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46 th  L e g i s l a t u r e  

J 
R e p r e s e n t a t i v e  Edward L i e n ,  Chairman of t h e  subcommittee on HB 150,  c a l l e d  
t h e  c o m m i t t e e . t o  o r d e r  a t  8 :15  a.m., January 23 ,  1979, i n  room 434,  C a p i t o l  
Bui ld ing ,  Helena. ~ e p r e s e n t a t i v e s  Robert  S i v e r t s e n ,  Melvin Wil l iams,  J a y  
Fabrega were p r e s e n t .  Harold P i t t s ,  John Cadby, George D. Anderson, CPA, 
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 ;  Ed Sheehy, Jr.,  A t t o r n e y ,  Montana 
Savings  and Loan League; Randy McDonald, S t a f f  A t t o r n e y ,  were p r e s e n t .  

seL 
According t o  Department of Revenue, w s  p a i d  $387,745 i n  t a x e s  i n  1977. 
I f  HB 150 had been e f f e c t i v e ,  t h e y  would have p a i d  $200,869 more. Seven- 
t e e n  b u i l d i n g  and l o a n  companies (two from o u t s i d e  t h e  s t a t e )  were t axed  
f o r  1977. 

S i v e r t s e n :  G e t t i n g  back t o  t h e  S&Ls - a r e  you now s a y i n g  t h a t  we should 
g r a n t  t h i s  bad d e b t  r e s e r v e  d e d u c t i o n  f o r  b o t h  banks and S&Ls? 

Sheehy: Can be g iven  t o  b o t h  - i t ' s  c o n s t i t u t i o n a l  when a p p l i e d  t o  bo th  
i n s t i t u t i o n s .  

John Cadby asked  i f  t h e r e  were any danger  a t  a l l  o f  t h e r e  b e i n g  a  l e g a l  r i s k  
by p u t t i n g  i n  t h e  r e s e r v e s  f o r  bad d e b t s  f o r  banks o r  S&Ls. Sheehy: I t  
would b e  unwise t o  do because  it would j e o p a r d i z e  t h e  whole b i l l .  

S i v e r t s e n :  I f  we g r a n t  t h a t  r e s e r v e  f o r  bad d e b t s ,  then  i n  o r d e r  t o  r a i s e  
t h e  amount of money t h a t  we t h i n k  we need,  o r  t o  t r y  t o  r a i s e  t h e  same 
amount from t h i s  t a x ,  t h e n  what would be  t h e  r a t e  - what would you say  i f  
we r a i s e d  it t o  7-1/2? 

Sheehy was n o t  s u r e  r a i s i n g  t o  7-1/2 would s o l v e  t h e  problem. T h e i r  t a x e s  
w i l l  i n c r e a s e .  Would have t o  s e e  how much revenue you would l o s e  by allow- 
i n g  b o t h  t o  have t h i s  d e d u c t i o n .  

M r .  Anderson s a i d  M r .  Benne t t  d i d n ' t  t h i n k  it would j e o p a r d i z e  t h e  whole 
b i l l .  Addi t ion  of a  s e v e r a b i l i t y  c l a u s e  would save  b a l a n c e  o f  b i l l .  

S i v e r t s e n :  I f  we l e a v e  t h e  b i l l  t h e  way it p r e s e n t l y  i s ,  and our  r e a l  
main f o c a l  p o i n t  i s  t r y i n g  t o  b r i n g  about  e q u i t y ,  do you t h i n k  t h a t  by n o t  
a l l o w i n g  t h e  bad d e b t  r e s e r v e  t o  e i t h e r  would b e  e q u i t y ?  

Fabrega: Problem i s  go ing  i n t o  c o r p o r a t e  l i c e n s e  t a x  - a l l  o t h e r  corpora-  
t i o n s  a r e  based  on a c t u a l  bad d e b t s .  P r e s e n t  law i s  a c t u a l  l o s s e s  can b e  
deduc ted  from p r o f i t  and i f  we change t h a t ,  we have t r o u b l e s .  

Lien agreed  every  c o r p o r a t i o n  i s  a l lowed t o  d e d u c t  a c t u a l  l o s s e s .  

Fabrega: The Revenue O v e r s i g h t  Committee d i d  n o t  want a  f i n a n c i a l  i n s t i t u -  
t i o n s  b i l l .  One of t h e  t h i n g s  t h a t  was proposed a t  t h e  h e a r i n g s  was t h a t  we 
a l low a  d e d u c t i o n  o f  11-1/2% f o r  f i n a n c i a l  c o r p o r a t i o n s  which should be  
t r e a t e d  l i k e  a l l  o t h e r  c o r p o r a t i o n s .  
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Sheehy answered t h a t  it is a  q u e s t i o n  of how o t h e r  c o r p o r a t i o n s  w i l l  r e a c t .  
The e n t i r e  b i l l  r i g h t  now is changing p rocedure  of c o r p o r a t i o n  l i c e n s e  t a x  
and p r o v i d e s  money goes  i n t o  s t a t e  g e n e r a l  fund. There could  be  a  c h a l l e n g e  
r i g h t  t h e r e .  Have d o u b t s  abou t  o t h e r  c o r p o r a t i o n s  coming i n  and s a y i n g  t h i s  
is  d i s c r i m i n a t o r y .  A s  long  a s  t h e r e  i s  no d i s c r i m i n a t i o n  w i t h i n  a  c l a s s  it 
would be a l r i g h t .  No l e g a l  problem i f  no d i s c r i m i n a t i o n .  Can t r e a t  banks  
and S&Ls a l i k e  because  t h e y  a r e  s i m i l a r .  

Wil l iams:  Have t o  keep  i n  mind n o t  d i s t i n g u i s h i n g  between them. P r a c t i c a l l y  
a l l  o t h e r  b u s i n e s s  c o r p o r a t i o n s  paying some kind of a n  i n v e n t o r y  t a x .  

Cadby: F e d e r a l  law s a y s  you can on ly  impose a  uniform non-d i sc r imina to ry  
t a x  on i n t e r e s t  income o f  f e d e r a l  o b l i g a t i o n s .  We a r e  under t h e  r u l e  o f  
t h a t  f e d e r a l  law. I f  you a l l o w  a  bad d e b t  r e d u c t i o n  t o  banks ,  a r e  you n o t  
d i s c r i m i n a t i n g  a g a i n s t  a n o t h e r  c o r p o r a t i o n  who is  h o l d i n g  f e d e r a l  o b l i g a -  
t i o n s  and b r i n g i n g  a  c a s e  a g a i n s t  banks? 

Wil l iams s a i d  t h e  amount of o b l i g a t i o n s  t h a t  is owned by o t h e r  c o r p o r a t i o n s  
is o n l y  2-3%. T h i s  cou ld  make f o r  a  problem. What is  a f i n a n c i a l  i n s t i t u -  
t i o n ?  Other  c o r p o r a t i o n s  d o n ' t  need r e s e r v e s  a s  much a s  banks .  I t  i s  a  
v e r y  touchy s u b j e c t .  F e e l i n g  among c o r p o r a t i o n s  t h a t  have l o s s e s ,  i s  t h a t  
t h e r e  i s  a  need f o r  r e s e r v e s .  

Fabrega: Quest ion o f  d i s t r i b u t i o n  d o e s n ' t  pose  t h e  same c o n d i t i o n a l  problems 
i n  a l l o w i n g  t h e  d e d u c t i o n .  The o n l y  one person  t h a t  might  t a k e  it t o  c o u r t ,  
is t h e  g e n e r a l  fund o r  t h e  s c h o o l  founda t ion .  We can earmark funds .  Every- 
t h i n g  shou ld  go i n t o  t h e  g e n e r a l  fund i n  h i s  o p i n i o n .  P r o p e r t y  t a x  would no 
longer  have t o  go t o  l o c a l  governments.  

Sheehy: Other  c o r p o r a t i o n s  cou ld  a rgue .  

P i t t s :  Banks have p a i d  c o u n t i e s  f o r  hundreds  of y e a r s .  How t a x  is  f i g u r e d  
w o u l d n ' t  have any e f f e c t  on where t h e  money i s  p a i d .  Sheehy adv ised  S&Ls 
have been pay ing  t o  c o u n t i e s .  

S i v e r t s e n :  S&Ls t h i n k  t h e y  shou ld  have p r e f e r e n t i a l  t r e a t m e n t  because  o f  
t h e  n a t u r e  o f  t h e i r  b u s i n e s s  and t h a t  is i n  long-term l o a n s .  Banks have 
shor t - t e rm loans and t u r n  t h e i r  d o l l a r s  o v e r  more q u i c k l y .  S&Ls e n a b l e  
peop le  t o  have homes through long- term l o a n s .  

Cadby: The n a t u r e  o f  S&Ls i s  e v a p o r a t i n g  - i n  a  few y e a r s ,  w o n ' t  b e  a b l e  
t o  t e l l  t h e  d i f f e r e n c e  s i n c e  S&Ls a r e  making l o a n s  l i k e  banks.  Banks se l l  
t h e i r  l o a n s  and d o n ' t  h o l d  them. They a r e  i n  t h e  b u s i n e s s  o f  s e r v i c i n g  
a c c o u n t s .  S&Ls make v e r y  few consumer l o a n s .  Banks make more consumer 
l o a n s .  S&Ls a r e  t r y i n g  t o  g e t  checking s e r v i c e s .  I n  5 y e a r s  won ' t  be a b l e  
t o  t e l l  t h e  d i f f e r e n c e  between banks  and S&Ls. 

Sheehy: S&Ls a r e n ' t  a l lowed t o  have checking accounts  i n  Montana. Some 
s t a t e s  have s t a r t e d  t h a t ,  b u t  S&Ls d o n ' t  have mas te r  charge ,  e t c .  B a s i c a l l y  
they  shou ld  be t r e a t e d  t h e  same. 

S i v e r t s e n :  Reasons why t h e y  shou ld  be t r e a t e d  d i f f e r e n t l y ?  
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Sheehy s a i d  S&L p o s i t i o n  i s  n o t  t h a t  t h e y  shou ld  be t r e a t e d  d i f f e r e n t l y .  
Under t h i s  b i l l  t h e y  a r e  going t o  be ,  i n  e f f e c t ,  t r e a t e d  d i f f e r e n t l y  - n o t  
maybe i n  the way t h e  b i l l  r e a d s ,  b u t  t h e  " e f f e c t "  t r e a t s  d i f f e r e n t l y .  Thinks  
t h e  r e s e r v e  method i s  t h e  o n l y  way and shou ld  be  p u t  i n  f o r  a l l  c o r p o r a t i o n s  
and j u s t i f i e d  by b a s i n g  on t h e  r i s k  t h a t  t h a t  p a r t i c u l a r  i n d u s t r y  h a s  as 
f a r  a s  l o a n s ,  e t c ,  i s  concerned.  Reserve should be s e t  up f o r  a l l  corpord-  
t i o n s .  Reserve based  on what t h e  r i s k  o f  t h e  l o a n  i s  - n o t  how much you can 
loan- what t h e  h i s t o r y  o f  t h a t  p a r t i c u l a r  i n d u s t r y  i s  i n  accordance w i t h  
t h e i r  l o s s e s .  

Wil l iams asked what t h e  volume o f  l o a n s  i s  compared t o  t h e  t a x  p a i d  - r a t i o  
of l o a n s  t o  t a x .  Banks can g e t  t h i s  f i g u r e  e a s i l y .  He t h i n k s  t h a t  a l t h o u g h  
$200,000 a d d i t i o n a l  t a x  w i l l  p u l l  a  s i z e a b l e  amount of money o f f  t h e  money 
market ,  i t  w i l l  n o t  make much d i f f e r e n c e  i n  t h e  o p e r a t i o n  of t h e  S&Ls. The i r a t i o  f i g u r e s  a r e  t o  be  g i v e n  t o  t h e  committee. 

P i t t s :  Reserve f o r  banks  whose l o a n s  a r e  1/3 commercial l o a n s ,  1/3 i n s t a l l -  
ment l o a n s ;  1/3 unsecured l o a n s .  Banks have a  g r e a t e r  exposure  t o  r e a l  l o s s e s .  
Reserve is  probab ly  more a  n e c e s s i t y  i n  t h a t  t y p e  o f  l e n d i n g .  Real  e s t a t e  
l o a n s  p r o v i d e  good s e c u r i t y .  

Sheehy: S&Ls i n c r e a s e d  t h e i r  b u s i n e s s  by 15% l a s t  y e a r .  They have approxi-  
mate ly  $31,342,000 i n  l o a n s ,  w i t h  t o t a l  a s s e t s  o f  $122,770,000, and f e e l  
$200,000 would have q u i t e  an  impact  on them. 

Lien:  Real  e s t a t e  s e c u r i t y  i s  one of t h e  s a f e r  l o a n s .  I n s t a l l m e n t  and 
unsecured l e n d i n g  is more r i s k y .  

Cadby: Real  e s t a t e  i n f l a t e s  i n  v a l u e ,  making f o r  more s e c u r i t y .  S&Ls have 
$3.5 b i l l i o n  i n  r e a l  e s t a t e  l o a n s ,  $ 4  b i l l i o n  t o t a l .  65% i s  loaned o u t ;  
2-1/2 t o  3  b i l l i o n  loaned  o u t  a n n u a l l y .  What i s  $200,000 a g a i n s t  t h a t ?  
T h a t  i s  l o a n s  on homes. 

S i v e r t s e n :  Problem i s  answering t h e  q u e s t i o n  a s  t o  why we should t r e a t  banks 
and S&Ls d i f f e r e n t l y .  Appears t o  him t h a t  t h e  S&Ls a r e  f i g h t i n g  t h i s  t h i n g  
because  t h e y  w i l l  be paying more t a x e s .  Equ i ty  i n  t a x e s  and t h i s  a p p e a r s  t o  
be a n o t h e r  s t e p  going down t h a t  p a t h .  Can you g i v e  me any o t h e r  good r e a s o n s  
why you shou ld  n o t  be  t axed  under t h i s  b i l l ?  

Sheehy: The i n t e n t  of t h i s  l e g i s l a t i o n  seems t o  c a r r y  o u t  t h a t  and t o  r e p l a c e  
t h e  p r o p e r t y  t a x  l o s s  t h a t  i s  go ing  t o  happen. The two should be  t r e a t e d  
e q u a l l y .  With t h i s  amendment t a x e s  w i l l  s t i l l  go up and t h e  m a j o r i t y  o f  t h e  
banks w i t h  t h i s  p r o p o s a l  w i l l  have a  r e d u c t i o n  i n  t h e i r  t a x e s .  

S i v e r t s e n :  T h i s  i s  an  e q u i t y  i s s u e .  Maybe banks have been paying t o o  much 
and S&Ls n o t  enough. I f  t h i s  i s  n o t  t h e  c a s e ,  I want r e a s o n s  why. 

Sheehy: Maybe banks have been p a y i n g  a t a x  t h a t  t h e  s t a t e  should  n o t  have 
been t a x i n g  them f o r .  

Lien:  We a r e  a d d r e s s i n g  e q u i t y  and t r y  t o  e v a l u a t e  t h a t .  Doesn ' t  t h i n k  t h i s  
i s  a  v a l i d  excuse  f o r  n o t  t a x i n g  S&Ls. 
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Sheehy: I n  t a l k i n g  a b o u t  160 banks and 17 S&Ls and t h e  impact  on t h o s e  17 
S&Ls w i l l  be g r e a t e r  t h a n  on t h e  160 banks.  Every one of t h e  S&Ls t a x e s  a r e  
going up.  Thinks  it c o u l d  be done i n  a more e q u i t a b l e  manner. 

Fabrega: Without HB 150 t h e  banks  w i l l  pay less t a x e s  t h a n  t h e y  have e v e r  
pa id .  Share  t a x e s  was r e p e a l e d  - banks would pay $900,000 i n  c o r p o r a t i o n  
l i c e n s e  t a x ,  s o  bank t a x e s  are i n c r e a s i n g .  S&Ls w i l l  pay $200,000; banks 
w i l l  pay a b o u t  $3 m i l l i o n  more. I f  we d o n ' t  do a n y t h i n g ,  t h e  banks w i l l  
en joy  t h e  l o w e s t  t ax  e v e r .  Suppose a t a x i n g  method based on  d e p o s i t s  and 
l o a n s  were imposed. Banking i s  a b u s i n e s s  l i k e  any o t h e r  b u s i n e s s  and 
shou ld  b e  t r e a t e d  a l l  a l i k e .  I f  you a l l o w  a  r e s e r v e  method, a l l o w  it 
th roughout  t h e  c o r p o r a t i o n  l i c e n s e  t a x .  

Sheehy: Banks w i l l  b e  pay ing  $3-1/2 m i l l i o n  f o r  e l i m i n a t e d  bank s h a r e s  t a x ,  
p l u s  what t h e y  a r e  pay ing  now. Banks a g r e e  w i t h  t h e  t a x .  S&Ls a r e  b e i n g  
f a c e d  w i t h  making up  some of  t h e  l o s s .  

Fabrega: Removal o f  bank s h a r e s  t a x  was n o t  L e g i s l a t u r e ' s  d e c i s i o n .  

Sheehy: Would have t o  look a t  t h a t  d e c i s i o n  a g a i n .  Should n o t  s t r i c t l y  
ou t law t h e  bank s h a r e s  t a x .  Any s t a t e  t a x a t i o n  t h a t  r e q u i r e s  U.S. o b l i g a -  
t i o n s  t o  b e  c o n s i d e r e d  d i r e c t l y  o r  i n d i r e c t l y  i n  computing t h a t  t a x  i s  
u n c o n s t i t u t i o n a l .  

S i v e r t s e n :  J u s t  g e t t i n g  back t o  t h e  main f o c a l  p o i n t  i n  t h i s  whole t h i n g  - 
we a r e  f o r c e d  t o  t a k e  a  look a t  t h i s  i s s u e .  Have had a  l o t  o f  t e s t imony  
from banks and S&Ls - nobody h a s  been a b l e  t o  t e l l  me t h a t  t h i s  b i l l  i s  u n f a i r  
w i t h  any r e a l  l e g i t i m a t e  r e a s o n s .  F e e l i n g  maybe t h e  S&Ls have n o t  p a i d  t h e i r  
f a i r  s h a r e  and maybe t h e  banks have p a i d  t o o  much. 

P i t t s :  The amendment o f f e r e d  by t h e  League o f  C i t i e s  i f  a c c e p t a b l e  t o  t h e  
committee,  is f i n e  w i t h  t h e  banks .  No o b j e c t i o n  by t h e  S&Ls. 

Sheehy: I t  is  w i t h i n  t h e  power of t h e  L e g i s l a t u r e  t o  t r e a t  c o r p o r a t i o n s  
d i f f e r e n t l y .  Thinks  it n e c e s s a r y  t o  have t h e  bad d e b t  d e d u c t i o n s .  Because 
of t h e  p a r t i c u l a r  n a t u r e  of t h e  t y p e  of c o r p o r a t i o n s  w e  a r e  d e a l i n g  w i t h ,  
t h i s  d e d u c t i o n  a l t h o u g h  denying it t o  o t h e r  c o r p o r a t i o n s ,  is j u s t i f i a b l e  
and h e  d o e s n ' t  t h i n k  it would f a c e  any c h a l l e n g e  i n  t h e  c o u r t s .  I n  making 
t h i s  e q u i t a b l e ,  have t o  look a t  where t h e  t a x  i s  going t o  h i t .  Impact i s  
going t o  h i t  S&Ls h a r d e r  t h a n  t h e  banks and t h a t  is t h e  r e a s o n  we a r e  a s k i n g  
f o r  t h i s  amendment. Impact w i l l  be g r e a t e r  on S&Ls t h a n  on t h e  banks.  A 
53% i n c r e a s e  i s  go ing  t o  s h a c k l e  S&Ls. 

George Anderson, Accountant ,  s a i d  h e  d o e s n ' t  l i k e  t o  s e e  anyone t r e a t e d  
d i f f e r e n t l y .  Much more dangerous  t h a n  t r e a t i n g  them a l l  t h e  same. 

Meeting ad journed  a t  9:00 a.m. T h i s  was t o  b e  l a s t  subcommittee meet ing.  

R E P R E S E N T A T I ~  EDWARD LIEN, Chairman 




