


Conceptual language for CS for SB 87:

Delete the existing new (underlined) Hlanguage and insert language

that would provide:

"not In excess of a monthly rate that results In 17 percent per

year on the outstanding balance™.
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, - BANK CARD INTEREST. RATES
V ‘A sarripie of some Anchorage banks

Company First $1,000 Over $1,000 Annual fees Interest free period
Ala3ka Continental Bank 18.00% 10.50%- S20 25 days
Alaskan Federal Credit Union *14.85% same none none
Alaska Mutual Bank 18.50% same $18 21 days
Alaska National Bank of the North 15.00% same S18 21 days
Alaska Pacific Bank 18.00% 10.50% S20 25 days
Alaska Statei ank 18.00% 10.50% S20 25 days
Alaska USA Federal Credit Union *13.90% same $15 25 days
Fedalaska Federal Credit Union 18.00% 10.50% S20 25 days
First Federal Bank of Alaska 18.00% 1Q.50% $20 25 days
First Interstate Bank of Alaska 21.00% same $20 25 days
First National Bank of Anchorage 18.00% 10.50% $20 25 days
National Bank of Alaska 18.00% 10.50% $20 25 days
Rainier Bank Alaska 15.00% same $20 25 days
Alaska Bank Card Center 18.00% 10.50% $20 25 days

Hloztes



By JANE CARTWRIGHT

Da'iv News reoone’

ip f you're unhappy with the interest rate
1 Kou pay on your credit card, all you may
B have to do is drive down the street to a
B different bank.

Or appiy for a "cheaper” card from an
out-of-state Dank. )

Don't let the pleasure and convenience of
the credit card — perhaps the nos* popular
consumer invention ever — blind you to the
reality of monthly payments, say experts.
Shop around for the best interest rate, annual
fee and interest-free grace period.

Banks that issue Visa or MasterCard set
their own interest rates. Rates charged by
Anchorage banks and credit unions vary
widely —upto 6 percent.

Alaska USA Federal Credit Union cur-
rently charges its members
the lowest rate at 139 per-
cent. California-based First
Interstate Bank of Alaska
charges the highest at 21 per-
cent

The majority of Anchorage
banks char&ex)ls percent on
the first SLOOO of unpaid bal-
ance and 105 percent on any-
thing above that. i

The annual interest rate is
the amount the cardholder
pays on the unpaid balance of
the charge. Usually there’s an
interest-free or grace period
before interest is tagged onto
the balance. The length of the
g(r%%e period varies, too. So

the annual fee charged to
use the card.

So what? you may ask. If
S0, you're not alone.

One in four Americans car-

rying bank "plastic” doesn't )
Know' the rate of interest he is paylnP for the
pleasure, accordln%ato a survey published in
the Bank Credit Card Observer, a monthly
industry newsletter.

The percentage of card holders who don't
know may, in fact, be quite a bit higher,
according "to experts. Many people find- it
difficult to admit they don't know. « >-m

A surprising 78 percent of the 1008 Ameri-
cans surveyed said they see their cards as
more of a convenience than a loan.

_ “The newr year will challenge these be-
liefs,” according to the New Jersey-based
newsletter. .. Comparative shopping is
entering a new era.” ]

The new federal tax law calling for the
phase-out of the tax deduction on bank credit
card interest, among other things, may height-
ien consumer activism, according to the news-
etter.

This and other factors may lead consumers
to comparison shop for credit cards the way
they shop for best buys on appliances and
automobiles. o
+ "Consumers are switching (banks) by the
millions,” said Steve E. Goodman, associate
editor of the newsletter, in a telephone inter-
view. "Banks that offer low-interest rates are
being swamped by applications.”

According to the newsletter's poll of the
nation’s 200 largest banksj the lowest interest
rate on a hank card, 105 percent, is offered by
the First Commercial Bank of Little Rock,
Ark. The highest. 222 percent, by NCNB
South Carolina in Columbia.

There's nothing to prevent a resident of
Anchoragbe from “applying for credit cards
offered by banks Outside. In fact, many
Alaskans do, according to Elgie Holstein,
Washington, D.C., director of Bankcard Hold-
ers of America.

All you have to do is write to the bank and
apply tor a card.

"l do know that Alaska residents, like
residents elsewhere in the country, are car-

ing credit cards issued by al bank and
also carrying a large number of cards issued
by out-of-state banks," he said. )

The average bank credit card interest is 185
percent, he said, even though interest rates on
mortgages, cars and other loans "have fallen
dramatically."

Holstein said the variation in rates here in
Anchorage is not unusual.

“Regardless of where you live," he said,
*“you should shop around for the best deal on

credit cards.” ) ) )

Bankcard Holders of America will mail you
a list of bank interest rates from across the
country for &L.

“If there’s a dispute over a charge, you
have to put it in writing," he explained. "So,
it doesn't matter if the bank is two blocks
awa¥ or 2,000 miles." ]

Of the & million people in the U.S. who
carry bank credit cards, almost two-thirds (63
percent) say they would be willing to switch
to a card with a lower interest rate, according
to the Bank Credit Card Observer.

Though there is a push in ress for a
national ceiling on interest rates, the banking
industry opposes it. )

"Legislation is not necessary unless there is
evidence of a monopoly in the marketplace,"
said Mary-Liz Meany, Washington, D.C.

vspokeswoman for the American Bankers Asso-
ciation.

"With the issuance of bank
cards, this isn't true. There’s
quite a lot of competition.”

She said it’s <£né;e_rous to
compare_ credit card interest
rates with interest charged

_ for other types of consumer
loans

. "They (card loans) are un-
| secured loans, risky loans,
| more expensive to process,"
i Meany said. "The cost of ad-
i ministering the program is
1 very high. ]
/ he said credit cards make
/ less money for banks — 1.68
/ ercent of balances before
/ axes — than mortgages (224
/ percent), installment loans
/ (232 percent) or commercial
/ loans 8292 percent). ]
And the fees for credit
cards_are “more accurately
described as service rates,”
Meany said. "They are a tremendous conve-
niencé and they aré very popular.”

However, in its February issue, Consumer
Reports noted that last year consumers owed
some $0 billion in outstanding credit bal-
ances, “a virtual gold mine for card issuers,

_especially those who've planted millions of

cards in the wallets of consumers."

The magazine reports that "lenders also
believed that consumers were not sensitive to
interest rates because they are hooked on
their cards, and the lenders felt free to charge
whatever interest the traffic will bear.”

However, sensitivity by banks may be
growing. Late last year Citibank; the largest
issuer of credit in the country, dropped
its rate from 198 percent to 168 percent on its
Fremlum cards. Chase Manhattan, the third
argest credit-card issuer, quickly reduced it
reqular Visa and_MasterCard accounts from

percent to 17.5 percent.



B> law. AiasK. ocanK cannot assess cars
noiders more than 1B Ipercent interest annual)v
on credit balances of less tnan 9.00t _

For accounts win oaiances exceeding
£1000. the interest rate noats 5 percentage
Eomts _above the discount rate set by -

eaerai Reserve Bank — currently 55 percent

Tne restrictions don’t _apﬁly to out-of-state
oanks with branches in AiasKa

Rainier Bank Alaska offers a 15 percent
interest rate — the same rate Rainier BanK
marges its Washington customers. Transac-
tions are processed through Seattle

Seattle First National Banx processes
transactions for four Alaska banns: Alaska
National Bank of the North (15 percent/.
Alaska Mutual Bann (185 percent. Mount
McKinley (185 percent) and First Bank (185
percent).

With SeaFirst’'s acquisition last month of
the bank card operation at Aiaska Bank of the
North, the number of Anchorage institutions
tna. issue and process their own cards shrank
to three: two credit unions and a bank.

Competing with Alaska USA Federal Cred-
it Union's 139 percent is Alaska Federal
Credit Union’s 1485 percent. You must be a
member to c};et acard Alaska Federal charges
no annual fee for use of a card. However,
there is no %race period. ) ]

The one bank in Anchorage that issues its
own card is First National Bank of An-
chorage. The interest rate is 18 percent on tne

CREDIT It pays

. Continued from Page D-1

first S1.00D and 105on anything above.
The bank offers a 25-day grace period and
charges a S20 annual fee.

Though there are only three financial insti-
tutions that issue and process their own cards,
Alaska Bank Card Center processes cards in
the name of 21 other financial institutions
statewide. The center is a wholly owned
subsidiary of National Bank of Alaska, the
state's largest bank.

Rates for National Bank of Alaska’s 50000
cardholders are the same as those offered by
the First National Bank of Anchorage.

Local bank officials say they encourage
shonlng around. ) .

"l think people are becoming more cogni-
zant of the different interest rates charged,”
said Vicki Wilts, member services manager for
Alaska Federal Credit Union.

to shop around

"Before, it didn’t matter. People said, ‘Give
me the card and let me do my shopping.’
We’re now looking at a youn%er_generatlon,
the 28t045 age O(]:;roup, which is educated
about how to spend money wisely." .

Joan Easley, branch manager for Rainier
Bank Alaska, agreed. “This is a sophisticated
population that is very much aware of what
Interest rates are doing,” she said. "We get
calls from people who want to change cards.”

Because rates in Alaska are lower than
other parts of the count?, out-of-state con-
sumers _apply here for Alaska cards, said
Gloria Rager, bank card coordinator for Alas-
ka Mutual Bank. “We get calls from East
Coast consumers two or three times a day.
People can afford to be choosy.”

ennrslgﬁva%?arll %?erd SEO l%&éhi%t&%r.%(%oﬁg
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I-Liih,gden;costs m q,yJofﬁ_set _Iow—igates

.0 lower interest.rates on your
bank credit card-mean lower

D cost?;tv"'; e / 4
In its February Issue,.Consum:
*er Reports warns: “Before you leap for
~the nearest sInterest-rate* break, :you
~should-:know about the{creative ways
banks and thrift institutions have found

.sider the following: )
e« Annual feea,” A 'cardawith a lower
interest rate may;come'with a.higher
- annual fee. When Citibank lowered its
interest rate, it raised the annual fee on
premium-card accounts from $40to $80
_+ Tiered pricing. Some banks charge a
higher interest fee on lower outstanding

HI1DDEN Low

uw

charges customers 155 percent on card{
balances of $1,000 and over, 165 percent
on balances below $L,000. .tflJj \

*! Grace. periods; Soma banks have.
started offering cards at a lower interest
rate, but with no interest-free or grace./
period. Traditionally, a customer could
pay off the entire unpaid balance before

more profit by reducing the rate and
wiping out the grace _[perlod," Robert
Heady, publisher of The Bank Rate
Monitor, is quoted as saying. His publica-
tion tracks interest rates. )

Last fall, First Financial Savings, a

See Page D2, HIDDEN

cost

Continued from Page D+ |

Wisconsin bank, began offer-
ing some cards at a 149 per-
cent interest rate, but elimi-
nated the grace period.

Consumer Reports notes:
"Let’s say you make five SO
purchases during a billing cy-
cle and pay in full two weeks
before the bill’s arrival. With
the normal 25-day grace peri-
od, you'd owe nointerest.

"But without a grace peri-
od, those purchases would
cost you $3 to 4 in interest
even on a card with a rela-
tively low 149 percent inter-
est rate.”

+ Variable rates. Other
banks offer a low-rate card,
but the rate is variable. Ma-
rine Midland in New York,
for example, offers a card
with a 149 percent variable
rate. The bank changes the
rate every quarter accordin
to a number of factors, includ-
ing the cost of the funds. The
rate, however, is not pegged
to any outside index.

rates may belie actual

If you pay off your credit-
card "balances regularly and
don't incur finance charges, a
much higher rate down the
line won’t make much differ-
ence. But if you carry credit
balances, it could.

"Before looking for a cred-
it card that offers the best
features in the crazy quilt of
ﬁrlcmg schemes, consider first

ow you use credit,” the mag-

azine suggests. "If you are a
‘conveniénce’ user, who pays
off balances promptly each
month thus incurring” no fi-
nance charges, grace periods
count but interest rates do
not.

"If you're a true credit
user, who allows your unpaid
balances to revolve into the
next billing period, look for a
lower interest rate. And, of
course, the more heavily you
charge, the more you'll’ save
with the lower rate. _

“When evaluating credit-
card offers, look carefully at
the fine print before you sign
up. Check the annual fee.
Does the bank charge you

interest at a higher rate if you
purchase less on your card?
Are there transaction fees for
cash advances or even pur-
chases?

“Your best bet is still with
an oldfashioned credit card
with a low interest rate, low
annual fee, and the grace peri-
od. Such offers are likely to
come from financial institu-
tions that are trying to get
more cards into the hands of
consumers, rather than from
banks that already have a
large credit-card consumer
base.”

Consumer Reports notes
that “prlcm%_can subtle.”

Consider First Deposit Na-
tional Bank in Tilton, N.H. It
offered by mail a Visa card
with no annual fees, no trans-
action fees, lower minimum
monthly payments and a 1
percent’ rebate on every pur-
chase made with the card.

The catch?

To get the card, you had to
take out a S1,000 cash advance
at a hefty 219 percent inter-
est rate.
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/*/You might not have noticed; but the-., - 1.
Jinterest you OPay onyour VISA or Master-// i Lt
rCard depends very much on whether it. f« wv.i% i

Jwas issued by an "Outside" bank like g o\l *
/Citibank or Bank of America, or an/ =\
/Alaska bank. It can make a real differ-
ence, because the interest charged by
/local banks can be considerably less. But ,
»not as cheap as it could be. Therein lies = ™
.pn interesting storl))/. ..
This Is hard to believe, but sadly true: 'i
/ Alaska's law restricting interest rates on /
/ credit cards puts local banks at acompet- ; o~
itive disadvantage with out-of-state fi- *>ele ¥

1”non lavvfanm

Asurprisingly, results in a minority .of
relatively affluent Alaskans being, in
"g effect, subsidized by the rest of us.
You's thitnk wsulkd rush
T/change this. In fact, they tried to. A bill
i/Sdid

>t died In the eonfusion during final/.The discount rate has been falling, so this//plex andcostl;* “
i* i +"T lower rate is now about 1j.5 percent.its/.lending becausi
‘'s;.The law.governing these interest ratesLike any price control,! these/limitsj*.ing/;.handling'

**hours of the legislative session. i*

/ /perrpnt.V')" e,
7P?.JjThis-4s the crux of the'matter/ Alaska! /. /4'

«S"V\nnlr nnoniwrtr non

limit but the way the limit is structured//;;, money, they must push the rate to the'...
We have a "two-tier" limit in Alaska, y.legal 18%ercent maximum on the other/:/+/

ino. on4n n/ 10 ononnM4 an iUn oni CI AAA

VThe "two-tier" structure of Alaska’s law/' .’
/creates! a ;situation-"in3which 'most of ' .’
Alaska-issued ¢card -owners who carry//’*/
~relatively low balances’wind lip paying.’, «;
the maximum 18 percent, .while a minori-! ' ht
.ty of the more affluent,! who qualify for|
'the premium bank cards with 'larger, r(-j
., credit lines, can carry large balances and;  /j,
'pay 115 percent on.some of it. In effect,. « *{ !
; they are using the cards as a source of."/,. N\U
cheap consumer credit and are’ being;"
subsidized by the rest offus.who pay 18.> .1
Tl AT My, A/, T}

QEN ATVd FOVHOHONV

*AVANS

noffdJn nl1 nrVvnn Tnorrln. . *t

ATC

1
la o if nn i 1vVint .Unolr nn o/l =N
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both the House and Senate, but/ five points over the federal discount rate. ~,V ’Credit card operations.are inore com-/ H

— 1= I |
Cess-, )
-this, i r.ve/i

is'relatively obscure, a relic of the days V/create shortages and market-distortions;./vmean? is that to.stayfinfjtHe.’.busifiéss,,
" ¥of I)Igh interest rates, high inflation, and.j The shortage Is in the ability of the local ;/ local banks must keep'costs to’a minl-jVAvVA

~.the notion that economic problems can be'/; banks' to' offer /-their/lower-cost"'credit q
n Ai""", ‘

:/S?shived by price controls and government//card services to large'numbers-
' regulation.'But because of it, out-of-state ; kans, many, of whom then.turn
?. financial Institutions have been able to / issued by out-of-state «financial
f market their own credit cards aggressive-
ly here, capturing about half the Alaska
/ charge card market. Because Alaska’s
limitations on Interest don’t apply to
Jff .them, they can charge higher, rates as
Ziwell. * : j
Alaska is one of five states that tlIf
have laws restricting Interest ‘rates..on

JiUi -

Discover card.

PP WAece —

But the most bizarre distortion is llEhiS:'I/] /

BN

tions to which the Alaska limits do'not ' «1This has made Alaska a happy hunting;
apply. Rates charged on. these cards/ .ground for out-of-state financial institu-!.’
approach 20 percent. For example, Citi-+/- tions that are regulated/under more.v "
bank and Bank of America charge 19.8;/ liberal laws of their home'states.-With . /
percent for their VISA and MasterCard
accounts, as does Sears with its new;

modern communications \and data-; . ' 1

processing technology, they..locate.card &
u LYy iph X\ ;

“See Pagg#—S(CREDIT. oo T *
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ir.Operations in states with lib41j ..x
\eifial;laws and can aggressive-;
%promote their cards nation-;.
*"wide .because they charge- -
" Ihigher rates and have a huge
Jlvolume to make up losses,;
,-f-Local banks, in contrast, have
" iless volume,- less margin and
\higher costs, partly Se
jthey maintain their opera-
ttions and people here. « m ;
-The legislation that died in
; Juneau would have wiped out
*j this lower “tier” of interest
J/y.-limitation to leave just one
Iv;limit on the total of the
J amount owed. In fact, in final
] "versions of the bill, the toR t¢
Mwfcap” ;would, have been re;
|| -*uced from 18to 17percent, if. **
"'-J-.~.Buf- the actual rate would .y
ijMbe-determined by competitive \.;~
I' “market forces here and would ... ;
{:“float”-down to around ;165
j. "-percent,’Alaska bank officials
. -say, Because there.,no longer
UHvould be a need to. subsidize
si;the lower limit, rates for most
*'people would go down. Bui
ftthe overall return to .the r-.
i;banksvwould increase.. A
tigreater margin would permit -
_more "liberal card-issuingl 'n"
i‘;more yolume, an ability, to...
;I;-capture back more market-
*j .share from'the Outsiders, and
**'lower interest rates on'charge
* cards for most Alaskans...”ATh-"7 .:
jiCynics...doubt--rates would
..-actually-.fall. JLocal bankers )|\
l.--point. to --,other states with *7/
relatively high legal limits, or . y"
Ip-even no'limits, where actual
i: rates, established by-market . V.
1 ‘competition, are lower..They ' -*u1
...point to’ Washington, where
the-legal ceiling is 18 percent
but Seafirst and Rainier
-~ banks charge 15 percent on
* Keircards. *a\'y. ..'m., |
j; Critics respond: the Alaska
banking community is small
and dominated by a few big
jibanks. There might not be
X enou?h competition for mar-
ket forces to bring down
rates. ne --Vf

oA o

* . Most legislatorsTlinaily “f?

grasped the subtle complexi-

ties of this issue, though not
_in time to see a change In the
j "law this year. It’s tempting in

politics to rely on the notion
I;that government can “fix” a
I; problem with a regulation dr
>a control. I1t’s more difficult
.0 see the long-range effects
por to really trust that free-
7{market.forces and deregula- '

+ - .tionin the financial communi- .

sty can really benefit consum-
K..€ers. 0 c’th* r*
s-.1f legislators do allow in-
terest rate deregulation; it
-will be interesting indeed to
+-see how free-market forces
. Vwill actually perform,

I._- . -

Tim Bradnar writes, for an

"Alaska economic reportln?g Serv-
dqce. =%, wl-er B
= v .-

A8
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¥* TESTIMONY BEFORE SENATE LABOR & COMMERCE COMMITEE

Mr. Chairman, my name is Wes Coyner and | am representing
the Alaska Bankers Association who support passage of SB87.
This bill is, in fact more of a consumer bill than a banking

bill.

What this bill will do is provide a single legal maximum
interest rate on the outstanding balances on credit cards.

Under current Alaska law we have a two tier interest
rate structure which is outdated, and a relic of the days
of high iInterest rates and high inflation.

We now have a maximum rate of 18% on the first $1,000
owed on local bank cards and a lower rate on balances over
$ 000 that floats at five points above the federal discount
rate. The discount rate has fallen recently and this lower
rate on balances over $1,000 is now 10.5%. That is the
problem - rates are too high on balances under $ .00 and
too low on balances over $: ,o00 .

As a result of our current two tier system approximately
150,000 Alaskans who have VISA and MASTERCHARGE cards issued
by Alaska banks, are not getting the full benefits of falling
interest rates iIn todays market.

In addition, current statute places Alaska banks, who
offer credit cards, at a competetive disadvantage with out
of state banks who have captured approximately half of the
Alaska credit card market. Ironically, most of those banks
charge a higher interest rate than local banks.

Further, existing law discourages Alaska banks from
issuing new cards, which in turn effects the number of
people employed iIn their card operations and forces many
Alaskans to use out of state cards at higher rates than Alaska
law allows. State laws do not apply to out-of-state banks and
credit unions who issue cards under more liberal laws of their
home states, iIn the case of banks, and federal regulations for
credit unions. Thirteen states have no limit and all but five
states allow rates that vary from 18% to 30%. However, the
legal maximum s not necessarily the rate charged.

As a side note, and as an example, Alaskan National Bank of
the North recently sold their credit card operations to Seattle
First National Bank. They reduced employment in that department
by 10-14 employees and now Seattle First will be offering Alaska
customers a card from Seattle at a 15% single rate not regulated
by Alaska law but by Washington state.



Existing law allows our competitors from out of state
to do things that we cannot do, and the law In i1ts present
form is not beneficial to lower Income consumers.

We have a situation in which most of Alaska-issued card
owners (approximately 2/3), who carry relatively low balances,
wind up paying the maximum 18%, while a minority of the more
affluent, who qualify for the premium bank cards with larger
credit lines, can carry large balances and pay 10.5% on some
of 1t. Consequently, to make up for lower earnings on this
money, banks must push the rate to the maxiumu 18% on the lower
balancer . This has the effect of the more affluent using the
cards as a source of cheap consumer credit and being subsidized
by the average consumer who carrys a smaller credit balance.

Our current structure has created i1nequities for banks
doing business in Alaska, who want to provide jobs, and for
the small or average consumer who desires a lesser iInterest

rate.
Passage of SB87 would correct those inequities.

Banks would be able to compete on even terms with out
of state banks by providing more cards to Alaskans seeking
them, thereby expanding their card base, which iIn turn can
lead to expanded operations and employment.

Most consumers would benefit by having one rate to
consider rather than the confusing two tier system that
now penalizes the lower balance user.

For those who are concerned about a maximum rate of 18%
as set forth iIn SB87, Alaska banks are presently percieved
to be an 18% card, when truely they are not. We cannot
survive with an image of having an 18% card when our
competitors are offering cards at far less.

In this regard, one of the two remaining Alaska banks
offering credit cards will commit, in todays market, to a
single or blended rate of 16.5%, or less, with passage of
SB87. Thus, i1mmediately reducing the 18% rate currently being
paid by the approximately two thirds of holders of Alaska
issued cards. Competition will certainly dictate that the
other bank review the market to protect their interest.

Our cuirent, out of step law, no longer protects or
benefits the average consumer, who It was designed to protect
and has put Alaska banks iInto a disadvantaged position against
out of state card issuers.



SB87 will correct these proble is and benefit both the
consumer and the banks doing business in Alaska and creating

employment. :
The earlier this suggested change can be implemented,
the sooner banks can compete by the same basic ground rules
as out of state competitors and the sooner the consumer can
take advantage of the lower interest rate at least one bank
will commit to today and the other bank will review based

on market concitions.





