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Don Magr.usson 
E xe cu tiv e  D ire c to r  
A laska  R e t a i l  A sso c ia tio n  
310 Second S tre e t  
Juneau, AK 99801

Dear Don:

I  have a thought and a question  about th is  b i l l .

F i r s t ,  the thought. In  order to be te c h n ic a lly  c o r r e c t , 
the t i t l e  o f the b i l l  ought to be "An Act r e la t in g  to the 
d e reg u la tio n  of in te re s t  ra te s  and se rv ic e  charges; and 
p rov id ing  fo r  an e f fe c t iv e  d a te ."

N ext, the q u estio n . Do you know why a t  page 3, l in e  1 , 
the phrase "balances from month to month" was changed to 
"balance"? Whatever the r a t e , d o esn 't i t  have to be 
app lied  to a monthly b a lan ce , or balance from month to 
month? I f  there  is  only one b a lan ce , which one i s  i t  and 
when i s  i t  s tru ck ?

Re: A laska  SB 750 - Rate D eregu lation

S in c e re ly  yours

C\  __________ ,

CPM: b l D

c c : John Andrew
J .  M. Morales



SECTION 7 REPEALERS:

(b) Notwithstanding the provisions o f (a) o f this section, a licensee 
who m akes open-end loans under A S 06.20.010 —  06.20.920 onwho 
makes a loan under AS 06.20.010 —  06.20.920 exceeding $5,000 but 
not exceeding $25,000 may elect to charge, contract for, and receive

-interest not to exceed the greater o f
(1) one and one-half percent a month; or
(2) eight percentage points above the Federal Reserve diKcnunt rate 

9 P 90-dav commercial paper charged to  banks for advances by the 12th 
Federal Reserve District on the first day of the month before the calen­
dar quarter during which the loan is made.

(c) Interest on loans under (b) o f  this section shall be computed' 
according to the actuarial method jn  the entire unpaid pimcipal bal-
 a  mm J U i   ........1 m  A C  A C  o n  O B n n . \  /C  • *<?/.%  nr, CT I ~m m » » . —  ' I

R e p e a ls : AS 0 6 .4 5 .0 6 0 (5 )  (A) ( v i )
the rate of interest may not exceed the greater of 15% a year or the

r a t e  s p e c i f i e d  a s  AS 4 5 .4 5 .0 1 0 (b )

IAS 06.20.230 (b) and (c)

R e p e a ls  AS 4 5 .4 5 .0 1 0  (b)

(b) N o interest may be charged by express agreement o f the parties 
in  a contract or loan com m itment which is m ore thnn five percentage 
points above the annual rate charged m em ber banks for advances by 
the 12th Federal Reserve District on the day on which the contract or 
loan com m itm ent is made. A  contract or loan commitment in which the 
principal am ount exceeds $25,000 iB exempt from the limitation o f this 
subsection.
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PUBLIC LAW  96-221— MAR. 31, 1980 

TITLE V -STATE USURY LAWS 

Paiit A—M o k tcac e  U sury  L aw s

MORTGAGES

- -  S ec. 501. (aXl) The provisions of the constitution or the laws of any 
State expressly limiting the rate or amount of interest, discount 
points, finance charges, or other charges which may be charged, 
taken, received, or reserved shall not apply to any loan, mortgage, 

. credit sale, or advance which is—
5 K-. (A) secured by a first lien on residential real property, by a first
5 r  ‘ lien on stock in a residential cooperative housing corporation 

where the loan, mortgage, or advance is used to finance the 
acquisition of such stock, or by a first lien on a residential 
manufactured home;

(B) made after March 31,1980; and
(C) described in section 527(b) of the National Housing Act (12 

U.S.C. 1735f-5(b)), except that for the purpose of this section—
(i) the limitation described in section 527(bXl) of such Act 

that the property must be designed principally for the 
occupancy of from one to four families shall not apply;

(ii) the requirement contained in section 527(bXl) of such 
Act that the loan be secured by residential real property 
shall not apply to a loan secured by stock in a residential 
cooperative housing corporation or to a loan or credit sale 
secured by a first lien on a residential manufactured home;

(iii) the term "federally related mortgage loan” in section 
527(b) of such Act shall include a credit sale which is secured 
by a first lien on a residential manufactured home and 
which otherwise meets the definitional requirements of 
section 527(b) of such Act, as those requirements are modi­
fied by this section;

(iv) the term “ residential loans" in section 527(bX2XD) of 
such Act shall also include loans or credit sales secured by a 
first lien on a residential manufactured home;

(v) the requirement contained in section 527(bX2XD) of 
such Act that a creditor make or invest in loans aggregating 
more than $1,000,000 per year shall not apply to a creditor 
selling residential manufactured homes financed by loans or 
credit sales secured by first liens on :esidential manufac­
tured homes if the creditor has an arrangement to sell such 
loans or credit sales in whole or in part, or if such loans or 
credit sales are sold in whole or in part to a lender, institu­
tion, or creditor described in section 527(b) of such Act or in 
this section or a creditor, os defined in section 103(0 of the 
Truth in Lending Act, as such section was in effect on the 
day preceding the date of enactment of this title, if such 
creditor makes or invests in residential real estate loans or 
loans or credit sales secured by first liens on residential 
manufactured homes aggregating more than $1,000,000 per 
year; and

(vi) the term "lender" in section d27(bX2XA) of such Act 
shall also be deemed to include any lender approved by the 
Secretary of Housing and Urban Development for participa­
tion in any mortgage insurance program under the National 
Housing Act.

M'
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94 STAT. 161

12 use nxsr-7
note.

“Federally" 
related mortgage 
loan."

"Residential
loans."

IS USC 1602.

"Lender."



94 STAT. 162 PUBLIC LAW  96-221 -M A R . 31,1980

"Depository
institution."

Exemption.

12 USC 1813.

Effective dote.
j j .i  -x ..

Exemption, 
State action.

(2KA) The provisions o f the constitution or law of any State 
expressly limiting the rate or amount of interest v/hich may be 
charged, taken, received, or reserved shall not apply to any deposit or
account held b,by, or other obligation of a depository institution, 
purposes o f this paragraph, the terra * depository institution”

For

means—
(i) any insured bank as defined in section 3 of the Federal 

Deposit Insurance Act (12 U.S.C. 1813);
(ii) any mutual savings bank as defined in section 3 of the 

Federal Deposit Insurance Act (12 U.S.C. 1813);
(iii) any savings bank as defined in section 3 of the Federal 

Deposit Insurance Act (12 U.S.C. 1813);
(iv) any insured credit union as defined in section 101 of the 

Federal Credit Union Act (12 UJS.C. 1752);
(v) any member as defined in section 2 o f the Federal Home 

Loan Bank Act (12 U.S.C. 1422); and
(vi) any insured institution as defined in section 408 of the 

National Housing Act (12 U.S.C. 1730a).
(B) This paragraph shall not apply to any such deposit, account, or 
................... ich is payable only at an office of an insured bank, asobligation whic'

defined in section 3 of the Federal Deposit Insurance Act, located in 
the Commonwealth of Puerto Rico,

(bXD Except as provided in paragraphs (2) and (3), the provisions of
lOisubsection (aXl) shall apply to any loan, mortgage, credit sale, or 

advance made in any State on or after April 1,1980.
(2) Except as provided in paragraph (3), the provisions of subsection 

(aXl) shall not apply to any loan, mortgage, credit sale, or advance
made in any State after the date (on or after April 1,1980, and before 
April 1, 1983) on which such State adopts a law or certifies that the 
voters of such State have voted in favor of any provision, constitu­
tional or otherwise, which states explicitly and by its terms that such
State does not want the provisions of subsection (aXl) to apply with

ide in such

Discount poinU, 
limitation.

respect to loans, mortgages, credit sales, and advances mad 
State.

(3) In any case in which a State takes an action described in 
paragraph (2), the provisions of subsection (aXl) shall continue to 
apply to—

(A) any loan, mortgage, credit sale, or advance which is made 
after the date such action was taken pursuant to a commitment 
therefor which was entered during the period beginning on 
April 1, 1S80, and ending on the date on which such State takes 
such action; and

(B) any loan, mortgage, or advance which is a rollover of a lonn, 
mortgage, or advance, us described in regulations of the Federal 
Home Lonn Bank Board, whi9h wns made or committed to be 
made during the period beginning on April 1,1980, and ending on 
the date on which such State takes any action described in 
paragraph (2).

(4) At any time after the date of enactment of this Act, nny State 
may adopt a provision of low placing limitations on discount points or 
such other charges on any loan, mortgage, credit sale, or advance 
described in subsection (aXl).

(c) The provisions of subsection (aXl) shall not apply to a loan, 
mortgage, credit sale, or advance which is secured by a first lien on a 
residential manufactured home unless tho terms and conditions
relating to such loan, mortgage, credjt sale, or advance comply with

escribedconsumer protection provisions specified in regulations prescribed by 
the Federal Home Loan Bnnk Board. Such regulations shall—

PUBLI
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PUBLIC LAW  96-221— MAR. 31,1980

(1) include consumer protection provisions with respect to 
balloon payments, pr epayment penalties, late charges, and defer­
ral fees;

(2) require a 30-day notice prior to instituting any action 
leading to repossession or foreclosure (except in the case of 
abandonment or other extreme circumstances);

■vj,,, (3) require that upon prepayment in full, the debtor shall be
entitled to a refund of the unearned portion of the precomputed 

•?jr" finance charge in an amount not less than the amount which 
3??*’ would be calculated by the actuarial method, except that the 
Ifcii s^all not te entitled to a refund which is less than $1; and

(4) include such other provisions as the Federal Home Loan 
Bank Board may prescribe after a finding that additional protec­
tions are required.

(d) The provisions of subsection (c) shall not apply to a loan, 
.^mortgage, credit sale, or advance secured by a first lien on a 
presidential manufactured home until regulations required to be 
^issued pursuant tc paragraphs (1), (2), and (3) of subsection (c) take 
“̂ effect, except that the provisions of subsection (c) shall apply in 'die 
^*case of such a loan, mortgage, credit sale, or advance made prior to 
v the date on which such regulations take effect if the loan, mortgage, 
-^credit sale, or advance includes a precomputed finance charge and 
•*’does not provide that, upon prepayment in full, the refund o f the 
^unearned portion of the precomputed finance charge is in an amount 
iFnot less the amount which would be.* calculated by the actuarial 
^method, except that the debtor shall not be entitled to a refund which 
Hiifl less than $J„ The Federal Home Loan Bank Board shall issue 
^regulations pursuant to the provisions of paragraphs (1), (2), and (3) of

subsection (c) that shall take effect prospectively not less than 30 days 
Rafter publication in the Federal Register and not later than 120 daya 
^  from the date of enactment of this A ct

(e) For the purpose cf this section—
(1) a "prepayment" occurs upon—

(A) the refinancing or consolidation of the indebtedness;
(B) the actual prepayment of the indebtedness by the 

consumer whether voluntarily or following acceleration of 
the payment obligation by the creditor, or

(C) the entry of a judgment for tho indebtcdnfst: in favor of 
" the creditor;

(2) the term "actuarial method” means the method of allocat­
ing payments made on a debt between the outstanding balance of 
the obligation nnd the precomputed finance charge pursuant to 
which a payment is applied first to the accrued precomputed 
finance cnarge and any remainder .is subtracted from, or any 
deficiency is added to, the outstanding balance of the obligation;

(3) the term "precomputed finance charge" means interest ora 
time price differential within the meaning of sections 106(a) (1) 
and (2) of the Truth in Lendi. ; Act (15 U.S.C. 1605(a) (1) and (2)) 
as computed by an add-on or discount method; and

(4) the term "residential manufactured home" means a mobile 
home as defined in section 603(0 of the National Mobile Home 
Construction and Safety Standards Act of 1974 which is used us a 
residence.

 ̂ (0 The Federal Home Loan Bank Board is authorized to issue rules
■; and regulations and to publish interpretations governing the imple- 
’  . mentation of this section.
&  (g) This section takes effect on April 1,1980.

94 STAT. 163

Regulations.

Definitions.

42 USC 5402.

Rules and 
regulations.

Effective date.
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PUBLIC LAW  96-221—MAR. 31,1980 

P a r t  B — B u s in e s s  a n d  A g r i c u l t u r a l  L o a n s

BUSINESS AND AGRICULTURAL LOANS

S e c .  511. (a) If the applicable rate prescribed in this section exceeds 
the rate a person would be permitted to charge in the abse ice o f this 
section, such person may in the case of a business or agricultural loan 
in the amount o f $25,000 or more, notwithstanding any State consti­
tution or statute which is hereby preempted for the purpose.' of this 
section, take, receive, reserve, and charge on uny such loan, interest 
at a rate o f not more than 5 per centum in excess o f the discount rate, 
including any surcharge thereon, on ninety-day commercial paper in 
effect at the Federal Reserve bank in the Federal Reserve district
where the person is located.

(b) If the rate prescribed in subsection (a) exceeds the rate such 
person would be permitted to charge in the absence o f this section, 
and such State imposed rate is thereby preempted by the rate 
described in subsection (a), the taking, receiving, reserving, or charg­
ing a greater rate than is allowed by subsection (a), when knowingly 
done, shall be deeme^ a forfeiture of the entire interest which the 
loan carries with it, or which has been agreed to be paid thereon. If 
such greater rate o f interest has been paid, the person who paid it 
may recover, in a civil action commenced in a court o f appropriate 
jurisdiction not later than two years after the date of such payment, 
an amount equal to twice the amount of interest paid f-om the person 
taking, receiving, reserving, or charging such interest.

f f f e „t i v e  d a t e  o f  p a r t  b

Sec. 512. The provisions of this part shall apply only with respect to 
business or agricultural loans in amounts of $25,000 or more made in 
any State during the period beginning on April 1,1980, and ending on
the earlier of—

(1) April 1,1983; or
(2) the date, on or after April 1, 1980, on which such State 

adopts a law or certifies that the voters of such State have voted 
in favor of any provision, constitutional or otherwise, which 
states explicitly and by its terms that 6uch State does not want 
the provisions of this part to apply with respect to loans made in 
such State,

except that such provisions shall apply to any loan made on or after 
such earlier date pursuant to a commitment to make such loan which 
was entered into on or after April 1, 1980, and prior to such earlier
date.

P a r t  C—O t h e r  L o a n s

INSURED BANKS

Sec. 521. The Federal Deposit Insurance Act (12 U.S.C. 1811 et sttj.) 
is amended by adding at the end thereof the following new section 

“Sec. 27. (a) In order to prevent discrimination against State- 
chartered insured banks, including insured savings banks and in­
sured mutual savings banks, or insured branches of foreign bank.1 
with respect to interest rates, if the applicable rate prescribed in this 
subsection exceeds the rate such State bank or insured branch of a 
foreign bank would be permitted to charge in the absence of thii 
subsection, such State bank or such insured branch of a foreign bank 
may, notwithstanding any State constitution or statute which u

hereby preempted for tfi 
reserve, and charge on an; 
bill of exchange, or other 
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UNQVENCY DATA
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PUBLIC LAW 96-399—OCT. 8, 1980 94 STAT. 1647

mortgage and insured under this subsection shall be paid in accord­
ance with paragraphs (6) and (7) of section 220(h), except that 12 DSC 1715k 
reference to ‘this subsection' in such paragraphs shall be construed as 
referring to this subsection.” .

VALLEY HOMES MUTUAL HOUSINC CORPORATION

Sec. 322. (a) Notvrithstanding any other provision of law, Valley 
Homes Mutual Housing Corporation, obligor on a note and mortgage 
secured by a multifamily housing project located at 972 Medosch 
Avenue, Lincoln Heights, Ohio and held by the Government National 
Mortgage Associ?' ‘on, is hereby relieved of all liability to the Govern­
ment for the cut ending principal balance on the above mentioned 
mortgage; fcr the amount of accrued out unpaid interest, thereon; and 
for taxes, insurance, and other charges previously paid by the 
Government. This release from liability is in full settlement of all 
present and any future claims Valley Homes Mutual Housing Corpo­
ration, its successors and assigns nay h ive against the United States 
or any of its Agencies concerning the mortgagor’s purchase of the 
mortgaged premises from the Public Housing, Administration in 1954.

(b) The Pres'dent of the Government National Mortgage Associ­
ation is authorized and directed to release Valley Homes Mutual 
Housing Corporation from its liability to the Association and to 
discharge the mortgage note secured by the mortgage on the multi­
family housing project located at 972 Medosch Avenue, Lincoln 
Heigh's, Ohio.

(c) No amount in excess of ten per centum of the principal and 
interest due upon the mortgage released under subsection (b) of this 
provision shall be paid to or received by an attorney or other person 
in consideration for services rendered in connection with the claims 
of Valley Homes Mutual Housing Corporation against the United 
States or any of its Agencies referred to in subsection (a) of this 
provision. Any person who violates this subsection shall be fined not Penalty, 
more than §1,000.

STUDY OI' FACTORY-BUILT HOUSING

Sec . 323. The Secretaiy of Housing and Urban Development shall 
study the feasibility of utilizing factory-built and other appropriate 
types of housing (other thun the traditional type of site-built housing), 
to the extent practicable, in carrying out housing programs for 
Indians and Alaskan Native, and shall, not later than eighteen 
months after the date of enactment of this Act, transmit a report to 
the Congress containing the findings and conclusions of such study, 
including a comparison of the costs and benefits of utilizing the 
traditional type rt site-built housing and of utilizing other types of 
housing in situations in which either type of housing could be used.

USURY PROVISIONS

S ec. 324. (a) Section 501(a)(1)(A) of the Depository Institutions 
Deregulation and Monetary Control Act of 1980 is amended—

(1) by striking cut “stock” the first place it appears and 
inserting in lieu thereof “all stock allocated to a dwelling unit”; 
nnd

(2) by striking out "whcie the loan, mortgage, or advance is 
used to finance the acquisition of such stock” .

Study; report to 
Congress.
12 USC 1715d 
note.

Ante. p. 161.
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Anltf, p. 164. 

Definitions.

Ante, p. 164,.

Ante, p. 1614.

Effective dnte.
12 USC 8G« note. 
Ante, p. 164.

Ante, p. 161.

(b) Section -511 of such Act is amended by redesignating subsection 
(b) as subsection (c) and by inserting after subsection (a) the following:

"(b) For the purpose of this part—
"(1) the term ‘loan’ includes all secured and unsecured loans, 

credit sales, forbearances, advances, renewals or other exten­
sions of credit made by or to any person or organization for 
business or agricultural purposes;

"(2) the term 'interest’ includes any compensation, however 
denominated, for a loan;

"(3) the term ‘organization’ means a corporation, government 
or governmental subdivision or agency, trust, estate, partner­
ship, cooperative, association, or othe .* entity; and 

"(4) the term 'person' means a natural person or organiza­
tion.".

(cXl) Section 512 of such Act is amended—
(A) by inserting "(a)” after “Si. 512.’ ’; and
(B) by adding at the end thereof the following:

"(b) A loan shall be deemed to be made during the period described 
in subsection (a) if such loan—

“ (1)(A) is funded or made in whole or in part during such 
period, regardless of whether pursuant to a commitment or other 
agreement therefor made prior to April 1,1980;

"(B) was made pricr to or on April 1, 1980, and bears or 
provides for interest during such period on the outstanding 
amount thereof at a variable or fluctuating rate; or 

"(C) is a renewal, extension, or other modification during such 
period of any loan, if such renewal, extension, or other modifica­
tion is made with the written consent of any person obligated to 
repay such loan; and 

"(2XA) is an original principal amount of 525,000 or m jre 
"(51,000'or moreon or after the date of enactment of the Housing 
and-Gommunity Development Act of 1980); or 
- “ (B)‘is‘ part"of a series o f advances if the aggregate of all sums 

advanced or agreed or contemplated to be advanced pursuan* to 
a commitment or other agreement therefor is §25,000 or more

.,(§1,000 orjnore on or after the date of enactment.pLtheTTousing 
and Community Development Act of 1980).” .

(2)The'amendments made by paragraph (1) take effect on April 1, 
1980.

(d) Part B of title V of such Act, other than section 512(b), J s r 
amended by striking out "§25,000" wherever it appears and inserting"’' 
in lieu thereof "Sl.OOO".

(e) Section 501(a)(lXCXvi) o f such Act is amended by inserting 
before the period at the end thereof the following: ", and any 
individual who finances the sale or exchange of residential real 
proper' y which such individual owns and which such individual 
occ” r ies or has occupied as his principal residence” .

LI^UiD, HIGHLY RATED CORPORATE DEBT OBLIGATIONS

f  " 325. ia) The first sentence of section 5A(b)(l) of the Federa1 
32 USC 1426U. Home Loan Bank Act is amended—

(1) by striking out "and" before "(E)";
(2) by redesignating clause (E) as subparagraph (E);
(3) by striking out the period at the end of subparagraph (E) 

and inserting in lieu thereof a semicolon; nnd
(4) by adding at the end thereof the following:
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Chapter 20. Alaska Small Loans Act.
Section

10. License required
200. Advertising of misleading state­

ments prohibited 
230. Maximum interest permitted 
250. Computation and payment of inter­

est
260. C harges prohibited 
270. I equirements for making and pay­

ment of loans 
280. Maximum charge by licensee

Section
285. Open-end loans 
287. Credit insurance on open-end loans 
290. Purchase of wages for $25,000 or less 
300. Maximum charges by nonlicensee on 

loans
310. Illegal interest rate 
320. Civil and criminal penalties 
330. Exemptions 
900. Definitions

Sec. 06.20.010. L icense required. A person may not engage in the 
business of making loans of money, credit, goods, or things in action in 
the amount or o f the value o f $25,000 or less and charge, contract for, 
or receive on the loan a greater rate o f  interest, discount, or con­
sideration than the lender would be permitted by law to charge if  he 
were not a licensee under AS 06.20.010 — 06.20.920, except as autho­
rized by AS 06.20.010 — 06.20.920 and without first obtaining a license 
from the department. (§ 2 ch 73 SLAxL955; am § 5 ch 94 SLA 1969; am 
§ 23 ch 218 SLA 1976; am § 1 ch 71 SLA 1978; am § 1 ch 63 SLA 1980)

Effect o f  amendments. — Tt e 1980 for "$5,000," and inserted "not" following 
amendment substituted "A ” for No” at "A person may” near the beginning of the 
the beginning of the section and "$25,00u" section.

Sec. 06.20.200. Advertising o f  misleading statements 
prohibited, (a) A person may not advertise, print, display, publish, 
distribute, or broadcast or cause or permit to be advertised, printed, 
displayed, published, distributed, or broadcast, in any manner any 
statement or representation with regard to the rates, terms, or condi­
tions for the lending o f money, credit, goods, or things in action in the 
amount or of the value of $25,000 or less, which is false, misleading, or 
deceptive. The department may order any licensee to desist from any 
conduct which it finds to be in violation of this section.

(b) The department may require rates of charge stated by a licensee 
to be stated fully and clearly in the manner considered necessary to 
prevent misunderstanding by prospective borrowers. (§ 13 ch 73 SLA 
1955; am § 5 ch 94 SLA 1969; am § 6 ch 71 SLA 1978; am ft 2 ch 63 
SLA 1980)

Effect o f amendments. — The 1980 the end of the first sentence, and inserted
amendment, in subsection (a), substituted "not" following "A person may" nenr the
"A" for "No” at the beginning of the sub- beginning of the subsection,
section, and "$25,000" for "S5.000" nenr

Sec. 06.20.230. Maximum interest permitted, (a) A licensee may 
lend any sum of money not exceeding $25,000 and may charge, contract
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for, and receive on the loan interest at a rate not exceeding three 
percent a month on that part o f the unpaid principal balance of a '.oan 
not in excess of $500; two percent a month on the remainder of any 
unpaid principal balance exceeding $500 but not exceeding $1,000; and 
one percent a month on the remainder of any unpaid principal balance 
exceeding $1,000 but not exceeding $25,000. On loans the principal of 
which is $50 or less a licensee may charge, contract and receive interest 
at^a rate not exceeding five percent a month.

(b) Notwithstanding the provisions o f (a) o f this section, a licensee 
who makes open-end loans under AS 06.20.010 — 06.20.920 or who 
makes a loan under AS 06.20.010 — 06.20.920 exceeding $5,000 but 
not exceeding $25,000 may elect to charge, contract for, and receive 
interest not to exceed the greater of

(1) one and one-half percent a month; or
(2) eight percentage points above the Federal Reserve discount rate 

on 90-day commercial paper charged to banks for advances by the 12th 
Federal Reserve District on the first day of the month before the calen­
dar quarter during which the loan is made.

(c) Interest on loans under (b) of this section shall be computed 
according to the actuarial method on the entire unpaid principal bal­
ance as determined in AS 06.20.285(b). (§ 16(a) ch 73 SLA 1955; am 
§ 5 ch 94 SLA 1969; am § 7 ch 71 SLA 1978; am § 2 ch 84 SLA 1979; 
am § 3 ch 63 SLA 1980)

Effect o f  amendments. — The 1979 
amendment added subsection (b).

The 1980 amendment, in subs sction (a), 
substituted "$25,000" for "$5,000" twice; 
in subsection (b), inserted "or who mokes n 
loan under this chapter exceeding $5,000 
but not exceeding $25,000" and "the 
greater o f ,  restructured the subsection 
into the present introductory paragraph

and paragraphs ll) und (2), ;Jed "or" 
following "a month" in paru, iph (1), 
oddcd the provisions of parag. ph (2); 
designated the provisions beginning 
"Interest on loans" ns subsection (c), added 
"Interest on loans under (b) of this section 
shall be", und inserted "entire" preceding 
"unpaid principal" in subsection (c).

Sec. 06,20.250. Com putation and paym ent o f  interest, (a) Inter­
est shall not be paid, deducted, oi re:eived in advance. Except for 
open-end loans made under AS 06.20.285, interest shall be computed 
and paid only on unpaid principal balances and shall not be 
compounded; however, if part or all of the consideration for a loan 
contract is the unpaid principal balance of a prior loan, the principal 
amount payable under the loan contract may include any unpaid 
charges on the prior loan which have accrued within 60 days before the 
making of the loan contract. The maximum interest permitted on loans 
made under AS 06.20.010 — 06.20.920 shall be computed on the basis 
of the number of days actually elapsed. For the purpose of these com­
putations a month is any period of 30 consecutive days.

(b) A licensee may compute interest for a loan as provided in AS 
06.20.010 — 06.20.920 on an interest-bearing or actuarial basis either
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the unearned premium on the policy being financed at that time. No 
deficiency balance .nay be established or collected from the borrower. 
This section does not preclude the licensee from establishing or 
collecting a deficiency balance to the extent the insurer offsets unearned 
premiums on the policy financed by premiums earned by reason of 
endorsements to that same policy not paid for by the insured or financed 
by the licensee.

(d) The licensee or the insurance agent shall deliver to the borrower, 
or mail to him at his address shown in the agreement, a complete copy 
o f the agreeme nt. (§ 1 ch 170 SLA 1978)

Sec. 06.40.120. Maximum interest permitted: Prepayment, refund,
(a) A premium finance company may not charge, contract for, receive, 
or collect a service cnarge other than as permitted by this chapter.

(b) The service charge is to be computed on the balance o f the 
premiums due, after substracting the down payment made by the 
borrower in accordance with the premium finance agreement, from the 
effective date o f the insurance coverage, for which the premiums are 
being advanced, to and including the date when the final payment o f the 
premium finance agreement is payable.

(c) The service charge may not exceed interest at the nominal annual 
rate o f 15 per cent plus an additional charge o f $10 per premium finance 
agreement which need not be refunded upon cancellation or prepayment. 
However, any borrower may prepay his premium finance agreement in 
full at any time before the due date o f the final payment and in that event 
the unearned service charge shall be refunded. The amount o f any 
refund shall be calculated in accordance with regulations adopted by the 
commissioner. (§ 1 ch 170 SLA 1978)

Sec. 06.40.130. Delinquency charge, (a) A premium finance 
agreement may provide for the payment by the borrower of a 
delinquency charge for any payment that is in default for a period of 
10 days or more. The charge may be made for each month or fraction 
of a month that the payment is in default. The amount of the charge 
may be a minimum o f $1 and as a maximum shall be subject to the 
following limits:

(1) for delinquent payments of les. than $250, five per cent o f the 
payment or $5, whichever is less; or

(2) for delinquent payments of $250 or more, two per cent o f the 
payment.

(b) A borrower may at his option separate the financing o f the 
premiums for one insurance policy from a premium finance agreement 
by requesting in writing that the premium finance company provide that 
service and by paying a $10 separate charge. (§ 1 ch 170 SLA 1978)

Sec. 06.40.140. Cancellation o f policy; requirements, (a) When a 
premium finance agreement contains a power of attorney enabling the 
licensee to cancel the insurance policy listed in the agreement, the
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(3) adopt, use, and alter a common seal;
(4) purchase, hold, and dispose of property;
(5) make loans, the maturities of which may not exceed 12 years 

except as provided in AS 06.45.010 —  06.45.400, and extend lines of 
credit to its members, to other credit unions, and to credit union orga­
nizations and participate with other credit unions, credit union orga­
nizations, o ’ financial organizations in making loans to credit union 
members ir accordance with the following:

(A) loam to members shall be nade in conformity with regulations 
adopted by the commissioner, ex ept that

(i) a residential real estate loan which is made to finance the acqui­
sition of a one-to-four-family dwelling for the principal residence o f a 
credit union member which is secured by a first lien on the dwelling 
may have a maturity not exceeding 30 years;

(ii) a loan to finance the purchase o f a mobile home, which is secured 
by a first lien on the mobile home, to be used as the residence of a credit 
union member, or for the repair, alteration, or improvement o f a resi­
dential dwelling which is the residence of a credit umon member shall 
have a maturity not to exceed 15 years unless the loan is insured or 
guaranteed under (iii) o f this subparagraph;

(iii) a loan secured by the insurance or guarantee of the federal 
government, of a state government, or an agency of either may be made 
for the maturity and under the teims and conditions specified in the 
law under which the insurance or guarantee is provided;

(v ) ta loan  n r  aggregate o f loans to a director or member o f the 
supervisory or ere lit committee of the credit union making the loan 
which exceeds $5,000 plus pledged shares shall be approved by the 
board of directors;

(v) loans to other members for which directors or members o f the 
supervisory or credit committee act as guarantor or endorser shall be 
approved by the board o f directors when the loans standing alone or 
when fl'jded to an outstanding loan or loans of the guarantor or 
endorser exceed $5,000;

(vi) the rate o f interest may not exceed the greater of 15 percent a 
ear or the rate specified as AS 45<45.010(b); -  i
(vii) the taking, receiving, reserving, or charging of a rate o f interest 

greater than is allowed by this subsection, when knowingly done, is 
considered a forfeiture o f the entire interest which the note, bill, or 
other evidence o f debt carries with it, or which has been agreed to be 
paid on the note, bill, or other evidence of debt; if a greater rate of 
interest has been paid the person by whom it has been paid or his legal 
representatives may recover back from the credit union taking or 
receiving it the entire amount of interest paid, but the action must be 
commenced within two years from the time the usurious collection was 
made;



Under the standard o f subsection (e) of underlying loan documents mistakenly
this section, the courts have utilized a identified a debtor as the predecessor part-
flexible, ad hoc approach to determine, by nership rather than the corporation, the
an essentially factual inquiry, the extent financing statement was seriously
to which an error in the financing misleading and the lender had no
statement would be misleading to one perfected security interest in the assets o f
undertaking a reasonable search, the corporation. Dietrich-Post Co. v.
Dietrich-Post Co. v. Alaska Nat'l Bank, Alaska Nat’l Bank, 638 F.2d 117 (9th Cir.
638 F.2d 117 (9th Cir. 1981). 1981).

Where a financing statement and its

Article 5, Default. ,

Sec. 45.09.504. Secured party ’s right to dispose o f  collateral 
after default; e ffect o f  disposition.

NOTES TO DECISIONS^

Noncompliance with subsection (c). Ct. Op. No. 2346 (File No. 4475), 627 P.2d
In accord with 1st paragraph in original. 1060 (1981).

See Hoch v. Ellis, Sup. Ct. Op. No. 2346 If the secured party falls to rebut the
(File No. 4476), 627 P.2d 1060 (1981). prcsum pf in that the fair market value

If a sale was deficient with respect to of the collateral was at least equal to the
either notice or commercial reason- amount of the outstanding debt, then the
ableness, then a burden is placed upon the presumption leads to the conclusion that
secured party to rebut the presumpt; tho entire debt is discharged. Hoch v. Ellis,
that tho fair market value of the collnter. ' Sup. Ct. Op. No. 2346 (File No 4475), 627
was at least equal to the amount of the F.2d 1060 (1981). 
outstanding debt. Hoch v. Ellis, Sup. Ct. Factors in determining value o f  col-
Op. No. 2346 (File No. 4475), 627 P.2d lateral. — The local economic market nt
1060 (1981). the time of sole is a recognized factor in

The burden is on the secured party to determining the value o f the collateral,
prove by clear nnd convincing evidence the Hoch v. Ellis, Sup. Cl. Op. No. 2346 (File
value of the collateral. Hoch v. Ellis, Sup. 'Io. 4475), 627 P.2d 1060 (1981).

Chapter 45. Trade Practices.
Article
1. Interest (§ 45.45.010)

Article 1. Interest.
Section
10. Legal rate of interest

Sec. 45.45.010. Legal rate o f  interest, (a) The rate of interest in 
the state is 10.5 percent u year and no more on money after it is due 
except as provided in (h) of this section.

(b) No interest may be charged by express agreement of the parties 
in a contract or loan commitment which is more than five percentage 
points above the annual rate charged member banks for advances b ' 
the 12th Federal Reserve District on the day on which the contract or 
loan commitment is made. A contract or loan commitment in which the 
principal amo1 nt exceeds $25,000 is exempt from the limitation of this 
subsection.

§ 45.09.504 A l a s k a  S t a t u t e s  S u p p le m e n t  § 45.45.010

4

(c) Repealed by § 3 cl
(d) Repealed by § 2 cl
(e) Repealed by § 4 cl
(f) No bank, savings i 

company or mortgage cc 
ownership or profits abc

(g) Loan contracts ar 
dwellings may be prepi 
loans that require a pr<

(h) If the limitations i 
inconsistent with the p 
mum interest, service c 
the other statute preva 
1968; am § 2 ch 69 SL/ 
ch 239 SLA 1970; am §§ 
1974; am § \ ch 110 SL 
SLA 1980; am §§ 1, 2

Cross references. — Ai 
technology and power re sou 
AS 45.88.030(e).

Effect o f  amendments, 
amendment, efiective July 
subsection (b), deleted "date 
1976" following "contract oi 
ment" nnd substituted "on i 
"that prevailed on the 25 
month preceding the com 
the calendar quarter dur. 
"which the contract" in thi 
and substituted "$25,000"

§ 45.50.471 7

Citod in State v. Alas 
Dev. Corp., Sup. Ct. Op. [ 
Nos. 4121, 4122), 630 P.2

Chapter 50. C<

Article 4. Unfair 

Sec. 45.50.471. ll

Similarity to fedora
hibition in this secliol 
methods of compotitiil 
deceptive nets or prnctiJ
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Sec. 45.10.120. Extent o f  service charge, (a) The service i 
shall include all charges incident to investigating and making fi 
retail installment contract or charge agreement and for the privily 
of making the installment payments under the contract or ag 
No other fee, expense, or charge may be taken, received, reserve 
contracted for investigating and making the contract or agreeme 
for the privilege of making the payments.

(b) A seller or holder of a retail installment contract may i 
receive and collect a service charge which shall not exceeds 
following rates multiplied by the number of months, includiqjtf 
fraction o f a month in excess of 15 days as one month, elapsing be' 
the date of the contract and the due date of the last installmen

(1) on so much of the unpaid balance as does not exceed 
five-sixths of one per cent;

(2) if the unpaid balance exceeds $1,000, on so much of the i 
balance as exceeds $1,000, two-thirds of ope per cent; .

(3) if  the total service charge so computed is less than $12, butl 
due date of the last installment of the contract is eight months! 
after its effective date, $10. . •

(c) A seller or holder of a retail charge agreement, revolving! 
agreement or other retail charge agreement may charge, receili 
collect a service charge not to exceed the following rates con 
the outstanding balances from month to month,

(1) on so much of the outstanding balance as does not exc 
one and one-half per cent per month;

(2) if  the outstanding balance is more than $1,000, one-twe 
annual rate permitted under AS 45.45.010(b) per month on thej 
over $1,000 of the outstanding balance;

(3) if the service charge so computed is less than $1 for aiyf 1 
»1:

(4) the soi vice charge may be computed on a schedule j 
amounts if as so computed it is applied to all amounts oi i 
balances equal to the fixed amount minus a differential of  ̂
than $5 provided that it is also applied to all amounts of < 
balances equal to the fixed amount plus at least the samei 
(§ 13 ch 141 SLA 1962; am § 1 ch 154 SLA 1966; am § 2<
1980)

Cross reference. — * s to revolving 
credit plans, see AS 06.05.208.

Fffect of amendment. — The 1980 
arrendment substituted "one-twelfth of

the annual rate permitted 
45.45.010(b)’' for "one P 
"more thnn SI.000' in 
subsection (c).

Sec. 45.10.130. Insurance. If the cost of insurance is i
•me®*.♦ he retail installment contract or retail charge agree 

separate charge is made to the buyer for the in su rance ,

|  45 .10 .140

(I) the contract or agre 
«»ount of the insurance, 
•*4ude, the contract mustl 
«ader the terms of this corJ 
lability," "public liabilityJ 
m  applicable;

til the contract or agreej 
b« procured by the buyer I

(3) the amount includJ 
ffrouums chargeable in f 
«  wrxnee by the insurer e| 
4  tbe insurance is cancel)/ 
fcr unearned insurance 
leitnce, together with t 
Sjjfibeable to the insuranl 
Mftaliments of the refe 
4UPwto«nt, and the rem 

shall be refund 
I f  the amount is 

if the insurance is tel 
-48 days after deli vj 

contract,delive| 
as specified in 

* copy of the pq 
taaurance so procuj

<*-10.140. Agree]
to# l* llm en t c o n tra f 
« r * e *  not to asseij 

lb *  se lle r o r an
Nonw

_ ^ ^ 7 v r  before o r a t t 
n .  charge ag

W p  constitutes a 
remedii

m  * *  £ ,0LWO- Com .
* - ~ W . ^ p ,c r «, —  or

4 ( j? 22 c

- - I  cl V l(|

a ssu(
" tflN c|ul
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tiff to be just compensation for the property or the interest in 
it. (§ 13.20 ch 101 SLA 1962)

Cross reference. —  See Civ. R. 72- 
(e ) (3 ) .

Where the state has adequate 
knowledge o f separate interests, 
amounts should be specified for each.

Russian Orthodox Greek Catholic 
Church of North America v. Alaska 
State Housing Authoiity, Sup. Ct 
Op. No. 809 (File No. 1600), 498 
P.2d 737 (1972).

Sec. 09.55.440. Vesting o f title and .ipensation. (a) Upon the 
filing o f the declaration o f taking and .e deposit with the court of 
the amount o f the estimated compensation stated in the declaration, 
title to the estate as specified in the declaration vests in the plain­
tiff, and that property is condemned and taken for the use of tue 
plaintiff, and the right to just compensation for it vests in the sfo 

persons entitled to it. The compensation shall be ascertained and 
awarded in the proceeding and established by judgment. The judg­
ment shall include interest at the rate o f six per cent per yeap on ^ 
the amount finally awarded which exceeds the amount paid 
court under the declaration of taking. The interest runs from.tk*} 
date title vests to the date o f payment o f the judgment.

(b ) Upon -notion of a party in interest and notice to all partto*,j 
the court may order that the money deposited or a part of it be 3jj 
immediately to the person or persons entitled to it for or on 
count of the just compensation to be awarded in the proceeding** •
I f the compensation finally awarded exceeds the amount of mo 
deposited, the deposit shall be offset against the award. I f 
compensation finally awarded is less than the amount of monegj 
posited, the court shall enter judgment in favor of the plaintiff j 
against the proper parties for the amount of the excess. ( {  f 
ch 101 SLA 1962)

Cross reference.— See Civ. F 72- 
(e ) (3 ) .

Condemnor takes estnte sought in 
declaration o f taking. —  The Alaskn 
declaration of taking statutes arc as 
effective as the federal stntutes in 
effecting the vesting o f title in the 
condemnor of whatever interest in 
the land it seeks to condonv . I f the 
state undertakes to obtain title to 
real property in fee simple absolute 
by the filing of n declaration of tak­
ing that is the title which it obtains. 
I960 Op. Att’y Gen., No. IS.

Alaskn Const., art, I, § 18, necessi­
tates that a property owner he com­
pensated for delays incurred between 
the dntes of the government's tnking 
of property and making payment. If 
an award were paid immediately 
upon the taking o f the land by the 
state no damnges tr the property 
owner would ensure. But where, due

ti**

N*

' I

to the necessity of legal 
to ascertain fair ma-dce* 
property, delays ensue, 
owner is entitled to an i 
to reimburse him for th* 
o f the money during t»*  
such delay. To hold 
constitute a takirs o f 
without just compen y o f* . 
fore, it is well eatablw*6*  
owner of property k  
terest from the date °> 
date of payment. Res*** 
Greek Catholic 9 “ * '* . 
America v. Ala»k» 
thnrity, Sup. Ct 0*. *
No. 1600). 498 n *  ™  

This section 
on the a m o u n t  a 
the nmocnt paW !"*» 
declaration of
t o  firto  
America v. A l»,k*

thority, Sup. Ct. 
No. 1600), 498 P.: 

Interest can be 
the amount paid 
able for immediat 
owner or owners 
terests in the !nn< 
Greek Catholic 
America v. Alasta- 
thority, Sup. Ct. 
No. 1600), 498 P.2 

No interest wht 
draw funds is attr 
owner.— In situati 
ure to withdraw i 
the registry o f th 
able to the t'eta* 
owner, no interest 
on the portion of 
posited. Russian 
Catholic Church oi 
Atasku State I f  
Sup. Ct. Op. No. 8< 
498 P.2d 737 (1971 

A blanket estit 
covering several p 
tended by allocati 
not an effective ten 
nny parcel. Russia 
Catholic Church of 
Alaskn State Ho 
Sjp. Ct. Op. No. 80 
498 P.2d 737 (1972) 

Multiple party ini 
for which lump sum 
out segregation.— \ 
°ne purty has an ini 
*nd a lump sum is 
segregation as to 
" '“ ted to be just con; 
'artous interests. 
""Possible to receive 

"! of ‘-he funds.

, Se<-'- 09.55,450.
oi the declaw 

dispensation, the 
Hh'eh and the ter 
*|u,,ed to surrende 
" f entLv shall no 

of the time f, 
of taking. \\

Uit; and 
. " ‘Me rental for 

'iurutg sue
♦ f , rhe cou‘-t n 

“ Cessment..
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September 22, 1980

The Honorable John J. LaFalce n  . I yv- _ u
2361 Rayburn House Office Building _> '
Washington, DC 20515

#

Dear Representative LaFalce:

On September 23rd, your subcommittee will hold headings on H.R.7735, 
which amends the Depository Institutions Deregulation and Monetary Control 
Act of 1980 to preempt state usury ceilings as applied to consumer finance 
transactions and state laws regarding access and transaction fees charged 
to open accounts. While you will hear from many consumer finance companies 
and small businesses on the impact of H.R.7735, you should be apprised of 
the position of the National Conference of State Legislatures. States will 
also be heavily impacted if H.R.7735 is enacted by Congress.

The National Conference of State Legislatures is strongly opposed to 
any federal legislative or executive action which would permanently or 
temporarily preempt state interest ceilings. As representatives of state 
legislators, we are acutely aware of the problems of citizens in our states 
in these times of inflation and high interest rates, but feel that states 
should have maximum flexibility in developing their economies. Good consumer 
finance legislation is as controversial at the state level as the federal 
level, and forcing legislatures to vote these matters again may prove dis­
ruptive because of the current economic situation. Many state legislature--, 
are working to provide usury limits chat are more in line with market 
realities. The ultimate result of this effort may be to provioe a better 
climate for consumer-oriented businesses than federal preemption would 
provide.

We are particularly disturbed by two provisions in H.R.7735:

1. This bill does r.ot have a sunset provision. Although states 
may override preemption of usury limits within three years 
of the enactment of H.R.7735, those states that are unable to 
adopt constitutional provisions or statute: overriding the 
preemDtijn permanently lose their jurisdiction over a major 
portion of consumer finance affairs. This is a rather severe 
result wnen one considers that the current economic crisis nay 
be only tenoorary. If the crisis is permanent, we would need 
much stronger measures to combat it than this bill would provide.
S :ch measures would require t.ne complete cooperation nf state, 
local and federal governments rather than a preem;.ion-oriented 
solution.

National 
Conference 
of State 
Legislatures



ANCHORAGE, ALASKA 99503 
(907) 278-4949February 26, 1982

VINCENT L  USERA
PflESBENT

Senator Bob Mulcahy 
Chairman, Senate Committee on 

Labor & Commerce 
Alaska State Legislature 
Pouch V (MS 31U0)
Juneau, Alaska 99811

Dear Senator Mulcahy:

This letter is offered for the record in support of Section 7 of Senate Bill 750 
presently before your committee for consideration. Section 7 of this bill would 
amend present state statutes concerning credit unions by entirely removing the 
existing usury ceiling imposed on credit unions (state chartered).

The Alaska Credit Union League enthusiastically supports this measure and con­
gratulates the committee on its consideration of such progressive legislation.

Though there are, at present, no credit unions charte-ed by the State of Alaska, 
a very progressive state law enabling such charters was enacted in 1980. This 
statute originally specified a usury ceiling of 12%, similar to the then-extant 
Federal Credit Union Act. In 1981 the state statute was amended to impose a 
usury ceiling of 15% on credit union loans to members. The state law imposes 
no ceilings with respect to the rates that a credit union may pay its members on 
their savings.

Complete removal of rate ceilings, especially when confronted with the volatile 
economic climate of the 1980s, makes eminently good sense from several aspects.

One, since there are no ceilings on what can be paid, and competitive forces will 
drive the cost of funds to cn institution to the prevailing market levels, the 
presence of a ceiling on loan rates does little more than impcse a disincentive 
to lend. Thus, rather than provide a consumer protection as originally intended, 
the rate ceiling effectively limits borrowing. Any financial institution must 
achieve a spread between the cost of funds and the pricing of loans. This spread 
must be adequate to ensure, if not profitability, at very least that all costs 
are met. As market rates on savings approach the loan ceiling, this spread is 
reduced to the point where it becomes unreasonable to grant loans.

Two, we firmly believe that market pressures will ensure that the absence of rate 
ceilings is not subject to abuse. The institution th t raises rates fa** beyond 
what other competitors in the marketplace charge will find itself out of that 
market. Indeed, unless all lenders were to raise rates to the same levels, wide­
spread abuse would be virtually non-existent. Increasing consumer sophistication, 
as well, militates against widespread abuse in this area.



Senatortor Bob Mulcahy

Three, under present law, federally chartered credit union may charge up to 21%' 
on loans to members. All Alaskan credit unions are presently operating under a 
federal charter, yet none but those making a few high risk loans are charging a 
rate of 21%. Thus, despite there being available authority to charge higher 
rates, most loans are made at rates well within market parameters. Though it 
would be no abuse to charge up to 21%, there is still little use fo** the curb; 
the marketplace imposes its own limitations.

— v.n! -t—• • 'V'- -i • • .
Traditionally, credit unions have made loans available to members at or below 
prevailing market rates. The very reason for the existence and popular growth 
of credit unions has been that rates on savings were higher than found at other 
lenders, and rates on loans were generally lower than others. There is little 
liklihood that credit unions will turn their backs on this history, whatever 
the upper limits of their lending authority might be.

In sum, Mr Chairman, the Al:ska Credit Union League heartily supports this piece 
of legislation as a benefit to credit unions, and thereby a benefit to their 
members. We respectfully urge that this portion of the bill be given the most 
favorable consideration.

The Alaska Credit Union League is the trade association representing 27 of Alaska's 
credit unions and the more than 250,000 members of those institutions. The League 
is af.iliated with the Credit Union National Association.

Thank you for the opportunity to comment.

Respectfully submitted,

ALASKA CREDIT UNION LEAGUE

y /  y"~ ^
BY:

^"Vincent L, Usera 
President

VLU/ps



DEPARTMENT OF COMMERCE A

JAYS. HAMMOND, GOVERNOR

ECONOMIC DEVELOPMENT
OFFICE OF THE COMMISSIONER

POUCH D
JUNEAU. ALASKA 99811 
PHONE. 465-2500

February 26, 1982

Honorable Bob Mulcahy 
Chairman
Senate Labor and Commerce 

Committee 
Pouch V
Juneau, Alaska 99811

Dear Senator Mulcahy:

Re: Senate Bill 750 Deregulation of
Interest Rates

The position of the Department of Commerce and Economic Development 
on the above-subject bill is technical in nature only and not in­
tended to be a position for or against the existence of interest rate 
limitations. As this bill would effectively repeal all usury control, 
it will be necessary for the borrowers to seek for themselves the best 
interest rate.

Sections 1 and 2 of the bill, repeal interest limitations in the 
Alaska Small Loan Act and the Premium Finance Company Act. Examiners 
find that most of the violations of these two areas have been problems 
in interest and refund computations. This amendment, therefore, 
would have no effect on our regulatory activity for these two in­
dustries.

Section 6 further repeals other interest rate limitations of small 
loan companies and also repeals rate limitations of credit unions. 
Other cited sections noted in the bill do not fall within the regu­
latory provisions oF our agency.

We will not oppose passage of the bill as we find no evidence that it 
will have a detrimental effect on financial institutions and it will 
allow lenders to make funds available in times of high cost of funds. 
It will, of course, have some effect on consumers. Funds for the 
borrowing consumer will be readily available but at higher rates.
The marketplace competition will be the controlling factor should 
this bill pass.

Sincerely,

Edward W. Eboch 
Deputy Commissioner

0 8 -H 2U H  r
EWE/wfs 4/14



,

1

Library # 1571  
Show #7071

WNET/ Thi r t e e n :  356 West 58th Street, New York, N.Y. 10019 
Transcripts: MacNeil-LehrcrRepon. Box 345. New York. N. 
Press contact: Roz Boyle (212) 560-3016

THE 
MACNEUdEHRER 
REPORlf

Us&iry Ceilings

In New York
R O BE R T  M a c N E IL .........................................................  Executive Editor

In Washington
JIM  L E H R E R ......................................................................Associate Editor
Rep. JOHN LA  FA LCE  ...........................................Democrat, New York
Rep. B IL L  PA TM A N ....................... ...............................Democrat, Texas
M EL K U S IN ......................... National Home Furnishings Association
BA RB A R A  R E ID  A L E X A N D E R   Maine Bureau o f Consumer

Credit Protection
P ro d u c e r ........................................................................... KENNETH  W ITTY
R ep o rte r ..................................................................................... JOE QU INLAN

Funding for this program lias been provided by this station and other Public Television 
Stations and by grants from Exxon Corporation, and American Telephone & Telegraph 
Company and the Bell System Companies.

A co ~reduction o f WNET and WETA Air Date: October 5, 1981
ALL RIGHTS RESERVED. Copyright ©  1981 by Educational Broadcasting Corporation 
and G WETA. This transcript may not be reproduced in whole or in part by mimeograph or by 
any other means, without permission.

TRANSCRIPT CHARGES: One to ten copies, S2.00 each; additional copies, SI.00 
each. Be sure to indicate air date and subject or participants. All orders must be prepa;d. 
Annual subscriptions available at S225 per year. Indicate starting date and enclose payment. 
Printed transcripts are available on all programs since July 5, 1976. Send self-addressed, 
stamped envelope for a free listing (updated quarterly).

All transcripts since Jan. 1, 1979 arc available on microfiche and 35mm microfilm published 
quarterly with accompanying printc ' ;ndex. Contact: Microfilm Corporation of America, 
P.O. Box 10. Sanford. NC 27330. For ^formation call (800) 334-7501.



THE MacNEIL/LEHRER REPORT Air Date: October 5. 1981

Usury Ceilings
ROBERT MacNEIL: Good evening. Several major banks lowered their prime lending 
rate half a point today to 19%, an interest rate expected to become *he standard for business 
loans across tht country. At the same time, the White House urged the Federal Reserve 
Board to ease its tight money policies slightly. Deputy Press Secretary Larry Speakes said 
the administration still supported the Fed’s policy o f monetary restraint; it merely wanted a 
rollback o f recent actions which had increased restraint on the money supply. On Capitol 
Hill concern over tight money and the high interest rates is surfacing in another way: 
proposed legislation to do away with state usury laws, or legal limits on interest rates. 
Bankers, retailers and finance companies backed the effort, claiming that low interest 
levels are stifling 'redit. Removing the ceilings, they say, will cause more credit to flow. 
Consumer groups and some state officials say that argument is false, and oppose the 
legislation on the ground that it will legalize loan-sharking. Tonight, should Washington 
take the cap o ff state interest rates? Jim?

JIM LEHRER: Robin, usury is defined as the loaning of money at an unconscionable or 
exorbitant rate o f  interest. There are 44 states with various laws prohibiting its practice. 
But there’s no uniformity to them, either in the types of loans they cover, or when the rate 
becomes unconscionable or exorbitant, and thus illegal. At one extreme is Arkansas which 
has a cap on bank consumer loans at 10%. At the other extreme is South Carolina, where 
the cap is 24%. The others have ceilings somewhere in between. Congressman John J. 
LaFalce, Democrat o f  New York, wants all ceilings, all caps, in all states eliminated, and 
he’s the sponsor o f legislation in the House that would do just that. Congressman, why 
should state interest rate ceilings be eliminated?

Rep. JOHN LA FALCE: Well, I think there are a number of reasons. First of all, 1 think 
that the economic forces that are at work determining the market interest rates arc either 
national or international in scope, and bear virtually no relationship to state forces. 
Secondly, the state laws that are on the books now are really relics o f ages long past. The 
usury rates were set at a time when we had interest rates o f perhaps 2%. and you might 
have a usury law prohibiting interest being charged above 12%. But because o f the present 
volatility o f our interest rates, those usury laws have, in effect, prevented the availability o f 
credit. So, if you live in a state with a restrictive usury law, you simply can’t get credit. 
Your down payment for a car costing $7,000 would have to be $7,000. Your down 
payment for a home costing $ 100,000 would have to be $100,000. And so, really, what—

LEHRER: And that in fact is the case in slates where they have usury laws?

Rep. LA FALCE: In fact that is the case in a great many states where they have such 
restrictive usury laws. In the state o f New York, for example, it was impossible until 1980 
to obtain a residential mortgage when the market rates were about 20%, and you had a 
restrictive rate o f  around 12%. The issue is not what the interest rale should be. The market 
will determine that. The issue is whether or not credit will be available to the consumer 
who wants to make a purchase.

LEHRER: Well, what if you take the laws off? Let’s assume that your bill is enacted into 
law, signed by the President and the whole thing. Wouldn't that mean that interest rates 
would just skyrocket for retail—

Rep. LA FALCE: No, because we have a classic free market competition here in the 
United States. There ure untold numbers o f lending institutions. And 1 think that the free 
market would have its chance to work, nnd would work. Would there be a few number of



abuses? That could well be the case. There would be very, very few. however, in my 
judgment. There are abuses now that are going unprosecuted because o f lack of proof, but 
the point is. the problem that /audio lost/  o f small businesses going out of business, drying 
up the real estate market prior to the time that the federal government did preempt the 
usury ceilings on residential mortgages. The good to be accomplished would offset what­
ever potential harm might exist by perhaps a thousandfold.

LEHRER: Congressman, let me ask you this. Let's say the people of Arkansas they
have 10% interest rates —  that the people o f Arkansas want a 10% interest rate, and if they 
want to pay the S7.000, or whatever it takes to live within that law. why should the federal 
government say. “ Hey. no. You’ve got to charge more than that?"

Rep. LA FALCE: Well. I think we have a federal problem on our hands. I would 
preserve, however, the right o f the individual states to exercise their sovereignty by 
permitting them a three-year time period to reinstate that usury law if that would be their 
desire. So they would have the right to effectively veto the federal preemption.

LEHRER: But three years later?

Rep. LA FALCE: No. Within that three-year period of time. They could do it im­
mediately.

LEHRER: I see. Thank you. Robin?

MacNEIL: A number o f  states have recently raised or abolished their interest rate ceilings. 
One o f  them is Texas, and the experience has caused one congressman from Texas to 
oppose the LaFalce bill. He is freshman Democrat Bill Patman, also a member o f the 
Banking Committee, the committee chaired for many years by his father. Wright Patman. 
Congressman, why do you oppose the bill?

Rep. BILL PATMAN: I think this is an important state right that should be maintained. 
Wc ought to let the states decide for themselves just what should be done about this 
particular issue. And I don’ t believe that the take-out provision is adequate, that Congress­
man LaFalce mentioned.

MacNEIL: What docs that mean, the “ take-out provision"?

Rep. PATMAN: Where a state could exempt itself from this particular lifting of the usury 
ceiling. Because it would have to do so before April the 1st o f 1983. or in that area. Wc 
don’ t even meet in Texas in the legislature again until January o f 1983, in regular session.

MacNEIL: What happened in the Texas experience recently, partially abolishing the 
interest rate ceiling, dial has caused you such anxiety?

Rep. PATMAN: Well, I think it’s regrettable that the Texas legislature did act to raise the 
interest rate ceiling, but that was its option, acting with what it assumed to be the will of 
the people behind it. That same legislature may in the future decide that it wants to lower 
that rate, and passage o f this bill after the take-out provision is gone will not permit it to do 
so. I think it’ s important to realize that the market rate o f interest rate — ol interest —  is 
not set for the small consumer loans. We in Texas have a super high rate, o f up to 109%. 
and even beyond that, on loans o f $100 and under. W e’ re one of only five states in the 
entire United States that authorized such abuses o f the consumer. And if we pass this bill of 
the Congressman’s and wc don’t have some exemption o f a state from that particular type 
o f  loan, then you'll have, that same type o f abuse prevalent throughout the United States.

MacNEIL: Give me an example o f the kind o f abuse you’re talking about.

Rep, PATMAN: Well, a $100 loan for six months would be chargeable — cash loan — 
would have charges on it amounting to 109%. The lenders in Texas o f those particular



loans actually flip them, or renew them every couple o f months, and then charge a 
non-refundable acquisition charge that raises the effective yield, in some instances that we 
noticed when I was in the Texas Senate, to up to 149%.

MacNEIL: Mr. LaFalce says that his bill is necessary because credit has dried up in states 
where the usury laws keep the interest rale below a ceiling that is below current market 
rates. And so people just can’ t get credit.

Re p.  PATMAN:  That's a common argument o f the loan companies and the finance 
companies. I’ve followed this issue for many o f  the years in which I served in the Texas 
Senate, and these finance companies will go from state to state now, and seek to jack up 
the rates. And then they’ ll go around to the other stales that have not increased their rates, 
and say, “ You’ re out o f  line." We kept those rates low in Texas, or at least lower than 
some o f  these other slates, for at least 12 years. And all that time, these finance companies 
were promising that they would go out o f business if we didn’t suddenly increase their 
rates. They made huge profits. In fact, one loan company, we found by examining the 
records in Massachusetts, regarded Texas as its 11th most profitable state out of some 38 or 
so in which it operated, even though we kept our rates at what they called a low level.

MacNEIL: Well, do you argue, then, Congressman, that the interest rate ceilings are not 
preventing the availability o f credit?

Re p.  PATMAN:  Yes. I think in general they could cause some difficulty in obtaining 
credit in some areas. But there doesn’ t seem to be a shortage of the availability o f credit 
throughout the nation to call for an extreme measure o f this type. 1 think that once we take 
off these limits that the states have imposed themselves, we'll never get them back down, 
and we’ ll have a large series of abuses, a long series of them, that will really result, I think, 
ultimately, in a public outcry against this type o f thing.

MacNEIL: Well, thank you. Jim?

LEHRER: Among those pushing for federal elimination o f state usury ceilings are small 
businesses which depend on consumer credit. This includes the retail furniture business, . 
and people like Mel Kusin o f Texarkana, Texas. Mr. Kusin owns three furniture stores, 
two in Texas, one next door in Arkansas. He’s also on the board of the National Home 
Furnishings Association, his business's trade organization, and was to testify this week at 
hearings on the usury law issue —  hearings that have now been postponed, you discovered 
once you got to Washington a while ago, right?

MEL KUSIN: Right.

LEHRER: Okay. Mr. Kusin, in your Texas stores, what interest rate do you charge now?

Mr .  KUSIN: Presently we're charging 24%. That’s the new limit allowed by the state of 
Texas under the new legislation.

LEHRER: I see. Now. what do you charge across the— across the street in Arkansas?

Mr .  KUSIN: Well, our other store is 32 miles away in Hope, Arkansas. We charge 10%;.

LEHRER: Well, now, what’s the difference in terms of what people buy, and the success 
o f these stores?

Mr .  KUSIN: Well, there's an unbelievable difference, and it's getting more and more 
painful all the time. In the state of Arkansas, retail furniture prices are normally about 11% 
higher than those in surrounding states of Texas, nnd, 1 believe, Oklahoinn.

LEHREH: So you’ re getting it anyhow? You just huvc to raise the price of the furniture? Is 
that it?



Mr. KUSIN: I'll explain to you. Wc pay—  we are lucky to pay approximately prime bank * 
interest in our area, which is about 20%. In Arkansas, with the 10% state limitation, the 
store has to make up the difference itself. Anybody in the furniture business in Arkansas 
today who deals in credit sales has to supplement the sale itself, or else raise the price on it.

LEHRER: But the people in Arkansas are still buying furniture, I guess, and doing all 
these other things. How does it work?

Mr. KUSIN: They're paying more money—  more money for their furniture because o f the 
interest differential. TTie furniture stores there —  many o f them — are having to decide 
whether to stay in business or not, because they are the ones supplementing that whole 
difference in what they have to pay for money, and what the state limit is. Now, our 
position is this on the money available'for something like furniture or automobiles.or that. 
We're in the business o f providing our customers with furniture. We’ re not in the business 
o f credit. We handle the credit more as a convenience, a necessary convenience. If a state 
could set the rate at which a business borrows money, then it would be fine to set the rate at 
which it loans the money. But we have, as businessmen, to go by a federal existing loan 
rate, which would be the bank prime rate 3ut yet, within states, wc arc limited by the stale 
law. So unless a furniture store can supplement the difference, it just won’t wc.rk. And this 
is why we feel that it should—  the interest rate should follow the level o f the market.

LEHR EH: In other words, what y ou 'e  saying is that if you could borrow the money 
yourself in Arkansas, say, for 8% or 9% or even 10%, then you wouldn't mind using— 
mind giving people credit at 10%.

Mr. KUSIN: Exactly.

LEHRER: I see. What would be the effect o f Congressman LaFalce’s bill —if it. in fact, 
was enacted into law —  on your panicular business — or the small businessman generally. 
that deals in consumer credit?

Mr. KUSIN: Let’ s say in Arkansas we could then again go to the loaning agencies, which 
would be hanks or large firms —  national firms that sell such financing. They would take 
all o f  the so-called contracts that a furniture store or any other retailer has if they had the 
difference to work be'ween. If the— if the new law were to be passed dial would allow a 
floi -up on the interest to a market price, then wouldn’ t— wc would no longer be in the 
credit business in the furniture business. We would ’ •. selling furniture, as we should be.

LEHRER: I sec. You do not share Congrc- ;man Pa (man’s fear that this thing will be 
abused, and could lead to some serious abuses in terms of the amount of—  the exorbitant 
rate o f interest that could eventually be charged?

Mr. KUSIN: No. wc don’t think so at all. Our business, from a- - the furniture business 
itself is a very competitive business. The prices of furniture will be held down by com­
petition. If the interest rate is allowed to seek its own level, that will also become 
competitive. But most important, the consumer who wants to buy furniture can buy it on 
credit. Today in states like Arkansas, when furniture dealers have to withdraw from the 
market because they can’t support it anymore with those high interest rates, the consumer 
is the one who really suffers, either through high prices, or through die. really, the almost 
lack o f availability within a market place o f furniture.

LEHRER: I sec. Thank you, Mr. Kusin. Robin?

MacNEIL: A number of consumer organizations, led by the Consumer Federation of 
America, oppose the usury legislation. Another witness wlto was in Washington to testify, 
is Barbara Reid Alexander, superintendent of the Maine Bureau o f Consumer Credit 
Protection, a state agency. Ms. Alexander, why do you oppose these bills? I should say.



there is also a bill in the Senate, coned?

BARBARA R. ALEXANDER: There is. Many state rcgulatprs and people associated 
with the state agencies that control consumer credit around the country oppose these bills 
because our stale laws are the produd o f a very delicate balancing between the decision as 
to what interest rate should be mandated, and whai consumer protections should be 
lamered in return for high interest rates. Consumer prortedions are linked to high rates in 
most states. They certainly are in Maine. If Congress enacts these bills, we will find that 
many important consumer protections, that our state legislatures thought were crucial in 
the regulation o f credit, will be destroyed.

MacNEIL: Like what?

Ms. ALEXANDER: Well, for the privilege o f higher rales in many states, we regulate 
substantive comma terms, and limit late fees, attorneys’ fees, closing costs, default 
charges. V/e require a rebate o f interest when a consumer prepays a comma early. We 
prohibit prepayment penalties. We limit the amount that the creditor can increase a con- 
trad ’ 'hen the consumer has troubles and comes in to refinance that contraa. All o f those 
protcdions are gone when we enad HR-2501, which is sponsored by Congressman 
I^Falce.

MacNEIL: Whar do you say to a dealer like Mr. Kusin in t.e retail business, who said that 
if you don't allow the interest rales to rise to the market level u:at dealers are going to have 
to get it another way, simply by putting supplemental prices on their product?

Ms. ALEXANDER: It's interesting that we find ourselves talking about Arkansas in this 
program. They are the state that is used to push this bill — and has been used to push bills 
like this for some years, now. The state o f Arkansas had a statewide referendum on their 
10% usury ceiling, which is in their constitution. The people in that state went to vote, and 
overwhelmingly defeated an attempt to increase that 10% limitation. I am not going to 
defend the 10% limitation o f Arkansas. That's Arkansas' problem.

MacNEIL: What is the limit in Maine?

Ms. ALEXANDER: Generally 18%. with higher rates allowed for smal':r transactions.

MacNEIL: And what effed is that having on consumer credit —  on the availability o f 
consumer credit?

Ms. ALEXANDER: I think that most credit is available in Maine at the maximum rates 
right now, and I think die volume o f credit is down, and 1 think it’ s because people will not 
pay those high rales. I think the credit availability argument is really a non-argument. 
People arc not going out to buy cars right now because the rates arc loo high, and they 
don't want to buy a car at 18%, 19% and 20% interest rates. The credit in this country is 
growing nationally at a rate o f 7% to 8%. That contrasts with the rate of increase for 1980 
— all o f 1980 —  o f only 1%.

MacNEIL: You mean, credit availability— crcdii is growing faster this year than it was 
last year?

Ms. ALEXANDER: That’ s correct, sir.

MacNEIL: Even with the high interest rates?

Ms. ALEXANDER: And that’s because most all states have made changes in their interest 
rate ceilings. Seven to 10 states have totally deregulated inter 'jles, except for a 
criminal usury statute that prevent loan-sharking, bills and legislation which would also be 
totally obliterated by HR-2501. Every time v> * increase rates nationally 1% :n this country, 
wc'rc costing consumers S3 billion. Thai s money that doesn't go into cconomi growth



• * r’ 9and development or capital expenditures to expand our economy. That's money that goes
into retiring debt service, which is really ..ot what I think Congress should be about at the
present time.

MacNEIL: Well, thank you. Jim?

LEHRER: Congressman?

Rep. LA FALCE: Yes. let me make a number o f points. First o f all. I think that everyone 
here, and probably everyone in Washington, is against high interest rales, and we want to 
do all that we possibly can to bong those interest rates down. Secondly, I think there is 
true—

LEHRER: Yeah, but to her point. Her point, basically, is that it’s high interest rates —  
period —  that are causing pecple not to buy cars and furniture from Mr. Kusin, and all the 
usury laws don't have a thing in the wend to do with it.

Rep. LA FALCE: Well, it’s true that high interest rates are causing that, and I have been 
criticizing high interest rates and calling for actions to cope with high interest rates. But it 
is also true that regardless o f the high interest rates we have right now, if the market 
interest rales are, say, double the usury ceiling, you’ re going to have a total closure o f the 
window on credit. And that has happened historically, and that still is happening now for 
individuals who do believe that they can afford the going interest rates.

LEHRER: Do you agree with that. Congressman Patman?

Rep. PATMAN: No, 1 certainly don’ t. The market docs not set the small loan rates. The 
small loan rates are set up to the maximum that the lender can charge. New, 1 do t’ t know 
what’ s going to happen when this happens —  when we pass this bill, if it passes. Mel 
mentioned going up to 24%. Obviously he did that as soon as he had the opportunity.

LEHRER: What was it before it was— you said that it’s now, in Texas law— 24% is what 
you're now allowed. What was it before the law?

Mr. KUSIN: Eighteen.

LEHRER: Eighteen. So you went up 6% overnight?

Mr. KUSIN: Yes. Well, we do financing through General Electric Credit Corporation and 
the banks and the—  everybody in the state followed the law as it allowed. It e  sed the 
pinch, but not completely. Now, that's an interesting thing, because we still— when we 
sell our accounts receivable through financing comnanies, we still have to pay a discount. 
With that 24%—
LEHRER: Let me make sure we explain what tha means. You— somebody walks into 
your furniture store, they buy furniture, you give tlx ,u credit. You take that paper and then 
you sell it to a finance company. All right, now, what do you sell it to diem? Now, if you 
charged the customer 24%, what do you sell it to the finance company for?

Mr. KUSIN: Today in Texas I believe the approximate discnu„t that the store has to pay — 
the store has to pay —  is about 4%.
Rep. LA FALCE: So that store is either going to take a loss or it's going to pass that 
difference on to the customer in some can.oflagcd way, rather than directly, rather than 
openly. Another point—
Rep. PATMAN: But 'he point is, though, that these loan companies always charge the 
maximum, whether it J 1 '/<%, as it is under the Uniform Consumei Credit Code in some 
states, or some—  or a higher amount, often 45%. It's gotten grossly out of proporti



LEHRER: Ms. Alexander, le'. me ask you. ff you— if the usury law in Maine suddenly 
went away tomorrow— it’s rvow 18%, right?

Ms. ALEXANDER: Generally, yes.

LEHRER: What do you think, if the market were allowed to work its magic, where do you 
think it v jld  go?
Ms. ALEXANDER: I don't know what it would do in Maine, but we know something 
about what’s happening in some o f the states that have deregulated. In the state of New 
York, interest rates increased dramatically. In the state o f Arizona—

R ep . LA FALCE: Well, you know. I am from New York, and I know a little bit about 
that. And she says that interest rates increased dramatically. The fact o f the maner is. the 
market interest rates were already considerably higher than the usury ceiling. So if the 
usury ceiling is 12, and the market interest rates are 18. and you’ re able under a new law to 
charge the market interest rates, o f  course there’s going to be a dramatic interest— 
dramatic increase. But it wasn’ t above and beyond what the market was charging.

LEHRER: Well, what's the market in—  Yeah, go ahead.

Ms. ALEXANDER: I wasn’t characterizing the increase. You asked what happened. That 
is what happened.
LEHRER: Right.
Ms. ALEXANDER: In the state o f Arizona, we find that used car loans are going in the 
range o f 30% to 50%, that people who live near or in the Indian reservations out there, who 
do not— are not able to shop for credit because the credit availability is not there, arc 
paying 50% interest rates to buy a used car because they have a captive market, and the 
used car dealers in the area have set a rate at extraordinarily high rates. --------------

LEHRER: Make sure we understand, now. Arizona was a state that had a usury law, had a 
cap. removed it —  deregulated —  and that’s what you're— what about that. Congress­
man?

Rep. LA FALCE: Well, first o f all, she’ s complaining about a 30% interest rate, whereas 
the state o f Maine, for small loats. has a 30% usury ceiling. I have no doubt that an 
individual could always point to a specific instance —  a specific example —  and ray here is 
an example o f abuse. But I can alsj point to 99% of the cases where I think he classic 
competition that exists within our free market would work, ar.d I could alyi point out 
literally hundreds o f thousands o f small businesses that have failed, in large pan due * ' 
restrictive usury laws that arc on the books.

?As. ALEXANDER: I don’ t know where the Congressman’s getting those .tatistics. Ten 
thousand small businesses close every year, and it doesn’t have anything to do with interest 
rates they’ re able to charge consumers. It has to do with rates that are impost d on them oy 
banks so that they can operate. It’s the prime rate o f 19%, 20% and 21% wt were talking 
about before. But let me get back to—  the issue here is not whether or not I can sit here nnd 
defend any one state's scheme o f things. The point is that the state o f Maine has a scheme; 
it's very happy with that scheme. It's reviewed every year in our legislature. It forms a 
delicate balance between credit availability, which we want to have available, generally. . 
and consumer protections. And if the legislature and the people in the state of Maine have 
decided that that approach which wc have is the one for Maine. 1 question whether it's 
proper for Congress to step in and erase that balance without really understanding the 
impact o f it.

Rep. LA FALCE: If I could address myself to that issue, first of all. a great many state



legislators in states that have the restrictive usury ceilings, have said. “ We hop: Congress 
will bail us out because this is a tough political issue. You can't sell it back home. You do 
the dirty work." Secondly, we do give the states, the right to revoke the federal pre­
emption. Third, the Congress has the power, and I think the obligation, to an to effectuate 
the interstate commerce laws. If this isn't interstate commerce. I don't know what is. In a 
great many instances, the Congress has already preempted usury ceilings. We've done it 
fo.' b. ness loans; we've done it for agricultural loans; we’ve done it for residential loans, 
etc. In preempting usury ceilings on those type of lioans, and permitting credit, therefore, 
to flow to those type o f  loans, we have engaged in credit allocation, and we've denied that 
type o f credit, therefore, to the consumer and to the small businesses. - - - -

LEHRER: Congressman Patman?

Rep. PATMAN: It’ s legal for the Congress to do this, but it is wrong. We should never 
have preempted the states’ rights— the states’ right to operate in these other areas, and I 
really believe that we're going to be getting in this— in legalizing loan-sharking through­
out the United States by passing this bill. That will be—

LEHRER: How does it legalize lean-sharking?

Rep. PATMAN: Well, loan-sharking is the charging of a rate that is illegal. Right now. or 
at least when I left the legislature, loaning money over 18% in certain transactions was 
loan-sharking. Loaning money at 2'i%, in the other states, was loan-sharking. But we’ re 
going to be taking off the lid enti'ely, and nothing will be loan-sharking. We’ ll be like 
legalizing burglaries, and permitting them and licensing them. - ------

LEHREP.: But if you have the market rate up at 20%, how could that be loan-sharking? I 
mean if it’s costing that much a s . result o f the economy, and the prime rale is at 20%— — •

Rep. PATMAN: Well, the amount that's charged fluctuates from state to stale, perhaps. 
It’s something that every state legislature can examine carefully. Sure, it’s a tough issue. 
But the people ought to have a right to talk to folks on the local level about these maners.

LEHRER: We just have a few seconds. Speaking of the local level, back to you, Mr. 
Kusin. Do you think that the people in Arkansas do not have— should not have the right to 
do what they want to do in their state, right?

Mr. KUSIN: I believe they should certainly have the right, but the merchants from whom 
they buy the goods cannot operate under a system where they have to supplement by fully 
10% what the interest is.

LEHRER: Thank you. Robin?

MacNEIL: Yes, that’s the end o f our time this evening. Thank you all for joining us in 
Washington. Good night, Jim.

LEHRER: Good night, Robin.

MacNEIL: That’s all for tonight. We will be back tomcrrov night. I'm Robert MacNeil. 
Good night.

Transcript produced by Journal Graphics, Inc.. N c  York, N.Y.
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STATE INTEREST RATES TH 1981 • * ' v‘

There was.> a high>degree o f  successoin obtaining interest rate increases
Q  f"-D  + - £3 V o  f r o  o  ■( «  1 7  MT*T P y Q i i 1! t -  T1*l t r 4  a

increase revenue;^m.tme|;^'Tin'-^br -another .were passed in seven.. .These 
Included’ the; ;I6w ;̂jtate s ta te ; o f  ^Minnesota from 12% t o -167., and obtaining 
cred it deregulatfldii-Hri'lilew- ;i

■ T I "  • "• "  ..
CREV7T  INTEREST .RATES ^FOR̂ j 987;,' "‘'■■ft- “ -
T H i  V •*•;,’•
The deregiilatiori-brealctnrpugh in New York State led to two other deregu­
la t io n  bill8\'<i^-';t)elawarefiiaria;-'NeW'^Jersey,''which have already been signed 
into l a w . . However;,-jnot ^allv.stateS’̂ iire competing with each other for 
eoonoTnicV;̂ a j» itA ljit^'livMofft^ar'e'^c»-t-ent .to only .consider rate b il ls  that 
w ill o f fe r  ^tnitiimum.-relief'7:to re ta ile rs  and other cred it len d ers .. .MW's 
ma.lor revenue''abates and low rate states continue as p r io r ity  targets,

Thirty-two states now'-permit-.straight 18% or b e tte r ...O f these, 15 permit 
a higher rate assessment on a ll  or a substantial part o f  the account 
balances. . .  Six o f  the 32 have no rate lim it ...T h is  same group consisted 
o f  22 states in 1980, with 'the additions being 10 o f  17 successful b i l l s  
iob b ied t . •

As o f  this w riting, no-lim it b i l l s  are awaiting governors’ signatures in 
Montana and Utah; Kansas extended it s  217. rate for another year; Wyoming 
passed a 21% rate b i l l ;  Oklahoma has introduced a 24% rate; Colorado and 
North Carolina have 21% b i l l s  pending; Georgia's 21% rate is awaiting 
governor's signature; Missouri and Washington are considering 18%; Texas 
has a variable rate b i l l  pending with a flo o r  o f  18% and 24% maximum; 
I l l in o is ,  Iowa; Ohio and Louisiana have introduced deregulation r i l l s .
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LEGISLATIVE ACTIVITY
nNANCE CHARGE RATES 1 1 /1 0 /8 1

STATE
PROPOSED

RATES
INTRO­
DUCED

PASSED
HOUSE

PASSED
SENATE

GOVERNOR
SICNED

NEW RATES 
IN EFFECT COMMENTS

ALABAMA 212 X X X X 5 /1 5 /8 1
Sunset p r o v i s i o n  extend ed  
to  6 / 1 /8 3

CALIFORNIA 1 9 .2 2 X X ■ X X 5 / 1 / 8 1 C o r r e c t e d  b i l l  -  Sunset
i r n v U t n n  rn 10/1 /R?

,'OLORADO 212 X X X X 6 / 7 / 8 1

CONNECTICUT 182 X X X X 7 / 1 / 8 1

DELAWARE D e r e g u la t io n X X X X 6 / 1 / 8 1
*

FLORIDA .2 1 2 X Dead

GEORGIA 212 X X X X 4 / 1 5 / 8 1  •

HAWAII 212 X X Dead

IDAHO 212 X X X X 7 / 1 / 8 1

ILLINOIS D e r e g u l a t i o n X X j; X 9 /2 6 /8 1

KANSAS 242 X

LOUISIANA 212 X House r e j e c t e d :  5 3 -4 9

MAINE 242 X Dead

MASS. 182 X X X X 1 0 /7 /8 1 R e t a i l  ca rd s  now Included

MINNESOTA 182 X X
182 r a te  a p p l i e s  o n ly  t o  
r e t a i l e r s  w ith  annual
s a l e s  volume o f  S25 
m i l l i o n  or  l e s s

MISSOURI 182 X X X X 6 / 3 / 8 1

MONTANA D e r e g u l a t i o n X X X X 4 / 6 / 8 1 Mandated A d j .  b a l .  Method 
2 -y e n r  Sunset P r o v i s i o n

NEVADA D e r e g u l a t i o n X X X X 6 /1 4 /8 1

NEW JERSEY D e r c g u la t  ion X X X X 3 /3 1 /8 1

NEW MEXICO D e r e g u la t i o n X X X X 7 / 1 /8 1 2 -y e a r  Sunset P r o v i s i o n

OHIO D e r e g u la t i o n X X X * “ l / p  u , g .ms r ;  1/1 /Sa
OKLAHOMA 212 X Y X X 1 0 / 1 9 / 8 ) ■

WISCONSIN F l o a t I n g  
Ka t e ... x

h e a r in g  th s week - 
bad b i l l

OREGON Language 
c l a r l f  i c a t l o n X X X X 8 /2 2 /8 1

PENN. D e r c g u la t  ion X X a ssed  S en a te :  2 6 -20

RHODE 1. 212 X Dead

TENNESSEE 211 X X De ad

TEXAS 181. + t i e  to  
T. B i l l  R i te

X X X X 5 / 8 / 8 1

UTAH D e r e g u la t i o n X X X X 5 / 1 2 / 8 1
WASHINGTON 182 X X X X 5 / 8 / 8 1
W. VIRGINIA 182 X X X X 4 / 1 0 / 8 1 E l im in a t e s  h re . i l  Rate

t'M 1 \ . 212 X X X V 5/20/61

MICHIGAN j e r e g u la t  ion X

N. C AR J _ I  Nr 212 >: s m a l l  (ii N .it od: l ) - K

•Ttijipff •>•>,•» iasi upfiaie
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Usury:©o!‘ng legitimate?
As interest-rate ceilings rise or disappear, 

consumers may lose some hard-won protections;̂  *

A '
.4? ,

vV > 'r,V- , v

v o 't
Borrowers and lenders both have impor­
tant needs, described by Sir Francis B v 
con as "the one, that the tooth o f usury 
be grinded that it bite not too much; the 
other, that there be left open the means 
to invite moneyed men to lend for the 
continuing and quickening of trade;*’

The delicate balance o f  those two 
needs now seems to be shifting. Driven 
by eager lenders, many state legislators 
and members o f Congress appear intent 
on wiping the concept o'l usury off the 
books. If they succeed, consumers will be 
doubly hurt: Borrowing costs, already 
extraordinarily high, could soar higher 
still; vital consumer protections, painful­
ly won over recent years, cou ld  be 
eroded or lost altogether.

Over the last 50 years or so, the states 
have stitched together a complex patch­
work o f laws and regulations governing 
consumer credit. Until recently, one 
common thread has been the existence of 
a usury ce ilin g -a  rate of interest, set by 
law, that a lender cannot exceed.

Within each state, lenders are sub)ect 
to different usury ceilings depending on 
the kind of credit activity they engage 
in-auto installment sales, retail install­
ment sales, revolving credit sales, bank 

' loam, and finance company loans, for 
r .ample. (Tire table opposite illustrates 
how state rate ceilings vary for two types 
of credit transactions.)

The usury celling tied to a particular 
kind of credit activity is linked—strongly 
in seme states, less so in others—to the 
degree of consumer protection that cred­
itors engaging ir that ar"vily must pro­
vide. In general, the higher the usury 
ceiling, the greater the protection

For example, most states allow credi­
tors to charge a higher Annual Percent­
age Rate (APR)’ on small loam than on 
large loam, provided that borrowers also 
gel more protection The creditors can 
choose whether to charge higher rales 
and offer more protection, or to settle lor 
lower ceilings f hat carry less protection.

Michigan lenders, for instance, can 
charge up to 31 percent on loam up to 
$500 (13 percent al>ove $500). In return, 
such lenders must calculate the interest 
rate in a prcscrilxd fashion; can lend no 
more than S3000. must refrain from ccr-

The A mm.i' Percentage Kate mcsi accurate­
ly i ipiciv'i I lie miriest rate charged

tain advertising claims; and must not 
require "w a g e  assignments,”  under 
which borrowers agree In advance that 
their pay will go directly to the lender if 
they default Alternatively, lenders can 
abide by a 16.5 percent celling and 
ignore those protections.

In states that tie usury ceilings and 
consumer protections together, higb-in- 
lercst loam often carry controls on such 
provisions as perm issible fees and 
charges, balloon payments, refinancing 
terms, and the method o f calculating the 
interest rate.

Bumping the ceiling
As interest rates rose and stayed high, 

state lawmakers began, bearing com ­
plaints from creditors that the rates they 
wanted to charge for consumer credit 
were bumping up against the usury ceil­
ings. If the ceilings weren’t raised (or, 
room to the lenders’ 'iking, eliminated), 
the lenders cidm ed, they would i.ivc no 
choice but to coital! consumer credit.

There was a grain of troth to the claim; 
loam to consumers have lieen curtailed 
During the 19 months from the end of 
1979 to August 1981, the amount o f out­
standing consumer installment d e b t -  
total short term loam (excluding mort­
gages)—grew from 9312-billion to $321- 
billh an annual increase of less titan 2 
percent. During the 1970‘s, by compari­
son, outstanding installment debt grew 
almost 12 percent annually.

The current credit slowdown can be 
blamed, In part, on a drop In demand, a 
natural result of high Interest rates. But 
many lenders have restricted the supply 
o f consumer credit. Many banks, for 
example, have become fussier ulxmt their 
loan customers. In Wisconsin, where an 
18 percent APR is the limit on consumer 
loam, bankers arc generally making loam 
primarily to existing customers.

Other banks usc another technique. In 
March o f last year, Bankers Trust of 
South Carolina tightened the statistical 
profile it uses to screen credit applicants, 
dropping the percentage of approvals 
from 78 percer’. to 70 percent.

But lenders who argue that they must 
curtail consumer credit to avoid losses 
protest too much. Banks that have re­
duced their level of consumcr-credil ac­
tivity have done so mainly Ix-eanse com ­

mercial lending is more profitable, not 
because they can’t make money on con­
sumer credit

Complaints from retailers and credir- 
card issuers about low usury ceilings 
should be view rd with the same skeptical 
eye. In practice, retailers have b.*en 
reluctant to raise their charges for re­
volving credit, erven when allowed to, for 
fear of driving customers away. New 
York State furnishes an illuminating ex­
ample o f why credit-card issuers cannot 
be taken literally. When New York re­
moved all restrictions on credit-card fi­
nance charges late in 1980, one would 
have assumed, from the card Issuers’ 
repeated claim that the old 18 percent 
limit was oppressive, that they would 
Immediately hike their finance charges to 
a much higher level In fact, most still 
charge 18 percent

Instead o f raising rates, credit-carrj 
Issuers in many states are charging fees 
not in the APR calculation. Many now 
charge an annual fee of J10 to 120.

And an increasing numl sr o f card 
Issuers are charg.ng e transaction fee 
every time the card is used. Crocker Bank 
in California, for example, already levies 
a 12-cent fee. Other issuers are changing 
the terms even for users who have avoid­
ed finance charges by paying promptly. 
The approach varies. Several New Jersey 
I>anks have begun charging Intercut fi om 
the date of billing to the date of pay m o t  
Banks elsewhere are charging interest 
from the date a purchase is posted to the 
m erchants account. Tennessee, Ala­
bama, and Missouri residents who hold a 
Visa or MasterCard from First Tennessee 
Bank in Memphis will have to pay a 
monthly maintenance fee”  between 50< 
and $1.50 if they pay off the outstanding 
balance when billed.

What ’ s behind the drive
Creditors are pushing to do away with 

usury ceilings for several reasons:
• Creditors would like to eliminate 

any future threat that usury ceilings will 
interfere with credit activity. If ceilings 
are simply lifted to son e intermediate 
level consistent with rurrent market 
rates, creditor fear that they » Quid have • 
to return to St .te legislators, hat in hand, ! 
to asi for another increase if Interest 
rale-, climb stir, higher From the credi-
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tors' v f • vpoint, that's uncertain and inef- 
ficien sorrow's politicians may be 
less p. 'han today's, and relief in the 
form o f a new law can take weeks or 
montlis to pass.

• Ceilings are an obstacle to the intro­
duction and success o f variable-rate 
loans, in which the interest rate charged 
moves up os down during the term of the 
loan in step with a prearranged index. 
-Variable-rate loans shift the burden of 
rising interest rates from the lender to the 
borrower, so creditors are enthusiastic 
about the idea. But usury ceilings prevent 
loan rates from rising without limit.

• Banks- especially large banks—want 
to operate across state lines. Interstate 
consumer banking is now restricted to 
credit cards. If interstate banking is 
a!low«? at some point, it would be much 
easier if the crazy quilt of state usury 
ceilings didn't exist, since banks could 
charge what they wanted, anywhere.

Timing is also significant. The current 
economic climate lends some support to 
the creditors' case for eliminating ceil­
ings; if interest rates fall significantly, the 
lawmakers’ interest in granting relief to 
creditors will fall, too.

So,.besides lobbying in the stales, cred­
itors are pressing their case in Conirr«=ss. 
A bill pending in both the House and Sen­
ate would wipe out all state usury ceil­
ings on consumer credit, though a state 
would have three years in which to over­
ride sections of the law by passing its 
own limits. The bill has little chance of 
approval on its own in the House, but its 
sponsors—Representative John J. La- 
Frlce (D., N.Y.) and Senator Richard C, 
Ltigai (R , Ind.)—contemplate attaching 
it to another banking bill that has gar­
nered broad support.

What the states have done
In 1980. as the prime rate moved past 

20 percent, 42 slates lifted or eliminated 
thetr usury ceilings; this year some of 
them went even further. Other states 
took action in 1981 for the first time. Ten 
slates now permit banks that issue credit 
cards to charge any interest rate, Thir­
teen states, to all intent, no longer limit 
the interest rate that banks charge on 
consumer loans.

Several states, including Delaware, 
Nevada, and New Mexico, have com ­
pletely wiped out all intercst-ratc restric­
tions for all classes o f lenders. Most 
states, however, have elected to lift rath­
er than abolish their ceilings, and to 
apply the higher rjites only to certain 
classes of creditors.

Many states are still grappling • dth the 
usury qu-rtion.New York lawmakers, fo ' 
example, are likely to face a proposal to 
raise or abolish the state's criminal usmy 
ceiling of 2!' percent. (Cjnsumer-credit 
interest rate; aren't specifically rcg’ 4 
in New  ̂o r l  bu t charging any rate

CONSUME

25 percent is a criminal act) Alaska's leg­
islature will also be making a decision 
whether to remove intcrest-rate ceilings 
on all types o f retail credit. South Caroli­
na is likely to rewrite Its consumcr-crcdil 
laws extensively next year, with a good 
chance that some consumer^credit ceil­
ings will be raised. And Arkansas voters 
will decide in November of next year, in 
the fourth such referendum since 1968, 
whether the state's constitutional usury 
ceiling o f 10 percent should be lifted to 
17 percent.

"The pressure is on to raise ceiling: in 
those states that have not done so,”  says 
Robert El Gibson, president o f the-Na­
tional Foundation for Consumer Credit, 
sponsor o f more than 200 nonprofit cred­
it counseling centers around the country. 
"I think those states will act quickly.”

The arguments o f creditors for higher 
ceilings are shaky, since usury ceilings,

even admittedly low ones, don’t necessar­
ily dry up consumer credit Moreover, 
stales that have eliminated rate ceilings, 
or raised them significantly, have at­
tracted lenders engaging in borderline 
practices.

The case of Arkansas
When lenders complain that low ceil­

ings force them to restrict consumer 
credit, they invariably bring up Arkansas 
as an exu iple. W ith a 10 percent usury 
ceiling written into the state constitution, 
Arkansas is hardly a lender's paradise— 
that's true. But it needs a closer look.

First, most banks and thrift institutions 
(savings-and-lozn associations, primarily) 
in Arkansas are permitted by Federal law 
to lend at one percentage point above the 
Federal discount rate—giving them the 
right (in September, as this is written) to 
charge a 15 percent APR on loans,

How state ce ilin gs va ry
The la b le  below  Illustrates sta te -to^ ita fe  (differences in. the maximum Annual Per­
c en tag e  Rote (APR) for two kinds o ( credit transactions—bank personal loans and 
retail Installment purchases. The fkst column shows the highest lega l APR for a  
hypothetica l personal loan o f $2000. repaid over 24 months, taken from o  bank. 
The second column shows the highest lega l APR for a hypothetical purchase o f 
$500 , flnonced  tor 12 months, from a  retail store . The tab le was complied with the 
help o f Financial Publishing Co..' a  supplier o f consumer credit Information to the 
financial trade . All terms were current as o f la te  September.

Slot#

Bonk BeloB
pe rsona l Insta llm ent 

loan  purchase (tote

Bank RetaB
pe rson a l tnstallm c •* 

lo an  purchase
A lab am a 21 MS* 2 6 .6 0 1 M ontana No limit N o lm tt
A laska 19 19 N eb raska 19X 18 1
Artxono No limit No «mtt N evada No im lt No Omit
A rkan sa* 15G) 10 New Horn p« hi re No SrnM Nolim 'i
C aW om la 22 .76 19.72 New Je rse y  E 30 30 > . v
C o lo ra d o 22 .95 24 .03 New M ex ic oE 45
C onnecticu t No HmH 21 Hew Y o rk E 25 25
D e law a re No Hmlt N o I mil N orth C a ro lin a 22 .0 5  m 24 ' * 3
D istrict a t Co lum bia 1 5 0 No HmH North D ako ta NO limit N oV rt l * 4
F lo rida 20 .05 21 .46 Ohio 22 .42 21 .8 0  *
O eo rg lu 1 6 4 3 23 .19 O k lahom a 24.67 30
Hawaii 31 .13 28 .80 O regon No Imlt No limit
Id aho 28 .43 36 Pennsy lvan ia 16 24
Illino is Nokm lf No Imit Rhode Is land 21 21
Ind iana 27 .15 36 Bauth C a ro lin a 24 ,76 34.91
Iow a 21 21 Boutti D ako ta 18 21 46
K an sas 17.73 20  43 Tennessee 15 m 17.96
Kentucky 18.02 No limit T 'ijras 24 0 24 0
Louisiana 34 .84 24 •ttah ffi I S 45
Maine 24.67 30 Verm ont 70.53 18
M ary land 23 .25 22 Virg in ia N o lm tt 24
M assachusetts 23 21 46 W ash ington 2 0 .0 5 0 2 2 .0 5 0
M ichigan 45 m 21.43 W est Virginia 18 18
M innesota 18.5 No limit W isconsin 14.4 16
M ississippi 21.57 24 W yom ing 22 .95 33 .03
M issouri 21.78 26 .62
0] Fede ra lly  insured bony :. inrtfls. a n d  credit unions c a n  cha rge  an  APB o f  f5X  ( f t  o o o v e  tho 
"F ed e ra l discount ra le  "). oithough tho H aiti ceUng is tr jver
E  No specific regu lation or consumer-credit in terest totes, but charg ing any APB above  
am oun t Ind icotod  constitutes criminal usury
0  P a le  on 6-month treasury bins (1 6 .0 5 1  os o f  S ep tem be r 14) pAa 6%. o r 161 . whichever It 
m ore0  Twjco the ro le  on c  m  •-)th Treasury t i ls , but n o  less than  f f l t  o r m ore than 7 4 i  
E  B a te  6-month h e r  -y bPts pAis C i
E  B o te  on 6-month Tret • bins plus f i t



including purchases by credit card.
Second, Arkansas retailers have raised 

their prices to offset the effect of the 10 
percent ceiling. If an Arkansas and a 
West Virginia retuilcr each sell u $1000 
video recorder with 24-month financing, 
the West Virginia retailer will probably 
c h a r g e  an 18 p e r c e n t  A P R , the 
highest allowed in that state. The Arkan­
sas retailer, limited to 10 percent, is like­
ly to raise the price o f the recorder by 
abc ut $82. So both retailers receive 
about the same amount each month.

Thhu, most credit-card issuers located 
outside Arkansas can levy charges con­
trolled by the .state where they Bre based, 
not by the stale where the holder lives. 
Thus a card 'ssuer based in New York 
could charge Arkansas residents 20 per­
cent or even more. Even Arkansas-based 
card issuers have continued to do busi­
ness, making up for the 15 peicent limit 
by raising the fee charged to merchants.

Beyond those specifics, the general 
picture in Arkansas differs little from 
other state?. A 1981 study by the Credit 
Research Center o f Purdue University 
analyzed the effects of the 10 percent 
ceiling on credit use and availability, 
comparing credit patterns in Little Rock 
with those in similar cities in Illinois, 
Louisiana, and Wisconsin. The study 
concluded that, “ overall, the data. . .d o  
nof support the thesis that credit is 
less readily availal Arkansas than in 
other credit markt- they arc par­
ticularly inconsistcn he hypothesis
that low-income borrowers receive less 
credit in Arkansas." The central reason, 
the researchers found, is that Arkansans 
have shifted their credit use away from 
banks and thrifts, where credit has be­
come more difficult to obtain, to “ point 
o f sale" sourees—retailcrs, bank cards, 
and, in some cases, pawn shops.

The Arkansas experience was con­
firmed to some degTee in West Virginia 
where, until last spring, the APR ceiling 
for consumer loans from banLs was 12 
perc ent. Yet an officer o f the West Vir­
ginia Bankers Association affirmed that 
many banks had active loan programs 
before the APR went to 18 percent.

The dark side of the coin
In states where usury ceilings have 

been removed, abuses have appeared— 
particularly if the state did not l>cef up its 
consurner-protection provisions.

Arizona, for example, removed Its ceil­
ings for most kinds of loans in April of 
1980. Never known as a stale with vigor­
ous consumer protections (“ We're lais­
sez-faire, otherwise known as anything 
goes," says state banking official Roy 
Schuetzc, his tone ironic), Arizona has 
becom e a haven for “ carpetbagger" 
mortgage brokers from California.

These brokers are arranging second 
trust deeds (which are like second mort­

gages) secured by the borrower's home. 
The scccnd trusts carry interest rates of 
30 to 40 percent or more; the finance 
charges include excessive loan-crigina- 
tion Tecs (hat usually amount to 15 to 20 
percent of the loan. The loans are gener­
ally written So that payments are for 
interest only; a balloon payment for the 
entire loan comes due in as little as seven 
months. If a borrower can’t make the bal­
loon payment, the usual practice is for 
the broker to "flip " the loan—refinance 
the whole thing—and include \ new origi­
nation fee. Borrowers who may want to 
pay off the loan early must pay a heavy 
prepayment penalty—a requirement that 
many stat,*.s flatly forbid. '■

E lsew h ersom e «nall ban companies 
in Texas are charging 100 percent on cer­
tain loans. lr.( Oklahoma, creditors can 
charge more than 170 percent on one 
kind of small 'Joan. By any standard, such 
rales and practices arc unconscionable.

What should be dor.G?
Removing usury ceilings can easily 

lead to the kind of serious abuses now 
cuncnt in Arizona. Not only would inter­
est rates be free to soar, but, in the opin­
ion of some state consurner-protection 
officials, it might enrourage wage assign­
ments and olhcr such unsavory loan prac­
tices. W hat's m oic, it’s unnecessary. 
Where economic conditions clearly re­
strict lenders' ability to make loans at a 
reasonable profit, the remedy is to raise 
ceilings, not abolish them. Wiping them 
out without stcngthening existing con­
sumer protections is doubly objection­
able.

The Interagency Task Force on Thrift 
Institutions, a team of Federal b a l in g  
officials assigned to study the future of 
thrifts, last year concluded that eliminat­
ing "restrictive |emp’ asis ours) usury lim­
its would l>e in the public interest." But 
the task force warned: ". . , ft is impor­
tant that unwar)' borrowers be protected 
from unscrupulous lenders. This Is a 
major reason that usury laws have per­
sisted—to protect the consumer when dis­
closure requirements arc not a sufficient 
safeguard."

Reconciling the needs of l>orrowers 
anti lender is entirely practicable. Maine, 
for example, allows most creditors to 
charge 30 percent on loam up to $540, 
but less for loam al>ovc that amount. 
That's more generous than many olhcr 
states allow. But an additional provision 
stipulates that if a loan with an APR of 
more than 18 percent has a balance 
remaining after 37 months, the interest 
rate must then drop to 6 percent, even if 
the loan is refinanced. Why? "T o  prevent 
consumers from getting locked into high- 
interest, long-term loans,” savs Barbara 
Alexander, superintendent of the Maine 
Bureau of Consumer Protection W ith­
out such a provision, the borrowers

might end up being "flipped," as happens 
in Arizona.

The table on the previous page sug­
gests that creditors may be far better off 
than their piteous cries would lead law­
makers to Isclicvc.

The dangers of pre-emption
Federal pre-emption o f state usury 

ceilings, as proposed in the Lugar- 
LaFalce bill, would abolish even those 
state ceilings that are above current mar­
ket rates, remove the ability o f each state 
to set ceilings tailored to its residents, 
expose consumers to increased risk of 
default and bankruptcy because of high 
credit costs, and wipe out a host of strong 
state consurner-protection laws.

The bill, as drafted, would apparently 
do away with state controls on -naxlmum 
finance charges, prepayment penalties, 
the way that interest rates are calculated, 
late fees, and balloon payments. The 
bill's supporters deny the measure would 
have such a sweeping effect, claiming 
that various credit provisions would be 
etem ptcd from Federal pre-emption. 
The language ol the bill, however. Is very 
broad. "Their intent is to make the lan­
guage look like something other than 
what it Is," charges Maine's Barbara 
Alexander.

The bill is widely opposed by consum­
er groups. Another opponent is the 
American Conference of Uniform Con­
sumer Credit Code States, a group of 11 
states thai have adopted all or part of the 
U n iform  C on su m er C re d it  C od e  
(UCwC). The UCCC's framework of sug­
gested rate ceilings and consumer protec­
tions. while balancing the needs of both 
consumers and lenders, tends to tip In 
favor o f lenders, Even so, Kathleen 
Coodpasture Smith, a South Carolina 
state consunier-affairs official, speaking 
for the conference, told Congress in July 
that the bill would wipe out most bor­
rower protections in UCCC states.

“ Federal pre-emption o f the UCCC 
would be disastrous for consumers and 
would not be the quick fix for creditors 
that some may believe," she cautioned. 
"Slate rate and charge limitations are so 
completely intertwined with consurner- 
protection provisions that the two con­
cepts cannot be separated. . , . with 
higher rate ceilings, more consumer-pro- 
tection provisions are necessary."

CU agrees. In their rush to accommo­
date creditors, many Federal lawmakers 
scein to be overlooking the basic con­
sumer protections often provided by the 
same consumer-credit laws that govern 
usury cedings. If state ceilings are abol­
ished, a1 they would be under the Lugar- 
LaFalce bill, is it likely that the states 
will take positive action to reinstate 
those protections? Or are the people's 
representatives prepared to let the tooth 
of usury bite too much0
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including purchases by credit Card.
Second, Arkansas retailers have raised 

their prices to offset the effect of the 10 
percent ceiling. If an Arkansas and a 
West Virginia retailer each sell u $1000 
video recorder with 24-month financing, 
the West Virginia retailer will probably 
ch a rg e  an 18 p e r c e n t  A P R , the 
highest allowed in that state. The Arkan­
sas retailer, limited to 10 percent, is like­
ly to raise the price of the recorder by 
about $52. So both retailers receive 
about the same amount each month.

Third, most credit-card issuers located 
outside Arkansas can levy charges con­
trolled by the state where they are based, 
not by the state where the holder lives. 
Thus a card issuer based in New York 
could charge Arkansas residents 20 per­
cent or even more. Even Arkansas-based 
card issuers have continued to do busi­
ness, making up for the 15 percent limit 
by raising the fee charged to merchants.

Beyond those specifics, the general 
picture in Arkansas differs little from 
other sts*'-v A 1981 study by the Credit 
Research Center o f Purdue University 
analyzed the effects of the 10 percent 
ceiling on credit use and availability, 
comparing credit patterns in Little Rock 
with those in similar cities in Illinois, 
Louisiana, and W isconsin. The study 
concluded that, "overall, the data. . .  do 
not support the hypothesis that credit is 
less readily available in Arkansas than in 
other credit markets—and they arc par­
ticularly inconsistent with the hypothesis 
that low-income borrowers receive less 
credit in Arkansas." The central reason, 
the researchers found, is that Arkansans 
have shifted their credit use away from 
banks and thrifts, where credit has be­
come more difficult to obtain, to "point 
o f tale”  sources—retailers, bank cards, 
and, in some cases, pawn shops.

The Arkansas experience was con­
firmed tu some degree in West Virginia 
where, u*-til last spring, the APR ceiling 
for consumer loans from banLs was 12 
percent. Yet an officer of the West Vir­
ginia Bankers Association affirmed that 
many banks had active loan programs 
before the APR went to 18 percent.

The dark side of the coin
In slates where usury ceilings have 

Ixrcii removed, abuses have appeared— 
particularly if the stale did not i>ccf up its 
consumer protection provisions.

Arizona, for example, ret "'ved Its ceil­
ings for most kinds of loans in April of 
1950. Never known as a state with vigor­
ous consumer protections ("W e ’re lais­
sez-faire. otherwise known as anything 
goes,” says state banking official Roy 
Schuetzc, his tone ironic], Arizona has 
becom e a haven for "carpetbagger" 
mortgage brokers from California.

These brokers arc arranging second 
tmst deeds iwhich arc like second mort­

gages) secured by the borrower’s home. 
The second trusts carry interest rates of 
30 to 40 percent or more; the finance 
charges include excessive loan-origina- 
lion fees that usually amount tn 15 to 20 
percent o f the loan. The loans are gener­
ally written so that payments are for 
interest only; a balloon payment for the 
entire loan comes due in as little as seven 
months. If a borrower can’t make the bal­
loon payment, tlie usual practice is for 
the broker to "flip” the loan—refinance 
the whole thing—and include a new origi­
nation fee. Borrowers who may want to 
pay off the loan early must pay a hcas y 
prepayment penalty—a requirement that 
many states flatly forbid "

Elsewhere, some >mall loan companies 
in Texas are charging 200 percent on cer­
tain loans. In Oklahoma, creditors can 
charge more than 170 percent on one 
kind of small loan. By any standard, such 
rales and practices arc unconscionable

What should be done?
Removing usury ceilings can easily 

lead to the i ’ sd o f serious abuses now 
cuuent in Arizona. Not only would Inter­
est rates be free to ioiu,, but, in the opin­
ion of some state consurner-protection 
officials, it might encourage wage assign­
ments and other such unsavory loan prac­
tices. W hat’s more, it’s unnecessary. 
Where economic conditions clearly re­
strict lenders’ abll"y to make loans at a 
reasonable profit, the remedy is to raise 
ceilings, not abolish them. W iping them 
out without stengtiicning existing con­
sumer protections is doubly objection­
able.

The Interagency Task Force on Thrift 
Institutions, a team of Federal banking 
officials assigned to study the future of 
thrifts, last year concluded that eliminat­
ing “restrictive [emphasis ours]> sury lim­
its would be In the public interest.”  But 
the task force wameo; . . it is impor­
tant that unwary borrowers l>e protected 
from unscrupulous lenders. This is a 
major reason that usury laws have per- 
sistcd—to protect the consumer when dis­
closure requirements arc not a sufficient 
safeguard."

Reconciling the needs of liorrowers 
and lender is entirely practicable. Maine, 
for example, allows most creditors to 
charge 3- percent on loans up to $540, 
but less for loans al>ovc that amount. 
That’s more generous than many other 
states allow. But an additional provision 
stipulates that if a loan with an APR of 
more than 18 percent has a balance 
remaining after 37 montlts, the interest 
rate must then drop to 6 pert ml, even if 
the loan is refinanced. Why? "T o  prevent 
consumers from getting locked into high- 
interest, )r ig-lerm loans," savs Barbara 
Alexander, superintendent of the- Maine 
Bureau of Consumer Protection With­
out such a provision, the borrowers

might end up being ” flipped,”  as happens 
in Arizona.

The table on the previous page sug­
gests that creditors may be fax better off 
than their piteous cries would lead law­
makers to Ixdicvc.

The dangers of pre-emption
Federal pre-emption of state urury 

ceilings, as proposed in the Lugar- 
LaFaloe bill, would abolish even those 
state ceilings that are above current mar­
ket rates, remove the ability of each state 
to set ceilings tailored to its residents, 
expose consumers tn increased risk of 
default and bankruptcy because of high 
credit costs, and wipe out a host of strong 
state consurner-protection laws.

The bill, as drafted, would apparently 
do away with state controls on maximum 
finance charges, prepayment penalties, 
the way that interest rates arc calculated, 
late fees, and balloon payments. The 
bill’s supporters deny the measure would 
have such a sweeping effect, claiming 
that various credit provisions would be 
exempted from Federal pre-emption. 
The language of the bill, however, is very 
broad. "Their intent is to make the lan­
guage look like something other than 
what it is," charges Maine's Barbara 
Alexander.

The bill is widely opposed by consum­
er groups. Another opponent is the 
American Confrre' :e of Uniform Con­
sumer Credil Code States, a group of 11 
states that have adopted all or part of the 
U n iform  C on su m er C red it C od e  
(UCCC). The UCCC's framework of sug­
gested rate ceilings and consumer prolec- 
ii jns, while balancing the needs o f both 
consumers and lenders, tends to tip in 
favor o f lenders. Even so, Kathleen 
Coodpasture Smith, a South Carolina 
state consumer-affairs official, speaking 
for the conference, told Congress in July 
that the bill would wipe out most bor­
rower protections in UCCC states.

"Federal pre-ernption of the UCCC 
wotdd be disastrous for consumers and 
would not be the quick fix for creditors 
that some may believe," she cautioned. 
“ Stale rate and charge limitutir-.* are so 
comp’itely intertwined with trammer- 
protection provisions that the two con­
cepts cannot be separated, . . . with 
higher rate ceilings, more consumcr-pro- 
lection provisions are necessary."

C li agrees. In their rush to accommo­
date creditors, many Federal lawmaker: 
seem to be overlooking the basic co 
suiner protections often provided by the 
same consumcr-credit laws that govern 
usury ceilings. If state ceilings are abol­
ished. as they would be under the Lugar- 
LaFalce bill, is it likely that the states 
will take positive action to reinstate 
those protections? Or are the people's 
representatives prepared to let the tooth 
oi usury bile loo much?
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Move to Ban Usury Ceilings Starts 
Fight Over FederalRole,, Gouging

.  B y E ileen  Alt  P owell Regan told the Senate Banking Committee.
s m //n rp on ,r  o/ tk x  w a u - strzctjourmai. -  det^ ue Is focu^inff on bills Introduced.

W ASHINGTON-Consumer groups call 11 
the "Loan Shark Revitalization A cL " Bank-, 
ers and retail merchants say It’s credit d e­
regulation.

At issue is legislation in Congress to 
eliminate state lnterest-rate limits on con ­
sum er loans. Despite opposition from con­
sum er groups, supporters o f the legislation 
are optimistic the measure can be enacted.

All but about a dozen states have con­
sum er usury ceilings, ranging from 10% a 
year .in Arkansas to 36% annually on small 
retail-installmcnt loans in Indiana and 
Idaho. The laws have evolved Hi a piece­
meal fashion since colonial times, and they 
vary not only by state but also by the size 
and type of loan and the lending institutions 
Involved.

The laws started attracting attention 
about 1980, when market interest rates su r­
passed some state lending limits. To keep 
credit flowing, many states raised their in­
terest ceilings, and som e abolished their 
limits. Meanwhile, 'enders began pushing 
for federal legislate i to end all state ce il­
ings.
iVjrizona’s Experience

Banks, finance companies and other fi­
nancial institutions argue that som e state 
ceilings are slill so low that they can’ t cover 
lending costs. One result, they say, is that 
consumer credit dries up. In Pennsylvania, . 
where there is a 15% celling on credlt-card 
Interest charges, Philadelphia National- 
Corp., a bank holding com pany, has applied 
to m ove its operations to neighboring Dela­
ware. And First Pennsylvania Corp., a Phil­
adelphia institution, recently challenged the 
credlt-card celling In court. The suit was 
settled last month with a tentative agree­
ment that would require First Pennsylvania 
to roll back Its rate on credlt-card purchases 
to 15% from 19.8% but would tllow  It to 
charge 19.87* Interest on credlt-vard cash 
advances. • *•’ »• >>•:••

Consumer groups contend that Interest 
ceilings are needed to protect borrowers 
from excessive credit costs. They point to 
what has happened In states such as Ari-

by Democratic Rep. John LaFalce o f New 
York and Republican' Sen. Richard Lugar of 
Indiana. Both bills would eliminate state in- 
terest-rate limits on credit extended for per-- 
sonai, family or "household use. In addition, 
states wouldn’t.be allowed to prohibit lend- ‘ 
ers from charging borrowers certain fees, 
such as a fee for obtaining a credit card.

But the states would retain som e author-. 
lty. The bills say other state consumer-pro- 
tection provisions, such as disclosure re­
quirements and criminal loan-sharking stat-_ 
utes, would be left in tact And, under both 
bills, states would get three years to over­
ride the federal preemption, thus allowing 
reinstatement of ceilings. - -

The federal preemption is needed be­
cause "w e are no longer a series-of little

We are no • longer 
a series of little col -  

onies, each independent 
of the other, ”  says Rep. 
John LaFalce, whc fa­
vors eliminating state 
interest-rate ceilings.

colonies, each' Independent of the other,”  
Rep. LaFalce says. ’ ’We are dealing with 
regional, national and world m arkets." He 
sees little rr.er!: in trying to substitute a fed­
eral ceiling. The markets, if unfettered, will 
produce competitive lending rates, he 
argues, ’
Tho Second Step "  <

Messrs. LaFalce and Lugar see their pro­
posals as the next logical step in a credit 
deregulation process that began with t h e '  lore to Impose extra fees that wlD make 
Monetary Control AcL That law, enacted In shopping for credit "difficult, if not lmposs’

j
, in both houses o f Congress believe the legis­

lation could bej enacted if approved in the 
Senate as parti of a controversial omnibus 
banking bill introduced by Banking Commit­
tee Chairman Jkke Garni the Utah Republi­
ca n . ' ,
April • Dead line ■ - - - j -’

Still, Sen. G am 's recent decision to delay 
consideration o f ti banking bill until after 
the Christmas holl iay recess worijes some 
supporters o f the interest-celling provision. 
They figure that for political reasons the bill 
must pas;; by April. Federal preemption of. 
usury ceilings, says a Senate aide, "Is such 
an emotional issue" that Congress probably 
won’t deal with it too close to next fall’s 
elections.

The Am erican Bankers Association sup­
ports the legislation. Sam Baptisia, an ABA 
lobbyist, argues that for many financial in­
stitutions the legislation is "a  question of eq­
uity." 7.7)e federal government, primarily at 
the urging o f large banks and over the ob­
jections o f many smell banks and thrift In ­
stitutions, has begun deregulating the inter­
est rates that financial institutions can pay 
on deposits. "In  fairness. II must deregulate 
the asset (loan) side, tro,”  he says. -

Asked If declining market Interest rates 
won'l defuse the Issue Mr. Bapiista re­
sponds, "W ho's  to say they wpn't go back up 
again?”  He adds that even the rate decline 
"w on ’t help In stales like Arkansas. Penn­
sylvania and Michigan.”  where he says 
usury limits are loo low to be reasonable. ”
Consumer G roups Angry • • '

Consumer groups see things differently. 
"This legislation will eliminate state usury 
ceilings designed to protect the klghcst-risk 
and most-vulnerable , group of borrowers," 
charges the Consumer Federation of Am er­
ica , ? coalition of consumer and labor 
groups. Federal elimination of the rate lim­
its, It says, will cost Americans billions cf 
dollars in additional finance charges, precip­
itate personal bankruptcies and allow credl

March 1980. nullified state ceilings on home 
mortgages in the states that had them. For

 three years, it also overrode state limits on
zona, which In April 1980 removed most o f business and agrictu al loans of 125,(WO or 
its usury limits. ’ more. ;  j ,  a ;  -t. *
1 Used-car dealers there who used ; to It Jilso provided an alternate lending llm- 
charge about 217* annual Interest 'n o w , ' tt—set al one percentage point above the 
charge about 327., says Chuck Pyle, an at- Federal Reserve’s discount rate, currently
torney with Southern Arizona Legal AM In, at 1 2 % -: Je ra lly  Insured financial Instl- ___
Tucson. He says his agency recently, han- tutions. States were given three years to states have revised or are reviewing their 
died a case Involving a’ woman who bought’a*:* override* the, Monetary Cpntrorxfcf tnteresL, laws, sem e for the second lime. "The suites, 
used car.pwlej- a  contract, calling f o r (^98% . ^T3te.provisions. So far oniy.il states-fS v? in other words, have moved to respond to 
annual i n t t r e a f . i i i w  ‘-fi'J '-& jn rk )'in  wjiole or in p a ;jt£  changing economic conditions." she says.

Backers of the Interest-ceiling legislation^ "There’s no need for unfounded federal pa-
- ibmailsm.''
'• /  The Federal Reserve Board also oiposes

ble."
The consum er groups argue that the Is­

sue of Interest ceilings should be left to the 
stales. Attorney Ellen Broadrnan of the Con­
sumers Union, a nonprofit consumer educa­
tion organization that publishes Consumer 
Reports magazine, says that more than 40 
stales acted tn 1980 to raise or abolish out­
dated lnterest-rate limits. This year more 
states have revised or arc revi 

override* the, Monetary C pntrorA tf tnteresL, laws, sem e for the second time, 
t . , provisio

The Reagan administration backs federal 
preemption q L ln ie rv t rnira w e n  .ipouch l u  lire .opypnistjc ricspuerthg ftunilcs dial re- ibm allsm .' 
lavors tnertnML p m trcn jT iu u  - p o t n v '.O w  fSM iillf* Cocm-eas. littnru- U’ gel Die La- /  The Ke<
Uw slates philosophically. "U sury ce l la r s -  Falce bill moving Uiwarff’ the House f l o o r /  federal l e p t s i a 7 l o r T F ^ m T r X r ^ r v ^  
only distort financial m arxet. and credit were slowed tn October when the House' lere told CoU resc tha wMl J .  ^ '  i T  
flows and don’ ! reduce » e  cos. of credit In Banking consumer affaire subcommittee agates: ra:* c c l ln ~  r  1' tii- ‘x , a a L  
thv econom y.’ Treanur- j-e-crctary Doaaid vfte-j to table the proposal. Bui protwnent: state's restcnsiLiiit'

shouic (.► 
ti enrrer. eats



1. Kentucky
--1. • ?4ew York (D) (S) 6-30-83
_*5 A rizo n a  (D)0"1 • New Hampshire
1 — • Oregon (D)ro. Alabama (S) Extended to  June

~ . C a l i f o r n ia  (S) 10-1-82
P. Kansas (S) 7-1-82
c. Miss'* ;s ip p i  (S) 6-30-82

H  . Neb? aska
11. South C a ro lin a (S) 7-30-82
12. South Dakota (S) 7-1-83

—1 3. Delaware (D)
14 . Georg ia
15. Idaho
1C. Montana (D) (S) 7-1-83
17. New Je rs e y  (D)

- I E . New M exico (D) (S) 7-1-83
19. Texas

-2 0 . Utah (D)
21. Wyoming
22. Oklahoma
23. M ichigan

-24 . I l l i n o i s  (D)
25. Nevada (D)
26. Colorado

-27 . Ohio (D) (S)
1

1-1-85

D = D e re g u la tio n
S = Sunset and date o f e x p ira t io n

1983 S ta te s  Recent A c t iv i t y  On Rate In c re a se s

1. P e n n sy lva n ia  (D) (passed Senate) (he ld  over to September)

2. M innesota (18%) ( fo r  r e t a i l e r s  w ith  annual volume under 25

3. C o n n ecticu t (18%) (passed and signed by the Governor)

4. M ichigan (D) (In troduced )

5. Washington (18%) Passed and signed

6. W isconsin  (F lo a t in g  Rate In troduced )

mi 11 ion)





... — ,

MMF' S/December 21, 1981

Talked today by telephone w ith  Jim  M cLaughlin , a re p re se n ta t iv e  
of the American Bankers A sso c ia tio n  who i s  the exp ert on Bank Mutual Funds. 
H is number i s  202-467-5778.

He sta ted  th a t  he i s  not aware of any f in a n c ia l  in s t i t u t io n  o ffe r in g  
MMF's, d e sp ite  the fa c t  i t  i s  allowed by lav; in  Washington S ta te , and by 
in te rp re t iv e  ru lin g  in  New York S ta te .

He fu r th e r  says the fe d e ra l laws which d escrib e  the a llo w ab le  
(and p ro h ib it iv e )  s e c u r it ie s  a c t i v i t i e s  o f bankr are  the Banking Act 
o f 1933 (G la s s -S te a g le ) , and the Investm ent Company Act o f 1940. He 
says the p ro h ib it io n  on MF's in  banks i s  a p p lic a b le  to a l l  n a t io n a l banks 
and a l l  s ta te -c h a rte re d , Fed member banks. Consequently, a l l  s ta te -  
ch arte red  banks in  A laska  would be e l ig ib le  be^aure they are not Fed 
members.

He c ite d  the fo llo w in g  laws as p a r t ic u la r ly  im portant:
G-S: se c tio n s 2 0 ,2 1 ,and 32; 12USC24 para Seventh , se ctio n s 77 ,377 ,378 .

In  sh o rt , A laskan  sta te -ch a rte re d  banks would be ab le to p a r t ic ip a te  
provided they fo llow ed the ru le s  as d e lin ea ted  in  the two fe d e ra l a c t s .
He a lso  noted th a t the S e c u r it ie s  Subcommittee of one o f the Banking 
Committees w i l l  be ho ld ing hearings or. these in  e a r ly  Feb ru ary . He i s  
sending in fo rm atio n .

A co n tact w ith  the /*3A who s p e c ia liz e s  in  G la ss-S te ag le  i s  
Bob Bevan 202-467-4206
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?ed Chief Also Has Qualms

On Bank Power for S&Ls• ••But Wants Looser Laws
O y a  W a l l  S t r e e t  J o u r n a l  SloSJReporter
WASHINGTON -  The chairman of the 

/od era l Reserve Board said many banking 
Jaws need to be loosened, but he opposes at 
(least for now some proposals backed by the 
•Reagan administration, including c <e that 
(would let banks offer money market funds.
! Paul Volcker also voiced reservations 
jabout granting banking powers to savings 
[and loan associations. The Fed says that 
lidea raises "knotty" problems with the fun- 
‘damental U.S. philosophy of having a di­
verse field of financial institutions.

At a  Senate Banking Committee hearing. 
Mr. Volcker sounded a noie of restraint to 
Congress as It takes up far-reaching legisla­
tion designedvto restructure powers of finan­
cial institutions. Mr. Volcker said the Issues 
raised are complex and doubly difficult In 
this time of high Interest rates.
s& L  M erg ers  Supported

He said the Fed supports broader powers 
for federal regulators to deal with troubled 
S&Ls, Including mergers with healthier 
S&Ls and, as a last resort, with commercial 
banks,. H^ ̂ T̂ d :ihe'baanl;suppbrts fed­
eral 'action that*Svould.baiVassumptions of 
low-fat'erest-home mortgage^.' ^  _

But he said the F ed ^ p iS S & A  m bve by 
Congress tojStrlke. down stale.Interest'rate 
celllngs'on commercial loans, unless there Is 
" a  clear national Interest at stake." Other­
wise, he said it's a decision that should be 
left to Individual states. '

.The Fed phlef also said (the’aSrtrai'bank 
strongly oppo^ca-.provlslon 'lii'the>Sehate 
legislation that would allow:nationally.chart- 

.ered banka to .boost thejim lt on;therarnouni 
o f m oney 'they 'lend  t£a 'istn gle  -(borrower. 
The bill would raise the celling to 25% from 
10% of a bank's capital and surplus funds 
He said the Fed wants banks to spread theli 
loan risk over several borrowers, but con 
ceded an exception might be made for smal 
banks. For them, he suggested lifting the 
limit to .15%.. \ "  . b .  . _ . ■

ft
Iit i

W hite H oose  V le ir ,
The F ed ’s  opposttton to banks* running 

m oney -market funds; as well as Its reserva­
tions about. givinj.'l'btaJdng power to S&Ls 
tproas after Treasury*£ecretajyDcnaJd Re-' 
p w  w ged  Congress lastw eek togfve 'theln -! 
stltuthms those M g ers . .The administration;

reC^ lm! f <!el  S S 0" *  “ P competition among financial Institutions, and Is eager 
f° r < ^ jeress  to fh iW  out se v e r* * * —  
the W h i t e ' l l  ^  ^  OTtteted :;,: -

Mr. Volcker sala-fcwnrea opposes money, 
market funds for banks and S&Ls because it; 
thinks current Interest rates would Impose 
higher costs on thejnstituttons and "bring: 
still heavier pressing on the earnings" o# 
those banks and S&Ls that are being hurt b y  
long-term low Interest loans.Tle suggested tt

“ sue. .
In the meantime, he said, banks should 

be given broader powers for offering Invest*, 
ment management services,. Alth&ugfi; the 
Fed.dkttft propose~Lt^Mr.‘VolckersaId that 
1/C ongress "allows ‘banks - t o  srt~up :lnvest- 
m enfcom panlesj theyshould be. created 'as 
bank holding .subsidiaries; 'vfcarred,, from 
charging, sales commissions 'a h d ^ s o  from 
using the bank's name. "  •

, ^M r.j Volcker said th.' F ed  supports letting 
banlaa usderwHteihnnicjpal. revenue, bonds. 
Mr<,Vplcker i ls o  suggested banks.be permit­
ted to offer, travel'and data processing'ser- 
^ lces and to sell commercial paper.

‘  The Fed's reservations about giving 
banking powers to S&Ls stem partly from  a 
concern that the thrift's ml/;ht abandon the 
housing business they were designed to sup­
port, Mr. Volcker said. He liald some S&L's 
mlgM simply convert to commercial banks, 
under the provisions in the Senate legisla­
tion. Instead of giving S&Ls such sweeping 
banking powers, he suggested they be al 
lowed to provide Insurance and trust ser­
vices tot Individuals, as weli as being given 
limited powers to offer commercial loans to 
small busnessrs. He urged that steps be 
taken “ wttl'ln a broad framework of a con' 
cept of (S&.'.s) as community, famlly-orl 
ented Institutions."



o r *  THE WALL STREET JOURNAL,, 
D U  Monday, September 28, 1981'

— < ”
B y  a  W a l l  S t h e k t  J o u r n a l  Staff Reporter

■* NFW Y O R K -T h .' state banking supertnjj 
t e ^ ^ W u r ie l .S k jiM t ,:.sald state-charterecL 
b a n J ^ a n i, ; l^ )x o n ip a ii le s i-c a n ldttanlze^ 

d ■ tn vestment -funds^ r jmuttnL fund 
subsidiaries. ’ , « " ~ 

tie'raling Is significant because It out-, 
lines ways banks can operate mutual lunds 
without violating the Glass-Steagall A ct. the 

• federal law that prevents commercial banks 
v from doing many brokerage activities, such 

as operating a mutual fund. It is limited, 
however, because it covers only 56 banks 
and trust companies with assets totaling 
S16.7 billion operating In New York that 

‘ don't have federal charters and excludes the 
state's banking giants, such as Citicorp,' 
Chare Manhattan Corp. and Manufacturers 
Hanover Corp. Citicorp's assets alone are 
1115 billion.

Still, the ruling was sufficient to raise the 
Ire of the Investment Company Institute, a 
Washington D.C.-based trade group. Its offi­
cials view the New York ruling as a weapon 
the country's big banks-whlch have loudly 
been seeking.to operate money funds to 
compete with the likes of Merrill Lynch, 
Pierce, Fciincr & Smith Inc.-m ight usc to 
convince Congress to end Glass-Steagall pro­
hibition... . .. . 4 .

"I 'm  not saying this is some sort of con­
spiracy, but clearly the larger money center 

, banks are Interested In overturning Glass- 
Steagall. My guess Is that if they could 
cause enough confusion on the state level, 
Congress may reconsider/' said William 
Tartlkoff, counsel for the Institute. "In  our 
opinion the law isn't .unclear. It's very 
clear." : , 1  . > • 1

The b: commissioner's ruling camc.
In response .J  an application from a trust 
company, which wasn’ t Identified, to oper­
ate a mutual fund. To prevent such an oper­
ation from violating the Glass-Steagall act, 
the state superintendent said banks and trust 
companies must adhere to certain restric- 
tions 1 * 1 ■ v '

4 m o n g y t h e * f i£ s t f^ h ^  
much of - the iftnkWff i ecuritics ' (Bifid j * .  
Bought for the'tianVv,'customers; Jhe'banlr 
and its subsidiary icairt advertise or- dffer 
^esllterature 'drt the fund t o  the public;‘thc 
furfdmust have a separate address’from  the' 
|>ahJc; bank, of fleers and directors can'Lwork' 
•for the f u n d . ' " .

i  ggggg .*'•* ■*
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NEW Y O R K  S T A T E  S U P E R !  K T K K D E N T  O F  3 A N K S  M U R IE L  S I  E B E R T  
D E T E R M IN E S  T H A T  N O N -P B D -M K K S E R  

■5P A T E - C H A R T E R T'D B A N K S  A uO  T R U S T  C A M F A N IE f
hi ay is p oj: m oh d a n i df advim . di'ek-eed investm ent funds

M urie l Siobc , Now York S ta te  A aperintendeua of banks, 

announced today that a 'I-:-.-'.’or;:-Sjta ue-ehartered bank o r c ru st company, 

which ir . r̂ oc a member bank o: r.hc Fed era l re se rve  S •stem, could sponsor, 

o rgan ize  and ad v ise  mi open-end inve.;tw om  fund.

The ranking top a r t me nt reach*; d th is  co nc lusion  ir. response to ?.
proposa’ by a N-.-v.-Yor k-Scate  -chartered  t ru s t  company : c *sot up an

open-end inv< s-.m_r.L. fund through a separate s u b s id ia ry . The fund would be 

re g is te re d  as on investm ent com; any tinder the Investm ent Company Act o f 

1940 and tiie s u b s ie in r . would : e rou is  to red as an 'investment a d v ise r under 

the Investm ent A d v ise rs  Act I I.MO.

The Bank in .; Department concluded v’r.ut i !  v ■•;*.! d be p erm iss ib le

under the Rev/ York .nnkiny Law fo r tho su h s id i ary of a bank or t ru s t

company to r.ponsor and orgoni/.e tho I und and, sub ject to approval by the 

s h a r e h o ld e r o f  the f in d , i t : :v t s e  tho rund. Tiie bank or t ru s t  company 

would agree- l..- :b.;.'-rv'- c e r ta in  r e s t r i c t io n s .  Those in c lu d e :

P ro h ib it io n  on d ir e c to r s , o f f ic e r s  or employees of 

the hard; or i t s  r.u.- '.d iary  working fo r \he fund, and on 

major si ar.-hoidol's cm t.lie hank or i t s  su b s id ia ry  having 

s im ila r  co n tro l i ini'; :.e«j i tionr- with, '.lie fur.s 1.

me re



C e rta in  l im ita t io n s  on the purchase of the fund ’ s 

s e c u r it ie s  fo r the accounts of the bank's custom ers. 
P ro v is io n  th a t :

1) a m a jo r ity  of the fu n d 's  d ire c to rs  w i l l  not be 

" in te re s te d  persons'* w ith in  the meaning of tho Investment 
Company Act o f 194 O;

2) the;.fund»have separate  addresses from the bank
and the s u b s id ia ry ;

3) thqvfaank and-the su b s id ia ry  not a d v e rt ise  or '* 

o f fe r  s a le s  l i t e r a t u r e  on the fund to the p u b lic .



individual investors rose $520 mil'

y  • (Monthly)

Souicf M i t i i m u  Comp*nr niinui#

NEW Y O R K -M oney market fund 
kept climbing in the week ended Wednes­
d ay , indicating that investors are getting the 
money for tax-exempt ."a ll savers" certlfl- 
[cates from other sources .'
; ‘  Assets o f the 81 "general purpose" funds 
geared to

lllon, to (50.52 billion, for the week, accord­
in g  to the Investment Company Institute, a 
1 Washington-based mutual iund trade group. 
{That exceeds last w ee i’s asset growth of 
$464 million in the genera, purpose funds.

The 28 funds geared to Institutional inves­
tors, however, declined $342 million In assets 

■to $28.84 billion, In sharp contrast to last 
week’s $1.4 billion climb. The institute 
blamed the drop on higher short-term inter­
est rates. • . . • *•'

' Over all, assets of the nation's 14C funds 
rose $1.33 billion, to $164.55 billion, the trade 
group said. Last week, the funds grew $2.5 
billion.

Many analysts had predicted that at least 
some significant portion of tl^  billions of 
dollars flowing Into the new all savers 
certificates would come from money funds. 
Since the beginning of the year, Investors 
have turned to money funds In record num­
bers for their high yields and liquidity.

But so far, those expectations haven't 
come true. Fund manager] say there has 
been little or no drop in assets at any point 
since the all saver's program began two 
weeks ago. "W e're doing as well as we ever 
have," said James Benham, chairman of 
the Capital Preservation Funds of Palo Alto, 
Calif.

The money funds continued to outpacd 
other Investment v u is  designed for individ­
ual Investors, even though their own yields 
dropped slightly. The average seven-day 
y ie 'l  for m oney'funds declined 'to ;15.5%> 
from 15.75%, according to William E. Dono*. 
ghue's M oney'Fund Report o f Holllstori.i 
Mass. The average 30-day yield also dipped, 
to 15.98% from 16.33%. Both-art still higher 
than the 13.75%rQiat banks and thrift institu­
tions can pay on six-month money market 
certificates...' v .y

The decline in assets i  the funds geared 
to Institutions stemmed from higher Interest 
rates. Institutions ean move money over­
night to take quick advantage of a changing 
rate situation. Yields of money funds don’t 
rise as quickly as Interest rates in general, 
so big investors have been switching to In­
vestments such as certificates o f deposit and 
commercial paper, which aren’t within the 
financial reach of most Individuals.

The Donoghue ’ report confirmed the 
money funds' increase in assets, stating th a t  
they rose $L1 billion, to $163.7 billion,"and
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“ The fact is, the fraud artist knows the system, strikes early and hard”
and I  suppo rt it , tha t M as te rc a rd  is a 
bank p roduct— o r , m o re  a ccu ra te ly , 
a  financ ia l in stitu tion ’ s p roduc t; the 
b oa rd  w ill fo rg o  sh o rt-te rm  ca rd  
grow i'h fo r  long -te rm  m a rke tin g  ad ­
vantages.

MW e  can doub tless ly  p ick  up  a 
coup le  m illio n  ca rdh o ld e rs  b u t I 
don ’ t w an t to  be the p res iden t o f  
M as te rca rd  when m a jo r  re ta ile rs  be­
come the la rg es t 'M as te rc a rd  is­
su e r.’ ”Stars' clout. “ S p eak ing  o f  re ta ile rs  
and com petition , don ’ t lo o k  beyond 
S e a rs ,”  H ogg  re la ted . “ I t  was in te r­

esting that the d ay  we announced 
o u r M oney M an ag e r A ccoun t, S ea rs  
a lso  announced its in ten tion to  fo rm  
a m oney m arke t fund  as a m a jo r 
s tra teg ic d irec tion .

“ W hen  you ta lk  abou t S ea rs , the 
num bers a re  astound ing . Im ag in e  i f  
it d iverted 10%  o f  its advertis ing  
budget to he lp  launch th is m a jo r new 
stra teg ic d irection .

“ S ea rs  is the second la rgest adve r­
tise r in the U .S . D o  you know  what 
10%  o f  its advertis ing  budget is? 
Just over $ 6 0  m ijlion ! C an  you im ag­
ine the im pact o f  those num bers on

the  financia l services m a rke t?
“ T he  question is, however, w heth­

e r the M aste rca rd  m em bersh ip  a t 
la rg e  shares these concerns. D o  you 
re a lly  care w hether we a rc  a ’ pu re ’ 
b ank c a r t  o r w hether Ch» ,<nel L u m ­
be r m arke ts  a  M as te rc a rd ? ”  
P ow e rfu l toe*. “ I  w orry  abou t com ­
petito rs tha t fee l th e ir dom inan t 
m a rke t ho lds being loosened, and try  
to m ake a case that wc a re  being ioo 
aggressive,”  H ogg  dec la red .

"A n d  I  am  not ta lk in g  abou t 
V isa-

“ M aste rca rd  V isa  have both

The core of the plan ia the linkage Ileve the new plan allows banks to re­
nd and operators ‘ y of a customer's checking/NOW ac- £ main In a pivotal position as suppliers
credit card ays- 'r; count with the Fidelity money market ' of financial services, rather than oper-

ieblt cards, then i^lund. Funds In the checking account g  ating simply as backroom processors.

moved far beyond their original func­
tions as licensors and and operators 

-of the two national
terns. First camo d eb it    ___ _________ ___________ __________________ ____ _____________ _____ _
trave'era checks. The latest offering v above a certain amount (set by the '''V isa pUut. Rather then turning tc an 
from the two associations is money ' ,  bank) are swept on a dally basis Into '■•f .outside investment firm io provide a' 
market funds. • '  .. ; *_ ; ‘ V --• the money market fund. Conversely,' cess to a money market fund, Vfc*'

v  -Visa was the first to announce Its when the checking account falls be- ' U .SA  Is proposing tc aet up Its own 
Intent to offer a money market prod- ' low a certain level, funds are drawn • money fund. However. Visa will bo ad-
uct, but Mastercard beat its West 
Coast rival to the punch by announc­
ing Its plan earty in Septembor. That 

. was two v aka ahead of Visa’s offi­
cial annov sment at a presa confer­
ence during-the ABA National Bank 

' Card Conevntlon. •*Nrw Teels. Deaplto this ono-upsman- 
ship, tho two plans are really de­
signed more as tools to help banks 
compete against othor money market 
mutual funds rather than aa new 
weapons in the traditional Master­
card /Visa battle. ’ - . ■»

Neither plan, at proas time, had 
been officially presented to the Secu- 

, rtties.and Exchange Commission. So 
neither organization could go Into too 
many details Yet, sufficient Informa­
tion waa provided to show that the 
two programs are quite different from 
each other. A description of each fot- 
lows. ‘  —
M M tercard  plan. The Mastercard 
people reached an agreement with Fi­
delity Management Group, the Bos­
ton-baaed Investment management 
and discount brokerage firm, to create 
the Mastercard Monoy Manager Ac­
count Essentially, the plan calls for 
Mastercard to provide the link be­
tween customers of participating Mas-

out of the money fund to make up the - <
. difference. The linkage uaed la Mas- iU 
y, tercarci’s INET electronic settlement 
• system. *

Customers do not deal directly with 
the money fund, the transfers are ... 

'..made by tho bank actlngas agent for r 
the customer. Fidelity will manage the 

;v fiind. ' ' '-•v̂ sV !*?
Optional account*. Beyond this basic 
arrangement, the bank could also ar­
range for the cuatomer's checking ac- 

/  count to bo linked to a discount bro- 
. ; kerage amount which In tum could be 

linked to a Fidelity margin account. .' 
Again, the linkage used would be 
Mastercard's INET system. ' _

Additional flexibility allows banks to 
attach their own package of Invest­
ment accounts (CDs, retail repos, All- 
Savers Certificates, etc.) to the ovor- 
all money market/brokerage/check- - 

• : Ing account. .
Access to this multi-faceted ac­

count may be by check, by the Mas­
tercard II (debit) card, or by telephone " 
transfer. Mastercard officials acknow­
ledge that their now plan does not fully 
solve the problem of disintermediation 
of deposits from banka to money mar­
ket funds. They expect part of the 
money sent to the new Fidelity fund to

vlaed by Alliance Ca ml Management 
Corp., a subsidiary o. Donaldson, Luf­
kin, and Jenratte. ;V,
Pooling. The Visa fund la designed to 
inveBt primarily In certificates of de­
posit / of participating member 
banka.The CDs purchased will reflect . 
the amounts of Investment In the fund . 
by customers of each Institution. 
Smaller banks will participate through 
a pooling arrangement with larger, 
correspondent members.

Othor features oi the Vlas plan:* -
• The yield will be tied to the daily 
open market rate on 90-day Treasury

. bills; - _ :r - . .
« The fund wili cany an Indemnifica­
tion feature so customers cannot suf­
fer a credit loss; ••. • • •' “: T -- "
• State Street Bank & Trust, Boston, 
will serve as custodian and transfer 
agent. v-UJ " ••;/>-. . .i.
BASE I* link. In operation, the Visa 
plan would work much like the Master­
card plan. Funds In a transaction ac­
count over a certain amount will be 
swept automatically Into the (und. .

Visa’s electronic BASE system will 
provide the link. Banka will have the 
flexibility to aet the terms and pricing 
for their customers, and may combine 
the fund with other financial ser'icoa.
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DEPARTMENT OF COMMERCE A 
ECONOMIC DEVELOPMENT

OFFICE OF THE COMMtSStONER

JAYS. HAMMOND, GOVERNOR

POUCH D
JUNEAU. ALASK A 99811 

Phone: 4 65 -2500

March 1, 1982

Honorable Bob Mulcahy 
Chairman
Senate Labor and Commerce Committee 
Pouch V
Juneau, Alaska 99811

Dear Senator Mulcahy:

Re: Senate Bill 751 ,?n Act Providing for
Money Market Mutual Fund Accounts

You have asked for the position of the Department of Commerce and Economic 
Development on the above subject bill. It is the position of the department 
not to oppose Senate Bill 751. The previous Lirec.tor of the Division of 
Banking, Securities, Small Loans and Corporations was one of the prime 
movers of this idea nationally. This bill sets in place a vehic! by 
which State chartered financial institutions could establish a special 
uninsured account as a money market mutual fund.

The purpose of the bill is to provide a means by which State chartered 
financial institutions could compete with the money market mutual funds 
being offered in Alaska. It would, of course, be a management decision
by the financial institutions whether to offer this account or not.
Surveys dore in 1980 and 1981 of the state banks have indicated little or 
no interest at this time in these accounts.

It is our finding that this form of account is presently prohibited by
Federal law. If and when the Federal law should change, Alaska would 
have in place a vehicle that would allow the State-chartered financial 
institutions to offer these accounts.

Therefore, the Department of Commerce and Economic Development has a 
favorable position on this bill based on the attempt to set in place a 
vehicle to provide financial institutions a means by which to compete in 
financial services.

Sincerely,

Edward W. Ebcch 
Deputy Commissioner
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involving extraordinary circumstances requiring immediate action, the 
department may take action without notice and public hearing, but upon 
application to rescind the action taken, the department shall promptly 
hold a hearing on the application.

(c) Hearings required or authorized under this title are not subject to 
AS 44.62.330 — 44.62.630 o f the Administrative Procedure Act, except 
as required by AS 44.62.560 and 44.62.570.

(d) The department shall adopt regulations, consistent with the 
provisions o f this title, establishing procedures for hearings held under 
this section. The Administrative Procedure Act (AS 44.62) applies to all 
regulations adopted or authorized under this title.

(e) For the purpose of hearings, investigations or proceedings under 
this title, and except as otherwise provided in this title, the department 
or an officer designated by the commissioner may administer oaths and 
affirmations, subpoena witnesses, compel their attendance, take 
evidence, and require the production o f books, papers, correspondence, 
memoranda, agreements, or other documents or records which the 
department considers relevant or material to the inquiry. (§ 42 ch 169 
SLA 1978)

As to facts requiring hearing under Procedure Act, see 1960 Op. Att'y Gen., 
former AS 06.05.010 and AdminislraUve Nu. 7.

Sec. 06.01.040. Examination policy. It shall be the policy of the 
department to conduci, whenever reasonably possible, joint 
examinations with the Federal Deposit Insurance Corporation of those 
institutions subject to this title whose accounts are insured through that 
corporation. (§ 42 ch 169 SLA 1978)

Sec. 06.01.050. Definitions. As used in this chapter, unless the 
context otherwise requires,

(1) “ commissioner” means the commissioner of commerce and 
economic development or his designee;

(2) "department” means the Department of Commerce and Economic 
Development;

(3) “ financial institution” means an institution subject to the 
regulation of the department under this title. (§ 42 ch 169 SLA 1978)

Chapter 05. Alaska Banking Code.
Article
1. Powers of the Department of Commerce (§§ 06.05.005 — 06.05.085)
2. Banking Practices (§§ 06.05.090 — 06.05.280)
3. Organization and Corporate Functions of Banks (§<> 06.05.300 — 06.05.4631
4. Liquidation, Dissolution and Reorganization (§§ 06.05.465 — 06.05.475)
5. Prohibited Practices and Sanctions (§§ 06.05.480 — 06.05.525)
6. General Provisions (§§ 06.05.530 — 0G.05.545)



§ 06.05.525 B a n k s  a n d  F in a n c ia l  In s t it u t io n s § 06.05.540

Effect o f  amendment. — The 1978 a corporation” and increar .? the maximum 
amendment, in the second sentence, fine from $5,000 to $20,0(h>. 
substituted "conviction of a corporation for Editor’s note. — Section 55, ch. 169, SLA 
violation of this chapter" for "violation by 1978, contains a severability clause.

Sec. 06.05.525. Injunction. If a state bank fails to comply with the 
provisions of this chapter, or the regulations o f the department, or is 
found by the department to be in an unsafe or unsound condition the 
result o f which will cause substantial injury to the bank or to its 
depositors, creditors or stockholders, the superior court may, upon the 
suit o f the department, issue an injunction restraining the violation and 
may issue an order prohibiting the transaction of all or any part o f the 
bank’s business until the circumstances upon which the suit is based no 
longer exist. (§ 3.510 ch 129 SLA 1951; am § 9 ch 63 SLA 1969)

Article 6. General Provisions.
Section Section
530. Effect on existing banks 540. General definitions
535. Construction with subsequent leg- 545. Short title 

islation

%Sec. 06.05.530. Effect on existing banks. The charters o f state banks 
existing on March 26, 1951, continue in full force and effect. All state 
banks and, to the extent applicable, all banks shall thereafter operate 
in accordance with this chapter. Any state bank, by filing an application 
tor an amendment o f its charter or for a merger, consolidation or sale 
o f all, or substantially all, of its assets or the assets o f any department 
o f th' bank under this chapter and its charter is thereafter subject to 
this ;hapter. (§ 1.104 ch 129 SLA 1951)

t)ec. 06.05.535. Construction with subsequent legislation. No part 
o f this chapter shall be considered to be impliedly repealed by 
subsequent legislation not specifically repealing it if that construction 
can be avoided. (§ 1.106 B ch 129 SLA 1951)

Effect o f BuRineBH Corporation Act. — Corporation Act (AS 10.05). It is equally
This chapter is in no way amended by the certain that a banking corporation may be
A laska Business Corporation Act (AS formed under this chapter, since it has no;
10.05). 1959 Op. Atty. Gen., No. 17. been repealed in whole or in part by the

On formation o f bunking corporation. Alaska Business Corporation Act. 1959 Op. 
— A banking corporation may lawfully be Atty. Gen., No, 17.
formed under the Alaska Business

Sec. ''5.05.540. General definitions. As used in this chapter unless 
the context otherwise requires

(1) "action" in the sense of a judicial proceeding includes any 
proceeding in which rights are determined;

(2) "bank" means any person doing a banking business whether 
subject to the laws of this or any other jurisdiction;
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§ 06.05.540 A l a s k a  St a tu te s § 06.05.540

(3) "banking” means the negotiation for and the discounting of 
promissory notes, drafts, bills o f exchange and other evidences of 
indebtedness; receiving deposits, selling aid buying exchange, coin, and 
bullion, and lending money on personal, real and othf security, and 
other kindred financial operations;

(4) "branch bank”  includes a branch ban’,:, branch office, branch 
agency, additional office, or any branch place o f business located in the 
state., at which deposits are received, checks are paid, or money is lent;

(5) "commissioner” means the commissioner of commerce and 
economic development or his designee;

(6) “ community”  means a city, town, unincorporated village, or, in 
absence o f any one of the foregoing, a trade area;

(7) "court” means a court of competent jurisdiction;
(8) "department" means the Department of Commerce aid Economic 

Development;
(9) “ domestic bank holding company” means a domestic corporation 

that is organized under AS 10.05 and that has control over a bank or 
another domestic bank holding company through one of the following:

(A) the company directly or indirectly or acting through one or more 
other persons owns, controls, or has power to vote 25 per cent or more 
o f any class o f voting securities o f the bank or company;

(B) the company controls in any manner the election of a majority of 
the directors or trustees of the bank or company; or

(C) the d e p a rtm en t d e te rm ines , a f t e r  no tice  and op p o rtu n ity  fo r  
h ea ring , th a t  th e  com pany d ire c t ly  O' in d ire c t ly  exerc ises a c o n tro llin g  
influ* nee o v e r th e  m anagem en t o f  policies o f  th e  b, .nk o r com pany .

(1 0 ) “ e xecu tiv e  o f f ic e r ”  w hen  re fe r r in g  to  a bank, m eans the 
p res iden t, vice p re s id en t, t re a s u re r , cash ier, c om p tro lle r  and se c re ta ry , 
o r  any p e rson  w ho  p e rfo rm s  th e  du ties a p p rop ria te  to  those o ff ic e s  o r 
any  p e rson  des igna ted  in the b y law s  as an execu tiv e  o ff ic e r ;

(1 1 ) " f id u c ia ry "  m \ns tru s te e , agen t, e xecu to r, a dm in is t ra to r , 
com m ittee , g u a rd ia n  o r  c on se rv a to r fo r  a m in o r o r  o th e r incom petent 
pe rson , re c e iv e r , t ru s te e  in b an k ru p tcy , a ss ig n ee  f o r  c red ito r ;, o r  any 
h o ld e r o f  a  s im ila r  position o f  t ru s t ;

(1 2 ) "g o o d  fa i t h ”  means hon esty  in fa c t in th e  tran sac tion  and some 
re a son ab le  g ro u n d  fo r  b e lie f th a t the tran sac tion  is r ig h t fu l o r 
au th o rized ;

(13) " i te m "  m eans any in s trum en t f o r  th e  paym en t o f  m oney 
neg o tiab le  o r  n onnego tiab le  b u t does not in c lude m oney;

(14) " o f f i c e r ”  when re fe r r in g  to  a bank m ean s any person  designated 
as an o f f ic e r  in th e  by law s and includes, w h e th e r o r  no t so designated , 
a n y  execu tive  o f f ic e r , the cha irm an  o f  the h o a rd  o f  d ire c to rs , cha irm an 
o f  the e x ecu tiv e  com m ittee , and any t ru s t  o ff ic e r , a s s is ta n t vice 
p res iden t, a s s is ta n t t re a su re r , a ss is tan t ca sh ie r, ass is tan t c om p tro lle r , 
o r  o th e r p e rson  who p e r fo rm s  the duties a p p ro p ria te  to those o ffic e s ;



§ 06.05.545 B a n k s  a n d  F in a n c ia l  In s t it u t io n s  § 06.05.545

(15) “ reason to know” means that upon the information available a 
person o f ordinary intelligence in the particular business, or o f  the 
superior intelligence or experience which the person in question may 
have, would infer that the fact in question exists or that there is a 
substantial chance of its existence that, if exercising reasonable care 
with reference to the matter in question, conduct would be predicated 
upon the assumption o f its possible existence;

(16) "state bank” means any bank chartered by this state;
(17) “ undivided profits” means the accumulated, undistributed net 

profit of a bank, including any residue t*ter
(A) provision for payment o f taxes am expenses iperations,
(B) transfers to reserves allocated to a particular v or class of 

assets,
(C) losses estimated or sustrmed on a particular asset or class of 

assets in excess of the amount of reserves allocated for it,
(D) transfers to surplus and capital,
(E) amounts declared as dividends to stockholders;
(18) “ company" means any bank, corporation, partnership, joinc stock 

company, business trust, association or similar organization, domestic 
or foreign. (§§ 1.102,1.103 ch 120 SLA 1951; § 3.167 ch 129 SLA 1951; 
am § 1 ch 194 SLA 1959; am § 1 ch 139 SLA 1961; am § 1 ch 5S SLA 
1962; am § 7 ch 56 SLA 1971; am § 19 ch 218 SLA 1976; am §§ 39,40, 
43 ch 169 SLA 1978)

Effect o f .’mendmenU. — The 1976 
amendment bu stituted "commiBBioner of 
commerce and i tonomic development" for 
“ commiBBioner < f commerce" in paragraph
(6) and "Depu ment of Commerce and 
Economic Development" for "Department 
of Commerce" in paragraph (8).

The 1978 amendment added "or his 
desi),nee" to the end of paiagrnph (5), 
rewrote paragraph (9), and added 
patagraphB (17) and (18).

Edhor'* notes. — Section 8 ch. SC, SLA 
1971, provides: "Any branc i or limited 
banking facility operating under a charter 
from the State of Alaska on January 1,
1971, is a duly chartered branch."

Sec. 06.05.545. Short title. This chapter may be cited as the Alaska 
Banking Code. (§ 1.101 ch 129 SLA 1951)

Chapter 10. Model Foreign Bank Loan Act.
Section Section
10. Exemption o f foreign banks from laws 35. [Transferred]

nnd taxation 40. Definitions
20. Authorized activities 50. Short title
80. Filing statement

Section 65, eh. 16J, SLA 1978, contains a 
severability clause.

Applicability o f Alaska Banking Code 
to building Bnd loan associations. — See
American Bldg. & Loan Ass'n, Inc. v. State, 
Sup. Ct. Op. No. 112 (File No. 149), 876 P. 
(2d) 370.

Commissioner subject to provisions of 
Administrative Procedure Act. —  The 
Administrative Procedure A ct (AS 44.62) 
provides that tho commissioner shall be 
subject to its provisions. 1960 Op. Atty. 
Gen., No. 7.
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