
MINUTES 

MONTANA HOUSE OF REPRESENTATIVES 
51st LEGISLATURE - REGULAR SESSION 

COMMITTEE ON BUSINESS AND ECONOMIC DEVELOPMENT 

Call to Order: By Bob Pavlovich, on January 18, 1989, at 
9:00 a.m. 

ROLL CALL 

Members Present: All 

Members Excused: None 

Members Absent: None 

Staff Present: Paul Verdon and Sue Pennington 

Announcements/Discussion: Rep. Pavlovich stated some ground 
rules before starting the meeting. We will give the 
proponents of the bill one hour and the opponents of 
the bill one hour, and then we will go into questions 
and then we will give the sponsor of the bill the right 
to close. There will be no badgering from anybody in 
the audience, we will sit here and listen to 
everybody's testimony. We do have in the audience, I 
hope, Mr. Fred Flanders from the Banking Commission, he 
will be here for informational purposes only if 
somebody would like to ask him a question. We also 
have in the audience, Ken Nordtvedt, from the 
Department of Revenue, and he will be here to answer 
questions for anybody. We will open the hearing on HB 
151. 

HEARING ON HOUSE BILL 151 

Presentation and 0eening Statement by Sponsor: I am Rep. 
Swift, from Dlstrict 64, Ravalli County. I appear here 
today as sponsor of HB 151. It gives me a great deal 
of pleasure to present to you today HB 151. As I look 
around at the committee, I see folks who were here in 
the past session and previous sessions before that and 
this same subject matter has been covered. So I am not 
going into to many details. I know you have the copy 
of the bill before you. But I do want to briefly go 
back through some of the key points that have come up 
in the past and say to you that for the past 20 years 
the out-of-state bank holding companies have been sort 
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of fighting with the independent bankers. In fact, Ii II 
some people have called this a civil war. I think it 
is about time in this session that we come to some I~. I 
conclusion on this particular question and hope we can 
get on with our business. The Montana Banker's I 
Association represents all but 15 banks out of a total I; I 
of 154 banks of all types and sizes in Montana and has 
developed a compromise which I think is a very good 
approach and should be a good vehicle to settle this 
matter now, because as I understand it two-thirds of 
the members of that association have been in agreement 
with this bill that you have before you today. I want 
to repeat that this is a compromise and have agreed ~ I 
that this is the best way to go so they can get on with I 
their business. HB 151 allows the big banks like I 
Norwest, FirstBanks, First InterState to merge and • 
consolidate into one bank. But it does not allow those ~I 
out-of-state holding companies to come into Montana and 
establish branches. That prevents them from buying up 
the banks in the state of Montana and protects some of 
the folks that we already have here. On the other 
hand, it does allow the small independent bank to merge 
and expand so they can grow and become more competitive 
in the communities that they serve, and be better able 
to serve those folks that they have been doing business 
with over the years, as businesses change. I think 
most of you realize that the big companies like Sears 
Roebuck, J.C. Penney, etc. the brokerage houses, and 
others are all today out after your money. And, of 
course, you go down to finance your house at the 
mortgage company, finance your car through the car 
dealer, and the savings and loans now are competing 
very strongly with our banking situation in Montana. 
They are all after that money. I guess I could use a 
well worn expression, if it looks and quacks like a 
duck, I call it a duck. And there are a lot of ducks 
in the financial game today. The reason we are here is 
to try to get a level playing field where all the 
smaller folks in the banking industry can play on the 
same level as the others. So as a result of this 
intensification in the financial community and what has 
happened in the past years, the earnings of these banks 
has fallen off considerably. I don't need to go back 
into '85 and '86, I think most of you realize that the 
financial community as well as some other things have 
been in a depressed condition. This is contributed 
somewhat to the problems we see today. In addition, 
Congress, as you well know, has heaped all kinds of 
laws, like the Community Reinvestment Act, and Funds 
Availability Act, on banks which has increased 
compliance costs for banks. Also, equipment costs have 
gone up just as it has in other business activity. So, 
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even processing checks and other things, have begun to 
cost more for these operations. Consequently we have 
got to look at something to give these people a little 
better competitive position in the community so they 
can continue to supply the services. that they have in 
the past and do it in an efficient manner. Out of the 
169 banks in Montana, about 100 are under 25 million 
dollars in size. That sounds like a lot of money but 
when you think in terms of capitalizing that 25 million 
dollars asset fees, you need to add 2 million dollars, 
so that makes it pretty tough to do anything in the 
business world related to transactions in the banking 
community in small banks. Guess you could ask the 
question why anyone would want to invest 2 million 
dollars in a bank that probably makes between 8 to 
maybe 10 percent now, when you can go down to the 
brokerage house or somewhere else without taking on a 
job mind you and get in excess of that 10 percent. And 
your investment will not have to work for it. These 
are just some of the problems that have risen over the 
years and where we find ourselves now. Just to 
reiterate, this is not a big banking bill, this is a 
bill to save the operation of a lot of our small banks 
in Montana and the independents. That is why we have 
so many folks here today to testify on this bill. I am 
not going in to the details of the bill itself. I 
think that will be brought out in the testimony. 

List of Testifying Proponents and What Group They Represent: 

John Cadby, Montana Bankers Association, Helena 
Mark Safty, Attorney, Billings and drafter of the bill 
Gary Carlson, CPA, Anderson-ZurMuehlen & Co., Helena 
Lynn Grobel, President of MBA & First National Bank, 

Glasgow 
Jim Bennett, President, First Citizens Bank, Billings 
Mike Grove, President, First National Bank of White 

Sulpher Springs 
Sam Dasios, Businessman, Troy 
Earl Lovick, Director, First National Bank, Libby 
Rock Ringling, Consumer, Helena 
John Witte, President, Traders State Bank, Hamilton 
Marty Olsson, Vice President, Ronan State Bank 
Sam Noel, Ex. Vice President, Citizens State Bank, 

Hamilton 
John Franklin, President, First United Bank, Sidney 
Bob Henry, President, First Security Bank, Missoula 
Verna Welch, President, Missoula Bank of Montana 
Bob Sizemore, President, Western Bank of Chinook 
Rod Smith, President, U.S. National Bank, Red Lodge 
Ken Hendrix, President, First National Bank, Twin 

Bridges 
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Larry Moore, Cashier, Stockmens Bank, Cascade 
Clint Rouse, CEO, State Bank & Trust Co., Dillon 
Don Oie, CEO, Citizens State Bank, Scobey 
Rex Manuel, Montana Bancsystem and Bank System of 

Montana 
Bill Thorndal, President, First Security Bank of Laurel 
Rep. Janet Moore 

List of Testifying Opponents and What Group They Represent: 

Gene Combes, First InterState Bank, Billings 
Paul Caruso, Chairman of First Security Bank, Helena 
Keith Colbo, Montana Independent Banker's Assoc., 

Helena 
Wayne Gibson, First Security Bank, Bozeman 
Myer Harris, Yellowstone Bank, Billings 
Ray Brandewie, Montana Independent Bankers 
Dick Bower, President, Valley Bank, Kalispell 
Roger Tippy, Legal Counsel for Independent Bankers 
Dennis DeVries, Vice President, Security State 

Bank, Polson . 
Buster Schrieber, Chairman, Valley Bank, Belgrade 
Tom Weaver, Bank West, Kalispell 
Fred Garriety, Lake County Bank, St. Ignatius 
Kent Harris, Yellowstone Bank, Laurel 
Doug Morton, President, Bank West, Kalispell 
Ron Ahlens, President, Montana Independent Bankers 
Bruce MacKenzie, D.A. Davidson & Co. 

Testimony: There was extensive testimony given in favor of 
this bill as well as in opposition to it. See the 
attached exhibits. 

Questions From Committee Members: There were numerous 
questions asked by the committee which were answered by 
the many people who testified for this bill. Rep. 
Simon had questions of Mr. Bennett and stated that 
there was something he wanted to get on the record. He 
stated that he and Mr. Bennett had known each other for 
a number of years in the Billings business community 
and we visited yesterday about this bill and I assured 
you that I was going to try to maintain an open mind to 
this particular piece of legislation and based on our 
conservations and our long time friendship, do you 
still have confidence that I still retain an open mind 
on this bill? Mr. Bennett said he did. Rep. Simon 
asked if Mr. Bennett was aware that Mr. Simon had 
litigation pending against one of the system banks. 
Mr. Bennett said he was aware of this. Rep. Simon 
said, "and despite that I still have this pending 
litigation, you believe that I will have an open mind." 
Mr. Bennett said he believed that Rep. Simon would. 
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Rep. Simon thanked him and stated that he appreciated 
that. Mr. Bennett, we have heard about Fromberg two or 
three times here. Your bank is not very far away from 
Fromberg. You drive south on the highway towards 
Fromberg, if you blink you will end up six miles later 
in Bridger. Do you think Fromberg is a likely 
candidate for a bank to put a branch in? Mr. Bennett 
stated that had the bank in Fromberg not closed it 
would probably have become a branch. of the bank in 
Bridger. 

Closing by Sponsor: Rep. Swift closed as short as he could. 
There are a few points I would like to make in regards 
to the comments. First of all I find it rather 
peculiar that we have a banking system here, first of 
all I must say other than the DAD company's trust 
question, all these folks I understand are independent 
bankers. I find that some are opposing this bill and 
in other states they aren't merging their banks. I 
find that kind of peculiar but that is just for your 
consideration. Again, I want to bring to your 
attention a point that this bill does not require any 
bank to do anything. It doesn't require them to merge, 
it gives them that opportunity to do that if they see 
that that's appropriate for their particular system and 
their operation. I was pleased to see the testimony by 
Mr. Tippy. It was very sweet talk, but I want to point 
out one thing, actually when we talk about what is 
going to happen with the taxes that come out of the 
banking system that question is a point in time and 
however, you look at that and however the question you 
pose as was answered by Mr. Nordtvedt, whom I have 
confidence in. You can answer that any way you want 
to, you can show any answer you want to come up with 
point in time. I really want to keep that in mind, and 
I want you folks to keep that in mind in this 
committee. The other thing we must keep in mind at all 
times here when we are talking about these issues is 
what mayor may not happen. I think you also heard Mr. 
Nordtvedt make the comment that over time this will 
balance out pretty well. Most of the bankers that I 
have talked to have said that in relation to the impact 
of the taxes. The other thing that we haven't really 
alluded to at least in the very strong terms of this 
piece of legislation is the fact that we still have the 
board of bank, the guides that direct what happens and 
I have some confidence that many of these things in 
question that we raised today would be looked at very 
closely and very strongly scrutinized. I just make 
that point that we don't lose track of this when we 
talk about the many things in the different banks and 
the different situations of these banks. This is not a 
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broad bill, it is confined to the state of Montana and i 
it is confined to city and county areas. It is not 
going to expand everything and explode reactions in 
Montana. Basically, I want to say this bill applies to I 
multi-banks, it allows them to merge and consolidate I 
and is looked at by the board of banking and others. I 

~ It will allow branches in a neighboring town. Banks 
would be allowed to have one detached drive-up. I want 
to bring to your attention that there are 47 states now 
that allow what we are talking about today. We in 
Montana are one of the four that are left and this bill 
will not allow any additi~nal branches in localities 
that already have banks. Let's simply say that the 
rest of the country is liberalizing restrictions on 
banking while we in Montana are standing still. We are 
having difficulties in some areas with folks having 
convenient banking facilities and if you want to help 
Montana I think we need to change the regulatory lockup 
in the banking community. My plea today is at least 
pass this bill and let us debate it for the pros and 
cons and see if we can't help some of those communities 
today that are lacking banking facilities as we heard. 

DISPOSITION OF HOUSE BILL 151 

Motion: None 

Discussion: This bill will be discussed in executive action 
Wednesday, January 25, 1989. 

Amendments and Votes: None 

Recommendation and Vote: None 

ADJOURNMENT 

Adjournment At: 12:05 p.m. 

BP/Sp 
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DAILY ROLL CALL 

BUSINESS & ECONO~UC DEVELOPHENTcm.1.MITTEE 

51th LEGISLATIVE SESSION -- 1989 

Date 

------------------------------- --------- --.-----------------------
NAME PRESENT ABSENT EXCUSED 

PAVLOVICH, BOB )< 
DeMARS, GENE Y 
BACHINI, BOB X 

BLOTK..~·1P , ROB -;t.. Z!: 

HANSEN, STELLA JEAN x: 
JOHNSON, JOHN /( 

KILPATRICK, TOM ;< 

~1cCORMICK , LLOYD "MAC" ~ 
STEPPLER, DON f. ~ 

GLASER, BILL >( 

KELLER, VERNON 
'¥.. ~ 

NELSON, THm1.1\S 'I 
SIMON, BRUCE ~ 
SMITH, CLYDE i-
THOMAS, FRED ';< 
\vALLIN, NOffi-1 ~ ~ 

PAUL VERDON 'I-

CS-30 
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TO: MONTANA LEGISLATURE 

RE: MBA BANK RESTRUCTURE ACT & PUBLIC INTEREST 

MONTANAI 
BANKERS 
ASSOCIATIONI 

, N. last Chance Gulch 
Helena. MT. 59601 

. (406)443·4121 
For years, liberalizing geographic restrictions on banks has been 
debated. The enclosed study concludes "Because these effects are 
almost uniformly positive, we believe further liberation is clearly 
in the public interest." . 

The principal fear is that banking markets will be dominated by 
fewer'but larger firms. The study says, "For all local markets 
taken together average market concentration declined over the years 
1970-1984. In fact, areas where branching laws were introduced 
after 1960, actually have more banking alternatives than. those with 
less liberal b~.anching laws." 

The removal ot'geographical restrictions enhances competition by 
achieving econO'mies of scale, pricing services more competitively 
and making it more convenient for consumers to obtain services. 
The study shows, "That increas-:d comoetition leads to more lending 
(oresumablv to hiaher risk customers), a areater arrav of services 
and an increase in services accessibilitv." 

As to the impact on local communities the study states, "It is 
frequently argued that while larger banking organizations do' have 
higher loan-to-asset ratios than. unit banks, the loans are not 
.reinvested in the local-·communities that were the original source 
of the deposits. However, it is ·important·to ~eali~e that smaller 
banks also invest a large portion of their ·funds outside the local 
community. It is general practic.e for small banks to lend a 
significant portion'of their funds to non-local banks through the 
federal funds market and to the US government through holdings of 
Treasury securities." Restrictive branching laws impede the flow 
of funds and in "areas of low net credit demand, discriminates 
against depositors (savers) in favor of borrowers." 

~.s to safety and soundness, "The removal of geographic restrictions 
will lead to more diversified banks that are better able to 
withstand unexpected downturns in a particular industry." 

As you can see, it is in the public interest to suooort the MBA 
Eank Restructure Act. 

EXHIBIT I 1 9' : 
DATE I I~ ??' -
HB I ~I -LDG/sh 

Enclosure 
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REGULATION 
BANKADtvUNISfRA1lON I~ 4 SPRING 1988 

Geographic Deregulation, Banking and the Public Interest 

Bank Charters: Reexamining Their RDle 

Swaps and Credit Risks 
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Geographic Deregula1ion.'­
in Banking 

and the Public Interest 
Herbert Baer, 

Douglas D. E\'anoff, 
Diana L Fortier 

and 
Larry R. Mote . 

Economists 
Federal Reserve B:mk 

Chicago. Illinois 

I 

JlLn-t-er-s-ta-t-e-b-a-n-k-in-g-i-S-~-e------~-ti-o-n-t-o-b-r-o-a-d-e-r-g-e-o-gn--p-h-i-c-e-X-'--~i-n-F-i-g-u-r-e-l-.T--h-e)-.i-n-d-i-Ca-t-e-t-h-a-t.--~i 
longer:!. prospect - it isreaIity. In pansi()n is that it will cause bank· fer all local marke_~ taken te:,~ 
mJ n~· sCltes. its arrival has been ing markets to be dominated ~y . gether: average concentTdtion:.· . 
accompJnied br another equal. fewer but larger firms. This in· declined over the y~ars.19.iO~ 
l~· important but less henlded cre:lse. it is feared ..... ·iII encourage 1984. Howe~·eT.;-concentration 
change- the remo\~1 cfrestrk· cnllusi\·e beha\·inr.le:toing to a -~~ses$enijally unchanged in· ." 
tions un intrastate branching. mis:lllocation of resources and markets in unitbanking stateS:-
While it is generally agreed. ex·ploitJtinn ofb;mk customers. while it declined substantially in-
the~e chJnges will lead to brger Theor\" and a suhstantial amount limited bTdnching states·"3:nd: 
hankin~ organi7~tions. there is of eyidence suggest th:lt the . . e .... en more sharply in state ..... ide-::-; 
clisJg,e~ment :lbout their ef·. greater the number affirms and __ ~ra!lc!l.~ng ~tates. By 19S3. the 
fect.~ on the level of competition the less their size di.'ip:lrit~·. the absolute Ie"el of concentntion 
in banking and the resulting - lo ..... er the likelihood of collu· ..... :lS essentialh· the same across 
impact on both consumers Clnd ~ion and monopolistic restric· are:lS with d:ffe:-ent branching 
commercial hanks. In this :lrti· tion of output. This common laws. This. ho\,·ever. re:>resented 
de.. \'-e compare b:lnking perfor· stiucture·conduc:·perform:lnce :l substantial change f;om earli· :; 
m:lnce in different stJtes and p:J.radigm states tn:lt the proba· er YC:lrs and reflects. among 1 
an::ll~·7.e the ex perience of for· bility of noncom petitive he· other things. the benefits from ." 
eigl1 countries to draw conclu· ha\·ior C:ln he inferred from the branching. ~ 
siems annUl the likely effects of _. numher :lnd si7.e distribution of The impact ofbr.lnching reo I 
funher removal ~fl:i~:rrrers to::~'; firms in the market. strictions \\-as significantly differ· 
~geogT??fic.~:tp~n!i9.~ ~n.~~~:,; _~ Accepting the \-alidity nfthe ent in rural and urb:ln banking ~ 
ing. Because these effects are.: .. ~ p:lTddigm as a .... ·"rking hypothe. markets. The.\w3tion iii'avei- I 
:llmost uniformly positi .... e., ·we sis. the initi_aLi~su.e.i.!.~.\:l.e.t!'teT-= :lge.~!l!,~c;!iC?Qccntration be:: 
bdic\·e .~~:l_h.er libcr.lli7~t.in.Q .i~. ~a.... allowing bro'adci-~en~'phii" tween states \~ith different hranch·. 

10 

cie.a.rly it) ~~.e pu~lic_~nterest.'.;~" exp:lnsion in hal1kin~ \\·illle=td ing la~s is rathecmil1iE:?-21Jl 

~f:lrket Structure 

Perhaps the mos: common 
~r~ument presented in opposi· 

to concenlTdtiull incrc::lsC"S. D:lta 
on the rc17iti",;r;ship h~lween 
hranching st;ltU~ :tncll/lcal m::lr· 
ket concentration :trc presented 

SPRI~G I!I~~ 



.. ~-. - .. -- ........ , ,nu, "gl ~II u~lure 

(Herflndahllndexes and Three Bank Concentra11on Ra1los) 

Concentration 
Measure and Year 

All Stafewlde lImft Unft 
Stafe. BranchIng BranchIng BankIng 

All Markell.» .' , 
HHI 

c, 

Nonmetropol/lan Counlles HHI 

c, 

Mefropolllcn Areas . HHI 

1970 
1980 
1983 
1984 
1970 
1980 
1983 
1984 

1970 
·1980 
1983 
1984 
1970 
1980 
1983 
1984 

1970 
1980 
1983 
1984 
1970 
1980 
1983 
1984 

4.434 
4079 
4013 
4022 
88.5% 
86.9% 
86.6% 
86.7% 

~Q8 
'4340 
&269 
4277 
90.6% 
89.5% 
89.2% 
89.2~ 

2293 
1972 
1929 
1961 
71.4% 
66.1% 
65.4~ 
66.2% 

SOURCE: FDtCSummcty ot Oepcsll doto os OfJune:lO. 1970.1980. 1ge:'ond 1984. 

4918' 4384 4249 
4054 3975' 4227 
3947 3944 4147 
391:! 4007 4160 
93.2'Xo • 88.5~· 86.4~ 
87.4% 86.6% 87.0~ 
86.8~ 86.6'Xo 86.5~ 
86.4"%0 86.9'% 86.6'Xo 

5257" 4702' 4452 
·4489 4182 '.4431 
4367 4148 4352 
4341 4180 4.405 
QS.3'Xo " 91.1%" 88.2'Xo 
91.8%" 88.S'Xo " 89.0~ 
91.3%" 88.5%" 88.7~ 
91.0'Xo " 88.4~" 89.2~ 

2731' 2295" 1955 
2024" 2081" 1692 
1986" 2068" 1603 
1983" 2128" 1613 
79.2%" 71.0% " 66.1~ 
66.S~" 68.7~" 6O.8~ 
65.7%" 68.8% " 59.2% 
65.8~" 70.3%" 59.5% 

°Meori lor stcr9",l(:e or Umiled t:ronc. ... lng stotes Is slgnlflc::nlty dlffere,,' ot lhe .CSleliellrom !ne meor'l fer Ille given yeor for unit benklnc steles. 

rural marke~s. This suggests that 
further liberali7.ing entry by per· 
mittinginterstate banking would 
probably ha\'e less impact ,:n con­
centration in rural markets hut 
would. ifannhing.lead to fur­
ther decrea~es in ~oncentration_ 

Urban markets in statewide 
branching stJ(es are more con­
centrated than their counter­
parts in unit branching states_ 
However. this difference has 
also declined over time. It is not 
surprising th;H the level is high­
er in br.lnching markets since. 
in urban mark~ts with unit hank· 
ing. an increa5e in the dem:lnd 
for b:tnking ~eT\'ices c:tn be met 
only by opening new b:tnks. This 
would natur.llly C:1Use mC:1sured 
concentration to decline. But a 
decline in concentration that is 
!lolelv the re~t1lt ofan art ifici:tI 

I 

restriction need not le:ld to 
more competition and its result-

inghenefits.ln fact, the hight":" 
concentration obse1\ed in ur· 
ban markets in statewide branch­
ing states does not appe:lr to be 
tr.J.nsJated into poorer perfor­
mance. i.e., service levels, etc_ 

The data presented in Figure 
1 indicate that local market con­
centration does not differ siS' 
nificanrly as:l result of branch­
ing. However. viewing group 
::t\'era~es can he somewh~l[ de· 
ceivi~g given the significant 
differences in the m:lkeup of 
banking markets. To adjust for 
this. addition:.! :lnalvsis "'::IS un­
dertaken to account/for demo­
graphic differences hetween 
markets that '":~:ly affect the 
demand for t:. ok services and 
the stringenc\ of antitrust en­
furcement in canking. 

This an:lly<, ~. indicates that 
variahles th;:l' :)roxv business 
attracti\'ene!>~.such as popula-

tion and per capita income. are 
in\·ersely related to market con­
centrarion levels. Similarly. the 
more stringent state regl.ll:ltory 
agencies llre in granting ncw 
charters_ the higher the le\'cl of 
concentration .... Finally. stites . 
that liberalized their hranching 
b\;,'s prior to 1 ~60 had signifi­
cantly higher le\·els of concen· 
tr:nion. 

This differential is importJ.nt 
hecause. prior to the 1960 B::tnk 
:-'ferger Act. bank acquisitions 
and mergers \\'ere regul&lted by 
the states. The applic:lbility of 
federal antitrust bws to b::tnk 
mergers was uncertJ.in until the 
1963 Supreme Court decision 
in the Plzi[r . .dtlphia ~\"ational Bank 
rase. After the Bank Merger Act 
subjected bJ.nk mergers to prior 
:tpprO'."ClI by the bank regulatury 
agencies. fe\\'er mergers result· 
ing in large incre:lses in concen-

\ II 



Figure 2. Average Number of Banking Organlza11ons 
Per Local Markel nationwide b:tnking. As Figure 

3 sug~csts. in many c()untries 

All Morteb 

Unit Bonldnc Markets 

Bronchlng Markets 
I.w;isloted etter 1960 
leQisioted before 1960 

Total. 

Unlimited Branching Markeb 
~Isloted efter 1960 
leQisioled before 1960 

P9r Capita (x 1COO) 

All Mcr1cets 

Unit Bonking Markeb 

Brenching Mortets 
leQislC1ed eftar 1960 
leQisloted before 1960 

UnnmHed Branching Markets 
~isloted eftar 1960 
leQisloted before 1960 

• Bcnklno manreb ere deftned cs counties. • 

~; FDIC Summcryof Oepeslts. 

tr~Hion Were allowed. After Ole· 
counting for these factors. the 
impact ofbranching"'as conlli· 
d.ered: again. it ,,-as nut found to 
influence mar:ket concentr.1· 
tio.n.: 
. An ~lternati"\"e means of e\";lIu· 

acing the ~mpact ~fbr.1nching 
on market siructure is t·o analne 
the number of banking org;tn'i. 
7,a t ions per ma rket. Da fa on the 
a\er.1ge numbcro(banking 
orglni7,atinns in local markets 
in HliOand 19S0are presenred 

. in Figure 2. In 19iO. the a\·er.1ge 

'for a ri,.~ail~ eli" u .... i"n "rlh~rmIJifiC" .. 1 fintt. 
in~. 't"f' 0 .. .,,1 .... n t'':I"nn .an.l 1lI.,l".1 .',ntrr .. 
-"<I "'(T':'ph,C' f'~c-:ul~ri .. " .. rtt."i.ln~· \n \n;.al,·. 
,i, "(,h,, lmp:a,,:in I'n"''''''''r ttl" I Jt-''''''''''"" 
]t,n .. ,; .\tnfI'"", lIflbi (It",.,."",."". Ie hi, ~\:.t Jo.·.'r' .. 1 
Rt',t'f"\~ R.t"' u(Chi, ~.f.." ",,."'. PIL ~ul ':'."." 

'F\nd,nC'" in •. \~"ufT and: ;ftrtt~r ... n. t 't .• ;ncli. ;,Ur 

.1'UI rhf' Initial cirrfr.l''''' in .hr nll"':;"-' ,,' n'rAn" 
1:uinn, tt"'uhlnK r,um in" .. t"II.", 1,,:aft. hint" 
.,(hc-I arlC"f apprn,im"'lrlv thr~C" , ... .,,, .a' nc-... ,.n.n 
occur'\. 

'f",;a ,tt'("u"i, ... • ,r '·""I·~"I,."uit." '" 11"",,.., ... n. 
'tlC""\., .~C" l1,.r~n R.tf'f :uull ... ,n \1 ... C". -. It,. 

l-:nn:" ."(~~I".,,_ittC" ft."~lf,,, .. n C:'"u I""nt • ."i •• " 
t:.;riC'I\cr Frum .\t".~.I;.n 7:,..",,1# \",,' ...... .,.HI, 
1IoJ"""'4:.IC:hin~ .. · fr.lrr.llltc--,."r ito .. " .. 1 
C1I;<2('" 1!I"ft •• pp. ::7.;111. 
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O~antzatlon. per 
bankIng marke'-
1970 1980 

5.32 6.06 
5.55 ~~~'i:" 
5.15 ~tJ.OS:-
5.72 7.96 
5.06 5.29 
41.84 c?-..tJJ:: 

. 41.30 .. 9.45 
5.06 6.57 

.236 .232 

.327 .342 

.167 .171 
. .2Sa .227 . 
.152 .150 

.191 .186 

.270 .283 

.iSa .160 

number uf organi7.:1tions (i.e., 
cUlitomeraltern:lti\"es) "'as smaller 
in states'lllowing branchiIJg tJ1an 
in unit banking~tates. By 19~O. 
thi!; difference wa!; negligible. 

A dOller anal\"sill of those areas . 
allowing br.lnching pri~r to 
1960 :lnd thme introducing it . 
later reveals substantial differ· 
ences_ The :l\·el.l~e number of 
urg;:miz.. .. Hions is ;ignific41ntly 
smaller in regions whcre br.mch· 
ing was introduced earlier. In 

that permit n:llipnwide pank. . '" 
ing. the banking ")'!item is itighly 
conccntr.1ted. Some ubs«tJ:vers 
claim that interstate banking' • 
will inevit:tbly cause banking to 
become asconcentratecl in the 
United States:ls it is in Canada, 
France <lnd the United King· 
dom. However. other factors­
including inappropriate prod. 
uct m:lrket definitions- ha\-e 
contributed to these countries' 
high measured concentl.ltion" 

Government policy plays a 
crucial rote in determining the 
structure of<l country's banking 
system. Prior to 19ia it .... -as dif­
ficult for ne ..... com petitors to 
enterthe Canadian market, and 
Canadian thrifts are still prevent­
ed from offering a broad array 
ofb:lnking services. 

In Britain, relati\"ely relaxed 
antitrust procedures. together 
with timitationson thrift-lending 
powers. have led to extreme con· 
centl.ltion in the retail market; 
meanwhile. the commercial 
market seems to be only mod·' 
estl ... concentrated. . 

I~ France. the high concentt"3:· 
tion appears to be a delihel.lte 
outcome of po5t\\'ar govern. . 
fDcnt policies that ha\-e actively 
encoul.lged the nationali7.ation 
and consolidation of most of 
the countr ... ·s banks. 

fact. area!; whe-re branchi_n!.!,!::,~ __ 
~\·cr:e intruduced after l~FiO actu· ~ 
_~lly ha"e lMrt' bankin~ alte-rna·-" 
tives than those. with less li&T<ll .. -

Concent'ration has been lower 
,,·hen the regulators havc per· 
mitted thrifts to compete aggrcs­
si\"e1\· with banks (Germa",·. 
Japa~ and the retail scgme'nt of 
the Canadian market) or ha\·e .... PJ~Qching laws. Additional anal· 

pill accounting for local m:lrket 
dcm()~r.lphic difft:rcncc~ adds 
!;UPport to these findings. It sug­
gelltll thaI <lny initial neg:1tive im· 
pal"t ofhr.mching on the num· 
ber of oq.,r:tnir.1tions i~ ofr.~ct ,,·ith· 
ina rebti\"ely short time pcriod.' 

:\n alternath·c ar~umt:nt 
against altllwin).; hroader hr:lnch· 
ing emphasize .. the e~pcricnce 
of other Clltlntric~ th:u attow 

pursued :10 antitrullt policr that 
more clollel ... resembles that in 
the Vnited States (Japan)- Thus. 
the e:'tiSlcnce "fnatiunwide 
banking alone does not e:'tpbin 
the high levels of cnncentr.1tioll 
obser\"ed in fnreign countries 
and is not relson (() ('xpect the 
C.S. hankin~ m:1rket to becllme 
dllminatedlwa relative!\" few . . 
b rgc h:l n boO 

I 



Co~petitive Impact of Allowing 
!roade~Expansion 

. The remm";ll ufgcngr.lphic 

I 
re'i~ricti0ns nn branching is 
expected to make b:lnking more 
competitive [ora number of 
reasons: 

First. by making it easier to 
create larger bank~.R.r.lnEhiriri~ 
alsu makes it easier to achieve ... 
'" .... --:.~1.... - . - .. ___ -.;,.'!-
s.(2!l.2.!!!!cs.o[SClie or scope tn· 

Figure 3. Five-Firm National Concentration Ratios for the 
U.S. and Five Countries with Nationwide Branching-

Caneda CommercIal 
Canada Consumer 
France 
Germany 
Japan 
United KIngdom 
United 5101es Commercial 
.Unlted 5101es Consumer 

Upper bound 

135.0 
60.0 
87.0 
56.8 
32.0 
73.0 
19.0 
9.7 

Low.rbound 

70.7 
38.0 
73.0 
26.0 
22.0 
SO.O 
14.0 
. 7.0 '~"5~~ing,_.. ' ", . . 

~~nd.hecauieb~nchi~··'- .~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 

makes it easier for outsiders to 
enter profitable markets, banks 
in these markets have strong"!~ 

.J'lCentiv~ to·pJj~~.dleiT services'~ 
~oref..Q.IJlPJ~!.tfusly. _" . 

Third,"".H~.~!i~ of branch; 
.;Jng rest:ric:;tio'll.!!lE-!~. i!., c;"asier 

for banks to offer convenient 
;dcl~ry s~'Sten;;~·;,;,,"·,,:"-:: ..... 

'1:. ..... -.,::.:. . I __ 

Finally. for a variety of rea· 
sons, banks that operate over a 
broad geographic area appear 
to have slro.ng i.[l.~~n.ti.ves ~o of ... , 

..r~.I:st3ndardprOd,::,~~. t~ .• 
•. ~.~n·\~ pr.!.c~lE~~!:1gh0l!! t~e~!", 

office networks. -::- . 
~ r1-.... Th i{;i·i1'alysis inciicates that at 

the local banking market level, 
liberal branching la .... 'S have not 
led to increases in concentra· 
tion. Apparently. antitrust po1· 
icy and the reduction in barriers 
to entry have prevented such 
increases. If the reduction in 
barriers has increased competi· 
tion. as economic theory would 
imply. it should be m;1nifested 
in changes in bank profitability. 
sen'ice levels and prices. 

Profil:lbiJin: Evidence sug· 
gestS that the ~emo\";ll ofge~. 
graphic restrictions reduces 
bank profitability. While differ· 
ences appearto be substanti~l. 
reponed figures represent ~\'er· 
age profit rates that may ob· 
scure firm or market differen· 
ces. (See RtportsofCOTldition,June 
30. 1980.1985.) To isolate the 
effect of branching la\\'S. acidi· 
tion:ll an;11~'Si!i has been per· 

~ formed that controls for market 
differences (e.g .. concentration. 

• Renges ere p!'oduced by altering the type 01 d9~1ts end lns!1tut1ons Included In the cc~ulcllons. 
These cre delolled by Herbert BalK and lorry Mole In Ille Eileen 01 Ncrt\onwlde I\c:nklng on 
Conc.nlro!lon~theevidenc8IromAbrood"InToward Nationwide Banu,g.FedereIReseNeBonlc 
01 CI'I~cgo.1986 • 

size. growth) and bank·specific example, 1I1inois and Texas have 
differences (e.g .• size, financial the two highest populationl 
ratios). Controlling for these banking office ratios in the 
differences, banks in states with United States. Illinois strictly 
branching restrictions were limits the number of offices per 
again found to be more profita· bank and their locations. while 
ble than banks'in states without Tc:xasonlybegan to permit branch· 
restrictions. Of equal import ing in 1987. More sophisticated 
tance, concentration was found __ • analysis indicates that. after 

~..........:...-=-- _ •. " 1'tk . • _0'- ,.... :,; 
.!?,~~n!m~naJ.:1r:~re~natit accounting for demographic 
_o.rprofi~b~~~~t~~~l~.gt~~.t bar;"" differences. local banking mar· 
t~(t ~ra~.ching. .ol!t. ~~ i~.~~tes kets have 60 % more offices per 
that permi"it'ed oranchlng.ln square mile when exp:lnsion via 
these states. firm.specific effi· branching is allowed.' 
ciency seems to be a more im· Sen'ice Le,,·eIs. Both the \'Hi.;·~ 
ponant determinant of profit· ~tYlo~2.g.qu~!!t;~ic[[~nk seiVJ! 
abilitv.' :.c~JI!~~1R..~!~~g~ci..~9.~n·!~~_ .. 

Se;...·jce AccessibiJjc): The abil· stncttons on geographiC expan· 
ity to expand geogr.:>.phically sion are relaxed. II:!.~~!,:ti: 0[··· 
can also be expected to make it .~ervices will c:xpand because-:-

~~2.r.e.~?n.:.~ .. '!17~_~.rQ!:E~~t~~~r:s~'I·"geogra-phl·c-exp;:insionallo':"'s 
J~.£~_~l.ns~!Y.1c~~...:\fore l:ber.ll ~,anh to grO\~· in size. and e .. -i-=-. 
entry w111 encour.lge the Intro· dens..~gg~gs_th;!tJArg~!.£anks 
duction of new firms. which will -

..,J.n.tr~t;,.:i.:~,e_th~~D.~~Jie@omce.!.r-"" 
a .. -ailable to servic'e·clistomer ~ 
"'needs.·Moreo~~r~:i~~-;o_-n.:-:=.o.fnic:s.:. 'Th~ ,~ulu _crc .n-i.cd., 1>\. c"imaliun of.lVoi. 

J ':'ar 'fruc\urt' p~rfnrma"t·~ rtia'iun~nip rur han"kS 
. ..2LC?~.IJjpl!.ip_n_t.hat permit a :.~ I,:n'cd.in ~h .. cu"'!ncnlal t,;'ni ... d S .. , ... !n I~"~. 
branch to"op' ·etate~n-:i smaller ~ '\hllc •• ~.lar~ .. ,u •. ' ..... rcitC'n .. :"'C'd ... "m."n!t 
- ... _ .... : •• .,-•. .:,. .• __ .... ______ . • thC'rC'!~flun,hfpu'I"Kahr:a"ch.nlh,,':.r.v'o 

scale than IS economlC for-a unl~ .,. accuunl rure~l>an,ion r~ .. iuion">I.1,i"icallC'su 

banK:will ca.us'?the: ~~!!sity of 
bankirlg-offic·estooegre:iie·rTn 
swtes that permit branching. 
. .!. n.:? r9~ .. ,!i}~.re.-pran c:b.i!;g ts:=.-: 

.limited. th.~ej~.A.tc:o.dency t(:L":"i;:. 
-i'e~~re p$:I:SQIU pe-r.BanKln-g;: 
olfice; inditatiPg.are!ath~ laj:lu~ 

.9 illIlsJ.ralCI.. com:cniettrc. For 

ISSL'F_C; IS B.\~K REGCL-\T10S 

indic2,ed ,h21 ~e?arale re!ali,,",hip •• hould be 
C'"imatC'd ror ban ... in m2rILe .... i,h dilTe ... ", 
!>ranch rc,,";ctions,. For mu~ rlC'uil. 'C'~ ",ou(lu 
o.l'vannlT ~nd Oiana I. Forti .... ·R .. ~'3lu •• iun or 
Ih .. S,ructu,e·C.,nduct·l'C'rfurm.nc .. I'lradi!t'" in 
P,.nILinj(.· Sl.4ff.\I~rroJG ~-;.~. Federal Re.er~ 
.i~ni. u(Chi""'.\R()~ 1~~;. 

-----
-fur 2. dhcu,.iun urthis.. s~e Dnu~(a, D. ~·.\':a"nCT. 
'Branch &nki,,( ."d Sc",icc ,\c~C' .. ibilil~·:J""" 
" .. I "f.\(""~ emit... .. ....t &S"liPl(. (M.~ 1!11I!!). jilL 
1~I·Zn:. 
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FIgure 4. Impact of Branching on'the Average Price of Bank ServIces 

(A) ~) 
Unit Sttrfewlde Exp6Cfed ) ,) 

Banking Branching Difference 
states States (Al - (8) ·.,t-Valu_ 

~------------------~. 
Average Service Fees 
en Regular Checking Accounts 2,5%" 1.8% + 3,21 

Minimum 80lance on 
NOW h:counts S4160" 5339 + 1.93 

Average Rote on 
Consumer loons '\3.83% 13.87% • + -.22 

AV9fOQe Rote on 
Reol Estate loons '\0.8% + 1.89 

.lverOQeS ~ on data' for aCDtox!mctety !OO bann. 

·lndlc:les:r... r .. trc1e b slgnlfteanlty Icn;;er II'lQn Its counterpor1-5~ level of staTlstlc:cl si<;nlllecnce, Cc!c cre from II'Ie ;:.cerci ~erve Fy~onot 
CO$t~ 

offer:1 wider :1tT:l.\. of sen·ices.' 
As this occurs. lo~:11. perha ps 
~ !!!211~J.insliluW?.n~~\-c:.:"( p!nd':, 
th~ir,scrvic.e'orrmngsto c'om: ' 
p~~th the: new'cntranrs. 

One would also expect the 
quanti!Y_Q{9~tP'.!!u .. o_tjse in '-;-$;' 

a:.~!~.:.l1o\~'i~ ~xpansion. ~:4~." 
_l~>.!!!~Z§f!,trgeugr:ap~i,~ diycrsifrp 
.:C:1_~,! Er:-'ll_~ltiomce b~nks-'-' 
~~~ld.l~~! .. ris~.resulting in:::-
1~~~_~eed.rC?r: liquidity ~rri~ m~k: 
.r~g adlfuI911allendingmore ::­
attr.lcti\'e. Sm:lller.less di,,'eni­
f~e",cti_nstitu~on~ge-n·e~.il1i hoid:: 
?J~rg~r. por:ti~r:! p.I~~~.ets a~de: 
p~,~i!-.sa_t C?tJler ban.lc.!,orin in­
j;c:St~_llt~uritie'S. The5'c non· 
loan lSSets are held to m:lintain 
liquidity. ofiset the gre:lte7' 7'isk 
resulting from an undi\'ers:iied 
10:1n portfolio and ohtain the 
yield a\-:l i 1.1 hie in national money 
m:1rkets hecluse it rna\' exceed 
the marginal \'ield reliizec.l on 
loc:1110;ns. . 

There is evidence supporting 
lhesecomencions. For e:omple_ 
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.~~~ ~r:rr In.~ b"'~ ,. .. bri. ~n.1 "~n .. r:;' W 
Kt',,,t"f' .. -' ~li:t"~1 SoU"" "lu.l, ft' !' .. "~ ~"'it(", 
.tld """'CO' 'tPl,C"ri s,· ~il~.J"tt "Ir .... ' •• ,,.~ j ...... r .... ' 
o! .'f4"'l'f,..".rrJe.~","~~r l·'''~''.I'1'' 7:: ,. ... 

the "rcd funds sold plus Treas­
ury sccurities··lo-asset r.llio 
decrcases ...... ith institution size. 
suggesting that because.~r&c;.r:~ 

.i.Q.s_Utu!io.ns.hayC! lessneecifo".";: , 
,~L~J~~~id a~~~~~h.ey ~~. ~bJe ~. 
tu makcrnore loans. Thi~ rela­
i'"fc~'hTpf;s-e~; more directly in . 
the l()an·to·as~et ratio ..... ·hich 
increases ...... ith bank size. H9w, 
evcr_ cvcn ...... ithin mostshe 
gTOUpS. the ability to e:<pand 
..... ithin a state via br.lnching . 

. produces higher 1oan·co·asset 
r.nio5. Bank~ in scates ..... ith lib-
Cr.ll br.lnching ta ...... s also have 
the highest nonc:orp0r.lte loan· 
to·asset racim. i ndic:ltin9; br.lnch· 
ing leans coimprm'ec! servicing 
of consumer\o:l n need5. 

Prices. Irche 4uality ofb:l.nk 
services remains unchanged. 

'..ITl9~~~~p~~i~iO!.l (r~un.dj!f"'.f." 
areas wilhoulJl.~rrie.rs) should -;:­
result in lower rates on loans - r-

'~:nci'orhigh~tiares'on de·P9siii:'· 
H;;~m.itflas hee;-shown that 
.,iE~~~_£9ffipJ:ti~tt?n leads t~~~ 
rt].(!~!!4.~ng Cptes.i1rna bit to··:-. 

. higber_risk'cu~tomers);'a gre'ater' 
. -ir:r.J.y_of ~rvice.!.~!l~_an incre;lse. .... 
insc-r.X(..i~:..: ~~~i!>ili{~·. This 
Tm proved ~eT\-ice m3~' he c~Pt"ct. 

ed to pa:tially eliminate any 
preferred price differential in 
the more competitive markets. 
. Figure 4 pro\'ides informa­
tion on the impact of geognph­
ic restrictions on bank pricing 

.of certain t:-pes ofloans and 
deposits. Ser .. ice charges. mini­
mum babnce requirements and 
r.ltes on real estate loans are sig. 
n ificantl ... lo\\·er in statewide 
br.lnchi~g Stales than in unit 
banking s~a,es. Additional.anal, -,. ~ 
\'sis. ho~e\'e:,. indicates the reo 
~o"dl ofgeog-raphic restrictions 
c!nes nnt a ?peartQ lead to across· 
the·hoard increases in deposit. 
r.ltes. 

In m3rke~s with less than S~.5 
billion in bonk de?osits. mm-ing 
f7'0m unit banking to statewide 
br.lnching tends to raise CD 
rales and le:!se rates on ~f~fDAs 
and Super :--:0\'- accounts un· 
ch:1nged. 

In marke~s with more than 
5100 billion in bank deposits. 
moving from unit banking to 
~~at<~\\'ide b~nching tends to 
IC:lve rates un CDs unchanged 
and actualh'lo\\'en rates on 
~f\fDAs and Super ~OW ac· 
counts. 



While the removal of geo-
.~graphi.c restricti()ns has not 

been shown to have a clear·cut 
efrect on deposit or consumer 
Inan rates, it does have the posi­
tive side effect ofbro;)dening 
the si7.e ufbanking markets. 
Research hal' shown that deposit 
rates within SMSAs are consid· 
erablv more uniform in branch· 
ing st~tes than in unit banking 
states.' •.... " .:: 

In fact, in statewide branch­
ing states, the market for some 
consumer deposits appears to 
be statewide. driven by condi­
tions in the larger cities where; 
com petition would be strong 
even in the presence ofbranch· 
ing rel'trictions.' Just as state· 
wide branching causes deposit 
rates to reflect conditions in a 
state's most compet!tive markets, 
interstate banking would tend 
to cause deposit rates to reflect 
conditions in the nation's most 
competitive markets. 

Impact on the Local Community 
It is fr~quently arg'ued that. 

"'hile I:nger banking org;lni7.a­
tions (made possible by the reo 
l:lxationofgeographic restric· 
tions) do have higher loan·to· 
asset rollins than unit banks. the 
loans are not reinvested in the 
local communities th;)t were the 
original source of the deposits. 
Howe\·er. i~Js it:!" E0r.ta ntto real-~ 
i7.c that stn.iller banks also in\"es(· 
~]~rg:e·p~~j9i.q'rJh~ir fuiids . 
"6·~~s.t~t;Jh~e.l0pLc9~_munity . .It 
i~;'geriel.ll pr.ictice for small 

. banks to I~n!i ~ significant por· 
t iori '()['their fuiidfronan local 
~~'~kS: ~hrou_S~~.t11~Jed·e~1 fund~ 
mark~t a~d. to. the U.S. gOJ~in~ 

·:m·e.~t tlfio~g1'i~()f~i!lgs of Treas­
\i~' s'ecurities:ThiSoccurs in' . 
bige part because lending Ope 
portunities within the local com· 
mllnit}' are less profitable than 
those in ()th~r localities.lo It may 
also occur because the bankS:=- . 

-.~ , ..;_ . 
. ~~~~~¥~¥j~~~V=P9rtfo~~;,-

1i~~w.J!h!~1l!:£.tp ... Q.u,tsideJt'e However, it is precisely this 
loGll:1rea. greater mobility or "siphoning'" 

Generally, ball~.i)otli'"'uon(ffrl- offunds from areas of low net 
:.J~2,~1IR~n.infCf.ta,t~~~·.. credit demand to areas of high 
'~~Q4!~~~ ~e.:.L~.pp!lei3ofle~ credit demand that is ohjected 
~~t~Jh5-..~:'iJ~9r.~~~~JrJnF:~ to by many critics of branch 
system, while tfie l:trger oanks banking. But this lr.l.Osfer is 
are net purchasers of fed funds. ,'neither reprehensible nor re· 
Not only are small banks net gretlabJe.lt is the manifestation 
lenders of these funds. but their '~fthe efficient operation ofa 
·Ievel of fed funds sold and hold- broad credit market. Any at· 
ings of Treasury securities as a ·-tempt.to ~keep funds at home:.'" 
percentage of total deposits is whether through restrictive 
the highest of any bank·si7.e cat- branching laws or other impedi-
egory. Thus, small banks appear menu to the flow of funds, both 
to be responding to the same fi- impairs national economic effi-
nancial incenti ..... es that affect cienc), and. in areas oflow net 
larger banks. Bank performance credit demand, discrimin~tes 
data suggests that, holding size against depositors in favor of 
consta nt, small banks in unit bank· borrowers. 
ing states sell more fed funds In lines of commerce other 
than do banks in branching states. than banking, it has long been 
This suggests that small banks national'po~F1."l9.oPposTsUcli:~ 
would lend more in local mar· irue-rfcrence.swIlh trade. Bank· 
kets ifbranching restrictions rfrig'i~'(fneJ;rth~'r~;~:Tndustries 
were relaxed. in which there is a significant 

Branc~..£~~2~lq.!Egfo~p":an~ .. :,... degree of autarky by states and 
banks aJ~9.~'pP~r'Stl?, .... 1:?.e_IE.9~c:.: localities. Indeed. federal bank· 
efficient tna"n'unit banks in:: ing law tends to reinforce the 
movir;rru·ngsto~he;-~·th.etire:~ practice. The ct:lUses referring 
mostneeded. Tn ere' are two I to the "convenience and needs 
Y}:pes'of e,'idencethatsuppon of the' community- in the Bank 
such a conclusion. The first was ~Ierger Act and Bank Holdi!1g 
contained in a study in the late Company Act ha.ve consistently 
1960sthat compared t~e loan· _ _ . ?~e_~J_n_t~~p~et,e_d_~ ~erert() [he 
to.deposit ratios ofuni£ banks particular communities in \,'hich 
and indi"idual branches ofa 
large CaJiforI}ia branch bank in 
the same towns. Not only "-..IS th~ I 
a"erage loan·to·deposit ratio 
highC'r for the branches, but the 
'-ariance W';lS much gre3ter. 
indicating tha.t some branches 
..... ere serving primarily as depos· 
it gatherers and other!' as lend· 
ing outlets. Additional evidence 
is the consistent finding that 
pricing tends to be much more 
uniform in are:lS where branch· 
ing is permitted. This implies 
that credit is being alloc:lted 
more efficiently between mar· 
kets so as to equalize r.ltes of 
'return and rna ... result in a flow 
offunds from ~ur.ll to urban 
are:ls.' I 

ISSUES I~ BA~Jo\ REGL"Ll,.TIO:-.i 

°fnr C"fam:>lc. ..... 'nn.lin R. I".d .. .,.rrh. -Thr RJnl' 
ino;: Cum ~~11 i.," C:.1n.t,. "'"r1""; \'.,III1"nl Ifnr:_'1'If 

r.1":.,,. •.. ".,1. ~ '~~?IC"mh<r 1~1r,~". pp. 1·'~. 

.~('~ '''I ~,Jd C:. KC'('l~'. ·O('terrninin~ C~u~~ohic 
\f:,rk.("t' Fu' Oe?(''lit CnmpC'tiriu" in ~"i..lni· 
f:.r",,.,,,,,,, R,,""'~ FC"dC'f:11 Rc-"C'nt' !\~nk u(S.an Fr-.a.n· 
f.l'ltu (5umnl("f t~~:,l. pp. :5.-l5. 

utt h .... ""{, .. hc-C'n "ho,.. n rh:u 'm~a "'::1.",," uhl4in a 
UfOCC"f p',,,inn nrthC'i' r"nth l"c:\I1\. Thu •• th~' 
!'N'lh uhl2in murr f..,c:any th;'f1 dlt l:uJ,:('r bank." ~nd 
,rnd mnrr nut .. r\h~ m:lrk.M "i~ the' IrnC'nl fund, 
m:2irkn.~f"~ Cun"t2.ncf" nunh~",. -tn't'1'"\t:uC' R;ank· 
in\: and Ihe OUIO .. " urt.>eal fund .. - :-:"..I·:~""" 
fj~", .... 1I' M~"'" F .. d .. nllt~.e~ .. Ran" ur""'I .. n 
(~I~n:hl"'l)rlll~l<';'. pp. ;·19. 

"for a di,,·u .. inn nrthi.lil .. r:lIurc. .er \·e,I .. Juhn. 
,IUn. -C:C'mp<'lith .. Perfurman, e ,,(L'nil and 
8r~n.h &niu,' /'Tnr"di"r:< n!" eM!""'''"" II,,'''' 
:.,"'" :11" tI-t,{ r.n",:Jtftlttntt tr:h;(;':a~fJ: ;:C"de!~1 Rr'C'r, .. C' 

l\on' "rC:l\,,'~"": 1·,,,7,. p.,. I:~i~: ;r ..... lin 
f.I .. -~rd .. npo <i •• : \fall h"", Sh~ne. 'n., I'tnrro! f'~rwb 
tlt~ /I., lj,,,,,,.,.,.,.,,t! X,,,,.ci,,(, .~"t'",. ~131i"n 
Rulktin ~1';(51.l":Iul: ~!t .. c~lJ~nl hpc:rimC'nl 
5t:ltinn. 1~"';':1. .. ",' 
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the concerned banlc.ing()rr.ce~ pectcct to h;we a significant gr.lphic e:<pan~i()n has one 

" are loc:ned. This ignores thc fact impact un the prohability of uthcr consc'luence for hank 
J • 

th:lt the bruadercommunitv failure:. s;lfety:tnd suundnc!'is. Ifrc~ta. I", 
might be better served iflo;n. One' mcan!'i by which br.lnch tors cunsider some bank.!'i -too 
able funds were lent where they re~tric'i()ns may affect bank big to fail~ mure banks wirfgJ-in" 
are most needed. 5afety and sou,;dness is through access to d, facto IOO % deposit 

Safety and Soundness 

Safet~· and soundness cnn· 
siderations played. at tnmt. a 

'~. 5ecnndary rule in the- adoption 
of both federal and ~tate reslric·,., . lthough we have serious doubts about the wis· 
tions on branching. These reo dom Of the 'too big to fail' policy, those who accept it 
srrictions :m: largely the prO\" 
ince of the stat ell and predate must deal with the potential for consolidation 
the major source of safety and ' created by interstate banking." 
soundness legislation - the bank· 
ing crisis of the 19:~()s.l\e\"erthe. 
Jess. policy towards geographic 

insurance as the average si7.e of e:<pamion dues have implica· their impact on the ability of the 
tions for the safety and sound. hank to manage its p'ortfolio .. hanks and hank holding compa-
ness ofthe banking system. ..c!~~ph"K~trrajoE""€~y.,,::-- nies continues to grow. This 

In the pre· Depression era. iTi:iK'ii, difficult rorbinks to ~ .....ould eliminate market dis· 
branch banks had proportion. ~];~.r~Tifj~11.!Jii~E P9tirotlos: 

. 
cipline and create incentives for 

ateJy fewer failures than unit Fede·r.il Reser.·e data on hank 'e:<cessive risk taking. 
banks. This difference in failure ·Iending by industry for banks Although we have serious ' 
rates was frequently a.mihllled with assets in e:<cess ofSl billion douhts about the ..... isdom ofth'e 
to the di\'ersification permitted ..... ";ts collected for 1982 a nd used -(00 big to fail- po1iC)~ those ...... ho 
by the larger si7.e and greater to compute an index oflnan' accept it must deal with the po; 
geographic scope ofhr.lnch portfolio diversification. The tentiaJ for consolidation ere· 
hank~.lt is not surpri~in~ th;'\t more diversified (less concen· ated hy interstate banking. One 
this relationship secm~ to ha\'e troned) the portfolios across a pproach would be to place lim .. 
disappeare.d in the post·FDIC different industries .. the lower its on the ahsolute si7.e of bank· 
p,eriod since regulators have fre. ,the index. ing organiZ:Hions. Anotherwould 
quently permitted trouhled tndu~trial 9iversification be to relate deoosit insur.i.nce . . 
banks to remain open as long as \";tries with bank size and branch·- premium~ orcapiul ratios to 
runs do not l:lke place. Because ing status.l..a.,igc:ba~~~Jre-more:- bank si7.e to account for the dif· 
deposit insuranceelimin:ltes diversified than small banl;s,~ . ferential in co\·erage. The basic 

, the incentive for most deposi .. i~d 'Difit~';ii';uic:s'with-11hcral 'prohlem is that deposit insur· . 
tors to run. we would expect Ih:ll b·~ct!.~g ~'afc:more Cliv'ersV ance has sharply eroded the 
differences in bank failure r.lIes fiedthan banks buroened with banking industry'S exposure to 
\"ould be less dramatic nr even ... ' .. -.----.... ....... --".- --- .. - : 

market discipline. If deposit' , gr.~-:l~~~~ p.h,c"!~!U~!I~.ns. 
none:<istent.'2 Therefore. "'hen Oilce ap.lO. the hurden of the insurance were properly priced. 
deoosit insurance is a\";tilahle. rC!itriction~ ill two·fold. ~ot only there would be no incentives for 
re~o\-al of barriers to get)· . do they cre;lte an ;lrtificialty excessive risk taking. and con· 
graphic expJnsion is nut ex· large numher of non diversified solidation in the industry ...... ould 

small bank~. hut hehavior is not pose a problem. 
affecteci even among banks of 

Conclusion ~imilar si7.e. The implic:ltion is 
",r2 r~12,inn'hip d~, ~~i'l. it .. "uJd 21'I>"r Ih21 clear: The re.~o~l.uf ~gt!l •. Economic theor:'and empiri. 
bn"clli"~ i. 'I ill ro"duci ... ,u oarr" I"d ... und. 

p~i~!~!t.rjC.t.~O~.~') tl'leid t~-c cal evidence suggest tha~ ~h.e . "f:'" For "-3"'plc. ~t ... f'C':'J t!l'~'a.I!'P&" :!, ... 3~": 
and .. ~~ t,r railC'rl in.tttUlin", .crt' in '131r-,rlt' ·inbre~divcrsiffed bank.s that are consum'er is bCstSTried when' 
hranchin,. li""trd bn,,,hinllnd un .. han"I"C 

", ~-_ ... - .. _-_.-_ . .-
~-Q..jlp'~9.~ i~ keen an~ th~re bener able tci.Withit.:itid fina. tt21f:" rt"pt'C1",~f~·. Thf: ?t"trft,alt' "h,n,t tun., 

~$.S~.~d~~2.00:!l~ in a paTtiCij~"· r2Iii"~ ""I' ai", r .. icC' thai urhl"'Jn{h h.ani., :J re feW bai'rien-l'o entr\·. The 
t ff~'t'r. ,hi, 1"""IiC'i.aI''''" d.~ nue ''''ph' ra".I. 

JarJ.n®.'try.= e\·id~k~·e":ll~(; indirn~ that reo tin". aftd it ""'nrc Ii\tl~ thai failure i. c3u'nl tw 

mo .... ,ll ofint.rast:1te restricti(;ni·. ...... r ma"a~~m~nl ur rr)ud. Reb:'(:uilln ofharrien tn ~eo· ..... __ II -.-. .... ~ ___ . 
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-r.~!l.t>;~.~Si.!"gis prbCompetit;ve. 
Libei.lli~tion of restrictions on-
:..t~~~ bra~ching has bcln:':;­
S~_~..!1J~ increase bankJendi~k'·· 
jncr!!a~c:.E~.n~ ponfolio·diver.!" . 
. ·sirrc:?l.!i~E.J l~~r p!!>.fita bility ... 
-.!~~E!'!' p.r.2.~ )::.tisfomcrc(;iiY~Q~-'" 
.• !~ncc through a dramatic in· 

crease in the number of bank 
offices. There is no reason to 
believe that the impact ofinter· 
state banking would be qualita. '. 
'tively different.''' .:. 

Removal of restrictions on 
intrastate branching is not ex· 
pected to appreciably increase 
concentration in most local 
banking markets. Shifts from 

~li!l\iled braD£.hi.ng.to 5;a.!~j?e 
J>}:a.ncm!lg:.or from sbtewide-
.. p.~~r:.l1irfg to mt~te oanking 
"-Quld even lead to decreases in... -_. .~ :::":':-''-.. _-' .-. . .. _ .. 
marierconcentratton in nonur· 
.-~-..:...-----. - - _. - __ e. __ _ 

ban markets. although the im· 
pact ofinterstate banking might 
be relatively small. 

An examination of the exper· 
ience of other countries sug· 
gests that concentration would 
not reach worrisome levels as 
long as new charters are easily 
obtained and thrifts are permit. 
ted to offer a wide range of bank· 
ing services. Concerning the via· 
bility of commerical banks, broad· 
'eninggeographic expansion 
will allow institutions to become 
more dh'ersified with respect to 
banking markets, customers and 
industrial sectors. This should 
result in safer instituti9nS. The 

. evidence, in toto, strongly sup­
ports the continuation of recent 
efforts to eliminate barriers to 
geographic expansion in bank· 
ing. • 

TM authors are econo~ists at tht 
Fednal Reserve Bank oJChicaga. 
Tht ViCUlS expressed are those of tht 
authors and do not necessarily rtfltct 
those oj the FetUral RestTVe Bank oj 
Chicago. 

"Whilc mu" ur,hc evidcnce p' ... ~n,~d in ,hi. 
anicl~ rocu-c, "n ,h~ bcnclil ... Uihcf3li.inl 
bnonchinl ,c"nC\i"n,- ,"udic. "r,h" ~lTrn'n( 
~pan,ion ~ hank hnldinlcnmpanin''''nl 
similar. ir. .. mrwha,_.ILcr. ,coull .. Thc "udi ... 
c"nciudc ,hal Cnlfy b! hank hnldinltfumpanico 
modC'llrimprnon pc,fo,m.nce. F .. , cumplc.~c 
Juhn T.R....:. 'l\anIL lIuldinl Cump.ny AlTolia,i,," 
and Mar."1 Slur" Ptrr"rmancc.·J-.....Jrt/.lo4orv­
"'7 I-.. .,...".. .. J. .... 1. lIllanuary IlIM!!\. pp. I'~I!>: 
.ndJuh" T. Rooc and Donald ~'"2IC. -a..nlllold· 

\ 

inll: Compa"! IX "'·wo ~.n'ry .nd !l.>nlinr; \(a,ILct 
D~nnccn'f3'inn.-J"""""1 of }Ia,,", /VvwrrJr.. ... 1. 13 i !Summer 1 !Ill:!). pp. !I .... Ulfl 
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BANKING 

HOUSE BILL 151 
BANK RESTRUCTURE ACT 

20 QUESTION & ANSWERS 

BY MONTANA BANKERS ASSOCIATION 

1. What about local control? 

Owners and management of ALL banks establish loan authority 
and other policies today as they have in the past. Whether 
it is bank or a branch does not make any difference. Banks 
usually rely on a Community Advisory Board for branches. Some 
family owned banks only have family members on their boards. 

2. What does a bank board do? 

Most financial institutions have a local Board for counsel and 
to help market services. community Advisor Boards are used 
wi th branches for the same purpose but without fiduciary 
liability for the directors. 

3. Where are deposits invested? 

Deposits of ALL financial providers are invested for yield and 
liquidity. ALL banks prefer to make local loans for higher 
yields and to help the community grow. All financial 
providers invest excess deposits outside their community just 
like individuals, businesses, schools and governments. 

4. Who approves loans? 

In all banks and branches, every officer has a loan authority 
limi t established by the owners and management. Loans in 
excess of that amount are approved by senior management and 
owners whether it is a branch or bank (or group of banks) 
which may be owned by an individual or a family (who may live 
in-state or out-of-state), or shareholders of publicly traded 
stock in large mUlti-state systems. 

5. Why are some banks opposed to change? 

All there is to fear is fear itself. Progressively minded 
bankers recognize the need to grow to get economies of scale 
to be competitive with other financial providers. HB-151 bill 
allows small locally owned independent banks to expand, 
thereby making them stronger and more competitive. 

6. What if I want to sell my bank? 

This bill enhances the salability of a bank to other Montana 
bank (s) through a merger and exchange of stock. Since 
deregulation in 1980 the value of small non-publicly traded 
bank stock has dropped about half due to a decrease in market 
share and earnings. 

~~~~BIT I li-llsy '= 
HB IS} 
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" 7-.' Does HB-151 hurt any bank? 

8. 

No. 

What has been the experience elsewhere? 

South Dakota has had statewide branching for 30 years. They 
still have 135 banks (129 are independent) but also have 150 
branches for a total of 280 outlets compared to Montana's 170. 
Their population is approximately 100,000 fewer than Montana, 
yet there is greater consumer convenience. SO also has about 
the same number of credit unions, savings & loans, and other 
financial providers. 

North Dakota allowed mergers in 1987. Since then First Bank 
and Norwest have merged reducing the number of banks from 177 
to 160. They also have 75 branches for 235 outlets, or 65 . 
more outlets for 200,000 fewer people than Montana. They also 
have 75 credit unions and 6 S&L's with 80 branches. 

Wyoming allowed mergers in 1987 which has been taken advantage 
of by two major bank systems. Failed banks may be operated 
as branches. 

Kansas passed a merger/branching law in 1987. Most branching 
activity has been done by small community banks • 

. Nationally, there are still 13,500 banks and over 58,000 
banking outlets, in spite of a loss of 700 failed banks, and 
interstate banking and statewide branching in most states. 
New independent banks are constantly being chartered where 
investors see a need or opportunity. 

9. Do other states allow branching? 

Thirty states allow statewide branching, 3 states allow 
national banks to branch statewide de novo as a result of 
court rulings and 13 states have branch banking within limited 
areas. Most geographical restrictions have been dropped or 
will be dropped. Montana has been the only state to go 
backwards by repealing a law allowing mergers with banks in 
adjoining counties in 1969. This was after a bank in Butte 
and Anaconda merged, thereby creating the one bank branch in 
Montana. 

10. What does HB-151 allow? (Upon approval of state banking 
board) 

1. All multi-banks (2 or more) to merge or consolidate. 
2. A branch in any neighboring town now without a bank. 
3. Buying a failed bank and making it a branch. 
4. Banks to have one detached drive-up in suburbs. 
5. Placement of automated teller machines anywhere in the 

county and contiguous counties. 



~~. What does HB-151 not allow? 

TAXES 

1. Interstate banking (now allowed in 47 states). No out­
of-state bank can buy a bank in Montana (unless it 
failed) such as First Bank, Norwest, or First Interstate 
Bancorporation. 

2. Branching denovo. No bank can branch in any town which 
has a bank. 

12. Does the MBA bill change the tax structure on banks? 

No. 

13. Do mergers change the amount of income tax revenue paid by 
banks? 

Could increase taxes if a bank merged thus forfieting a net 
operating loss carry forward. If a bank did not merge the 
NOL would be deducted from future earnings the same as today. 
Over the years, a diversified system of banks like a 
diversified portfolio of stock is more stable than a single 
bank or single stock. Taxes on earnings of any business are 
unpredictable. 

14. What effect does mergers have on taxes? 

The state corporation license (income) 6-3/4% tax on all 
corporations doing business in Montana requires only banks and 
S&L's to share 80% of said tax with local government. 
Distribution is based on deposits in the branch(s) to the 
total deposits within the bank or S&L. Taxes are shared with 
all cities and school districts within the county. DOR has 
administered this distribution system for 11 S&L' sand 35 
branches and one bank branch for 10 years. 

15. What happens if there is a loss? 

Any corporation may get tax refunds back 3 years and carry 
forward said losses up to 7 years. Sinc~ bank and S&L income 
taxes are shared with local government, counties must make the 
tax refund even though said taxes have already been 
distributed to cities and schools and spent up to 4 years 
previously. On the other hand, any corporations who merge, 
all net operating losses carry forward are forfeited thereby 
potentially increasing tax revenue for government. 

PUBLIC INTEREST 
16. What has deregulation done to banking? 

since 1980, deregulation has taken off ceilings on all 
interest rates to both savers and borrowers and allowed others 
to provide financial services such as Sears, stock brokers, 
real tors, insurance agents, insurance companies, mortgage 
companies, finance companies, etc. 
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since 1980, the average return on equity for commercial banks 
nationally has dropped from approximately 14% to 8%. Market 
share has been steadily dropping and is now down to 29%. 
Market share in money market funds and other financial 
providers has steadily increased (doubled in MT Credit unions 
past 5 years) . 

17. Are banks competitive? 

Banks are still perceived as a public utility and not as a 
competitor for financial services. As a result, all banks 
must comply with a host of federal laws and are prevented from 
selling other financial services such as insurance, securities 
and real estate. Equipment and compliance costs and 
geographic restrictions are strangling small banks. 

18. How has deregulation affected the consumer? 

19. 

20. 

Deregulation has created more providers of financial services 
at different prices for the consumer to shop. As a result, 
the consumer weighs risk, convenience, service and price when 
deciding where to invest his savings, borrow money, or 
purchase a financial product like insurance or securities. 

How does the MBA bill help the consumer? 

It enhances competition on interest rates and fees. It 
provides more convenient outlets. It lets the market place 
decide which financial provider will succeed, whether it is 
a bank, S&L, credit union, stock broker, retailer, realtor, 
insurance agent, mortgage company or finance company. It 
diversifies and strengthens the banks assuring greater safety 
and soundness. 

How does the MBA bill help the economy? . 

It allows larger loan limits by combining capital for major 
loans to corporations. Increased competition leads to more 
lending. 

BOTTOM LINE: The Management of any business, bank or branch, 
independent or system, large or small, national or local, 
ultimately determines its success or failure. That's what a free 
market place is all about. Please let banks compete. 
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INDEPENDENT BANKERS AND OTHERS 

TESTIFYING FOR HB-151 
EXHIBIT ;-} 
DATE 11/7;1: 

BANK RESTRUCTURE ACT HB __ ----'/~!S~/ __ " 
BY MONTANA BANKERS ASSOCIATION 

House Business 
& Economic Development Committee 

Rep. Bernie Swift, Hamilton 

9:00 a.m. 
Jan. 18, 1989 

John Cadby, EVP, (MBA), Montana Bankers Association, Helena 
Mark Safty, Attorney, Billings & drafter of the bill 
Gary Carlson, CPA, Anderson-ZurMuehlen & Co., Helena 
Lynn Grobel, President of MBA and First National Bank, Glasgow 
Jim Bennett, Imm. Past President of MBA & President, First Citizens 

Bank, Billings 
Mike Grove, President, First National Bank of White SuI. Springs 
Sam Dasios, Businessman, Troy, MT 
Earl Lovick, Director, First National Bank, Libby 
Rock Ringling, Consumer, Helena 
John Witte, President, Traders State Bank, Poplar 
Marty Olsson, VP, Ronan State Bank 
Sam Noel, EVP, Citizens state Bank, Hamilton 
John Franklin, President, First United Bank, Sidney 
Bob Henry, President, First security Bank, Missoula 
Verna Welch, President, Missoula Bank of Montana 
Bob Sizemore, President, Western Bank of Chinook 
Rod Smith, President, U.S. National Bank, Red Lodge 
Ken Hendrix, President, First National Bank, Twin Bridges 
Larry Moore, Cashier, Stockmens Bank, Cascade 
Clint Rouse, CEO, State Bank & Trust Co., Dillon 
Don Oie, CEO, Citizens state Bank, Scobey 
Rex Manuel, Former Legislator representing Montana Bancsystem and 

Bank System of Montana 
Bill· Thorndal, President, First Security Bank of Laurel 

Letters of support from those who could not be present: 

Richard Duncan, Banking Commissioner of South Dakota 
John A. Dowdall, President, First Citizens Bank, Polson and former 

Commissioner of Financial Institutions for Montana. 
Alan Pearson, President, Citizens Bank of Montana, Havre 
Thomas Hagen, President, First Fidelity Bank, Glendive 
Michael Miller, President, First National Bank, Wolf Point 
Bill Kearns, President, State Bank of Townsend 
Robert J. Gersack, President, First National Park Bank, Livingston 
Carl B. Bear, President, InterWest Bank of Montana, Bozeman 
H. Richard Hansen, EVP, Farmers State Bank, Worden 
John D. Lawrence Jr., President, Farmers State Bank, Worden 
R.D. Aanenson, VP/Cashier, First Citizens Bank, Bozeman 
Richard K. Sinclair, EVP, First National Bank, Hysham 
Bruce B. Ellis, Chairman/CEO, Montana Bancsystem, Inc., Billings 
Albert A. Martens, President, First state Bank, Forsyth 

38 Total - 97 banks, a majority of Montana's banks voted for HB-ISI. 
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Department of Commerce and Regulation 
DIVISION OF BANKING 

State Capitol - 500 East Capitol 
Pierre. South Dakota 57501-5070 

Phone 605/773-3421 

January 12, 1989 

Jim Cadby 
Executive Vice President 
Montana Bankers Association 
1 No .. Last Chance Gulch 
Helena, Montana 59601 

Dear Mr. Cadby: 

......... .1thn 

"''''H . .t:ei'5~a 

•• _ ..... E~'I 

._ ..... I:ln 

CHECK N.;~,iE --.. ~ .. --
•••.•.... f')r Your 'r.for~~tiC>n 

•...••... i'~·:3;~ C(·~y 10 ............. · .... ·•··· .. ··· .... •·•·• .... • .. ······,·· 
......... :i:~ 'I::.e ;t ..................................................... . 

••....... R~.ur!1 Or,g;n"llo .................. ·• .... ·•••·•••· .. •• .. • 

•.••.•... F!le ...•.••••....•....• ·•••·•••· .. ···• .. ·•••··· ................... .. 

This letter is written in response to your inquiry re­
garding the significance of branch banking in South Dakota. 

As the chief regulator of state chartered banks in our 
state, I am primarily concerned with the safety and sound­
ness of our banks as well as seeing to it that the people 
of South Dakota receive good banking service. 

We have had a liberal branch banking law for a number 
of years. The benefits of this law can be seen almost daily 
in South Dakota. 

Most of the banks in small communities are facing an 
earnings squeeze because of federal laws that'have 'deregu­
lated banking and have allowed everyone to get into banking 
activities, as for example, auto companies on auto financing, 
insurance companies who now receive many of the deposit ac­
counts that used to go to local banks and who now make loans 
that used to be made by local banks. 

Between credit cards and the Federal Farm Credit Ser­
vices, a substantial amount of business is being shifted 
away from banks to other entities. 

The principal owners of many small independent banks in 
South Dakota have, for various reasons, sold their banks to 
other area banks, many of which are also independent banks. 
Some bankers have sold because they want ~o retire and they 
have no one who wants to take over, or because the banks 
have become less profitable because of deregulation, etc. 
Most of those smaller banks are made branches of other area 
banks. Without branching authority, the owners of these 
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smaller institutions would, in most cases, not have a market 
to sell their bank, since in most cases only other area banks 
are interested in these institutions. 

Without branch banking many of these banks would have 
to close, thereby depriving the smaller c9mmunities of bank­
ing services, or the banks would remain open as economically 
unfeasible institutions, which would ultimately fail or be­
come so small as to be unable to service the borrowing needs 
of the community. 

I might add that concerns that large banking concerns, 
such as Norwest and First Bank, would gobble up the smaller 
independent banks has proved to be unfounded. In fact, 
Norwest and First Bank have sold off a number of their 
branches to smaller independent banks because they found 
they could not be competitive with a well run local bank 
facility. 

For these and other reasons, I strongly feel that branch 
banking has been, and will continue to be, an important part 
of keeping banks in South Dakota strong and in servicing 
small communities in our state. 

RAD: jmp 
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st citizEns Banl-l 
ot polson 

213 1st STREET WEST / POLSON, MONTANA 59860 

January 13, 1988 

Mr. John Cadby 
Montana Bankers Association 
1 N. Last Chance Gulch 
Helena, Montana 59601 

Dear John: 

This is to inform you that I support the Montana Bankers 
Association's approach to branch banking. 

I've been in banking over 30 years and I'm mighty tired of this 
constant wrangling between bankers. I would remind you, I was 
Superintendent of Banks for the State of Montana un~er Forrest 
Anderson, 1969-1973, and got a real in-depth look at banking in 
Montana at that time. 

I have always felt the bankers have been fighting the wrong 
fight. My fellow bankers should·be more concerned about Savings & 
Loan Association and Credit Union branching than bank branching. 
I have talked with numerous bankers in branching states and from 
those conversations, and- from my years of banking experience, I 

·have concluded,·- it: -is now time for branching in Montana. We 
should always· remember. that banking is not for bankers but for 
the people. The people give us the charters and they should be 
served. Branching will do a better job of serving the people. 

Sincerely yours, 

J A. Dowdall 
President 

JAD:se 
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CITIZENS 

BANK OF MONTANA 
P. O. BOX 831. HAVRE. MONTANA 59501 

January 12, 1989 

John T. Cadby 
Executive Vice President 
l /bntana Bankers Association 
1 North Last Chance Gulch 
Helena, Honta'1a. 59601 

RE: Bank Structure, Herger / Consol ida tion Bill 

Dear John, 

I had plans to peysonally testify in support of the above 
described legislation before the House Business & Labor Committee 
hearing on January 18, 1989, hCMTever that is the same date of the 
Annual Meeting of Citizens Ba.."1..'i< of ~'bntaria, therefore I will r..at be 
ab:!.e to attend. 

Although I ·",ill not be able to atterrl the hearing, this letter 
authorizes the L'Dntana Ba."1kers Association on behalf of Citizens .Bank 
to voice our stYong support in favor of the Bank Structure Bill. 

Approval of this legislation v;ill r.eke 1,bntana I s Banks more 
cQ7lPetitive ar.d all a", them to su..'Vive durins; these tough econa:lic 
t:irres. Passage of this Bill \vould also provide balidng services to 
comm~~ities that do not have a financial institution at this. tirre. 
Honta.."1a Bfu--±s need the fl82Dility to deal '.-lit,h, ,_their _ "proble:ns. 
Several ba"'l.:.cs in l'iontana are in' financial trooole as indicated by our 
large perce:1t of non - perfoming loans fu"1ci lOd :bank earnings. 

Groups and task forces frc::n out of State as "vell as in State 
have called for rxx3.elnization of H:x:tana I s Banking La~·"s. These 
reccrnr.1endations, included in the Banl< Structure Bill can only .:aJ.~e 

r··lontana I s econa,-::," stronger, ,,;hile protecting nrral Ibntana ca:T.ll..L.~ities 
fran losing its banks. 

Thank you for your assistCllce in getting this i..:rportant 
piece of legislation passed in this session of the Legislature. 

Sincerely Yo~s, 

..#~~J 
Alan L. Pearson 
Presic.ent 

ALP:mkr 

CC: Boo Bachir..i 
State P~presentative 
Capital Station 
Helena, ~bntana 59620 
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( First Fidelity BanN 
319 N. Merrill Ave. 

I,1fftIIfIIt P.O. Box 811 
Glendive, Montana 59330 

406-365-8282 

( 

BANK" 

January 12, 1989 

John Cadby 
Executive Vice President 
Montana Bankers Association 
1 N. Last Chance Gulch 
He 1 ena, r~T 59601 

Dear John: 

This is just a brief letter to tell you that our Bank is in 
support of the MBA Bank Restructuring Act. By the time you 
receive this letter, I will have had an opportunity t~ voice 
our support to our representative in Helena, John Johnson. 

If I can be of any future service, please do not hesitate to 
call on me. 

Sincerely yours, 

~ 
Ttiorfatv. Hagan 
President 

TYH: lmh 

PERRY o. KING 
VICE PRESIDENT 

AGRICULTURAL LOAN DEPARTMENT 

SHELLY CHRISTIANSON 
ASSISTANT CASHIER 

OPERATIONS OFFICER 

THOMAS Y. HAGAN 
PRESIDENT - C.E.O. 

JAMES M. CARTER 
VICE PRESIDENT 

CASHIER 

TIMOTHY J. WALL 
ASSISTANT CASHIER 

INSTALLMENT LOAN DEPARTMENT 

I 
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Bo. 698, Wolf Point, Montana 59201 1~06) 653-2010 

January 12, 1989 

John cadby, Executive Vice President 
Montana Bankers Association 
1 North Last Chance Gulch 
Helena, Montana 59601 

Dear Mr. Cadby, 

This letter is to express my support of the Montana Bankers 
Association Bank Restructuring Act 'Vmich our Montana Legislators 
will soon be considering. I feel that this bill will be beneficial 
to the future structuring of Banks in our state and will allow Banks 
an opportunity to provide irrproved service to their custaners.-

. Sincerely, 

-7/«-<!f&ti fJ 1/If/4-
Michael D. Miller 
President 
Citizens First National-BaTIk of Wolf Point 

MI:M:lw 
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THE STATE BANK OF TO\VNSEND 
SINCE 1899 

P.O. Box 488. Townsend, Montana 59644 
Telephone (406) 266·3176 • (406) 442·2472 

January 12, 1989 

House Business Administration Committee 
State Capitol 
Helena, MT. 59601 

Dear Committee: 

The State Bank of Townsend supports the Bank Restructur~ Bill 
(Bill #HB19) ~nd urges your approval of this legislation. 

Thank you for your consideration of this request. 

JWKJr:rkn 

Sincerely yours, 

.~~ 
J. William Kearn:, ~ 
President 



·.4~ 
First' National 
Park Bank 
First National Park Bank in Livingston 
P.O. Box 672 
Livingston. Montana 59047 
406 222·2950 

January 13, 1989 

Montana Bankers Association 
1 North Last Chance Gulch 
Helena, MT 59601 
Attention: John Cadby 

Dear John, 

The Directors and Officers of The First National Park Bank in 
Livingston, Montana, whole-heartedly support the Montana 
Bankers Association Bank Restructuring Act. If we are unable 
to attend the committee hearing scheduled for Wednesday, 
January 18, to personally express our support for the MBA 
Bank Restructuring Act, we. would a~k that you convey our 
support to the committee. 

Thank you. 

Gersack 

RJG/nh 
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InterWest 
BANK OF MONTANA 

Mr. John T. cadby 
Executive Vice President 
Montana Bankers Association 
1 North Last Chance GJlch 
Helena, Ml' 596131 

Dear John: 

January 13, 1989 

It is long overdue for the Montana Banking Industry to 
·get in step with the rest of the country. 

As such, Intetwest Bank is in full support of the Bank 
Restruct!Jring Bill recently introouced by the funtana 
Bankers' Association as HE 151. 

Yours truly, 

carl B. Bear 
President 

Box 1926 • 1632 West Main • Bozeman, MT 59771-1926 • (406) 587-1231 



~BANK 
TelEPHONE 967·3612 

JOHN D. LAWRENCE, JR. 

January 12, 1989 

John T. Cadby 
Executive Vice President 
Montana Bankers Association 
1 No. Last Chance Gulch 
Helena, Montana 59601 

Dear John; 

• WORDEN, MONTANA 59088 

H. RICHARD HANSEN 

This will serve as notice that I am 100% behind the Bank Restructure 
Bill proposed by MBA. It is my understanding that this Bill is 
to be presented to the legislature this session. I give my whole 
hearted support to the passage of this Bill. 

I feel that it is paramount that the legislature pass this Bill 
as to the survival of all small community Banks 

Sincerely, 
/). )) 

/L:Yltc- ;-:1f~{/c r-_ 

H. RICHARD HANSEN 
Executive Vice President 

HRH:cw 
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~BANK 
TELEPHONE 967·3612 

JOHN D. LAWRENCE. JR. 

January 12, 1989 

John T. Cadby 
Executive Vice President 
Montana Bankers Association 
i No. Last Chance Gulch 
Helena, Montana 59601 

Dear John; 

WORDEN, MONTANA 59088 

H. RICHARD HANSEN 

This will serve as notice that I am 100% behind the Bank Restructure 
Bill proposed by MBA. It is my understanding that this Bill is 
to be presented to the legislature this session. I give my whole 
hearted support to the passage of this Bill. 

I feel that it is paramount that the legislature pass this Bill 
as to the survival of all small community Banks. 

President 

JDL:cw 



OF BOZEMAN. 2800 West Main Street· P.O. BOl{ 578 . Bozeman, Montana 59715 . (406) 586-4555 

January 13, 1989 

Business Administration 
State Capital Building 
Helena, MT 59601 

Dear Gentlemen: 

After years of research and a lot of hard work, we would like 
to commend you and voice our approval of the Montana Branch 
Banking Legislation. 

7/~~~ 
;{ ~. Aanenson 

Vice President & Cashier 

RDA:nls 
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· TIlE FIRsrl" NArrIONAL BANIi. 
IN HYSHAM 

HYSHAM, MONT A!"A 59038 

January 13, 1989 

John T. Cadby 
Executive Vice President 
Montana Bankers Association 
1 No. Last Chance Gulch 
Helena, Montana 59601 

Dear John: 

This will serve as notice that 1 am 10~fo behind the Bank 
Restructure Bill proposed by MBAo It is my understanding 
that this Bill is to be presented to the legislature this 
sessiono 1 give my wholehearted support to the passage 
of this Bi110 

1 feel that it is paramount that the legislature pass 
this bill as to the survival of all small community banks. 

bw 

Sincerely, 
~//U.;/ ,/ 
e///4~ -'vj/jr?·q&<-.· 
Richard K. Sinclair 
Ex. Vice President 
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, \11) Montana Bancsystem.lnc. 

January 13, 1989 

Mr. John Cadby 
Executive Vice President 
Montana Bankers Association 
1 No. Last Chance Gulch 
Helena, ~ 59601 

Dear John: 

2721 Second Avenue North Telephone 
Billings. Montana 59101 (406) 248·3633 

Fax. # 
(406) 245-9552 

My schedule will not permit me to attend the hearing to be held on 
January 18, 1989 on the MBA backed Bank Restructure Bill. I very 
much regret that that is the case as Montana Bancsystem, Inc. 
strongly supports the passage 'of this particular piece of 
legislation. 

It is our view that this carefully drafted legislation is the only 
proposal that will likely come before the Legislature.this session 
that will give the state the capability to maintain full service 
banking in smaller and more remote communities of Montana. In 
addition, it permits the modernization of our larger banks to more 
effectively compete in a deregulated marketplace. Its support from 
all segments of the banking industry in this state speaks to its 
need and value. 

Best wishes during the course of the he~ring--and--fn the progress of 
the bill before the House. 

Sincerely, 

./' -' 
. /' 1/' 

':'., ,/Cl 4,' ,:( . (.-- 1: v L--{ 

Bruce B. Ellis 
Chairman & CEO 

BBE/kjb 
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"STATE 
, BANK 
OF FORSYTH 
Box 379 
Forsyth, Montana 59327 
406 356-2112 

January 13, 1989 

John Cadby, Executive Vice President 
Montana Bankers Association 
1 North Last Chance Gulch 
Helena, Montana 59601 

Dear John: 

This is to advise that we do support the Montana Bankers Association Bank 

. Restructure Act. 

Sincerely, 

Qa:;;;" ~ 
Albert A Martens 
Preside t 

hhb 



MONTANA BANKERS ASSOCIATION 
FIVE POINT BANK RESTRUCTURE BILL 

Approved by secret ballot 97 to 59, 1 abstaining bank or a 62% 
majority of MBA members and a majority of all banks in Montana. 

The Bill allows: 

1. All multi-banks (2 or more) to merge and consolidate. 

2. A branch in any town without a bank (restricted to banks' 
county and contiguous counties). 

3. Buying a failed bank and making it a branch. 

4. Banks to have one detached drive-up as far as 3000 feet beyond 
city limits. 

5. Placement of an Automated Teller (cash) Machine (ATM) anywhere 
.in county and contiguous counties. 

Does not allow: 

1. Interstate banking (an out of state bank cannot buy a bank{s) 
in Montana.) 

2. City-wide, county-wide or s_tate-wide branching~----------------------

3. Branches in any town which has a bank. 

4. out-of-state bank holding companies to purchase banks (except 
failed banks) and make them branches. In-state holding 
companies could do this. 

Taxes: 

The 6-3/4% state corporation income tax on banks, (80%) would be 
distributed to branch counties the same as has been done for the 
35 savings and loans branches and the one (1) bank branch for the 
past 10 years. 

EXHiBIT 'i T -
-DATE ;/127}9 
HB / SI 
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·~~t~e~~b~c~£~tan~URMUEHLEN & 
V A. \J V .Lr' Power Block Building· Second Floor 

co., P.C. 

.....L:-u , 6th & Last Chance Gulch· P.O. Box 1147. Helena. MT 59624 • (406) 442-3540 

January 16, 1989 

EXHIBIT __ ..... ...;;;;;S~· _.,.-

DAT~E --.4-/.J-h"--g,~~-=~-"""k 
HB. ___ /.....,;;S-.t.-I __ 

MEMO TO: Montana Bankers Association 

FROM: Gary B. Carlson, CPA 

RE: Montana Independent Bankers Report 
Dated March 11, 1987 On Senate Bill 198 

INTRODUCTION 

In March of 1987, the Montana Independent Bankers (MIB) submitted a report. 
(Attachment A) to the Montana Legislature asserting that a bank merger and 
consolidation bill (SB198) would cause Butte-Silver Bow to lose income tax 
revenue from local banks. The MIB report was inaccurate and misleading for a 
variety of reasons that will be explained in this memorandum. In fact, 
Butte's tax revenues from banks declined more than 40% during the period 1985 
to 1987, but not for the reasons asserted in the 1987 report. Indeed, SB198 
did not pass the 1987 Legislature, so it certainly was not because of merger 
and consolidation that Butte-Silver Bow lost tax revenues. The real reason is 
that bank earnings subject to tax are frequently variable from year to year. 
The omissions and misstatements of the MIB report are presented below. 

1. THE MIB REPORT WAS MISLEADING ON THE OPERATION OF THE BANK MERGER BILL 

2. 

As a general observation, the report is misleading as to the immediate 
impacts of SB198. It is my understanding the first opportunity for a 
bank to operate under this defeated legislation would have been January 
1. 1988. The MIB report throughout indicated that 1986 tax revenues 
collected from the financial institutions would be affected. This is not 
an accurate interpretation. Indeed, the conclusions of the report on the 
last page are misleading. SB198 would not have impacted the Corporation 
License Tax revenues in 1986 or 1987 if it had passed. 

THE MIB REPORT WAS MISLEADING ON THE TAX IMPACTS OF BANK MERGER 

Additionally, the report speculates that the passage of SB198 would 
result in the loss of significant portions of tax revenue at the Butte­
Silver Bow level. This conclusion appears only to address the possi­
bility that a merger would always result in lowering the overall income 
of a merged group--whenin fact speculation could also result in the 
argument of increased tax revenue because the group income resulting in a 
favorable impact to the tax revenue allocated to Butte-Silver Bow. 

OFFICES: Helena. Billings and Butte Member of Associated Regional Accounting Firms 
Members of American Insitute of Certified Public Accountants Member of Private Companies Practice Section of AICPA 
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AND E R SON Z U R M U E H LEN & C 0., P. C., Certified Public Accountants 
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3. THE MIB REPORT FAILS TO REVEAL THE TAX IMPACTS OF MERGED FINANCIAL 
INSTITUTIONS IN BUTTE 

There are two financial institutions (possibly three depending on 
Prudential Federal Savings) which currently pay Corporation License Taxes 
to Butte-Silver Bow based on the entity taxes allocated by deposits -
Norwest Bank and American Federal Savings. Within either of these two 
entities, Butte-Silver Bow could have received increased ~ decreased 
allocated tax revenue. 

4. THE MIB REPORT FAILS TO USE PROPER TAX DATA 

The report refers to the Sheshunoff reports as providing substantiating 
information as to the potential impacts of merger, resulting in an 
overall system tax loss. An important point is that the Sheshunoff 
reports are submitted based on the financial institutions book income. 
Often times there are substantial differences between book and taxable 
income. The report did not disclose that this variation could be 
possible. 

5. THE MIB REPORT FAILS TO RECOGNIZE THE UNPREDICTABILITY OF BANK TAXES 

The collection of Corporation License Tax revenues is somewhat unpre­
dictable since it is measured by taxable income. Butte-Silver Bow Tax 
revenues are subject to the opErating success of each of the financial 
institutions for determination of taxable income, resulting in the 
Corporation License Tax collected. Revenues collected in 1986 and 1987 
are lower than 1985. Based on information available to me, 1985 is the 
largest revenue year for Butte-Silver Bow in the five (5) year period 
1983-1987. 

6. THE MIB REPORT IS MISLEADING BECAUSE IT FAILED TO DISCUSS THE TAX IMPACTS 
OF NET OPERATING LOSSES 

Additionally, the MIB report did not address or disclose that all net 
operating loss (NOL) carryforwards existing at a point of merger are 
immediately lost. Therefore, future tax year incomes could not be offset 
by any existing carryforward losses. SB198 would not have changed 
Montana statutes regarding banks with NOL's. 

7. THE ACTUAL TAX REVENUES FOR BUTTE-SILVER BOW ARE DIFFERENT THAN PREDICTED 

The 1987 MIB report projected that merger would reduce local tax re­
venues. It implied that without merger, tax revenues would continue as 
they had during the period 1983-1985. In fact, without merger, revenues 
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AND E R SON Z U R M U E H LEN & C 0., P. c., Certified Public Accountants , 

decreased from $349,912 in 1985 to $200,098 in 1987. 

SCHEDULE OF BUTTE-SILVER BOW SELECTED CORPORATION LICENSE TAX REVENUE 

BANK A BANK B BANK C BANK D TOTAL 

1983* $ 21,925 $ 8,928 $ 49,372 $ 21,152 $101,377 

1984* 100,150 2,533 64,650 51,234 228,567 

1985* 235,229 2,391 66,743 45,549 349,912 

1986@ 146,738 40 43,398 32,487 222,663 

1987@ 89,324 40 62,211 48,523 200,098 

1986 Refund@ (13,732) (13,732) 

* MIB Report 
@ MBA Information From Banks 

Additionally, Bank B has a $252,000 net operating loss carryforward which 
will offset future taxable earnings, thereby eliminating $13,600 of 
corporate license tax payments to Butte-Silver Bow. 

The above demonstrates conclusively that bank incomes fluctuate. There­
fore, it appears that one cannot predict an absolute upward, stable or 
downward pattern for the taxable income of the Butte banks. 

The above schedule of Corporation License Tax revenue illustrates the 
cyclical nature of the revenue collection. The information is shown for 
the four system banks located in Butte-Silver Bow. The four banks in the 
period 1983-1985 paid between 97% and 99% of the Corporation License 
Taxes paid to Butte-Silver Bow. The information for the years 1983-1985 
is from the MIB report. The information for 1986 and 1987 is computed 
from information provided by the bank systems to the MBA. It is possible 
the amounts computed will reflect small differences when compared to the 
Butte-Silver Bow treasurer reports. The possible differences could arise 
due to timing differences in the county fiscal year reporting of collec­
tions compared to the banks filing Corporation License Taxes on a 
calendar year end; which depending upon the return filing date, exten­
sions to file, payment of tax estimates, subsequent amended returns, and 
claims for refunds due to net operating losses; could all result in a 
timing difference. 
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SUMMARY 

Butte-Silver Bow Corporation License Tax revenues did in fact go down from the 
1985 amounts as the MIB report indicated. However, SB198 did not impact the 
revenues, because it was not enacted; the operations and profitability of the 
banks resulted in the decreased revenue. 

The MIB report indicated the passage of SB198 by the 1987 Legislature would 
have resulted in Butte-Silver Bow receiving no Corporation License Tax revenue 
from Bank C (above). This statement was incorrect--1986 and 1987 revenue 
collections would not have been impacted one way or another by SB198 which was 
introduced with an effective date of January 1, 1988. Additionally, it is 
unknown whether or not any of the systems would have completed a merger at 
that time (1/1/88). 

CONCLUSION 

I have reviewed MBA's one page legislative fact sheet on tax implications of 
merger (Attachment B). It is my professional judgement that MBA's discussion 
of tax consequences as a result of merger presents an accurate picture of what 
local governments might expect if a bank merger bill is enacted. At the very 
least, MBA's analysis is more valid than the numerous erroneous statements 
offered by MIB to the Montana Legislature in 1987. 

The fact that merged banks must forfeit any NOL carryforwards existing at time 
of merger suggests that merger will not be used by banks as a tool to reduce 
their tax payments to local governments. 

Perhaps the most conclusive statement I can make is that the future tax 
revenues from banks will depend more on the health of local economy's than on 
bank merger legislation. Bank merger legislation may help stabilize bank tax 
revenues in Montana, but only time will tell. 
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HONTANA INDEPENDENT BANKERS 

REPORT ON SENATE BILL 198 

HAReH 11. 1987 
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NEWL~ND. HORN, CRIPPEN & PECK, P .C.-------·· 
.. Certified Public Accountants 

212 Missouri Ave. 
2900 lexington 
P.o. Box 3006 

Bune. Montana 59702 
(406) 782·125) 

16 Nonh Montana 
Dillon, Montana 59725 

(406) 683-61 25 

D«r Lodge. Montana 59722 
(4OG) 846-)733 

William B, Horn 
Roben l. Crippen 
IXnnis W. Peck 

Montana Independent Bankers 

2030 11th Ave, Suite 22 

Helena, Montana 59601 

Dear Sirs: 

March 11. 1987 

Ronald W. Wagner 
Ronald W. Hanni 
John F. Burns 
Richard L Tamblyn 

This report is the result of our study of Senate Bill 198 as it relates to 

potential lost corporation tax revenues for Butte-Silver Bow and the School Dis-

tricts within Butte-Silver Bow. 

In accordance with Sections 15-21-101 and 102. M.C.A., the Department of Reve-

nue must transmit 80% of the corporation license tax revenue received from Banks and --- -.. -~- .. --------
Sa~.~~s ~. ~ans to the county in which the business is located. For the years 1985, 

1984 and 1983. Butte-Silver Bow has received $358,453. $219.730 and $102,478 respec-

tively, from the Department of Revenue's compliance with these aforementioned stat-

utes. These amounts were obtained from the Butte-Silver Bow Treasurer. The 1986 

information is not available. since the corporation license tax returns for 1986 

have not been filed. If Senate BIll 198 would pass and become law. 'Butte-Silver Bow 

would most certainly lose a major portion of this revenue. A 106s of this nature 

would be devastating to our local government and school systems. Of the t9ta1 re-

ceived by Butte-Silver Bow, $232,990, $142,820, $66,600, has gone to the School 

Districts, respectively, (or 1985, 1984 and 1983. 
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The Banb and Savings & Loans in Butte-Silver Bow are: 

(1) Noxvcst Bank. j) 
. 

" 

~ (II '\ 
4 (2) First-Bank-Butte; 

(3) First Citizens Bank; 

(4) Miners Bank; 

(5) Montana Bank; 

(6) Prudential Federal Savings and Loan. and 

(7) American Federal Savings & Loan. 

Based OD information received from the Butte-SlIver Bow Treasurer, corporation 

license tax revenue has been received from taxes paid by the following banks and 

savings and loans as listed below: 

1985 1964 1963 

First Citizens Bank $ 24.40 $ 24.40 $ 40.00 

American Federal Savings 8,516.91 1,096.64 1,016.06 

First Bank - Butte 235,228.80 100.149.58 21.924.98 

Hiners Bank 2,391.20 2,532.80 8,928.00 

Norwest Bank 66,742.69 64,649.73 49.372.39 

Montana Bank 45.548.80 51.234.00 21,152.00 

Prudential Federal Savings 0.00 42.40 42.40 

~J~~.!t~.z.aa SZ12.ZZ2.Z!i SlQZ.!tZZ.a~ 

If Sr.nate lill 196 is passed, Butte-SlIver Bow would lose a significant portion 

of this much needed revenue. A discussion of the losses follows: 

Norwest has five banks in Hontana in the 100 to 499 million dollar asset size. 

These bnnks are (1) Norwest Bank of Kalispell; (2) Norwest Bank of Helena; '·(3) 

Norwest Bank of Anaconda, Butte; (4) Norwest Bank of Great Fallsj and (5) Norwest 

II ..... \, "f Rfllf ... '" ~h .. "'hllnnff nuhH.sh@g f1tmres of income or (loss) 8nd has accumu-
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lated this information from reports released by the Federal Reserve Bank Board. 

Sheshunoff's September 30. 1986 report, which would be the banks ~arnings or (1088-

es) through the third quarter~ showed the (ollowing income arid (loss) for Norwest 

Banks: 

1. Norwest Bank - BilUngs ($4,535,000) 

2. Norwest Bank - Great Falls ($ 886,000) 

3. Norwest Bank - Anaconda, Butte $ 859,000 

4. Norwest Bank - Helena $ 671,000 

5. Norwest Bank - KaUspell $ 802,000 

S',"".h"'\ <-i~",rJ 
It 1s quite evident that if Senate Bill 198 passes that the COriSeFt~t ~~ 

.,.,\\ .... <.w ........ \ .. ~ ... 
l"etUlh6 will be filled ill BHUnts. If that occurs no tax will be paid by Norwest 

because the huge losses in Billings will be offset against the profits in Anaconda, 

Butte, Helena and Kalispell. Therefore. based on this data and the amount of state 

corporation taxes paid to Butte-Silver Bow for Norwest. which was $66,743 for the 

1985 tax year would be entirely lost. This is further substantiated by the fact 

that year-to-date profits of Norwest Bank of Anaconda, Butte, through September 30, 

1986 are very comparable to 1985 income figures. 

First Bank has six banks in Montana in the 100 to 499 million dollar assets 

size. These banks are (1) First Bank Western of Missoula; (2) First National Bank 

of Great Falls; (3) First National Bank of Bozeman; (4) First National Bank of Hele-

na; (5) First Bank-Butte; and (6) First Bank of Billings. Sheshunoff's September 

30, 1986 report showed the following income and (loss) figures: 

1. First Bank Western-Missoula $1,448.000 

2. first National Bank of Great Falls $ 788,000 

3. First National Bank of Bozeman ( $ 274,000) 

4. First National Bank of Helena $ 945,000 

5. First Bank-Butte $1,061,000 

6. Fjrst Bank of Billings ($4,680,000) 
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As vith the Norwest Banks, 1t 1s quite obvious that a ~ return viII ~ 

filed In Billings for the First Bank System. If this occurs n2 tax will be paid 

by the First Bank System since the losses in Billings will offset any profits in I 
Great Falls, Helena, Butte and Hissoula. When comparisons are made between the 198i1 

net income figures and the first nine months of 1986 for First Bank-Butte, a reduc- II 
t100 is evident. Sheshunoff reported net income of $2,312,000 for 1985 and 

$1,061,000 for the first nine months of 1966. For tax year 1985, Butte-SlIver Bow 

received $235,230 from the First Bank System. Based on these reduced income fig-

I 
I 

ures, Butte-SlIVer Bow will receive approximately $143,900 for the 1966 tax year if 

Senate Bill '198 is defeated. This is calculated by annualizing the $1,061,000 and 

applying that figure to the prior years data. If Senate Bill 196 passes, Butte-

Silver Bow would receive nothing. 

In summary, if Senate Bill 198 passes, Butte-Silver Bow would lose an estimated 

$210,650 per year, based on 1986 data from lost revenue from Norwest and First Bank 

Systems banks. As stated earlier, oar local govern~ent and School Systems cannot 

suffer this loss. 

Very truly yours, 

Richard L. Tamblyn, C.P.A. 

I 

I 
I 
I 
I 
I 
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t~\l~t~g~b~c~?ou~an~URMUEHLEN & CO" P.C. 
V~ " Power Block Building • Second Floor 
....,I ,---.. , 6th & Last Chance Gulch • P.O. Box 1147. Helena. MTS9624 • (406)442-3540 

January 17, 1989 

MEMO TO: Montana Bankers Association 

FROM: Gary B. Carlson 

RE: Montana Independent Bankers (MIB) Letter 
Dated January 13, 1989 

EXHIBIT_ ~. 
DATE I ~<i/?2: 
HB,_....;/~..s-'y--. ___ : 

You have asked me to respond to the latest MIB letter (copy attached) dealing 
with the tax impacts of merger. As was the case in 1987, MIB is misrepresent­
ing the local tax consequences of bank structure legislation. Let me provide 
specifics. 

1. MIB'S STATEMENTS ABOUT NORWEST BANK SYSTEM ARE INACCURATE 

MIB erroneously suggests that merger would have reduced Norwest 1987 tax 
payments from $348,000 to $156,000 statewide. The actual taxes paid to 
the state and localities is quite different from MIB's figures. Cascade 
and Yellowstone counties would not have lost any tax revenue contrary to 
MIB's assumption. The reason quite simply is that Norwest's banks in 
Cascade and Yellowstone counties lost money in 1987. The merger bill 
would not effect these 1987 facts following the MIB hypothetical merger. 

2. MIB'S ANALYSIS IGNORES THE ROLE THAT NET OPERATING LOSSES WILL PLAY IN 
BANK'S DECISION TO MERGE 

MIB erroneously assumes that all banks will merge. Actually, factors 
other than tax issues will most likely impact each systems decision. If 
individual banks within the system have net operating loss (NOL) carry­
forwards, a system may decide to NOT MERGE. The reason, quite simply, is 
that NOL's are forfeited upon merger. 

3. ONCE AGAIN. MIB FAILS TO USE PROPER TAX DATA 

MIB uses published bank condition reports in their assumption process. 
The published reports are not on an income tax basis of reporting, but 
rather on a book basis, which many times vary greatly. The MIB letter 
does not disclose this possible variation. 

OFFICES Helena. Billings and Butte Member of Associated Regional Accounting Firms 
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4. MIB IGNORES THE IMPACTS OF PROFITS ON TAX REVENUES 

NO ONE can say with any accuracy that 1987 is the correct base year to 
use for projecting the impact of merger, as suggested by the MIB letter. 
The amount of corporate license tax paid is a function of profitability. 
1987 is a year which bank profits within Montana appear to have signifi­
cantly declined - a major economic issue for the state. An alternative 
year to substitute for MIB's theoretical assumption report could be 1984 
- a year of about four times the amount of taxable income for system 
banks above 1987, if the request to assume hypothetical merger took place 
historically has any merit. 

SUMMARY 

MIB continually portrays a pessimistic attitude about loss of tax revenue. 
The future could be optimistic with the merger bill providing stability and 
helping achieve enhanced profitability (therefore more tax revenues). Only 
time will tell. 
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January 13, 1989 

House committee en Business 
& Economic De';elcpment 

Robert Pavlovich, dlai~an 
Montqna Legislature/State Cnpitol 
nelena, MT 59620 

Dear Mr. Chairmnn and Commi ".tee r"embers: 

II.I'M. M T ~':lf>(11 
(40(,1 14'11RII 

\'Ie feel that the hearing you will give the banJ~-merger 
bill ne:<t l1ednesday, January 18, may not develop enough 
information fer the conuni ttee on how many ta:< dollars the 
bill will cost lccal governments and give to the large 
bank holding companies. The fiscal note on the bill may 
not be printed by that time, and even if it is, a fiscal 
note will show the loss of state tax revenue but will not 
show the effects of bank merger in particular counties. 

Cne of our nte!t1cers has estimated, ,",or!dng from pUblished 
bank condi tien re{:orts, that the NOr"Jlest system would have 
reduced its overall state corporation ta~ on 1987 opera­
tions from $348,000 to $156,000 if they had merged into a 
single corporation that yenr. mlile a couple of counties 
gained a little revenue most of them lost a lot under this 
estimate. Cascade County, Great Falls, and their school 
districts would have lost $94,000 of tax revenue from this 
bank alone: Billings-Yellowstone would have lost $40,000, 
and the local governments in Silver Bow and Deer Lodge 
Counties would have been out nearly $50,000. To add the 
effects ef merg ing the First. Bnnks, Ranks of Montana, etc. 
to this effect would probably make it considerably worse • 

He ask the Committee to direct the Department of Revenue 
to provide the actual tax reductions for each of the big 
bank systems for 1987, assuming each had filed a single 
consolidated tax return. Without this information the 
bank merger bill's harmful effects en Montana cannot be 
fully assessed. 

Sincerely, 
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HOUSE BUSINESS & INDUSTRY COMMITTEE 
HELENA, MONTANA 

MR. CHAIRMAN & MEMBERS OF THE COMMITTEE: 

JANUARY 18, 1989 

MY NAME IS LYNN GROBEL. I AM THE 1988-1989 PRESIDENT OF THE MONTANA BANKERS 

ASSOCIATION. I AM ALSO PRESIDENT AND 20% OWNER OF THE FIRST NATIONAL BANK OF 

GLASGOW AND DIRECTOR AND 30% OWNER OF THE FIRST NATIONAL BANK OF HINSDALE. I AM 

AN INDEPENDENT BANKER AND HAVE BEEN FOR 30 YEARS, MOST OF THAT TIME AS PRESIDENT 

OF THE GLASGOW BANK. 

I AM HERE TO SPEAK IN FAVOR OF HOUSE BILL 151, A BANK RESTRUCTURE ACT. THROUGH 

MAILINGS TO YOU WE HAVE OUTLINED THAT THE BILL RECEIVED COMPLETE ACCEPTANCE BY 

62% OF THE 157 MEMBERS OF THE MONTANA BANKERS ASSOCIATION. EARLIER THIS YEAR 

THERE WERE ONLY 12 BANKS IN MONTANA THAT DID NOT BELONG TO MBA. FOR MANY LEGIS­

LATIVE SESSIONS THE MBA HAS NOT TAKEN A POSITION ON THIS SUBJECT. THE MBA BOARD 

VOTED TO PRESENT THIS BILL AND TAKE A POSITION BECAUSE THEY FELT THERE IS A NEED , 
TO MODERNIZE BANKING STRUCTURE IN MONTANA. THERE IS ONLY ONE OTHER STATE IN THE 

( UNION BESIDES MONTANA THAT IS NOT NOW ABLE TO BRANCH/MERGE/CONSOLIDATE SUCH AS IS 

PERMITTED IN THIS BILL. OUR PRINCIPAL IN-STATE COMPETITORS, THE S & L' S AND 

CREDIT UNIONS, HAVE HAD THESE POWERS FOR YEARS. WE FELT THAT NOW IS THE TIME TO 

LEVEL THE PLAYING FIELD. 

EVEN MORE IMPORTANT IS THE NEED TO TAKE ADVANTAGE OF THE ECONOMIES AND 

EFFICIENCIES MADE AVAILABLE IN A BRANCH BANKING SOCIETY. 

THERE DOES NOT SEEM TO BE CONTROVERSY OR OPPOSITION TO SECTIONS OF THE BILL 

HAVING TO DO WITH AQUISITION OF FAILED BANKS AND THE RESTRICTIONS ON PLACEMENT OF 

DETACHED TELLER FACILITIES AND ATM'S (AUTOMATIC TELLER MACHINES), SO I WILL NOT 

DISCUSS THOSE SECTIONS. 

THE IMPORTANT SECTION AND THE REAL HEART OF THE B~~~ .. ~&_ THE MERGER/CONSOLIDATION 

SECTION AND BRANCHING. WHY DO NEARLY 2/3RDS OF f~~lts IN MONTANA FEEL THESE 

CHANGES ARE NEEDED? BASICALLY, IT WILL ALLOW BANKS TO PROVIDE FULL SERVICE BANK­

ING TO POSSIBLY MORE COMMUNITIES IN MONTANA AT A LOWER COST TO THE BANK AND AT A 

LOWER COST TO THE CONSUMER. HOW? SEVERAL WEEKS AGO WE MAILED EACH OF YOU A 

SUMMARY OF THE BILL AND CERTAIN DEFINITIONS HAVING TO DO WITH UNIT BANK, 

BRANCHES. MERGER/CONSOLIDATIONS, AND I HOPE YOU HAVE IT WITH YOU AND HAVE HAD 

TIME TO READ IT OVER. 



PRESENTLY UNIT BANKS SUCH AS WE NOW HAVE ALL HAVE THEIR OWN CAPITAL ACCOUNTS, 
~ 

LEGAL LOANING LIMITS, THEIR OWN BOARD OF DIRECTORS. EACH MUST DO ALL THEIR OWN 

REPORTING TO THE COMPTROLLER OF THE CURRENCY, THE FD}C, THE FEDERAL RESERVE 

BANKS, THE STATE BANKING ASSOCIATION AND THIS REPORTING IS BECOMING VERY, VERY 

BURDENSOME. MARTHA SEGER, A MEMBER OF THE BOARD OF GOVERNORS OF THE FEDERAL 

RESERVE SYSTEM, IS INVESTIGATING THIS BECAUSE SHE BELIEVES THE BURDEN IS SO MUCH 

THAT IT MAY MAKE IT DIFFICULT FOR SMALLER BANKS TO SURVIVE. WE HAVE HAD SIMILAR 

COMMENTS FROM SOME BANKERS IN MONTANA. EACH UNIT BANK MUST DO ITS OWN INVESTING 

OF EXCESS FUNDS AND MAINTAIN ITS OWN LIQUIDITY POSITION DAILY. UNDER 

MERGER/CONSOLIDATION I WOULD LIKE TO GIVE SEVERAL EXAMPLES: THE BANK AT POPLAR 

COULD MERGE WITH THE BANK AT SCOBEY BECAUSE IT IS UNDER THE SAME OWNERSHIP. 

SCOBEY COULD BE THE BRANCH, POPLAR THE MAIN OFFICE. THE BURDEN MENTIONED 

PREVIOUSLY COULD ALL BE DONE BY THE POPLAR BANK, THUS GIVING THE SCOBEY BANK 

PERSONNEL MORE TIME TO SPEND ON CUSTOMER NEEDS. THE BANK SYSTEM OF MONTANA BANKS 

(12 or 13) COULD MERGE. THEY COULD NAME THE GREAT FALLS BANK AS THEIR MAIN 

OFFICE AND OUTLYING BANKS IN BIG SANDY, HAVRE, CHESTER, RUDYARD AND SO FORTH AS 

THE BRANCHES. THE BRANCHES WOULD NOT CHANGE IN APPEARANCE OR SERVICES OFFERED. 
~ -'1 t) 

SUBSTANTIAL SAVINGS COULD BE AFFECTED BY PL~ING ~ OF THE REGULATORY BURDEN 

WITH THE MAIN OFFICE, THE DAILY LIQUIDITY NEEDS, INVESTMENT OF EXCESS FUNDS, 

MARKETING, PURCHASING, BOOKKEEPING, AND OTHER THINGS COULD BE DONE AT THE MAIN 

OFFICE PERMITTING BRANCH OFFICERS AND EMPLOYEES TO SPEND MORE TIME ON THE NEEDS 

OF THE CONSUMER. 

THE LEGAL LOANING LIMIT OF EACH UNIT WOULD BE SUBSTANTIALLY INCREASED AS EACH 

BRANCH WOULD ENJOY THE LIMIT OF THE ENTIRE ORGANIZATION. THE BRANCH WOULD NOT 

HAVE CONCERNS TO DO WITH ADEQUATE CAPITALIZATION. THE REGULATORS SUCH AS MR. 

FLANDER'S OFFICE SHOULD LOOK WITH FAVOR ON THIS TYPE OF CHANGE AS THEIR OFFICE 

WOULD BE LOOKING AT THE EXAMINATION OF THE ENTIRE SYSTEM INSTEAD OF AN 

EXAMINATION OF INDIVIDUAL BANKS, SOME OF WHICH MAY BE UNDERCAPITALIZED, SOME MAY 

HAVE ASSET PROBLEMS AND SOME, OF COURSE, COULD BE STRONG. 

THE OPPOSITION MAY TELL YOU THAT A BRANCH LOSES LOCAL TOUCH WITH A COMMUNITY. 

PRIOR TO GOING TO WORK IN GLASGOW I WAS A NATIONAL BANK Ex&~INER FOR EIGHT YEARS 

WORKING IN THE NINTH DISTRICT. I HAD THE PRIVILEGE OF EXAMINING BRANCHES IN 

SOUTH DAKOTA AND SOME BRANCHES IN MINNEAPOLIS AND BELIEVE ME, THEY WERE EFFICIENT 

OPERATIONS THEN, EVEN 30 YEARS AGO BEFORE THE COMPUTER AGE. THE OFFICERS OF THE 

BRANCH IN LEAD, DEADWOOD AND SPEARFISH, SOUTH DAKOTA .~~D OTHER TOWNS WERE 

GENERALLY LONGTIME RESIDENTS OF THEIR COMMUNITIES BELONGING TO LIONS, KIWANIS, 

CITY COUNCIL AND SO FORTH. 
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THE OPPONENTS MAY SAY THAT BRANCHES DO NOT HAVE A BOARD OF DIRECTORS. THIS IS 

NOT NECESSARILY TRUE. IT DEPENDS ON THE SYSTEM. IN SOUTH DAKOTA EACH BRANCH HAD 

AN ADVISORY BOARD OF DIRECTORS MADE UP OF SUCCESSFUL AREA,.INDIVIDUALS TO PRO­

VIDE LOCAL INPUT TO THE BRANCH. IN CONTRAST, A GROUP OF FOUR BANKS IN SOUTH 

CENTRAL MONTANA, BANKS VIGOROUSLY OPPOSING THIS BILL, HAVE AS DIRECTORS OF THEIR 

BANKS ONLY MEMBERS OF THE FAMILY THAT OWNS THOSE BANKS. IS THAT PROVIDING LOCAL 

INPUT TO THE BANK? I SAY NO. 

I HAVE NEVER BEEN AGAINST LIMITED BRANCH BANKING IN MONTANA BECAUSE I HAVE SEEN 

IT WORK TO THE BENEFIT OF THE BANK AND THE CONSUMER. ON MANY OCCASIONS I HAVE 

BEEN ASKED BY THOSE OPPOSING CHANGE TO ASK MY LEGISLATOR TO OPPOSE ENABLING 

LEGISLATION. I WOULD NOT BECAUSE I DO NOT FEAR BRANCH BANKING AS I HAVE SEEN IT 

WORK. I KNOW WE MUST HAVE IT AND IT WILL BE GOOD FOR MONTANA. ONE VERY RABID 

ANTI-CHANGE BANKER SOME YEARS AGO TOLD ME IF I DIDN'T TALK TO MY LEGISLATOR THE 

BILL COULD PASS AND I WOULD "KILL THE GOOSE THAT LAID THE GOLDEN EGG." "KILL THE 

GOOSE THAT LAID THE GOLDEN EGG." WAS THAT BANKER THINKING ABOUT THE CONSUMER OR 

HIS CUSTOMER, OR MORE POSSIBLY ONLY HIS PERSONAL FINANCIAL INTEREST IN BANKING? 

BANKING HAS BEEN FINANCIALLY REWARDING BUT r ASK AS YOU HEAR THE OPPOSITION, 

( PLEASE KEEP THIS POINT IN MIND. IS THIS BILL GOING TO "KILL THE GOOSE THAT LAID 

THE GOLDEN EGG" OR BE A BILL THAT IS GOING TO BE GOOD FOR BANKING IN MONTANA AND 

FOR THE BANKING CONSUMER. 

IN CONCLUSION, HOUSE BILL 151 IS GOOD PROGRESSIVE LEGISLATION THAT WILL ALLOW THE 

BANKING COMMUNITY TO COMPETE ON A MORE EQUAL PLANE WITH OTHER PROVIDERS OF 

FINANCIAL SERVICES; THE ECONOMIES AND EFFICIENCIES REALIZED WILL BENEFIT THE 

BANK, ESPECIALLY THE SMALL BANK, AND THE CONSUMER. SOUTH DAKOTA, A STATE OF 

SIMILAR SIZE THAT HAS HAD BRANCHING FOR OVER 30 YEARS, HAS 130 BANKS AND 150 

BRANCHES FOR A TOTAL OF 280 BANKING OUTLETS. MONTANA HAS 169 BANKING OUTLETS AND 

WILL HAVE FEWER IF OUR SYSTEM IS NOT MODERNIZED AS THIS BILL PROVIDES. 

THANK YOU FOR YOUR TIME AND IF YOU HAVE QUESTIONS AT THIS TIME OR AT A LATER 

TIME, I WOULD BE GLAD TO RESPOND. 



EXHIBIT _ .7... . p- 1 
DATE //;/~~ 

" Mr. Chairman, Members of the Committee: H8_ /'5,/ 
• 

My name is John Witte. I am President of the Citizen's state Bank of 

Scobey, Trader's State Bank of Poplar, and NorthL~stern Hontana Bank Shares, 

a multi-bank holding company which owns these two banks along with Northeastern 

Montana Insurance Agency which.has insurance agenices in both banks. I have 

been in banking for almost forty years, all of it spent in Eastern Montana, 

and without fear of bragging, I can honestly say that I consider myself one of 

the leading innovative community and agricultural bankers in this Great State. 

I was also one of the organizers of the Montana Independent Bankers in 1968, 

served on its board of directors, was President in 1972, and stopped paying 

dues several years ago because of the Independents' unyielding attitude towards 

merger and conso1id~tion and the continual fight every two years in this Legislature. 

In a letter acknowledging my withdrawal, the secretary of the organization wrote, 

- and I quote, "the real loss to the organization will be the loss of the voice 

of dissent. You had the ability to challenge decisions and offer alternatives 

and that 'wi11 be sorely missed. We need more of it; not less." 

A lot of water has gone over the dam since we formed~the M.I.B. in 1968 

for the ,main purpose. ofrepe~l.:j,p,g J~.I).~ Old piece of legislation which said that 

"banks in the same county or contiguous coutnies could merge and maintain separate 

banking offices." Norwest took advant~ge of this law with the Anaconda-Butte 

merger, and the M.l.B. had that legislation repealed in 1969. There have been 

many times in the past five-six years of drought, when we lost two million 

dollars in one bank, that I wished that law was still on the books. But we 

weathered the storm and our banks are strong., 

Let's review what has happened in my almost forty years of banking in Montana. 

I remeber when Ed Towe came to Montana in the 50's and bought the First National 

Bank in Circle, and over the next15-20 years or more expanded to 12 banks and 

sold out to the so-called Kuhn chain, a group of Ohio investors. Dick and Charlie 

Rubie, from their base. in Havre, expanded to 14 banks and sold to the Adams chain, 

a Minneapolis-based group of investors. The Scott chain, a Montana-based holding 
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com~any, has expanded to ~ banks •. The Yellowstone banks have 4, and there 

" are many 2,3,4, bank holding companies. If you are to follow the definition 

. ( of the Independent Bankers of America that "an independent bank is one that 

is locally owned and controlled", there aren't too many independents left, 

but many small multi-bank holding companies, with local Montana ownership, 

serving their communities. 

In my younger years in the banking business, we had none or very minimal 

competition from the S&L's and the Credit Unions. Today, they, along with the 

brokerage houses, insurance companies, J.C. Penney, Sears Roebuck, you name it, 

they're popping up every day, and are draining off more and more of our depositors' 

dollars that we need to finance the business, industry and agricu1t~re of this 

Great State. They can go where they want, practically do what they want. 

It would be interesting to know how much they' pay in State income taxes, while 

the Montana banking industry.1s tied down by antiquated and archaic laws and 

paying our fair share of taxes to support this Great State, our commUnities, 

( and our schools. In Scobey, we have a Federal Credit Union and the common 

bond is to be a resident of Daniels County. In the pas~ year, the Credit Union 

expanded in to Medicine Lake in Sheridan County, and the common bona is to be 

a resident of either county ~ -Credi t- -Unions' are'-the :'fa's-tes-t;--growing "financial 
- -

industry in this state and the Nation. - They pay no state or Federal income tzx, 

their overhead is lower than ours,' and, as a result, they pay more for deposits 

and charge less for loans than we do. I'm not afraid of competition, I've been 

a fighter and a competitor all my life, but I'm getting damn sick and tired 

of fighting with one hand tied behind my back. Two years ago, the Clarks Fork 

National Bank of Fromberg was closed and liquidated and the Valley Credit Union 

in Billings moved in and opened a branch in the old bank building. There was 
CoL///·.A~J '" 

a loss of tax revenue. In the past year, a failing bank in ~ Falls was 

purchased by an S&L and with the shape the S&L's are in, I wonder how much 

income tax will be generated to the State of Montana from that institution. 

-2-
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I would venture to say very, very little, if ~ny. I could go on and on 

detailing w~at I consider horror stories in our industry, but your time is 

varuable. 

I'm not too proud of my industry. For 20 years we have been washing 

our dirty linen in these legislative halls, worrying about the Minnesota Twins, 

while you have many more important things to do. 

The banking industry has served Montana well, and it can continue to do 

so but we must move into the 20th century and get away from the horse and buggy 

philosophy if we are to survive. 

We shouldn't even be here today. This legislation was first approved by 

secret ballot of the M.B.A. Board of Directors, of which First Bank and 

Norwest are in the minority, and then by the Bankers by a vote of 97 to 59. 

That is a bigger majority than either George Bush or stan Stephens received! 

We Montanans are proud people. To my knowledge, we are the only State 

in the Union that still has a caboose on our trains. That law may be 70 or 

80 years old, but we can't help it if the other 49 states are wr'ong. We are 

one of j'-states left in the Union which still doesn't have a sales tax, but 

what the hell, we can't help it if all those other states are out of step 

-. - ---- -weJ.re _ proud_ people. We are one of two states left in the Union which doesn't 

have some type of branching or merger in our banking industry. But we're 

proud people. I'm proud to be a Montanan, but I'm not too proud' to be at 

the bottom of the totem pole in this great nation. We have too much negative 

thinking in this great State. This is good legislation, and I would recommend 

a unanimous vote of approval for passage of this bill, so that the banking 

industry can move forward with the rest of Montana and the nation and find our 

rightful place in this great nation. We are not the type of people who should 

be at the bottom. 

-3-' 
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TESTIMONY 

January 18, 1989 

M. M. OLSSON - Vice President, Ronan State Bank 

SUBJECT: BANK RESTRUCTURING BILL 

My name is Martin Olsson. 
Bank, a $50 million bank, 
The Ronan State Bank is a 
affiliation with a larger 
independent bank. 

I am representing the Ronan State 
established in Ronan in the year 1910. 
closely held bank with no corporate 
multi bank system. We are an 

We favor the Bank Restructuring Bill because in our view, its 
major features will benefit banks, bank customers and the State 
of Montana. The major features I refer to are as follows: 

1. branching and facilities provisions 
2. merger and consolidation provisions 

BRANCHING & FACILITIES 
Banks will, through the limited branching and expanded facilities 
provisions of this bill, be given a new tool to compete with non­
bank financial services providers, who continue to erode the 
commercial banks share of the available financial services 
market. We view these non-bank financial services providers, 
including the savings and loan industry, credit unions, insurance 
brokerage houses and retailers such as Sears, to be the real 
competitive threat to the banking industry. Each of these have 
the ability to locate branches and/or facilities anywhere in the 
State. We cannot conceive of a logical reason why commercial 
banks should not be afforded the same opportunity to compete. 
Nor can we conceive of a bank customer who would, for any reason, 
object to the prospect that he or she might be able to conduct 
his or her banking business at a more convenient location. In 
short "then, we believe that the branching and facilities 
provisions of this bill will benefit banking. It will benefit 
bank customers and yes, more convenience for bank customers and 
investment in brick and mortar may even be a key to improving 
Montana's business climate. 

MERGER AND CONSOLIDATION 
The merger and consolidation provisions of the Bank Restructure 
Bill, allows any multi bank system in Montana, that so elects, to 
change their structure. There are over 11 such systems (and more 
to be developed) in the State that could designate one of their 
banking units to serve as the "Head Office" and allow the 
remaining units to serve as branches. For some of these multi 
bank systems, this will represent an opportunity to improve the 
cost efficiency of their operation. Cost savings could and most 
likely would be passed on to the consumer. Merger consolidation 
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again provides banking an opportunity to compete on a more level 
playing field with those non-bank competitors mentioned earlier, 
particularly the credit unions and savings and loan associations 
that have for years been able to merge and consolidate. The 
competitive advantages that may exist for some under merger and 
consolidation will benefit banking, the consumer and Montana. 

OPPOSING VIEWS 
1. Loans in Small Communities 
Some argue that through branching, merger and consolidation 
that management decisions, particularly loan decisions might 
not be made by the local banker and or loan committee, who 
understand well, local economic conditions. These people 
argue that loan decisions will be made at and by "Head 
Office" personnel who could care less about the community 
served by the branch. 

At one time, this procedure may have been the rule, however, 
given the extremely competitive banking environment of 
today, we believe it to be more and more the exception. We 
believe that bankers can learn by their mistakes and that 
the banking industry has come to realize that the local 
bank, local banker and local loan committee must be 
responsive to the banking needs of the community they serve. 

A well underwritten and well managed loan portfolio, is an 
essential component in assuring the profitability of a 
community bank. If local decision making is helpful in 
achieving this objective, (and we believe it is) then local 
decision making will be the rule and not the exception. 

The legislature of the State of Montana cannot legislate 
competitive full service banking any more than it can 
legislate a work ethic. Legislators should and must 
however, allow banks to compete and the passage of the Bank 
Restructure Bill is essential, now . 
• 
2. State Income Taxes 
With the Bank Restructure Bill the 6.75% state corporation 
income tax on banks would be collected by the state as has 
been the case for years. Distribution to branching counties 
of 80% of this.tax would be done on the basis of the ratio 
of deposits in the branch to the total for the corporation. 

Some would argue that under consolidation and merger, 
because of the fact that some systems may choose to file a 
consolidated tax return, that certian counties may stand to 
collect less tax revenue. 

We don't argue that in any given year this possibility does 
exist and agree that in the future, as is the case now, some 
counties will do better than others, relative to the effect 
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of state law relating to corporate income tax on commercial 
banks. 

We would point up the fact that under the current, non 
branching environment, that between the years 1981 and 1988 
(through June), a total of 178 banks lost $97,936,000.00 
resulting in an approximate state and local income tax loss 
in excess of $6,000,000.00. We ask that you examine 
carefully the facts as presented in "EXHIBIT A" attached. 
We are confident that having done so, you will come to 
realize that the tax question raised by some is not the 
major issue they would have you make it. 

We urge you to support the Bank Restructure Bill which will 
allow commercial banks to remain competitive, recapture lost 
market share thus improving profitability levels and 
enabling state income tax receipts from commercial banks to 
stabilize or improve. 

SUMMARY 
Recent independent studies have criticized the Montana banking 
community for resisting change needed to modernize the banking 
laws in Montana. We feel these criticisms are justified. 

Times, technology and competitive factors are requiring rapid 
changes, the banking industry and Montana banking law must keep 
pace. Montana is one of the only states in the country which has 
not modernized its banking laws and we feel that now is the time 
to do so. 

As in years past, the issue of change has become an emotional one 
once again. A few bankers oppose vigorously this bill as they 
have opposed any changes for years. We ask that you take the 
time and make the effort to objectively consider this bill on its 
merits. The membership of the Montana Bankers Association has 
done so and a clear majority of 62% have approved the proposal. 
This fact, in and of itself is a strong, broad based affirmative 
testimony to the critical need for change. 

The Banking Restructure Bill will benefit banks, bank customers 
and the State of Montana. We strongly encourage your 
enthusiastic support of this most worthwhile piece of 
legislation. 

3 
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EXHIBIT flA" 
MONTANA BANKERS ASSOCIATION 
BANK RESTRUCTURE ACT - 1990 

EFFECTS ON INCOME TAX 

1.~ For 10 years the 11 S&Ls and 3S branches plus 1 bank branch have 
distributed their state income tax to local government based on a 
ratio of deposits in the branch to the total for the corporation. 

a. Any banks who merge would be treated the same way as S&Ls and 
the Norwest Bank in Anaconda and its branch in Butte has been 
treated for 10 years. 

2. Today the amount of income tax paid to every county is based on the 
profitability of the local bank(s). 

a. Local government has all of their eggs in one basket, relying 
on the profitability of their local bank(s) rather than a 
system of banks statewide. . 

b. This is like an individual investing all of his life savings 
in one company rather than a diversified portfolio of stocks 
and bonds. 

c. Since deregulation of banking in 1980, bank profits (losses) 
have become volatile and unpredictable. 

3. Counties and cities have to refund income taxes received in previous 
3 years for losses. Net operating losses can also be carried 
forward and deducted from future earnings of said bank for 7 years 
(estimated losses exhibited on back from Sheshunoff x 6-3/4%). 

a. If banks merge. all net operating losses carrying forward are 
forfeited. thus providing more tax revenue. 

4. Since 1980, market share has steadily fallen resulting in less tax 
revenue for local government (exhibit on back). 

a. Nationally, banks now have only 29% of the financial assets 
compared to over half thirty years ago. 

b. Nationally, banks average an 8% return on equity compared to 
14% before deregulation. 

c. Total assets of banks in Montana has not increased in the last 
five years. Credit unions have doubled their market share in 
Montana the last five years. 

d. Billions of dollars have flowed into other financial providers 
and the ~te Board of Investmen~s who pay nQ income tax to 

• local government. 

5. Only banks and S&Ls share 80% of the state corporation license 
(income) tax with local government. 

a. All other competitors e.g. D.A. Davidson, Sears, Merrill Lynch, 
Edward D. Jones, Dain Bosworth, insurance agents, realtors, 
retailers and mortgage companies pay 100% of their state 
corporation income tax to the state. 

b. The 109 credit unions and state Board of Investments do not pay 
any income tax. 

c. All other corporations doing business in Montana pay 100% state 
income tax to the state. 

d. This bill does not affect the current tax structure. 

SOLUTION: Relax geographical restrictions on banks so as to operate 
more efficiently and profitably, and thereby recapture lost market 
share, make rnore money and pay more income taxes to state and local 
government. 
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.ep JA'IJARI'18, 1989 

.. TESTIr11.'N BY PAUL D. CARUSO" CHAI~'1 (f FI~T SEUlRIlY B'\~K OF J£LE'lL\ BEFORE THE ., 

.BUSINESS ·p;m EaJmIC II.V£LOREH C1J't1ITIEE IN OFroSITIOO TO HOUSE DILL 151 <BPANrn .. 
, PANKING AND t'ERGmG) 

.. BIW~QI BANKHIG NID r~RGING IN MJITArll\ IS ooT NECESSARY---fICM OR IN THE FUllJRE. ~OOftNA 

LEGISLATORS HL\VE BEEN fmFfUHED WITH THE BRANCHING MID rvERGING QLESTl(JJ SINCE 19B" IV'ID 

.. HAVE ccrITWUED TO mnITAItJ MJITPl'tL\ AS A UNIT IWJKING ST.L\TE. CERTAHILY JU THE 'llTES .~~mST 

BRANCH ~~~KING TIlrotJGH ALL THE LEGISL L\TIVE ,l\SSEMBLIES [Nt'T IE HR1IG. 

FIf&: I .f\SK THE (lJESTIOO ••••••• hHY 00 \f: NEED TO CI-W'J~ OUR PRESE!'IT M"IKIf'lG SYSID1 IN 

• r·tY.ITPNA? CERTAINLY NOT PECAUSE THE INlEBi.1INT JW'U~RS ARE tnT SERVING THEIR O111JNITIES" 

THEIR TRt\IE AFfAS" OR THE STATE (f ro\rrA~ AS A \'IDLE. THE (J~LY I£ASON FOR ll~E ProFUSED 

• aw~{I APPEL\RS TO FE TO aJrr~L THE Eca~(}1Y OF r'n'IT~'V\ BY FOREIGI FHlANCIAL mRPORATIONS 

• 
PND OOLDI;~G mPPlHES. A SIr'PLE f£fHOD TO SECUf£ ffiJ(BITAATIOO OF: 

1. IIVELOPr"EH OF f1JITNJA 

• 2. IIVELOPrINT OF fl1lTNtL\ BUSINESS 

3. II.V£LOPVEl'rr OF r'UITN~A HIDJSTRY 

• 4. IIVELOFfENT OF FARr1IiJG ,111-ID RANrnING 

CDNCENTR~TICX~ OF IWJK Iffi1SITS HITIHN A STATE IS DIRECTLY RELATED TO TIlE EX1BH TO HHIrn 
• 

THE STATE PE~ITS BM'JCH mJKING PND r'ERGING OF LIABILITIES NID ProFITS fttlD LOSSES. 

• OJNCENTRATIOO IS GREATEST IN SIl\TES HITII STA1IHlIf BRllNOnr'lG AND rERGING. IT IS SEcXY."m 

GREATEST IN STATES THAT PE~1IT BRfl!'ICHING I\ND rERGHlG BUT LIMIT IT TO Sf}'[ IIGfff. 

• mJCEfrr~~TION IS LEI\ST IN STAlES 11-L4T SE.VE~LY ~STRICT BRl\NCHH·1G AND f'£RGWG OR ProHIBIT 

IT ALTCXJETHER. IN REmIT YEARS" THE NUr13ER' OF INIIPtJIDENT !W'H~ HAS Df{)PPE] SHl\RPLY IN 
• 

STATES H-IERE BR~NCHING A~D r'ERGING IS PE~'lITIED STATHIIIf OR HITHIN lJ\RGE GEOGRAPHIC A~. 

• IN STAlES h'HE!{ BPANCHmG AND r'ERGING IS !{STRICTED SEVEfflY OR ProHIBITED ENTIRELY" THE 

NlJ1BER OF INIIP8UINT PANKS HAS G~'lt 

h£ IN nWfANA CA~ NOT IfI[SI(1! A SYSTEM THAT PRa1JTES ffi'ffiITION AND GUAPffi AGAINST 

~ 'JNIlJE CDNCENTMTlOO. EXPERIENCE 1-ll\S SOO\'N THAT ruE mIIPEllIINT BMJKING SYSlP1" BUTTRESSED 
'. 

BY 1HE m~SRlNlEIT IHATI(JlSHIP, IS TIlE tmT AINNITAGBlIS m TIlE PlR.IC. lHE AlGtfJIT L · ~:~:IT m *£az 
HB /5/ 

• 



IS scr£rIf'ES ~ BY EXPNISIClJ-MINIID PPN~R) WAT INIImllINT MNKING OOPBLES A STAlE 

EOJlJ1IfALlY. THlS rofIDITHJ~ l(j()f{S THE FACT WAT THfff (f THE FASTEST GRJWING STAlES . 

, IN OUR lIiHIL All M'\TIJfEl LtIIER THE IlUT PANKING SYSTEM. BUT nE ARGlJaT THAT MJLTI-

. ( OFFICE BANKING SF\JR) A STATE'S EOlltlIC GRJWTH AlTAACTS SfJvE BElIEVER)., N(lJEllflESS. 

IT JUST IS NOT TRlE lltAT aW~GHlG IWJKING STRJJCTUFf lAhS \~ILl U!'~LEASH E(ll,KJllIC rom so 

THAT A lAGGING STATE CAN sro~ ML\I<E saf "Gft~T LE4P FOR\f.\RD." MIK) SERVE AS mUECIDR) 

(f SAVINGS AND AI{ INSTJUftITI~L IN THE fmEY-Cf£1\TING Pf{)(ISS. THEY HELP :rICHI lID GETS 

1..OMW3l£ Flflffi., THEffBY H8..PING TO OM'JEL Gro~ffiI nno CERTAHJ INIUSTRIES fiND LOCJlLITIES. 

lHEIR PIlSfJ\JCE AIlX'JE IS ~[)T 8DUGH TO IroST GfUrffit IN Sf{)R"L THE KINSHIP OF SlllJcnJrf 

NJD GRJWTH IS TOO ~EAK 10 SUPPORT CI-WIGE IN lHE PANKING LAI'I IN THE BElIEF llil\T HIffiER 

LE\£LS OF EmmIC GfU~rrn CAU BE f£~CHED. EXA'1INATIOO OF THE ~f.)ST aJtUJ INDICATORS (f 

Eca~~lIC PERFOfflArJCE IXES NOT f£VEAL NN SYSlEI1\TIC OR ffADILY DISCERHBLE fflATUlJSUIP 

BEnmJ A STATE'S S1YLE OF M·IKING STRUCTU/{ AND IT'S IDPO OF ECl1DMIC GFDIVTH. 

THE QlJESTH1~ ~[ Aff: CO·JFRCNTED WITH TODAY IS ~I)T HITH THE PRlmBJ LEGISLATHJ.l TH~T IS 

( TO/{ OUR (l)f1·lITTEE rffTING THIS rUR'HNG. THE r-ll\IN ISSUE OF mNCERfJ TO ALl (f us SInJl..D 

BE THE PfOBlB'S ON A W\TICJ!.AJ... Bl\SIS. THE Pf{)FUSED CHANGES 1H4T ~4ILl BE T.~KING PL4CE WITHIN 

THE STRUCTU/{ OF THE FHL1'JCIAL SYSTB1 IN OUR mllITRY HILL BE orlE (f THE FIRST ORIER) (f 

BUSINESS THAT OUR CaJGffSS HILL FACE. 

PRESII£NT-8£CT BUSH HI\S Affi)INTED .~ T.~K FOI{E FOR f[STRUCTURING OF THE FINANCIAL 

INIllSTRY., UHCH HILL HJCLUII PAN~., S.AVINGS ~'ID LOANS NID Cf{f)IT UNIO'IS. 11-IE hHflE 

PEGULATORY SYSTEM IS mING m BE SI'1'LIFIED NID /{GULATED lr'IOCR THE FDIC FSLIC FFJI~4L 

RESERVE SYSID1 fiND THE alYfIRLER OF CURRHJCY. THE LEGISL4TIaJ THAT HIll BE ACTED lffi~ 

BY OUR OJNGRESS WIll HlWE A PRIORITY OVER f{N TYff: OF LEGISLATHJ~ THAT ~DULD BE ACTED 

U~ BY OOR STATE LEG I SLATIJI{ • lHEfffi)I{., IT IS TIlE f[C(J1"'ENDATH1~ OF THE r·lIB., OOT TO 

ACT UPa'J AW T'tf£ OF NEW ~ERGING lA'IS OR REGUIJ\TIIJNS FOR OUR IWJK) OOING BUSINESS IN 

f1l'ITNJA., AT THIS SESSICX'J OF LEGISLAllJRE. ~-Mt\T \f: HCXJLD.BE mING NILL BE ~mT. 
( . 
.. IV SUBSTNITIATE llf AFrJ.IE INFO~v\TIcr~ YOU l~ILL PlEASE FI~ID AlTAffiED TO Ml' TESTlr1l'IY., 

1l:""TAIL OF Pf[SIIINT ELECT BUSWS ff:GULATORY fffi)~1 I{CO'1fNrnTIC1.~S. 



OWiGING ([ OUR PANKING L8bS.lS. rm mE fO{)D ill BUIlJ) A MAJESTIC tlJlTP/'JA. 
.. SEaJm:, YOU CAN BE A PLAYER IF YOJ HAV£ A smii (}\RD" mpJ£CT? . 

\, LET'S LOOK AT THE smii CARD WIlH TIE PLAYERS. 

\tlO IS oomG vMl\T FDR THE BETlEI*Jn OF r1JITAW\ IN THE FItWJCIAL INI1JSTRY 

.. }lJ\U,'~G BI\i~KS. • • I • • I I • • • I • • • • • 

AS ~'I EXAlPI£: IlJRHJG THE YfA~ 1938 TI£ BAn~ IN ~DNTANA P~CESSED" umIR THE SB~ LONI 

.. GUARNITEE PI{)GPA~" OVER 30 ~lILLIfJ.1 lDT.4L LQC\NS" OF lHE TOP lBl M1ST .ACTIVE Bt\N~ 

PARTICIPATING UNlIR THE SEA PRJGRAtl" EIGHT OF THESE lBJ AlI INI£FlP-·IIBn BAtiKS. THE TOP .. 
TI..o J3N~KS ruT OF THIS T8~ AlI INJIPENIBH BAr·IKS. THE J(P TH! MNKS pl{)CEssrn $20,,617,,300. 

.. IN mTAL LOO4~S" OF TIHS" $14,,916,,000. H,L\S PROCESSED BY INI£P8IDn BAN~. $5,,701.,100 WL\S 

IR)CESSED BY mRPOAATE B4!·II<S. FURTHER" THE TOP illl ProCESSED 114 mTAL LCW·IS" OF lHIS 87 

.. h£PE BY INIIPENlE'rf MNI(s AND 27 BY mRPORATH1~S. TH.~T IS PART OF THE SCORECAPJ). IT IS 

ALSO INTERESTING TO tlOTE lH~T OF THE mp m~ PA!1KS" THE H'\JORITY OF THE INIIPEJllEIT BANKS .. 
t£f[ r·DT Ca~C8HPATED IN TIfE LARGER CITIES OF ~DNTNlA" BUT GE()JRAPHICALLY LOCATED ACross 

.. THE STATE. THE mRPOAATED MNKS OF THIS GfUUP h£RE FlU1 LARGER CITIES. 

FURTHER" LEf'S TAU< ABOOf THE LONJS Pf{)CESSED UNIIR THE~l1rrANA BmRD (f HOUSING PIlJGRPl1. 
• 

~tlRTGAGE LOANS PROCESSED BY THE STATE BffiRD OF ~USIr-lG TELL lHE SA-W£ OR SIMILAR SlDRY. 

• FfUf'1 THIS SaJltffiRD" IT IS PLAIN TO VERIFY THAT THE E'UlPeIIBH BAN~ HITHIN THE STATE 

APE r'DST CERTMNLY mHlG fvDRE TIl~N ·THEIR FAIR SHARE. 
• 

NDTHER INTERESTING PHILOSOPHY caKER'HNG THE r'v\KE-UP OF THE FI~T BAF\!K SYSID1 .AND r'D~IEST 

• CORR)RI\TH.l'~ BA~KS IN r1J.'HAl'IA. FIR)T PAtIK SYSTEM HAS TIHRTIDI BANKS IN f1)~HNi~" ALL 
NATHltl\L BAN~ EXCEPT CfEBEING A STATE BANK MID O"JE TRUST O1ff1NY UNlER ST.~TE REGULATION. 

• 
rDRdEST B~N~ IN r'oo,LV~ ARE JlLL UNIIR !'1l\TICllPL REGULATICHS" (1)NTAINING EIGHT BMIKS. alE 

• TRUST C(}PANY UNIIR ST,~TE REGULATla~. THE f"AJORITY (f INlffiJUINT B,AN~ IN MlHNJA A!£ 

STATE R~JI<). 

IT APPEAR) OUR LA~E ruT -(f-STATE fu\TIQ'tAl Bl\N~ MID HOLDING CeJ'PMHES NISH TO CDf'ITIUL 

.. "THEIR O\'~J lISTeN (f OOING BUSINESS m r·UIT.Al'~ ~HTH THE L£GISlATla"l PfDffiSED BY r·M. 

.. I HAVE ALSO INCLlJIE) IN ~f{ TESTU1XN STATISTIC-~L mFOR~TIaJ FOR BA~K MTA ON RATIOS OF 

INSTITUTIO'IAL rorPARIsa~ I~I HEL8'lA FOR YOOR ADDITlrnAL E~FO~v\TIa·~ MID f£VIEl4. 
• 



, M~NY OTHER STATISTICS COULD FURlHER IDClHNT 1lf PffiITIO'~ OF INlIPENIEIT BnNKWG IN 
, I 

, riiHANA A'ID CUR EaJJO'1IC aJlTRIrurHl~ TO m·IKING .lV'ID SID~ THE H~Y PANKING IN lllIS COLfITRY 
, " 

( WI.] BE RACING ror,,~ THE mAD TO ULTIr,¥\TE ClJICENTRATILN. 
", 

BJT ENOLGH IS EN(lJGH. hW\T HAS BEEN PI{SEN1FJ) /\IDVE S~fJULn BE SUFFICIE!IT TO TELL THE 
i 
I 

STORY. THE FACTS ARE PlAIN. CERT.~mLY THE SPEED HITH HHICH THE BANKING A\ID C!lnIT C(f'mn. I 
STRUCTURE OF OUR COUiHRY IS BEIiIG CENTRALIZEDJ SH(lJLD BE A ML\ffiR OF f"DRE Cfl~CER'I. THE I 

SIMJI£ Ql£STIO'I IS THIS: IS BANKING aXKENTRATI(y'~ THfrnGH BM-JCH NID ~RGI~IGJ OR HflJJHlG 

mrPA'N SYS1H1S m TI1E PUBLIC INTEREST? THE PEOPLE OF COLORAOO h£RE ASKED THIS QUESTIO'l 

O'~ A VJTERS MllOT FOUR YEARS ACfJJ A'ID lHEY VUTf] NE~RLY THIff TO (J'IE AG~IrIST BRANCH BA!!KINGJ 

IN a..OSE~GJ THE ABJVE EXAJ·rus SUBSTANTIATE THE STABILITY OF THE INI£PEN!I~rr PLEIr£ TO 1 
BUILD A r:Df£ r·\l\JESTIC rUrrAf'~ MJfITAr'~ CAPITAL FOR fIO'rr.~~'1A BUSINESS BY MJNTNIA LENlIRS. 

THE INIIPENIEH PANKS OF f/[}NTflNA CNJ ~DT VISUALIZE ~-IY ll~E I£GISTL~TURE OF TIlE STATE (f 

fU'Hl\W\ EVEN FIND UHY IT IS rlECESSARY TO C(l'~SII[R HE 151 FOR LEGISLATIO'~ FOR THE r1EA BILL 

,AND i'JOT GIVE THE INIfPENlINT B~HKS OF OUR STATE THE $N'£ FORGIVENESS THAT THIS LEGISLATIo.~ 

( riOOLD IDlf OUT TO ll~E BIG BAnKS JlND OUT OF STATE HflDING mMPMIIES. IT COllLD PUT THE 

CHURCH OUT OF BUS nESS! 

\£ I{OOEST YOUR VOTE OF: X''IJ) NOT PASS" 

THflNK YOU. 



IBAA Note: 

BUSH TASK FORCE RECOMMENDATIONS 

REGULATORY REFORM 

The restructuring proposal does not address the thrift industry. When 
this report was being prepared the thrift lobby was strongly oppos~d 
to being included in any restructuring proposal and successfully 
kept any mention of the thrift industry out of this document. 

CNe~:iew of Rec:::rnne..~tions 

The overall objective of the '1'ask Group reccmnendations is to 
achieve the best possible balance of three essential goals: 

o sa:et}' ard sou."1dness, 

o co::surrer protection, and 

To help achieve these goals the Task Group protX'sals seek to strengt.~en 
the regulator), system by siTTplifying it and inproving accountability. No 
age."1CY \.,1OUld be elir.linated, but age."1CY responsibilities would be 
clarified, and the overall process \o1Ould be streamlined. In sore areas 
parti.cula.:' resulatory functions 'NOUld be consolidated in a. single age."1C'1./. 
In others, existing regulatory pro;rams \o.'OUld be m:xJified to reduce 
unnec:essaIJ' costs. Major changes in the structure of federal bcmk 
reg'..l~ation \o1OUlc also be implerrented to increase efficiency and ilrprove 
the reliability and flexibility of the system. 

Key poi."1ts of the proposals include: 

'!'he three existing federal bank regulators tNOUlc be reduced to 
two by eliminating the FDIC's role in exami.'"ling, supe!'V'ising 
anC regula~ing state non-l'I"eTber banks. A new "Federal Banking 
Age."1CY" ("FBA ") 'NOUld be created wi thin the Treasury Depa...""t­
zrent, incorporating arxj upgrading the existing CCC. This 
agency would regulate all national banks, while the FRB \o1OUl.d 
be responsible for federal regulation of all state-chart.ered 
banks. 

The regulation of bank holding c:c:rtp3nies ~ be substantially 
reorganized. At present, the FRB ~ates all bank holding 
CCITpa"".ies, even though a different age."1CY usually regulates the 
subsidiary bank (s) of the holding ~y. Under the new 
system in alrrost all cases the agency that regulates a bank 
would also supervise its parent holding canpany. This would 
make it possible for nest banking organizations to have a 
single federal regulator rather than t'Wc. 

The F.RB would transfer its authority to establish the 
pe.Dnissible ac:ti vi ties of bank holding cx::rtpanies to the new 
FEA, al trough it ~d rraintain a limited veto right ever new 
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The FRS would continue to supervise the holding cat;?anies of 
the verv laroest darestic banks, as well as those with sicnif-. ~ . . 
ican~ international activities anC! foreign-ovned institutions. 

The. FDIC \oJOuld be refocused exclusively on providing d~sit 
insurance and adzrJ..nistering the aep:,si t insura.'1ce syster.l.. All 
its C'U.."'Tent responsibilities for envirol'1lTe1ltal, consutrer, 
antitrust wother laws not directly related to the solvency 
of insurec! banks would be transferred to other agencies, as 
would its responsibilities for routine examination, supeIVisiOll 
and regulation of state non-ne!Der banks. At the sam:! tine, 
the roIC would asSUl'l'e new authority to review issuance of 
insurance to all institutions, as \llell as to examine· all 
troubled institutions and sanple non-troubled fil:ms in 
conjunction with the prilnary supe..""Visor. The FDIC would also 
have new authority to take enforcsrent action against . 
violatiC'l"'.s of federal law ccnceming unsafe bar.king practices 
in a::~' bank examined by it where the p~..ma.ry regulator failed 
to ta~e such action upon prior request of the FDIC. 

A ~. program \¥OUld transfer cur:re."'lt fede:-al 5Upe.l'''vision of 
rra .... !~· state-chal .. te..~ banks and S&Ls (and their holding 
CCJTtaiies) to the better state regulatory agencies, creating 

. new ince."ltive.s for states to assurre a stronger role in super­
vision. 

The s::ecial regulatory systen for th:"ifts \¥OUld be maintained, 
but elic;i.bility 'WOUld be based on wnether an institution is 
actually ccr:peting as a thrift, rather tban on its type of 
c:ha.~e:. 

The role a."'ld F5UC 'WOUld be required to establish o::::rmon 
mir.inn.r:: capital requirerrents and accounting standards for 
insu=ance purposes. 

Antit...~st a.nC securities matters \olOUld each be handled by a 
single agency rather than five different agencies at present. 

Serre specifl.c regulatory provisions would be s~1ified to 
eliminate unnecessary burden. These include existing 
le;islative provisions that encourage wasteful liti,gation, as 
well as outdated application requirements in various areas that 
result in substantial unnecessary pape.NOrk. 

Needless to say, the proposals of the Task Group would not guarantee 
either good ma."lagement by financial finns, or consistent and effective 
leadership of the financial regulatory agencies. However, these 
proposals would strengthen our ability to maintain a safe and sound 
financial systen. At the same tine they would also begin to reduce many 
of the unnecessaxy costs and burdens of the current sy~. As a 
cx:nprehensi ve packagE: the prq::osals '-OUl..d represent the nost significant 
overhaul of our federal regulatory aparatus since'the 19305. 'nleir 
adoption would produce substantial and l.a.sting benefits for both our . 
financial markets and the American public. 

" 



CAPITAL RATIOS. 
SEPTEMBER 1988 SEPTEMBER 198:5 

FIRST SECUR[T,( HELENA 8.21 9.00 
NORWEST HEt-ENA 5.18 6.64 
FIRSf SANK HELENA 5.82 5.61 
BANK OF MONHlNA HELENA 9.81 11.63 

LOAN TO DEPOSIT RATIOS: 

FIRST SECURITY HELEN~\ 71.68 71.90 
NORWEST HELENA 39.03 67.91 
FIRST BANK HELENA 36.95 51.39 
BANK OF MONTANA 46.48 72.5c) 

DEPOSITS: 
FIRST SECURITY HELENA 2~;, 134 22,490 
NORWEST HELENA '34,994 100, lEA 
FIRSl BANK HELENA 115, (J 13 107,08't 
BANK OF NONTANfi HELENA 15,761 13, (le:7 

NOTE: THE FI RST BANK OF HELENA NUJ'o1BEHS FOR SEPTEMBER 1988 ARE 
JUNE 30, 19B8 NUMBERS. FIRST BANK DID NOT PUBLISH CALL REPORTS IN 
MONTANA I~ SEPTEMBER, ALL FIRST SYSTEM BANK WERE PUBLISHED IN 
MINNESO"rA, I THINK. 

CAPITAL, IF CONSOLIDATION OCCURS THE MINNESOTA BnI-J.KS MAY BE ABLE 
fO OPERATE ON EVEN SMALL CAPIfAL RATIOS. { KNOW THIS DISCREPANCY 
IS f'iA1NLY DUt:: TO THE REGULATORS EACH OF US IS liNDER, HUWEVER n 
COULD CAUSE l"HE PLAYING I=IELO TO BE OISTOIiTED FURTHER. 

LOAN TO DEPOSIT RATIOS, THERE IS A STRONG INDICATION THE 
MINNESOfA BANKS ARE LESS WILLING TO DO BUSINESS WITHIN THE STATE 
AND I FEEL THfH CONSOLIDATION WOULD DO NOTHING TO REVERSE THIS 
"fREND. POINT OF (NTEREST THE FIRST SECURITY BANK OF HELENA H~~ A 
BETIER PASTo-DUE PERCENTAGE AND LESS CLASSIFICATIONS CURRENTLY 
THEN I f HfW IN 1985. BETTE R MANAGEMENT, I DON'T TH I NK SO, THERE 
AkE GUUD LOONS TO BE MRJ.)E IN THIS ECONUMIC ENVIRONMEtH. 

DEPOSITS, WHERE DID THE DEPOSITS MOVE TO? WHERE WILL THE DEPOSITS 
MOVE TO? 

TAXES, IF DEPOSITS, PROFITS, AND LOANS ARE MOVED RROUND WITHIN 
THE HOLDING COMPANY STRUCTURE, ARE THE INDEPENDENT BANKS GOING TO 
PAY THE ENTIRE TAX BILL FOR ALL MONTANA BnNKS. WE CERTAINLY WILL 
NOT HAVE THIS PROBLEM OVERLOOKED BY THE LEGISLRTURE. 

Paul D. Caruso, Jr. 
President 

First Securi ty Bank of Helena 
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MOST JOBS CREATED IN MONTANA IN THE LAST DECADE WERE 

RELATED TO THE EXPANSION OF SMALL BUSINESSES AND 

ENTREPRENEURIAL ENDEAVORS. THE OUTLOOK INTO THE NEXT CENTURY 

INDICATES THAT THAT IS WHERE MONTANA'S FUTURE GROWTH WILL 

COME. STATISTICS SHOlv THAT IN 1980 SMALL BANKS UNDER 100 

MILLION IN DEPOSITS MADE 88% OF ALL SMALL BUSINESS LOANS. 

THESE SMALL BANKS HELD ONLY 23.3% OF THE NATION'S BANKING 

ASSETS. MEDIUM-SIZED BANKS (100 MILLION TO 1 BILLION) MADE 

H~.4% SMALL BUSINESS LOANS, WHILE HOLDING 23.9% OF THE 

NATION'S BANKING ASSETS. THE LARGEST BANKS, REPRESENTING 52.8% 

OF THE NATION'S BAt~ING ASSETS, ONLY MADE 1.3% OF SMALL 

BUSINESS LOANS. DOES THIS MAKE YOU THINK WE SHOULD 

CONCENTRATE MORE AND MORE CF BANK ASSETS IN FEWER, LARGER 

BANKS? 

IN COLORADO THE FIRST BANK SYSTEt-1 l'JANTS STATEVHDE 

BRANCHING IN ORDER TO ELIMINATE PERSONNEL AIlD OVERHEAD OF THE 

19 COLORADO BANKS IT JUST ACQUIRED FROM CENTRAL BANCORP. FBS 

IS MOVING DATA PROCESSING OPEP~TIONS TO MINNEAPOLIS TO SAVE AN 

ADDITIONAL 3 MILLION ANNUALLY. 

DO YOU THINK THE SAME THING WON'T HAPPEN IN MONTANA? IT 

HAS ALREADY BEGUN. 

DO YOU THINK SHIPPING MONTANA JOBS GENERATED BY MONTANA 

CAPITAL IS IN THE BEST INTEREST OF THE STATE, OR YOUR 

CONSTITUENTS? 

F II 

~:~:l~ 1i~/7s 9:: 
HG __ 15;"::;"'~-I-I----



IN' ARIZONA THREE BANKS CONTROL 85% OF THAT STATE IS BMJ<ING 

ASSETS. IF THIS WERE TO HAPPEN IN MONTANA UNDER THE NEW 

LEGISLATION PROPOSED BY MBA, 3 BOARD OF DIRECTORS WOULD MAKE 

85% OF THE LOAN DECISIONS AFFECTING MONTANA BORRO\'lERS. 

DO YOU REALLY THINK THAT WOULD BE IN THE BEST INTEREST OF 

YOUR CONSTITUENTS WHO BORROW MONEY AND INVEST THAT MONEY IN 

ORDER TO CREATE MONTANA JOBS? 



.: 

• 
• QUESTION FOR ANYONE FROM FIRST BANKS - OR FOR CADBY IF NO 

ONE FROM FIRST TESTIFIES: 

A LAWSUIT HAS BEEN FILED SEEKING DAMAGES FOR SHAREHOLDERS 

FOR A "RECKLESS" GAMBLE ON U.S. TREASURY SECURITIES THAT WILL 

COST FIRST BANK SYSTEM, INC., ABOUT $500 MILLION THIS YEAR. 

THE COMPLAINT ACCUSES THE MINNEAPOLIS BANK HOLDING COHPANY 

OF ENGAGING IN "RECKLESS HIGH-RISK SPECULATIONS ON INTEREST 

RATES." 

"VIRTUALLY NO OTHER BANKING INSTITUTION ENGAGED IN THIS 

( HIGHLY SPECULATIVE ACTIVITY TO THE EXTENT THAT DEFENDANTS 

DID," SAYS THE COMPLAINT. "BY PURCHASING LONG-TERM BONDS \UTH 

SHORT-TERN MONEY, DEFENDANTS WERE IN EFFECT GAMBLING WITH FBS' 

ASSETS AND EARNINGS, RECKLESSLY SUBJECTING FBS TO BOTH 

SUBSTANTIAL ASSET AND CAPITAL IMPAIRNENT." 

WHAT SHARE OF THIS LOSS WILL MONTANA FIRST BANKS ABSORB? 

1'1HAT SHARE OF THIS LOSS WILL YOUR COUNTY OR CITY ABSORB AS A 

LOSS IN TAX REVENUE? 

WILL FIRST BANK SYSTEM HAVE TO CALL IN LOANS TO COVER 

THEIR LOSSES LIKE THE BIG TEXAS BANKS DID? 



-/ 

MBA SENT YOU INFO~mTION REGARDING THEIR BILL CALLED THE 

IIFIVE POINT RESTRUCTURE BILL. II ONE OF THE FIVE POINTS THEY 

STRESS ASKS THE QUESTION: 

WILL DEPOSITS STAY WITHIN THE COMMUNITY? 

THEIR ANSWERS: 

1. INVESTMENT DECISION POLICIES STAY THE SAME. 

2. ALL BANKS INVEST YOUR DEPOSITS IN A VARIED 

PORTFOLIO OF SECURITIES AND LOANS LIKE ANY OTHER 

BUSINESS OR INDIVIDUAL. 

3. LO~1S DEPEND ON DEMAND, YIELD AND RISK ARE 

PREFERRED INVESTMENTS. 

DO THEIR ANSWERS REALLY SATISFY THE QUESTION OR DO THEY 

JUST SEEM TO DANCE AROUND THE QUESTION? 

PERP~PS THE ANSWER LIES IN AN ARTICLE BY PAUL J. HOLLEY, A 

BUSINESS JOURNALIST, WHOSE ARTICLE APPEARED IN THE NOVEMBER 13 

ISSUE OF THE BILLINGS GAZETTE. MR. HOLLEY SAYS, 1I0H YES, SOME 

ARGUE THAT THE DREADED IIMINNESOTA TWINS II 
- FIRST BANK SYSTEM 

AND NORWEST CORP. - WILL USE LIBERALIZED STATE BANKING LAWS TO 

SUCK MONEY OUT OF COMMUNITIES AND WHISK IT (GASP1) OUT OF 

STATE. 

WELL, I'M HERE TO TELL YOU TF~T IT'S ALREADY HAPPENED AND 

WILL CONTINUE TO HAPPEN. THE TWINS ARE JUST TWO OF THE MANY 

PLAYERS INVOLVED. 

AS ECONOMISTS lULL TELL YOU: CAPITAL FLOWS WHERE IT'S 

NEEDED. II 

IF YOU THINK CAPITAL IS NEEDED IN MONTANA, DO YOU THINK HB 

151 IS IN THE BEST INTEREST OF YOUR CONSTITUENTS? 



( 
. \ 

MINNESOTA-OlvNED BANKS LIKE TO BOAST THAT THEIR MONTANA 

AFFILIATES HAVE A HIGHER LOANS-TO-DEPOSIT RATIO THAN OTHER 

BANKS. THE LATEST FIGURES RELEASED BY SHESHONOFF INDICATE 

OTHERWISE. NATIONALLY, BANKS HAVE APPROXIMATELY 70% OF THEIR 

ASSETS LOANED OUT, WHILE IN MONTANA FIRST BANK HAS ONLY 48.8% 

OF THEIR ASSETS LOANED OUT. IF FIRST BANKS LOANED OUT AT THE 

NATIONAL AVERAGE, AN ADDITIONAL $297,000,915 WOULD BE AVAIL-

ABLE IN MONTANA. 

( 

ALSO BASED ON AN ESTIMATE BY A FEDERAL RESERVE SYSTEM 

ECONOMIST, HOME TOWN BANKS HAVE THE LARGEST PERCENTAGE OF 

THEIR ASSETS IN LOANS IN THEIR COMMUNITIES (57%) WHILE 

REGIONAL AND NATIONAL MONEY CENTERS HAVE ONLY 29% OF THEIR 

ASSETS LOANED LOCALLY. 

DO YOU REALLY THINK THAT CREATION OF LARGER AND LARGER 

BANK SYSTEMS WILL CREATE MORE LOANS OF MONTANANS' OR 
( 

MINNESOTANS'? 



IS THIS BILL A METHOD OF P~DUCING TAX LIABILITY FOR THE 

LARGE BANKING SYSTEM? 

IS THIS BILL THE FIRST STEP IN MAKING A MORE ATTRACTIVE 

PACKAGE FOR LARGE OUT-OF-STATE BANK HOLDING COMPANIES TO SELL 

THEIR HOLDINGS TO LARGE INTERSTATE BANKS OR MULTI-NATIONAL 

BANKS? IS PERMITTING INTERSTATE BANKING THE NEXT LEGISLATION 

F'OR 1991? 

IF THIS BILL PASSES, LOCAL CONTROL BY LOCAL BOARDS OF 

DIRECTORS WILL BE LOST. DO YOU THING MONTANA DEPOSITS WOULD 

BE LOANED AND Il\"VESTED IN MONTJI..NA OR 'HOULD THEY MORE LIKELY BE 

DIS'I'RIBUTED IN MINNESOTA? 



WILL MERGER AND CONSOLIDATION CAUSE A LOSS OF t-IONTANA JOBS 

.( 
TO OUT-OF-STATE BANKING CENTERS - WILL OUR DEPOSITS, AND 

PROFITS MADE BY THEIR INVESTMENT, PROVIDE JOBS HERE OR IN 

MINNESOTA? 

TO ANYONE FROM FIRST OR NOR\'lEST (ANYWHERE OTHER THAN 

BILLINGS): HOW MANY JOBS HAVE YOU TAKEN OUT OF THE {HELENA/ 

KALISPELL/ MISSOULA ECONOMY WITH YOUR CONSOLIDATION OVER THE 

LAST 3 OR 4 YEARS? 

( 

( 



IS THE REAL PURPOSE OF THIS LEGISLATION TO MAKE LOANS 

EASIER FOR FARMERS AND SMALL BUSINESSMEN OR IS IT TO INCREASE 

THE LEGAL LENDING LIMIT TO A SINGLE BORROWER? TO GO ONE STEP 

FURTHER WITH THE QUESTION, HOW WOULD A SMALL BUSINESSMAN FARE 

THEN, IF A LARGE CORPORATE CUSTOMER OF A MERGED B~~ WERE TO 

ASK FOR AN INCREASE IN THEIR BORROWING LIMIT? 

IS HB 51 GOING TO BENEFIT MONTANANS OR IS IT INTENDED TO 

BENEFIT PROFITS FOR THE MINNESOTA BANK HOLDING COMPANIES? 



( 

( 
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HE 1: 1 AND COUNTY REVENUE 

~ I'd.. 

I 
" 

Bank Of Montana 1987 

County Under Existing Law Under HE 151 County Revenue (+ -) 

I 
I 

Cascade 
Missoula 
Hill 

$43,.0.0.0 • .0.0 
$1.0,.0.0.0 • .0.0 
$58,.0.00 • .0.0 

$24,.0.0.0 • .00 
$13,.0.0.0.0.0 
$37,.0.00 • .00 

Total State Tax Before Hb 151, (.All Banks) $2.02,.0.0.0 

Missoula 
Silver Bow 
Carbon 

$81,.000 • .0.0 
S59,.0.0.0 • .0.0 
$ 8,.0.0.0 • .0.0 

Montana Bancsystems 1987 

$24,.0.00 • .0.0 
$:.0,.0.0.0.00 
$11,.0.0.0 • .0.0 

Tctal State Tax Before HE 151, (.All Banks) $159,.0.0.0 

Cascade 
Deer Lodge 
Yellowstone 

$113,.0.0.0 • .0.0 
$ 68,.0.0.0 • .0.0 
$ 72,.0.0.0 • .0.0 

NOI"',yest 1987 

$21,.0.0.0 • .00 
$19,.0.0.0.0.0 
$3.0,.0.00 • .00 

Total State Tax Before HE 151, (All Banks) $348,.0.0.0 

Cascade 
Missoula 
Silver Bow 

$3.0.0,.0.0.0 • .0.0 
$24.0,.0.0.0 • .0.0 
$12.0,.0.0.0 • .0.0 

Fi=st Bank Svstems 1987 
= 

$184,.0.0.0 • .0.0 
$14.0,21.0.0 • .0.0 

$ 86,0.0.0 • .0.0 

Total State Tax Before HB 151, (All Banks) $1,.0.0.0,.0.0.0 

The Big Losers: Cascade, $243,.0.0.0 • .0.0 
Missoula, $155,.0.00 • .0.0 
Silver Bow, $64,.0.0.0 • .0.0 

-$19,.0.00 • .0.0 -45% 
+$ 2,0.0.0 • .0.0 +25% I 
-$21,.0.00.00 -37% 

Af~er HE 151/ $:52,0.00 I 

-$57,2100 • .0.0 -70% I 
-$3.0,.0.00.210 -65% 
+$ 3,.000 • .00 +38% 

I 
*After HE lSI! $0 

I 
-$92,.000 • .0.0 -82% 

I -$49,.0.00 • .00 -71% 
-$42,.0.00 • .00 ~ "'0 

-=~'il 

I 151/ 
<' 

After HE $279,.0.00 

-$123,0.00 • .0.0 -41% 
I 

-$10.0,0.0.0.0.0 -42% 
-$34,00.0 • .00 -29%1 

*After HB 151/ $1,.00.0,0.0£ 

I 
I 

All figures are estimated from reports of net income. The only way to represeni 
these figures accurately is to have the Dept .Of Revenue compile projection' 
from confidential tax records. 

*Bancsystems recorded a number of negative earning banks. 
*First Banks recorded no loses. 

I 
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:Januq,ry 18, 1989 
HOUSE BUSINESS , ECONOMIC DEVELOPMENT COMMITTEE 
Room 312-3, 8:00 a.m., Chairman Pavlovich 

I. Introduction - Montana Independent Bankers 

II. opposition to H.B. 151 - The Branching Bill 

III. Testimony to focus on two areas drawn from experience as 

Director of the Department of Commerce and as Chairman of 

Montana state Banking Board 

A) While at Commerce, I was able to stay detached from this 

issue 

B) Montana bank structure performance 

C) Economic development in Montana 

IV. Montana Bank structure 

A) The Montana bank structure has evolved to meet the 

particular needs of our state's economy 

B) It is a competitive playing field, not a tilted field 

as some would represent 

C) The Montana banking industry has been going through 

some very difficult times 

1. Bank closures 

2. Bank sales - banks do sell 

3. Banks in trouble 

4. We are not out-of-the-woods yet 

D) We have survived intact with our bank structure suited 

to Montana. New bank applications 



" 
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"v. · Economic Development in Montana 

"A) The evolving Montana economy 

H.B. 151 

B) I-95, Montana Coal Tax Loan Program 

C) April 30, 1982, Robert L. Reiquam; President, Montana 

. Bankers Association 

Initiative 95, which would place one-fourth "of all future 

deposits to the permanent coal tax trust and invest it in 

Montana's economy" -- the state would make no direct loans, 

but would emphasize investments in new or expanding 

enterprises" is not a sound proposal. Montana bankers would 

like to see additional dollars from the coal tax trust fund 

deposited on interest in Montana banks. These funds could 

earn a good rate of interest in these banks, but Montana 

bankers are very concerned about the balance of this 

initiative, which would create an economic development fund 

and would emphasize investments in new or expanding 

enterprises. This, then begins to smack of credit 

allocation. 

D. Program status 

1. Since inception there have been $68M in loan 

applications 

2. $32M invested in 202 loans 

3. 125 current loans outstanding, 5 delinquent all 

guaranteed by a federal program. Not a bad 

performance by any standard 

2 



H.B. 151 

4. Of the 200 loans a full 160 or 80% have been 

initiated by one group of bankers (guess) and 40 or 

20% by holding company banks 

5. Availability of quality loans 

6. Attitude of lendors and lending policies 

7. Report - Commercial Bank Lending Patterns and 

Economic Development in west Virginia 

a) Bank structure plays a role 

b) Attitude is determinate 

8. Could site examples of the problems faced by 

professional finance packagers 

9. H.B. 151 is not the solution to loan ratios or 

attitudes 

VI. Close - Quote from President of First Bank Systems, DeWalt 

Ankeny from Commercial West Magazine in August, 1985. "We 

believe many small towns today can be more efficiently 

served by a local community bank that does not have the 

substantial overhead of a mUltistate banking system." 

3 
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Mr. Chairman & Members of the Committee 

Gary B. Carlson, CPA 
Shareholder 
Anderson ZurMuehlen & Co., P.C. 

Testimony - HB-15l 
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Our Firm's income tax practice includes financial institutions - both 

banks and savings and loans and the related preparation of Corporation License 

Tax returns. 

SAME TAX STRUCTURE AS SAVINGS & LOANS 

Should a group of two or more banks choose to merge under the proposed 

bill, the resulting tax entity would be the same tax structure as savings and 

loans with branches have been reporting under for the past ten years. This 

presently includes 11 savings and loans, 35 branches, and one bank with a 

branch. 

IMPACT ON NET OPERATING LOSSES 

If two or more banks merge, following the passage of the proposed 

legislation, all existing net operating losses, carrying forward of any of the 

separately merged banks, are immediately forfeited. Therefore, future state 
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and county tax revenue would llQ! be offset by existing carryforward losses Ii 
11----

upon merger - thus increasing tax revenue. ":,-:jl!,//f'l ~ I 
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PROFITABILITY 

The revenue from corporation license tax collections is dependent on the 

Montana economy and corporate profitability since it is measured by income for 

ALL Montana Corporate tax paying entities. 

A healthy Montana economy, more than likely, will result in increasing 

bank operating profits and, thereby. increasing Corporation License Tax 

revenues. The tax impacts are dependent on the economy, more than on merger. 

Merger, if implemented by banks, may help stabilize bank tax revenues. 

NOT A TAX BILL 

It is important to note, the bank restructure bill (House Bill 151) does 

not change any existing tax law or add any new tax provisions. 

I am handing out separate analyses related to tax impacts, for your 

review. 

I am available to answer your questions regarding the tax impacts of bank 

merger. 

Thank you. 
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like to stand up and speak but wants their testimony entered into'j 
the record. .-

WITNESS STATEMENT 

J NAME TI R,.u..(.€.- fl1t:c..J<fIClZ..//c'" BUDGET I ------------------
ADDRESS <{ -v1~'~p 'Sk.VVI J</,Jtt:nl- I 
WHOM DO YOU REPRESENT? A~ bev ~ ([f.lA~1'" 6~cl~#i'"~~ tOy&: ~~ 

SUPPORT ________ OPPOSE __________ AMEND __ XL-.:;.... ____ I 
COMMENTS: tI 0 I S I ~J. 7' u . ...: +- ~""-rl ",-d ~ I 
....j~~7",~~~r!:...J~~J:-~·'a-~~~.h~7f4-.!h'l~"1~·D01;t~1S~~~~I-l-· ~.!:u,.~/~~~1J~We.d:.~?-!!!_~e '~f~' "f!!'ag~ _ 

_ h~o£.s""""""""'---L:11l--=6;..1r...ll#J-,...:..:I,.t~·(;=-~::...=.....~?;....!e..,,,,,~K\.~; ...LJ------':;~J M-:";;':':":..I..i!:IArL~---=.b=-.Jrt4#r.=~l...:;..L»t..:.,·=IItG.~_~=--1-+-____ I 
i 1\.l)€'fUPLt!-' :>-r.v.-1:. c.. ..,J.,a.~T6Lc..O ;T~"l C.a ...... f4rt;es ~(.. )} 

~A=S~1A~~~s~~_C~A~~~fp'~~~T~I~b~~~Q~F-L~~~~~~~~~~,~-------------------- I 
6 1 ~1£ni)l.v($ ~L-~~ 4 O~ ~ hiLA ~ 

~, 

~~~_~~/~~~~===,=·~~~~~~~K~S~. ____________________ ~ _______________ I 
~~~ tcJra tM4 wk+, ~ t4W4~ 1;-
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--"S=~~"",:/U~'S=-hu=J~M"""S'----")),...---ir';...;;...=.~=~;........;;..~ __ Uvw..~-,-~~.;;...;.·-,,-r--l~=L;...,;o;UM-...;....;:...L;:;;.. . .:..-" ---,-7lu~,-,sz;;:;;..-.A!..=v\::...::u=-__ I 

i, W~~.L!!6...J ~ '1~ "').J.;u..J f'M~ ,e::bf. 

PLEASE LEAVE PREPARED STATEMENT WITH SECRETARY. 

Form CS-34A 
Rev. 1985 
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like to stand up and speak but wants their testim~ny entered into 
the record. \~'fy7\ · \ ,. _ " WITNESS STATEMENT 

, NAME &~ ~SOAl BUDGET 

ADDRESS ?h'&--"" IN'? ~ 
WHOM DO YOU REPRESENT? fl?€>11 ' 

~~~~~---------------------------------

SUPPORT _---'yL-£.?tA~_!..._. ___ OPPOSE ________________ AMEND 

COMMENTS: 

~Bn:o ~ ~.fiJJ ~ 

PLEASE LEAVE PREPARED STATEMENT WITH SECRETARY. 

Form CS-34A 
Rev. 1985 
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WITNESS STATEMENT 

NAME Ke ,"+-b L· Go I ho BUDGET ________ _ 

ADDRESS 1031 (\edarLvooJ ,He(elVd I Mr 

WHOM DO YOU REPRESENT? D1 r TNd.epeNdetJ1 BaN ,< e ('""$ 

SUPPORT OPPOSE ,t \ B ' IS f AMEND ___ _ 

COMMENTS: 

PLEASE LEAVE PREPARED STATEMENT WITH SECRETARY. 

Form CS-34A 
Rev. 1985 
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VISITORS' REGlSTER 

~5\V1t.?' , Et.o'n~Ic.. 'De ~_ COMMITTEE 

BILL NO. t-PB lSI 

SPONSOR ~-ef Swl -9t 
DATE _!.....L' IL...:J ~:.......::/_8..L-2 ____ _ 

-----------------------------
NAME (please print) RESIDENCE SUPPORT OPPOSE 

.I 

,.... ./Jt, 

;x 

IF YOU CARE TO WRITE COMMENTS, ASK SECRETARY FOR WITNESS STATEMENT FORM. 
,-\ 

PLEASE LEAVE PREPARED STATEMENT WITH SECRETARY. 
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VISITORS' REGISTER 

COMMITTEE -------------------------
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