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HOUSE TAXATION COMMITTEE 

4 6 t h  L e g i s l a t u r e  

The committee was c a l l e d  t o  o r d e r  by Chairman Herb Huennekens, D i s t r i c t  #88,  
B i l l i n g s ,  a t  9:15 a.m., January  18 ,  1979, i n  Room 434, C a p i t o l  B u i l d i n g ,  
Helena,  Montana. S t a f f  a t t o r n e y  Randy McDonald was p r e s e n t .  There  was a  
quorum p r e s e n t .  

B i l l s  t o  be  heard  were  HB 150 and 141. 

Rep. Fabrega,  sponsor  of House B i l l  150,  adv i sed  t h a t  t h e  banks thought  t h e  
s t a t e  had no r i g h t  t o  t a x  t h a t  p o r t i o n  of t h e  c a p i t a l  investment  of t h e  banks 

t h a t  w a s  i n v e s t e d  i n  f e d e r a l  s e c u r i t i e s ,  which l e a v e s  a lmos t  
HOUSE BILL no v a l u e  t o  t a x .  R e a l l y  banks a r e  c o r p o r a t i o n s  do ing  bus i -  

n e s s  i n  Montana and t h e y  should b e  t r e a t e d  a s  a l l  o t h e r  
150 c o r p o r a t i o n s .  One of t h e  problems t h a t  e x i s t e d  a g a i n  w a s  

t h a t  i f  t h e  s t a t e  does  n o t  t a x  i t s  own s e c u r i t i e s ,  i t  cou ld  
n o t  t a x  t h e  s e c u r i t i e s  of t h e  U.S. Banks ho ld  t a x - f r e e  paper .  HB 150 would 
change t h a t  t a x - f r e e  s t a t u s  and make income from such s e c u r i t i e s  t a x a b l e  f o r  
a l l  c o r p o r a t i o n  h o l d e r s .  

It a l l o w s  t h e  S t a t e  of Montana t o  t a x  a l l  of t h e  income of banks whether  from 
s t a t e  o b l i g a t i o n s  o r  from t h e  c o r p o r a t e  l i c e n s e  t a x .  Banks w i l l  now b e  t axed  
on t h e i r  n e t  income w i t h  some e x c l u s i o n  a l lowed f o r  bad d e b t s  a t  t h e  r a t e  of 
6 3/4% which a l l  o t h e r  c o r p o r a t i o n s  pay. The n e x t  problem was t h a t  t h e  bank 
s h a r e  t a x  went t o  l o c a l  governments as p a r t  o f  t h e  v a l u e  b a s e  and we a r e  r e -  
moving a  s i z e a b l e  chunk of money from l o c a l  governments.  U n l i k e  o t h e r  corpora-  
t i o n s ,  t h e  c o r p o r a t e  l i c e n s e  t a x  is  c o l l e c t e d  by county t r e a s u r e r s .  The 
d i s t r i b u t i o n  i s  made based on t h a t  p r o p o r t i o n  of t h e  m i l l a g e  t h a t  be longs  
t o  each d i s t r i c t .  The amount of revenue t h a t  i s  d e r i v e d  i s  t o  be  d i v i d e d  i n  
an  e x a c t  formula  i n  r e l a t i o n s h i p  t o  t h e  s c h o o l  d i s t r i c t ,  c i t y ,  and county.  
The method of d i s t r i b u t i o n  of income c o l l e c t e d  would n o t  be  changed. 

T h i s  b i l l  would - 1. Do away w i t h  t h e  t a x - f r e e  s t a t u s  of munic ipa l  and s t a t e  
o b l i g a t i o n s .  Banks a r e  a g r e e a b l e  and s i n c e  t h e y  a r e  t h e  major h o l d e r s  of 
m u n i c i p a l  and s t a t e  o b l i g a t i o n s ,  i t  would b e  a c c e p t a b l e  t o  them. 

John Cadby, Manager of Montana Bankers A s s o c i a t i o n ,  s a i d  160 banks s u p p o r t  
t h i s  i d e a  and have agreed  t o  suppor t  t h i s  measure.  The o b j e c t i o n  h a s  been i n  
t r y i n g  t o  r e a c h  t a x  e q u i t y ,  and t h e i r  c o n c l u s i o n  was t h a t  n e t  income was 
p robab ly  t h e  f a i r e s t  means of t a x i n g  banks and s i n c e  t h e y  a r e  a p r o f i t -  
making o r g a n i z a t i o n ,  i t  would be  f a i r .  HB 150 a c h i e v e s  t h a t  end and t a x e s  
them a s  is  any o t h e r  c o r p o r a t i o n .  The bank s h a r e  t a x  was v e r y  d i s c r i m i n a t o r y .  

Harold P i t t s ,  Montana Bankers A s s o c i a t i o n ,  and George Anderson, c e r t i f i e d  
p u b l i c  a c c o u n t a n t ,  r e p r e s e n t i n g  Montana Bankers A s s o c i a t i o n ,  sugges ted  we 
should t r y  t o  f i n d  o u t  what t h e  e f f e c t  would have been i f  t h e  banks had been 
under t h e  c o r p o r a t i o n  l i c e n s e  t a x .  None of t h e  banks would pay any bank s h a r e  
t a x  under  t h e  o l d  law. We w i l l  n o t  c h a l l e n g e  t h e  bank s h a r e  t a x  law. We a r e  
o p e r a t i n g  under  t h e  1977 law. $5.5  m i l l i o n  was paid  i n  bank s h a r e s  t a x  d u r i n g  
t h e  l a s t  two y e a r s .  What would have been c o l l e c t e d  under t h e  1979 b i l l  from 
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160 banks n e t  income i f  a l l  banks i n  Montana had paid t h e  corpora t ion  l i c e n s e  
t a x  had t h i s  b i l l  been i n  e f f e c t  i n  1978? $5.6 m i l l i o n  would have been pa id ,  
and t h i s  amount would have gone t o  l o c a l  governments. A l l  Savings and Loans 
t axes  would have added another  $5 m i l l i o n .  The m u n i c i p a l i t i e s  and l o c a l  govern- 
ments w i l l  r e c e i v e  about t h e  same amount of d o l l a r s  under HB 150 a s  under t h e  
bank s h a r e s  t a x  method. 

Ross Cannon, r ep re sen t ing  t h e  Savings and Loan Assoc ia t ions ,  recommended amend- 
ing HB 150. He presented a  d e t a i l e d  h i s t o r y  of bank t axa t ion ,  which he descr ibed 
a s  being b i z a r r e .  He agreed wi th  t h e  banks t h a t  t axa t ion  of moneyed c a p i t a l  i s  
wrong he re .  He does not  q u a r r e l  wi th  t h e  p r i n c i p l e  of r ev i s ing  t h e  concept.  
However, t h e  S&L Assoc ia t ions  a r e  t h e  only c l a s s  of f i n a n c i a l  i n s t i t u t i o n s  
wi th in  t h e  per imeters  of t h i s  b i l l  whose t axes  s i g n i f i c a n t l y  i nc rease  a s  t h e  
n e t  r e s u l t  of HB 150, and t h e  reason i s  t h a t  a l l  f i n a n c i a l  i n s t i t u t i o n s  inves t  
i n  government s e c u r i t i e s .  There i s  very l i t t l e  t a x  on moneyed c a p i t a l .  Govern- 
ment o b l i g a t i o n s  were not  taxable .  Courts he ld  express ly  t h a t  t h e  t a x a t i o n  of 
government o b l i g a t i o n s  a r e  no t  taxable .  

The banks suddenly looked a t  t h i s  and l i t i g a t e d  s i n c e  no f inancial .  i n s t i t u t i o n  
i s  now l e g a l l y  l i a b l e  f o r  any form of proper ty  t axa t ion  on any government 
ob l iga t ions .  This  b i l l  proposes t o  remove t h e  t a x  exemption from s t a t e  and 
municipal o b l i g a t i o n s  and thereby renders  t h e  o b l i g a t i o n s  of t h e  U.S. t axab le  
f o r  income t a x  purposes on income derived from such o b l i g a t i o n s ;  and f o r  
purposes of applying t h e  corpora t ion  l i c e n s e  t ax .  Banks a r e  out  from under 
t h e  bank s h a r e  t a x  and t h e r e f o r e  t h e i r  t axes  a r e  s i g n i f i c a n t l y  reduced. Some 
l a r g e r  banks rece ived  a  t a x  r educ t ion  of thousands of d o l l a r s .  S&L t a x e s  w i l l  
go up about 53%. There a r e  16  home o f f i c e s  f o r  16  S&Ls and 160 banks. 

There is  no t a x  on c r e d i t  unions - f e d e r a l  law p r o h i b i t s  t h i s .  The only f inan-  
c i a l  i - n s t i t u t i o n s  t o  which t h i s  would adhere a r e  t h e  S&L Associa t ions .  That 
i s n ' t  q u i t e  t a x  equi ty .  Taxes go up, bank sha re  t axes  go down. Compared wi th  
t h e  1976 income t a x ,  t h i s  law reduced t h e  n e t  y i e l d  over $6 m i l l i o n ,  so t h e  n e t  
y i e l d  t o  l o c a l  governments is  down about $2 mi l l i on .  $1 m i l l i o n  comes from t h e  
s t a t e  revenue shar ing .  This  would have a  s i g n i f i c a n t  revenue e f f e c t .  

S&Ls a r e  paying a  very  h igh  p r i c e  f o r  money. He th inks  t h e  S&Ls should be  
allowed t o  have a  r e s e r v e  f o r  bad deb t s  t o  permit t h e s e  f i n a n c i a l  i n s t i t u t i o n s  
t o  s h e l t e r  a  po r t ion  of t h e i r  n e t  income, amel iora t ing  t h e  impact of t h i s  b i l l  
i n  t h i s  manner. It would he lp  t h e  S&Ls by al lowing them t o  have a  coun te rpa r t  
i n  bad debt  r e se rves .  

Paul  Johnson, Pres ident  of S&L Associat ion i n  Great F a l l s ,  s a i d  HB 150 makes 
incomes from government o b l i g a t i o n s  taxable .  They don ' t  hold any municipal 
bonds. It would inc rease  Subchapter S  corpora t ion  l i c e n s e  t a x  94%, based on 
t a x e s  paid i n  1977. He f e e l s  t h i s  i s  too much of an inc rease .  I f  t h e  amend- 
ment is  adopted, i t  would inc rease  n e t  t a x  about 20% ins t ead  of 94.4% which 
i s  n e a r l y  doubling t axes  and i s  too  g r e a t  an inc rease .  

S teve  
I n  1976, t h e  e f f e c t i v e  t a x  r a t e  f o r  commercial banks was 15% whereas t h e  
e f f e c t i v e  r a t e  f o r  S&L was 26%. He agrees  wi th  t h e  amendment o f f e r e d ,  and 
suppor ts  Cannon's testimony. 
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Einor Long, Savings & Loan i n  Havre, concurs wi th  Ross. 

Ernes t  
wi tnesses ,  and wi th  Ross. He f e e l s  i t  i s  an  excess ive  inc rease  i n  t axa t ion .  

Fred F landers ,  Montana Independent Bankers, Helena, confirms M r .  Cadby's 
testimony and suppor ts  h i s  testimony. 

Dan Mizner, Executive Sec re t a ry  of Montana League of C i t i e s  and Towns, recommends 
an amendment on pages 11 and 12 ,  and on page 1 2 ,  l i n e  2 ,  by i n s e r t i n g  " i f  i t  
i s  generated from t h a t  town, i t  should be re turned  t o  t h a t  town." 

Dean Zinnecker,  D i rec to r  of Montana Associat ion of Counties,  doesn ' t  know j u s t  
what e f f e c t  HB 150 w i l l  have. He wants t o  s e e  a f i s c a l  no te .  It is  quest ion-  
a b l e  a s  t o  what e f f e c t  a b i l l  supported by 160 banks w i l l  do t o  t h e  coun t i e s .  
Bankers show about a $300,000 impact so am not  s u r e  j u s t  what e f f e c t  i t  would 
have on coun t i e s .  He ques t ions  t h e  f a c t  t h a t  t h e  a s se s s ing  i s  i n e q u i t a b l e  o r  
n o t .  Regarding t h e  cou r t  ca se ,  it i s  hard t o  determine what t h e  percentage 
of t h e  c a p i t a l  of banks is  i n  f e d e r a l  ob l iga t ions .  I f  coun t i e s  l o s e  t h e  s t a b l e  
proper ty  t a x ,  they  w i l l  be  forced t o  r e l y  on an income t a x  which would cause a 
f l u c t u a t i n g  m i l l  levy.  Budgeting t o  pay t axes  would be very hard. It would 
cause some r e d i s p e r s i o n  problems. I f  t h e  t a x  base i s  l o s t ,  they  a r e  l i k e l y  
t o  go out  of business .  He wants t o  know what e f f e c t  HB 150 would have on 
t axes  c o l l e c t e d .  

There were no s p e c i f i c  opponents. 

In  c l o s i n g ,  Rep. Fabrega s a i d  one of t h e  t h i n g s t h a t  was not  made c l e a r ,  is  t h e  
f a c t  t h e r e  was g r e a t e r  v a r i a t i o n  i n  t h e  amount paid by banks even i f  s i m i l a r l y  
taxed. Where banks inves ted  t h e i r  funds v a r i e d  and c rea t ed  a problem. Twin 
ope ra t ions  showed 30 t imes d i f f e r e n c e  between t h e  way t h e  bank sha re  and 
corpora t ion  l i c e n s e  t a x  worked; S&Ls a c t u a l l y  escaped t axa t ion  i n  Montana. 
It was no t  i n  t h e  b e s t  i n t e r e s t s  of Montana. There is  no reason t o  g ive  an 
i n c e n t i v e  t o  send Montana money on t o  Washington. There is  a revenue drop 
because we a l l u d e  t o  a myth ica l  f i g u r e  i n  t h e  1976 t ax .  It was pa id  under 
p r o t e s t  and t h e  banks won t h e  case  and i t  w i l l  have t o  be refunded. A $6.6 
m i l l i o n  t a x  t h a t  was l e v i e d ,  bu t  was not  pa id .  

With regard  t o  Cannon's amendment, Rep. Fabrega f e e l s  i t  should be considered.  
An i n c r e a s e  i s  generated by t h e  f a c t  t h a t  S&Ls a r e  no t  being t r e a t e d  i n  a 
s i m i l a r  way t o  t h e  banks and they should be allowed t h a t  deduction f o r  a bad 
debt  r e s e r v e  account.  There i s  no such t h i n g  a s  branch banking i n  Montana. 
On S&L branches i n  o t h e r  coun t i e s ,  t h e  Department of Revenue would determine 
how much of t h e i r  earn ings  came from a c e r t a i n  d i s t r i c t  and t h a t  amount of 
money should be re turned  t o  t h a t  d i s t r i c t .  The committee w i l l  a t tempt  t o  come 
up wi th  more exac t  language. 

Regarding M r .  Zinneckers testimony - t h e r e  i s  f l u c t u a t i o n  of m i l l  l e v i e s  
because l o c a l  governments have always opera ted  on t h e  proper ty  t a x  base.  
Testimony pointed out  t h a t  t h e r e  has been a cons tan t  growth i n  bank income. 
F luc tua t ion  concern should be minor s i n c e  a s l i g h t  growth would make f o r  
g r e a t e r  revenue t o  coun t i e s .  
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Q u e s t i o n s :  

Ross Cannon was asked f o r  monetary f i g u r e s  p r o v i d i n g  d a t a  w i t h  r e g a r d  t o  t h e  
amount of t a x  under 1978 t a x  laws t h a t  would p a r a l l e l  what Mr, Anderson had,  
M r .  Cannon s a i d  he  h a s  asked what t h e  a c t u a l  c o r p o r a t i o n  t a x  would b e  i n c l u d i n g  
income from t h e  S&L based on t h e  same y e a r ,  b u t  t h e  d a t a  is incomple te ,  

Rep. Huennekens asked M r .  Cannon f o r  monetary f i g u r e s .  Cannon s a i d  t h e  1 6  
S&Ls p a i d  $472,764 i n  1976. Under HB 150 based on 1976 f i g u r e s ,  t a x e s  would 
be  somewhere i n  t h e  a r e a  of $ .5  m i l l i o n .  

Rep. Fagg asked  i f  it i s  p o s s i b l e  t o  e q u a t e  banks and S&Ls - i s  t h e r e  a common 
denominator  on which t o  f i g u r e  ea rned  income i f  n e i t h e r  u s e  r e s e r v e s .  M r .  
Anderson s a i d  t h e r e  i s  a d i f f e r e n c e .  They b o t h  have a reserve f o r  bad d e t s .  
HB 150  d o e s  n o t  a l l o w  t h e  u t i l i z a t i o n  o f  a bad d e b t  r e s e r v e  f o r  f i g u r i n g  t a x  - 
many, many c o r p o r a t i o n s  u s e  a r e s e r v e  f o r b a d d e b t s b u t t h e  c o r p o r a t i o n  l i c e n s e  
t a x  d o e s  n o t  a l l o w  t h a t ,  and t h e y  have t o  t a k e  t h a t  r e s e r v e  o u t ,  s o  banks  
deducted o u t  what t h e y  had w r i t t e n  o f f  o n l y .  Under t h e  c o r p o r a t i o n  l i c e n s e  
tax o n l y  t h e  amount a c t u a l l y  w r i t t e n  o f f  as bad d e b t s  can b e  deducted,  A 
r e s e r v e  f o r  bad d e b t s  account  would be  much h i g h e r  t h a n  a c t u a l  charge-of f s ,  

Rep. Fagg f e e l s  t h e  d i f f e r e n c e  between w r i t i n g  o f f  a bad d e b t  r e s e r v e  and 
banks u s i n g  a n  a c t u a l  bad d e b t  wr i t e -o f f  f i g u r e  would make f o r  e q u i t y .  Banks 
would l o v e  t o  keep t h e  bad d e b t  r e s e r v e  t h e y  now have.  

Rep. S i v e r t s e n  asked M r .  Cannon t o  e x p l a i n  t o  t h e  committee why he thought  
S&Ls should be  t r e a t e d  d i f f e r e n t l y .  M r .  Cannon s a i d  t h e y  d o n ' t  wish t o  b e  
t r e a t e d  d i f f e r e n t l y .  He t h i n k s  t h e  b i l l  i n  i t s  p r e s e n t  form does  t h a t .  SbL 
t a x e s  go up and bank t a x e s  go down. He t h i n k s  i t  i s  a l r i g h t  f o r  banks t o  u s e  
a  bad d e b t  r e s e r v e  of 1 . 2 %  of l o a n  v a l u e .  The n e t  e f f e c t  of t h i s  b i l l  i n  i t s  
p r e s e n t  v e r s i o n  r e d u c e s  $6 m i l l i o n  t a x  t o  $1/2  m i l l i o n .  Our S&L t a x e s  go up 
and bank t a x e s  go down. The r e s e r v e  t e c h n i q u e  e f f e c t s  a  r e d u c t i o n  of $100,000 
of n e t  p re - tax  income. Without s h a r e  t a x  banks '  t a x  l i a b i l i t y  goes  down, 
S&L t a x e s  go up because  government o b l i g a t i o n s '  incomes a r e  n o t  added t o  
income f o r  c o r p o r a t i o n  l i c e n s e  t a x .  

M r .  Cannon s a i d  f e d e r a l  l aw i n s u l a t e s  c r e d i t  un ions ,  e t c .  A l l  k i n d s  of i n s t i -  
t u t i o n s  are a f f e c t e d  by this t a x .  Rep. S i v e r t s e n  asked  i f ,  by IRS r u l i n g s ,  
i t  would b e  c o n s t i t u t i o n a l  i f  we t r e a t e d  S&Ls d i f f e r e n t l y .  M r .  Cannon answered 
c o n s t i t u t i o n a l i t y  i s  a  f u n c t i o n  of t h e  c o u r t s .  S&Ls e x i s t  so  t h a t  funds  w i l l  
b e  a v a i l a b l e  f o r  p r o v i d i n g  f u n d s  f o r  housing.  

M r .  George Benne t t ,  a t t o r n e y  f o r  Montana Bankers A s s o c i a t i o n ,  proposed t h a t  
s i n c e  o n l y  t h e  S&L t a x e s  would be  h i g h e r  t h a n  o t h e r  i n s t i t u t i o n s ,  t h e y  b e  
a l lowed  t o  deduc t  a  bad d e b t  r e s e r v e .  

The l aw is  c l e a r .  C o r p o r a t i o n  l i c e n s e  t a x  on s i m i l a r l y  s i t u a t e d  c o r p o r a t i o n s  
cannot  b e  d i f f e r e n t .  The q u e s t i o n  i s  would you be  t r e a t i n g  them d i f f e r e n t l y  
i n  a l l o w i n g  one t o  have a  h i g h e r  t a x  r e s e r v e  t h a n  o t h e r s ?  

The bank s h a r e  t a x  o r  moneyed c a p i t a l  t a x  on f i n a n c i a l  i n s t i t u t i o n s  was a 
p r o p e r t y  t a x .  S&Ls and banks a r e  s i m i l a r l y  s i t u a t e d  i n  t h a t  t h e y  pay t a x e s  
on b u i l d i n g s  and f u r n i t u r e  and f i x t u r e s .  They were t axed  on t h e  n e t  wor th  o f  
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of t h e  f i n a n c i a l  i n s t i t u t i o n s .  Bank worth was r e p r e s e n t e d  i n  l a r g e  p a r t  by 
government o b l i g a t i o n s .  The c o r p o r a t i o n  l i c e n s e  t a x  was a  t a x  on a l l  corpo- 
r a t i o n s .  S p e c i f i c  o r g a n i z a t i o n s  f o r  r e l i g i o u s  and e d u c a t i o n a l  purposes  were  
carved o u t .  Bankers have f e l t  t h a t  t h e y ,  as a b u s i n e s s  c o r p o r a t i o n ,  were 
b e i n g  d i s c r i m i n a t e d  a g a i n s t .  There  have been t h r e e  r e d r a f t s  of t h e s e  
r e g u l a t i o n s ,  f o u r  l a w s u i t s  over  t h e  bank s h a r e  t a x .  Now it i s  i l l e g a l  t o  
a t t e m p t  t o  r e a c h  government o b l i g a t i o n s .  I f  you a r e  going t o  t r e a t  t h e  S&Ls 
d i f f e r e n t l y ,  i t  would seem you a r e  d i s c r i m i n a t i n g .  Is t h e i r  bad d e b t  any 
d i f f e r e n t  and should b e  t r e a t e d  d i f f e r e n t l y ?  I f  you z e r o  i n  on f i n a n c i a l  
i n s t i t u t i o n s  which a r e  competing w i t h  banking o p e r a t i o n s ,  t h e y  should b e  
t r e a t e d  s i m i l a r l y .  The S&Ls had been d e d u c t i n g  f o r  a  bad d e b t  r e s e r v e  b e f o r e  
t h e  t u r n  of t h e  c e n t u r y  w h i l e  t h e  banks were n o t .  The S&Ls have enjoyed a 
favored  t a x  s t a t u s  f o r  many, many y e a r s .  Hope t h a t  you a r e  n o t  going t o  
e l imina te  t h a t  d i s c r i m i n a t i o n .  

Rep. L i e n  asked i f  a r e s e r v e  f o r  bad d e b t s  i s  i n  e x c e s s  of a c t u a l  bad d e b t s .  
The S&Ls computed i t  on a  formula  of 2 .7% of o u t s t a n d i n g  l o a n s  no m a t t e r  what 
t h e i r  l o s s  e x p e r i e n c e  had been.  They have been r e d u c i n g  t h e i r  bad d e b t  r e s e r v e ,  
and have been add ing  p a r t  of i t  t o  t h e i r  income s i n c e  t h e  l o s s  e x p e r i e n c e  h a s  
been s l i g h t .  Now, c o r p o r a t i o n s  w i l l  be  a b l e  t o  c h a r g e  o f f  o n l y  a c t u a l  l o s s e s .  
I n  f a c t ,  banks  a r e  b r i n g i n g  back i n t o  income f i g u r e s  amounts t h e y  s e t  up i n  
r e s e r v e  a c c o u n t s  5-10 y e a r s  ago. Rep. L ien  f e e l s  t h a t  a t  some l e v e l  t h e  money 
should b e  p u l l e d  back i n t o  income. 

M r .  Benne t t  a d v i s e d  t h e  amount of l o s s  was based on t h e  amount of l o a n s  o u t s t a n d -  
i n g  a t  t h e  end o f  t h e  y e a r  by banks.  

Rep. W i l l i a m s  s a i d  t h e  purpose  of HB 150 was t o  c r e a t e  e q u i t y  f o r  f i n a n c i a l  
i n s t i t u t i o n s  t a x a t i o n .  When i n t e r e s t  income from government o b l i g a t i o n s  i s  
n o t  t a x e d ,  t h e r e  is  no e q u i t y .  Under HB 150 t h e y  would a l l  be  t axed  t h e  same 
and t h i s  would make f o r  e q u i t y  i n  t a x a t i o n .  

M r .  Cannon t h i n k s  t h e  bank s h a r e s  t a x  was i n e q u i t a b l e .  E s s e n t i a l  immunity of 
s ta te  i s  based upon a f e d e r a l  p r e r o g a t i v e  which s a y s  U.S. i n s t i t u t i o n s  c a n ' t  
be t axed  i s  where t h i s  p r i n c i p l e  of n o t  t a x i n g  government o b l i g a t i o n s  a r o s e .  
T a x a t i o n  of governments i s  n o t  p e r m i t t e d .  The e f f e c t  of t h i s  tax i s  t o  s h i f t  
t h e i r  s h a r e  of t h a t  o n t o  S&Ls and o t h e r  f i n a n c i a l  i n s t i t u t i o n s .  

Rep. Nordtvedt  asked s i n c e  t a k i n g  t h i s  t a x - f r e e  s t a t u s  of some of your bonds 
away, have you made any e s t i m a t e s  of how your i n t e r e s t  rates might go up on 
t h e  bonds you s e l l ?  M r .  Mizner s a i d  t h e  bonds would be  v e r y  hard  t o  s e l l .  

Rep. Johnson asked M r .  Cannon i f  any S&Ls would have t o  be c l o s e d  down? Would 
i t  r a i s e  t h e  r a t e s  of i n t e r e s t ?  M r .  P a u l  Johnson s a i d  t h e y  have been accorded 
a bad d e b t  r e s e r v e  f o r  t h e i r  mutual  i n s t i t u t i o n s .  Congress h a s  g iven  u s  t h i s  
l i t t l e  v e h i c l e  because  we a r e  d e d i c a t e d  t o  p r o v i d i n g  homes f o r  t h e  peop le  of 
t h e  U.S. We c a n ' t  c h a r g e  18% a s  is done on bank c h a r g e  c a r d  accounts .  I n t e r e s t  
r a t e s  p robab ly  won't  be r e a i s e d .  Money r a t e s  a r e  up now and s o  i n t e r e s t  r a t e s  
a r e  up. We would have t o  p a s s  t h e  h i g h e r  r a t e s  a l o n g  t o  t h e  u s e r s .  

Rep.  Fabrega asked if t h e y  see t h e  r e s e r v e  fund of a S&L be ing  of a d i f f e r e n t  
n a t u r e  because  of t h e  n a t u r e  o f  your  l e n d i n g ?  M r .  Cannon r e a d  an  e x c e r p t  from 
t h e  t a x  a c t  of 1969 which a l lowed S&Ls t o  u s e  bad d e b t  r e s e r v e s  because  of t h e  
n a t u r e  of t h e i r  l e n d i n g  f u n c t i o n  s i n c e  much of t h e i r  l e n d i n g  was done f o r  
r e s i d e n t i a l  improvement, 
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Rep. Fabrega remarked b e s i d e s  i t  c r e a t e s  more funds  f o r  housing s i n c e  t h e y  
p r o v i d e  a b o u t  80% inves tment  i n  housing.  They might need t o  c r e a t e  a  g r e a t e r  
fund t h a n  t h a t  of a  bank. It was brought  o u t  t h a t  t h i s  i s  t h e  b a s i c  d i f f e r e n c e  
between banks  and S&L a s s o c i a t i o n s .  Because of t h e i r  long-term l e n d i n g ,  S&Ls 
cannot  a d j u s t  t o  economic c o n d i t i o n s  a s  e a s i l y  a s  banks w i t h  t h e i r  b i g g e r  r a t i o  
of shor t - t e rm l o a n s .  The S&Ls want a  bad d e b t  r e s e r v e  s i n c e  i t  p r o v i d e s  more 
money f o r  hous ing .  Did S&Ls ever  pay a n y t h i n g  l i k e  t h e  bank s h a r e s  t a x  d i d ?  
I f  s o  what was t h a t  and when d i d  you q u i t  paying t h a t ?  

M r .  Cannon s a i d  an  o r g a n i z a t i o n  i s  taxed  i n  accordance  w i t h  t h e  t y p e  of 
p r o p e r t y  it h a s .  

P a u l  Johnson s a i d  S&Ls have p a i d  t h e  c o r p o r a t i o n  l i c e n s e  tax. Banks and S&Ls 
have a l l  been t r e a t e d  e q u a l l y  under  t h e  c o r p o r a t i o n  l i c e n s e  t a x .  F e d e r a l  l aw 
p r o v i d e s  t h a t  a s t a t e  may t a x  t h e  income of f e d e r a l  c o r p o r a t i o n s  on a n  income 
o r  f r a n c h i s e  t a x .  It was determined by t h e  Department of Revenue s i n c e  muni- 
c i p a l  bonds were  exempted, i t  could  n o t  t a x  t h e  i n t e r e s t  from U.S. o b l i g a t i o n s  
and s t i l l  have a  non-d i sc r imina to ry  t a x .  The S&Ls d i s c o v e r e d  t h a t  t h e y  d i d n ' t  
have t o  pay e q u i v a l e n t  t a x  a s  t h e  bank s h a r e  t a x .  Banks always a l lowed deduc t ion  
of t h e  v a l u e  of government o b l i g a t i o n s .  

Rep. W i l l i a m s  s a i d  S&Ls a r e  non-prof i t  c o r p o r a t i o n s .  A l l  t h e y  would have t o  
do would b e  lower t h e i r  r e s e r v e s .  

M r .  Johnson s a i d  t h e r e  i s  a  s m a l l  p r o f i t  mot ive  s i n c e  t h e y  have t o  s e t  a s i d e  
a c e r t a i n  p e r c e n t a g e  of money - 5% of t h e i r  l o a n s  must be  main ta ined  f o r  t h e  
s a f e t y  of t h e i r  d e p o s i t o r s .  

A  subcommittee was appo in ted  t o  s t u d y  HB 150. Rep. L i e n ,  chairman, Reps. 
S i v e r t s e n  and Wil l iams.  Rep. Fabrega was t o  a c t  as a r e s o u r c e  person.  

Rep. Nord tved t ,  sponsor  of House B i l l  141,  s a i d  t h i s  b i l l  changes  t h e  
l i c e n s e  f e e  and v a r i o u s  t y p e s  of c l a s s e s  f o r  p u b l i c  c o n t r a c t o r s  who engage 
i n  b i d d i n g  on p u b l i c  j o b s .  

HOUSE BILL Opponents : 

14 1 Rep. Fagg asked what q u a l i f i c a t i o n s  of t h e  v a r i o u s  t y p e s  of 
l i c e n s e s  were r e q u i r e d .  

Bob McGee, Department of Revenue, s a i d  t h e  b a s i c  q u a l i f i c a t i o n s  of any of t h e  
l i c e n s c e s i s  t h a t  they  submit a  f i n a n c i a l  s t a t e m e n t .  Anyone who can o b t a i n  t h e  
n e c e s s a r y  bond can a p p l y .  Q u a l i f i c a t i o n  i s  n o t  r e l a t e d  t o  e x p e r i e n c e .  

Rep. Fabrega asked i f  you have t o  somewhat j u s t i f y  your l e v e l  i n  b u s i n e s s  over  
a  p e r i o d  of y e a r s .  I f  you a r e  n o t  doing enough b u s i n e s s  t o  be  a b l e  t o  u s e  a 
c l a s s  A l i c e n s e  through e x p e r i e n c e ,  you would have t o  submit a  resume. Then 
you would be  dropped t o  t h e  n e x t  lower c l a s s .  M r .  McGee s a i d  h i s  o f f i c e  h a s  
n e v e r  sugges ted  t h a t  - most of t h e  c o n t r a c t o r s  p i c k  t h a t  o u t  on t h e i r  own. 

I f  you change your c l a s s  of l i c e n s e ,  you must o b t a i n  a new l i c e n s e ,  Might 
a s  w e l l  s t i c k  t o  t h e  c l a s s  c o n t r a c t o r  i s  a l - ready i n .  
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Rep. Underdal  asked t h e  reason f o r  asl t jng h i g h e r  1 icerise f e e s ,  1s t h i s  
depar tment  funded by t h e s e  l i c e n s e  f e e s ?  No, t h a t  comes o u t  of t h e  m i s c e l -  
l a n e o u s  t a x  d i v i s i o n .  Moneys a r e  d i s t r i b u t e d  by s t a t u t e ,  They do n o t  o p e r a t e  
on l i c e n s e  f e e s .  M r .  McGee s a i d  t h e  r e a s o n  f o r  r a i s i n g  t h e  f e e s  was t o  keep 
i n  l i n e  w i t h  t h e  i n £  l a t i o n a r y  i n £  l u e n c e s .  I f  t h e  c o n t r a c t  l i m i t a t i o n  w a s  
r a i s e d ,  h e  f e l t  t h e  f e e  should  be  r a i s e d .  The f e e s  were f i r s t  set i n  1959. 
A c o n t r a c t o r  h a s  t o  have a  c o n t r a c t o r ' s  l i c e n s e  t o  b i d  on a n y t h i n g  pa id  f o r  
by t a x p a y e r  money. 

L a u r i e  Lewis,  Ac t ing  D i r e c t o r  of t h e  Department of Revenue, a d v i s e d  t h e  
1 .egi . s la ture  h a s  r a i s e d  f e e s  f o r  many o t h e r  l i c e n s e s ,  and h e  f e l t  i t  appro- 
p r i a t e  t o  do  t h a t  h e r e .  

The h e a r i n g  ad journed  a t  11:45 a.m. 

44 $*,>L2aL 
REP. HERB/HLTENNEKENS, Chairman 

S e c r e t a r y  / 




