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SB 161 Fiscal Note Analys.s

AN A LYSIS OF RED U CED  IN T ER EST  FOR O VERPAYM EN T O F T A X ES , R O Y A L T IE S  AND N ET PR O FIT SH A R E
This legislation would reduce the interest rate paid by the State for overpayment of taxes, royalty or net 

profit shares. The interest rate currently paid is 5 percentage points above the federal reserve discount rate 
to member banks or 11%, whichever is greater. This legislation would reduce that to 2 percentage points 
above the federal reserve rate. This bill also repeals a minimum rate of 11 percent paid on overpayment.

The revenue impact of this legislation would be determined by the savings that win result from the 
difference which would be paid under the lower market interest rates rather than the previously prescribed 
minimum interest rate. The current minimum interest paid could be considered an attractive investment in 
today’s economy. The savings in interest payments on a $1 million overpayment for a single fiscal year 
could range from $32.2 to $129.3 depending upon the interest rates at the time.



STATE OF ALASKA
11)94 LEGISLATIVE SESSION

FISCAL NOTE
BILL NO. CSSB 161 (STA)

Revision Date: _____________________________________
Title: 'An Act relating to interest rates and calculation of
interest under certain judgements . . _________________
Sponsor: Rules Committee__________________________
Requestor (S) JUD

Department Affected: Administration 
BRU: Risk Management___________
Component: Risk Management

COMPONENT SERIAL NO. 71

EXPENDITURES/REVENUES: (Thousands of Dollars)
OPERATING FY 95 FY 96 FY 97 FY 98 FY 99 FY 00

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND <4 STRUCTURES
GRANTS CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0 0 0 0 0 0
CAPITAL EXPENDITURES - 0 0 0 0 0
CHANGE IN HEVENUES ( 0
FUNDING SOURCE: (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1006 GF/MHTIA
OTHER
TOTAL 0 0 0 0 0 0
Estimate of any current year (FY 94) cost: S 0 
POSITIONS:
FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

Rev 01/94
1AEG9M3A70I0
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FISCAL NOTE

STATE OF ALASKA BILL NO. CSSB 161 (STA)
19.94 LEGISLATIVE SESSION

ANALYSIS: (continued)

Amending the rate of prejudgment interest from the present 10.5 percent rate to the market rate for fifty-two week United Slate Treasury bills will reduce 
future settlements and judgments paid by Risk Management on ton claims filed against state agencies.
The extent of future interest savings on tort claims not yet filed is not possible lo predict. Setting the interest rate to prevailing market conditions will also
remove any economic incentives to either pary to delay the ultimate resolution of the claim or civil action.
Risk Management loss funding is collected through interagency receipts of premiums assessed each agency. In future years. Risk Management liability
premium assessments will reflect the savings realized as our premiums are based on actual claims expenses incurred.
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F I S C A L  N O T E
STATE OF ALASKA
1994 LEGISLATIVE SESSION

R ev is io n  Dato 
T itle :

BILL NO. CSSB 161 (STA)

*An A ct re la tin g  to in te re s t ra te s  a n d  c a lc u la t io n  
o f in te re s t u n d e r ce r ta in  ju d gm en ts  ______________________________

Oopt. AMociod: 
_BRU 

Com ponent:

A dm in is tra t io n
F in ance
F in ance

Sponsor: R u le s  C om m ittee
(S) J u d COM PO NENT SER IA L  NO. 59

T xpenditures/Revenues (T h o u san d s of D o lla rs)
OPERATING EXPENDITURES FY95 FY96 FY97 FY93 FY99 FY00

PERSONAL SERVICES 0.0 0.0 0.0 0.0 0.0 0.0
TRAVEL 0.0 0.0 0.0 0.0 0.0 0.0
CONTRACTUAL 0.0 0.0 0.0 0.0 0.0 0.0
SUFPLES 0.0 0.0 0.0 0.0 0.0 0.0
EQUIPMENT 0.0 0.0 0.0 0.0 0.0 0.0
LAND & STRUCTURES 0.0 0.0 0.0 0.0 0.0 0.0
GRANTS, CLAIMS 0.0 0.0 0.0 0.0 0.0 0.0
MISCELLANEOUS 0.0 0.0 0.0 0.0 0.0 0.0
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

I CAPITAL EXPENDITURES 0.0 0.0 0.0 0.0 0.0 0.0
ICHANGE IN REVENUES ( ) 0.0 0.0 0.0 0.0 0.0 0.0 1

FUND SOURCE (T h o u san d s of D o lla rs)
1002 Federal Receipts 0.0 0.0 0.0 0.0 0.0 0.0
1003 GF Match 0.0 0.0 0.0 0.0 0.0 0.0
1004 GF 0.0 0.0 0.0 0.0 d .O 0.0
1005 GF/Program Receipts 0.0 0.0 0.0 0.0 0.0 0.0
1006 GF/MI-ITIA 0.0 0.0 0.0 0.0 0.0 0.0
Other 0.0 0.0 0.0 0.0 0.0 0.0
T Jta l 0.0 0.0 0.0 0.0 0.0 0.0
E s t im a te  o f  c u r r e n t  y e a r  (FY94) c o s t : none
POSITIONS: 1

FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0
ANALYSIS: (A ttach a  se p a ra te  p a g e  if n e c e s sa ry )

P re p a re d  by: Don Wanie, Director
D iv is ion : Finance \

A pp roved  by  C om m iss ione r: Nancy Bear Usera' K
A gen cy : Administration \

Phone : 465-2240 
D a te :

D a te :
 7 ‘- r -----7 ^ ----
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W A L T E R  J .  H I C K E L
5 C V E 5 H C B

P .  Q .  S o *  I I C D Q I  
u r v e e u , A l a s k a  S S S 1 I - C C D I  

(SQ7J - 1 6 5 - 3 E C C

S t a t e  o f  A l a s k a
o f f i c e :  o r  t h e  g o v e r n o r  

J U N E  A U

March 12, 1993 /b y

The Honorable Rick Halford 
President o f the Senate 
Alaska State Legislature 
State Capitol 
Juneau, A K  99801-1182

Dear Mr. President:

Under the authority o f art. Ill, sec. 18, o f the Alaska Constitution, I  am transmitting a b ill 
relating to statutory interest rates. This b ill would change the rate o f prejudgment 
interest and interest paid on judgments and decrees, issued by Alaska courts, from 10.5 
percent to the market rate for certain investments. The b ill would also tower the rate o f 
interest payable by the state on overpayments o f taxes under AS 43 and royalty and net 
profit shares under AS 38. Both changes should have substantial cost savings for the 
state.

As to interest on court judgments and decrees, AS 09.30.070 presently requires that the 
rate o f interest is 10.5 percent a year, unless a different lawful rate was established by 
written contract beiween the parties.. Additionally, prejudgment interest is also paid at 
the 10.5 percent rate. Currently, these statutory rates substantially exceed the present 
market rate fo r investments. The result is a bonanza for individuals who receive a 
favorable judgment. Also, with the statutory interest rate being fixed, the rate does not 
automatically respond to market rate increases during periods o f high inflation, 
exceeding the 10.5percentage rate. The result is that the individual who prevails 
suffers an additional loss when a judgment or decree is not timely paid or is paid in 
insia/lments.

Section 1 o f the b ill remedies these problems by requiring that interest rates on 
judgments and prejudgment interest be set at the market rate for the sale o f federal



The Honorable Rick Halford 
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treasury bills. The b ill would continue to allow individuals to establish a different interest 
rate on judgm ent by agreement, so long as the rate is not usurious, under state law. 
Section 1 o f the b ill also makes changes relating to the calculation o f interest.

Section 2  o f the b ill changes the interest rate payable by the state on refunds o f 
overpaid taxes under AS 43 and natural resources royalties and net profit shares under 
AS 38. The b ill amends AS  38.05.135(e) and AS 43.05.280(a) by reducing the interest 

ate payable by the state on refunds o f these overpaid taxes, royalties, and net profit 
m ares from fr/e  points to two points over the quarterly Federal Reserve discount rate. 
The present five percentage points over the Federal Reserve discount rate for both 
underpayment and overpayment was designed as an across-the-board interest rate 
increase to discourage underpayment o f  these sums oy those obligated to make those 
payments. While having that intended effect, it  is also establishing the state as a 
favorable depository o f investment funds yielding a much higher rate o f interest than any 
other savings in banking institutions. The payment o f those high yields is coming 
directly out o f the state treasury and is not a pm dent use o f state resources in these 
years o f declining available state revenue.

This b ill would leave in place the provisions that discourage underpayment to the state, 
while removing the incentive to achieve high yields by overpaying. A/sc, the b ill protects 
taxpayers in that i f  the overpayment was made in response to a correction made by the 
applicable department, the state would pay a higher interest rate, as already provided in 
statute.

I  urge your prom pt consideration and passage o f this bill.

Sincerely,




