase in the discount rate and a 1 3/4 percent increase 1in our
cost of funds since the last letter.

based upon the new interest rates we are now losing $60,750 a year, with
an additional $27,000 lost from our normal spread. When reviewing this
$87,750 loss from our normal income, Foster & Marshall must make one of

two decisions: 1) continue carrying the loans and incurring the loss, or
2) calling the loans and discontinue extending credit until the rates are
more favorable. The unfortunate part of the latter alternative Iis; that

we"re in a highly competitive business and it would be relatively easy
for Alaskan residents to redirect their business outside the state of
Alaska, and therefore be unencumbered by a usury law. It is these same
.competitive forces that do not ailow us to maintain a high interest rate,
mased upon~"a previously stated discount rate/~during”® period of declTn-
jnc rates. -

Because our rate of interest charged clients 1is based upon our cosit of
money as opposed fo theudiscount rate, we recommend that the wording 1in
AS 45.45.010(b) be amended to read, "...~ more than eight percentage
points above the annual rate charged.namhpr banks for advances bv th<
12t*. Federal Reserve District.”, and that the eight percentage points be
.allowedjto fluctuate with the discount rate.. The state of Alaska is the
only state that 1 know of that formally notifies interested parties of
the discount rate; it is generally the responsibility of the financial
institution to be aware of this rate.

| have detailed a list of discount rates that were in force from October 2,
1978 to November 17, 1980; these dates aren"t necessarily the dates that
che rate changed, but are the applicable rates on the days indicated.
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November 19, 1980
Mr. Jim Kelly

October 2, 1978 8%
October 16, 1978 8 1/2%
November 1, 1978 9 1/2%
August 7, 1979 10%
August 31, 1979 10 1/2%
September 19, 1579 11%
October 8, 1979 12%
February 15, 1980 13%
May 29, 1980 12%
June 12, 1980 11%
July 21, 1980 10%
September 26, 1980 11w
November 17, 1980 12%

If I can be of any further assistance please dcn"t hesitate to contact
Sincerely,

FOSTER & MARSHALL INC.

e>a\g/H. Abramson
Vice/President * Controller

CHA:jb

cc: Mr. Fred Koken
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November 1?, 1980

c/

Mr. clin Kelly

State of Alaska Banking Committee

Pouch V .

Juneau, AK 99211 . NT

Dear Mr.- Kelly:

This letter is written at the request of Mr. Fred Koken, manager of our
Juneau office., concerning the impact of the Alaska state usury law upon
Foster ft Marshall"s profitability and our reconmendations for possible
change. This opportunity for voicing our concerns and opinions 1is very
much appreciated.

At this writing our average cost of money is(J5 1/2%J and the maximum amount
that we can charge our customers to whom we have extended credit in the
State of Alaska is 15%. With $2,700,030 in credit extended to Alaskan res—
idents, this equates to a $1,125 loss on a monthly basis ($13,500/annual).
Since we normally earn approximately 12 on credit extended, this is really

a $3,375/month ($40,509/annual) loss from our normal operations, and the
disparity between our average cost of money and the state usury is some-
tii.cs greater than this 1/2%.

I understand you are considering soine alternatives to the present usury
policy. The alternative of reducing loans exempt from the usury law from
$100,000 to $50,000 does not benefit us since most of cur loans are in the
$5,009-25,000 range. The 1ideas of eliminating the usury law or Increasing
the amount that may be charged in excess of the discount rate are very at—
tractive to us (if that increase 1s 8% or more). Another alternative worth
considering is allowing the usury rate to fluctuate with the discount rate;
at least for us this is very practical, since all we have to do is call the
local Federal Reserve Bank and ask what the current discount rate 1s every
time our cost of money changes.

IT 1 can be of any assistance in this natter or if you v/ould like to pursue
anything that has been discussed in this letter, please don"t hesitate to
contact me. 1 can be reached at 205/344-8530.

Sincerely,

FOSTER A MARSHALL IRC.

Craig 1. Abramson
Vice President ft Controller

CHA:jb

cc: Mr. Fred Koken



The Depository Institutions Deregulation & Monetary Control Act
of 1980 - has an override clause which allows for States to
stop intervention of usury laws by the Federal Government if
dealt"with by April 1, 1983.

For an effective override, States must amend usury laws by
specifically inducing terminology referring to the title

of the Act and also cheering stating that the state 1is overriding
the preemption.

Til  V—STATS USITP.Y LAWS
ate ame me[nt contains various amend)ments providin
o override stae usury ceilings on usrnefs a%ncu
mortgage oans cumnar provisions were enacted as cart
ouse receded with an amendment which contains the fol-

I
ge é nrv cerIrngalonuHIrsrr mort&agae leans ma v banks sav

7TTnWufv\Kcm of

na% earr a ove en savn]%s nsalm(rfga o) I e
cl Wi %e erma eorm rem ett a~ [ ecled  Usurti ccinno
sa s 0 OVelT rde I0r r is% c wr loans onli( a-ffcr

a? Tl geélfsd Ogontlrjrr?f %8 preemoted. aﬂsﬁ CO? $25.000. Ra+e. toill
er r:ca)glea;r}ocrn L ﬁr (\erseer%d:vgrrcoun rrgr:emeC!Hsmﬂ Iaen\'/nén - 570 above.
d il aﬁg%ﬁ) S Toans) ﬁe Strerbin e ed(p rsve. Mc\udirv
cgmgr]r el s preceribed by t ereéera surcharge.

regaraless op% Onrgor not 1t'1S actuaﬂ collecte agarnst

gt te usury ceilinas on all loans. made kv Fe eraII ing r" .
csfa rnstr¥u flonsiiexceoc nntionJ Inb § Busrp
i eemptera sup|ec: FT

?grsc?ne eFfa g})ﬁnleﬁ ) BPOV%?FIIH(? nra?Ca]t% dﬂ ralaﬂeserve Ins%oun

ewrgpply, exggpﬁo rans%@ Ions subre to the preemp Ions 0

USUaLcernrggﬁ r rar I ar.s and on business and agdc%vtural
S

1C&W5_é35?/ e US P S, acmimster the
usine rnrs ra 1on, WI ppy 0 smail easiness Ir.vesc-

se
prl gk e T
couarcmel s , ucrn}& anap ?s ms r a R vemcfmgT‘ne
f0e , de s > tequirermer e aw, CONSEITIX
« ravis on r~oE trc e{nce rocc must s ecr Ical r{e aL S
nc indicate mat the smice in en ernce e federa r

emo lon this Act crevices. ree e ccd N lener QF
‘ens’ proyides 1cr a separae n e “CNermae. the ute

’? err.ee /rcc- ?sa vcula ;e I | {0 re er tO I‘[GS ecuIC cresmo
sn SgCh as laa.. or:rmmcm C oans a agr.r. urar

Iora/ m t[rtutrons tg charge 1perce tegﬁstndr(rgecepal'neserves 8
htrate cn arv



	SLAC12 SB 19



