
M I N U T E S  OF THE MEETING 
BUSINESS & INDUSTRY COivE4ITTEE 

MONTANA STATE SENAT3 

February 3, 1979 

The meeting of the Business and Industry Copnittee was called 
to order by Vice-Chairman Pat Goodover on the above date in 
Room 404 of the State Capitol Building at 10:00 a.m. 

ROLL CALL: All members were present except Senator Regan who 
was excused. Chairman Hazelbaker arrived a few minutes late 
due to another meeting. 

SENATE BILL 371: Senator Goodover introduced Senator Bill Thonas, 
sponsor the bill, who explained the bill to the Comittee. 

Senate Bill 371 is an act to revise the requirements for security 
f o r  deposits of pubiic funds. 

Senator Thomas stated this bill wou1.d allow more loans to be made 
by the local financial institutions. 

PSOPONENTS OF SENATE BILL 371: Mr. John Cadby, representing the - -- 
Iv33tans Bankers Association, stated they support the Sill. His 
testimony is attached. He also proposec! s n o t h e r  anendnent pihich 
is attached. 

Mr. Earl Johnson, president of 1-st National Bank & Trust Co. of 
Heleii2, supports SB 371 and urged its passa.ge. 

14r. Ed Jasmin, representing Northwestern Eank of Helena, also 
spoke in support of SF3 371. 

Mr. F. H. Boles, representing the Montana Chanber of Conmerce, 
stated they support SE 371. 

Mr. Ja~,es Howeth, representing the State Eoard of Investments, 
stated they neither support nor oppose the bill, but they feel 
there are problems with the bill. Accounting would be difficult. 

OPPONENTS OF SENATE BILL 371: Mr. Elmer Cyr, representing 
Mineral County, spoke in opposition to the bill. He stated he 
felt investments should be better secured. 

Senator Thomas stated that the purpose of the bill is to provide 
more capital so that people could obtain more loans. It isn't 
to reduce solvency of negotiables. 

There was a question and answer period from the Comittee. 
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M r .  Cadby t o l d  t h e  Cornlittee t h a t  o f t e n  t h e  money g o e s  o u t  o f  
s t a t e  b e c a u s e  of a h i g h e r  y i e l d ,  and  he  t h i n k s  t h e y  s h o u l d  b e  
a b l e  t o  compete  fo r  i t s  f u n d s  l i k e  any  o u t  o f  s t a t e  b i d d e r .  

M r .  Howeth p o i n t e d  o u t  a c o n f l i c t  i n  what  S E  371  was amending 
and  t h i s  s h o u l d  b e  c h e c k e d  o u t .  

There b e i n g  n o  f u r t h e r  q u e s t i o n s ,  t h e  h e a r i n g  on  S B  371  w a s  
c o n c l u d e d .  

DISPOSITION OF SENATE BILL 371 :  S e n a t o r  Dover r z d e  a m o t i o n  -- 
t o  move t h e  amendmrnt.  The mot ion  c a r r i e d  unan imous ly .  

S e n a t o r  Dover  made a m o t i o n  t . h a t  S e n a t e  B i l l  37,-  00 PASS AS 
AMENDED. T h e r e  was a s e c o n d  t o  t h e  m o t i o n  by S e n a t o r  Lowe. 
The C o m . i t t e e  v o t e d  unan imous ly  t o  PASS SB 371 AS AMENDED. 

SENATE B I L L  99 :  C h a i m - a n  H a z e l b a k e r  a s k e d  A t t o r n e y  Bob P y f e r  
a b c u t  a  new S t a t e m e n t  of I n t e n t  f o r  S e n a t e  B i l l  99. M r .  P y f e r  
s u b m i t t e d  t h e  new S t a t e m e n t  of I n t e n t  a n d  exglained it t o  t h e  
C o r m i t t e e .  H e  s t a t e d  it mus t  be r e a d  w i t h  s t a t u t o r y  g u i d e l i n e s .  

M r .  P y f e r  s t a t e d  a  p e r s o n  c a n ' t  h o l d  a l i c e n s e  t o  d i s t r i b u t e  
a n d  a l s o  r e t a i l .  They have t o  go  t h r o u g h  a l i c e n s e d  d i s t r i b u t o r .  

Mr, Roger  T i p p y  s t a t e d  t h a t  t h e  w ine  mus t  be s e n t  d i r e c t l y  t o  a 
l i c e n s e d  d i s t r i b u t o r ,  a n d  t h e  d i s t r i b u t o r  c a n n o t  e x t e n d  c r e d i t  
t o  any  r e t a i l e r  f o r  more t h a n  s e v e n  d a y s .  

S e n a t o r  Goodover a s k e d  t h e  Chairman i f  a c t i o n  c o u l d  b e  d e l a y e d  
on  S e n a t e  B i l l  99 u n t i l  t o n o r r o T t ~ ' s  m e e t i n g .  T h i s  was a g r e e d  
upon by t h e  C o r r m i t t e e .  

ADJOURN: T h e r e  b e i n g  no  f u r t h e r  b u s i n e s s ,  t h e  m e e t i n g  w a s  
a d j o u r n e d  a t  1 1 : O O  a.m. 

Sen.  F rank  H a z e l b a k e r ,  Chai rman 
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Allows advance refunded bonds s e c u r e d  by  Uni t ed  S t a t e s  s e c u r i t i e s  

h e l d  i n  e sc row t o  be p ledged .  
I 

For example ,  a  20  y e a r  g e n e r a l  o b l i g a t i o n  b o n d  i s  s o l d  a t  5 %  1 
t o  r a i s e  money f o r  a new high  s c h o o l .  This  bond i s  c a l l a b l e  o r  

c o u l d  be redeemed i n  1 0  y e a r s .  
I 

Assume i n t e r e s t  r a t e s  drop  f i v e  y e a r s  a f t e r  t h e  bond i s  i s s u e d ,  

t h e  County cou ld  t h e n  f l o a t  a n o t h e r  i s s u e  a t  s a y  4 %  t o  r e t i r e  t h e  
I 

f i r s t  i s s u e  and s a v e  t h e  l o c a l  t a x p a y e r s  a  c o n s i d e r a b l e  amount o f  I 
mcney, p s r t i c u l a r l y  on a  mu1 t i - m i l  l i o n  d o l l a r  b u i l d i n g .  

The second i s s u e  would be used t o  buy US Government s e c u r i t i e s  
I 

t o  be h e l d  i n  escrow u n t i l  a n o t h e r  f i v e  y e a r s  p a s s e d .  A t  t h i s  

t i m e ,  t h e y  would redeem t h e  f i r s t  i s s u e  and t h e s e  s e c u r i t i e s .  
4 

- 
, h e  s e c u r i t i e s  a r e  u n d e r w r i t t e n  by t h e  US Government and ,  I 

therefore, a s  s e c u r e  a s  a l l  o t h e r  s e c u r i t i e s  a l l o w e d  t o  be p ledged 

under  p r e s e n t  law. Allowing t h e s e  s e c u r i t i e s  t o  be p ledged a l s o  
I 

p r o v i d e s  an i n c e n t i v e  f o r  banks t o  p u r c h a s e  s a i d  s e c u r i t i e s  a s  w e l l  a s  I 
p r c v i d i n g  a  s a v i n g s  t o  t h e  l o c a l  t a x p a y e r .  

I 



THE M O N T A N A  BANKERS ASSOCIATION 

TESTIMONY 014 

S E N A T E  BILL 371 

B E F O R E  T H E  

1979 SENATE BUSIIiESS & INDUSTRY COMMITTEE 

"An a c t  t o  r e v i s e  t h e  r e q u i r e m e n t s  f o r  s e c u r i t y  f o r  d e p o s i t s  of 

P u b l i c  Funds."  

SB 371 i s  a  b i l l  t h a t  u p d a t e s  p r e s e n t  Montana law i n  p l e d g i n g  

r e q u i r e m e n t s  f o r  pub1 i c  d e p o s i t s  t o  be c o n g r u e n t  wi th  n e i g h b o r i n g  

s t a t e s ,  r e d u c e  paperwork ,  p r o v i d e  h i g h e r  y i e l d s  on p u b l i c  i n v e s t -  

men t s ,  and p r o v i d e  a d d i t i o n a l  c a p i t a l  f o r  economic growth .  

The e x i s t i n g  l a w  i n  Hontana r e o u i r e s  banks t o  F ledge  m u n i c i p a l  

bonds ,  US s e c u r i t i e s  o r  o t h e r  s e c u r i t i e s  a s  l i s t e d  in  S e c t i o n  2 o f  

t h e  b i l l  t o  p r o t e c t  S t a t e  and l o c a l  government d e p o s i t s .  SB 371 

r e d u c e s  t h e  p l e d g i n g  r a t i o  t o  5 0 % .  P r e s e n t l y ,  1 5  s t a t e s  have no 

p l e d g i n g  laws and a n o t h e r  10 s t a t e s  have m o d i f i e d  t h e i r  r e q u i r e -  

ments t o  50% o r  l e s s .  U tah ,  I d 3 h 0 ,  and North Dakota have e l i m i n -  

a t e d  p l e d g i n g ,  S o u t h  Dakota r e o u i r e s  5 2 ,  Washinston has  a 10% 

r e a u i r e m e n t  w h i l e  Colorado and Oregon have 50% and 2 5 %  r a t i o s  

r e s p e c t i v e l y .  -- SB 371 a l l o w s  tlontana t o  s t a y  a b r e a s t  w i t h  i t s  

n e i 9 h b o r s  by r educ ing  o u r  a r c h a i c  and r e s t r i c t i v e  p l e d g i n g  r e q u i r e -  

~ e n t s .  

The p r e s e n t  p l e d g i n g  r e c u i r e n e n t s  have c a u s e d  s e v e r a l  a d v e r s e  

c o n d i t i o n s  in  Iiontana a s  f o l  l ows :  

1 .  The heavy workload p l a c e d  o n  f i n a n c i a l  i n s t i t u t i o n s  

and S t a t e  and l o c a l  o f f i c e s  who h a n d l e  p l e d g i n g .  
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2 .  The n e c e s s i t y  t o  p r o t e c t  S t a t e  and l o c a l  d e p o s i t s  I 
has  become o u t d a t e d .  

3 .  The 100% p l e d g i n g  r e q u i r e m e n t  l i m i t s  t h e  y i e l d  on I 
p u b l i c  d e p o s i t s .  

4 .  P l e d g i n g  c a u s e s  l i q u i d i t y  h a r d s h i p s  and r e s t r i c t s  

a s s e t  management and economic g rowth .  I 
I .  P l e d g i n g  r e q u i r e m e n t s  burden t h o s e  who a d m i n i s t e r  i t .  The 

, paperwcrk ,  such  a s  s i g n a t u r e s  and a u t h o r i z a t i o n s ,  t r a n s f e r r i n g  I 
co1 l a t e r a l  t o  a  p ledged s t a t u s ,  making p r o p e r  s u b s t i t u t i o n s ,  

r e l e a s i n g  needed c o l l a t e r a l ,  e t c . ,  t a k e  t i m e  and money. I 

C o n s i d e r a b l e  t ime  i s  s p e n t  by b a n k s ,  c i t y  o f f i c i a l s ,  County 

t r e a s u r e r s ,  t h e  S t a t e  t r e a s u r e r ,  bank e x a m i n e r s ,  2 n d  s e c u r i t y  

c u s t o d i a n s  of  t h e  Fede ra l  Reserve p r o c e s s i n g  p a p e r .  The t o t a l  

c o s t  f o r  t h i s  t ime  and paperwork - t o  a17 banks  and p u b l i c  - I 
e n t i t i e s  cou ld  be s i g n i f i c a n t l y  r educed  w i t h  t h i s  b i l l .  - 

11. P u b 1  i c  d e p o s i t o r s  have h i s t o r i c a l l y  had a ~ r e f e r r e d  p o s i t i o n  
I 

o v e r  g e n e r a l  d e p c s i  t o r s ,  by having  t h e  u n i n s u r e d  p o r t i o n s  I 
o f  t h e i r  a c c o u n t s  s e c u r e d  by p ledged bank a s s e t s .  k g r e a t  

bu lk  of  p u b l i c  d e p o s i t s  a r e  a l r e a d y  f u l l y  i n s u r e d  by t h e  F D I C  I 
a s  t h e y  a r e  now i n s u r e d  u p  t o  $100 ,000 .  There  i s  o n l y  a handfu l  I 
o f  l a r g e  p u b l i c  d e p o s i t o r s  w h o  a r e  a f f e c t e d  by t h e  r e q u i r e m e n t s  

o f  o u r  a n t i q u a t e d  p l e d g i n g  law. I 
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grown o b s o l e t e .  I f  a bank f a i l u r e  o c c u r r e d ,  d i s r u p t i o n  of 

government  f u n c t i o n s  due t o  l o s s  of bank d e p o s i t s  i s  q u i t e  

remote  f o r  two r e a s o n s .  

F i r s t ,  S t a t e ,  N a t i o n a l ,  and FDIC examiners  do such  a  tho rough  

job  i n v e s t i g a t i n g  banks ,  t h a t ,  i f  a  bank was i n  a  shakey  f i n -  

a n c i a l  c o n d i t i o n ,  p r o p e r  a c t i o n  would be t a k e n  by t h e s e  

a u t h o r i t f e s  t o  p r o t e c t  t h e  d e p o s i t o r s .  F u r t h e r m o r e ,  a c c o r d i n g  

t o  t h e  F e d e r a l  D e p o s i t  I n s u r a n c e  C o r p o r a t i o n ,  of  t h e  i n s u r e d  

banks t h a t  f a i l e d  and were l i q u i d a t e d  between 1 9 3 4  and 1 9 7 3 ,  

t h e r e  was a r e c o v e r y  of 9 7 . 7 %  of t h e  t o t a l  d e p o s i t s .  And 

Montana h a s n ' t  had a  bank f a i l u r e  s j n c e  t h e  D e ? r e s s i o n .  So ,  

i t  i s  obv ious  t h a t  t h e  n e c e s s i t y  t o  s ~ e c i a l l y  p r o t e c t  government  

d e o c s i t s  has become u s e l e s s  and o u t d a t e d .  

111.  Si3 371 w i l l  p r o v i d e  h i g h e r  i n v e s t p e n t  y i e l d s  t o  l o c a l  govern -  

ment by e a s i n g  t h e  r e s t r i c t i o n s  p l aced  on b a n k s .  Because 

banks must s e c u r e  p u b l i c  d e p o s i t s ,  t hey  c a n ' f  o f f e r  a s  h igh  

y i e l d s  a s  o t h e r  i n v e s t m e n t s  in  Montana 's  S h o r t  Term I n v e s t m e n t  

F u n d  ( S T I F ) .  S i n c e  1974 ,  t h r e e  n e i g h b o r i n s  s t a t e s  ( C o l o r a d o ,  

S o u t h  Dakota and Oregon) have lowered t h e i r  p l e d g i n g  r a t i o s .  

I n  each  c a s e ,  t h e  S t a t e  T r e a s u r e r  s o u g h t  h i s h e r  i n v e s t m e n t  

y i e l d s  and i n i t i a t e d  t h e  l e g i s l a t i o n  t o  remove t h e  d i s a d v a n t a g e  -- -- 

t o  i t s  banks .  -- 

I V .  S E  371  w i l l  e a s e  some of  t h e  a d v e r s e  e f f e c t s  t h a t  10C?.: p l e d g i n g  

has h a d  o n  b a n k ' s  l i q u i d i t y ,  a s s e t  management, and a b i l i t y  t o  

p r o v i d e  l o a n s .  
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The C o m p t r o l l e r  of  t h e  Currency p r e s c r i b e s  a l i q u i d i t y  r a t i o  

banks must f o l l o w .  Th i s  means banks must keep a  c e r t a i n  p e r -  

c e n t a g e  o f  t h e i r  t o t a l  d e p o s i t s  i n  a s s e t s  t h a t  a r e  r e a d i l y  

t r a n s f e r r a b l e  t o  c a s h ,  i . e . ,  s h o r t  and i n t e r m e d i a t e  s e c u r i t i e s .  

O c c a s i o n a l l y  banks a r e  h i t  wi th  a  d e l u g e  of m u n i c i p a l  and 

s t a t e  f u n d s .  I f  a  b a n k ' s  p o r t f o l i o  i s  a l r e a d y  s u b s t a n t i a l l y  

p l e d g e d ,  t h e y  would be f o r c e d  t o  p l edge  t h e i r  uncomni t t e d  

l i q u i d  a s s e t s  and t h u s ,  o p e r a t e  a t  an u n a c c e p t a b l e  l e v e l  

of 1  i q u i d i  t y .  

Banks a r e  s t u c k  w i t h  e i t h e r  t h e  c o s t  and p o s s i b l e  l o s s  o f  4 
c o n v e r t i n g  long  t e r n  a s s e t s  t o  meet l i q u i d i t y  r e a u i r e m e n t s  

o r  t h e  c o s t  of  c o n t i n u o u s l y  s t a y i n g  " o v e r p l e d g e d " .  

Our n e i g h b o r i n g  s t a t e s  have found b e n e f i c i a l  r e s u l t s  by 

l o w e r i n g  t h e i r  p l e d g i n g  r e q u i r e m e n t s .  I t  i n s u r e s  bank 

bank l i q u i d i t y  and f l e x i b l e  a s s e t  management a n d  f r e e s  u p  -- -- -- 

n i l  l i o n s  o f  l o a n a b l e  d o l l a r s  t o  h e l p  f a r m e r s ,  r a n c h e r s  ,and  

home w e r s .  -- 



t i .  Interest on rlcposib - conformity with f~de ra l  l u w .  
1 . ; .  I .  S t ~ t e  treasurer as trcct>ttrr:r of tiiote agencies -- drpo~i tu  o f  r.1ocr.s. 

Psrt  2 - l n v e s t n c n t s  

Unified investment progrrm - general prrwisions. 
1nves:ment funds -- general proviuions. 
Separate invrstmec! funds. 
Invmtment OF 1tv:ol government fur~ds. 
Sect.ions 17-6-205 tf~rough 17-6-110 reserved. 
Permissible inve3trnent-s. 
Stete purchase of general fund warrar~ts. 
Redemption of b n d s  before matarity. 
Sections 17-6-214 through 17-6-230 reserved. 
Handling securities - custtdy of rnc~rtgeges and repurchase egrwnents .  
Records of donations - publicity to con1ribuk)rs given by legir.!;i~ure. 

P a r t  1 

Deposits 

17-6-101. Deposit of funds  in the  hnrlds of t h e  s t a t e   treasure^. (1) 
i;rrtier t h e  di:rction of the  I1oa:d of' inves tments ,  the  s t a t e  t r casc re r  shall depos i t  
;itii)l:c nloneys in hi-  posscs!.icin a n d  under  his control in soivent !)finks, hr?il(!ing 
and !oan ; isscxiations,  a n d  siivings 2nd  loan as>ocia:ion!: I!~catt.d in t h e   stat^. exct:pt 
it:, cithc.ruise provided \y I:itv, sut)jtxct. t o  rlation:11 sul)ervisiori o r  s t a t e  examinat ion.  

I T h e  s t a t e  t r e i l su re r  s h ~ l l  d e p c s i t  l '~1nd5 ;n  such  h a n k s .  t ~ u i l d i n g  a n d  [<)an 
a s : ; c i r ~ s t i o n s ,  a n d  saving.; arrd loan  associi?tions a n d  in s u c h  nm:i!rnts a ?  m a y  t ~ r  
dt.>rSnatec! by t h e  boartf o f  i n v r s t m e n t s  ant1 i:.ithdr;i* s ~ c h  r l ~ * p t > i i t s  w h e n  
in.-tructed t o  hy t h e  board  c ~ f  i r lves tmen~5.  

\Vhcn rnorleyh hnvr l)c(.n deoc~sitctl  urrc!rr the hoard of in:-es!rnents nnd in  
a~ ' c4 i r , ! a~ ice  wi th  t h e  Icjw. t h r  treastjrrr  is (rot lirll)!e for loss t ) r l  ;icc.<lunt 01' a n  sirch 
d:'~l">:i occ.uring from a n y  c;r[lse o t h e r  th:~n his otrr: nrg!ect. o r  friirid 

I 11  'l'he s t a t e  trr:islircr sl1.1li wi thdraw all tlrllrc~.;its o r  any 0:1r: t h r r r o i  f rom ti!nc> 
1 1 8  ! i rnt~ t i )  1';"' ;1nd ciisch:lrjie t h e  Icvgal oliligai~oilt; of t h e  s t : ~ t r  t l r ~ l  pres~ii!etf t o  
h im in c~cc .o r i j ,~nc~  w i ~ h  thc  Iriw. 

I l i s t o r y :  t:n. See.  i83. Jlev.  C. 1907; en .  Sec. I .  C11. 129, I.. 1909; r e -en .  Src. 
182. fI.C..V. 1921; nmd.  Sec. 1, Ch. 85. L. 192:i; nmd. Sec. I ,  Ch. A{?. I+. 1929: a n d .  
S e c .  I .  Ch.  62 .  1,. 193.3; re-en.  Sec. 162. 1I.C.M. 1935; onid. Src. I. ('h. 35. L. 1963; 
nmd. Sec .  1. Ch. 259. I,. 1969: a n d .  Sec. I .  Ch. 298. I.. 1973; nmd.  Src. 1. C'h. 1 4 .  
I.. i 97.4; R.C.M. 1947, 79-301 ( p a r t ) .  

17-6-102. I n s u r a n c e  o n  depcsits .  ( I  N o  such  :it~l!ositt; rn t x c e s s  of  t h e  
ail~ci, int  in.;~ired hy t h e  fetleriil dr.pc,sit itlsc~rarlce corplir;ttitin o r  federa l  savings  a n d  
J I I , I ~  in s r~ rnnce  corporat ion ~ 1 i ; t I I  t)e made unless t h r  t~:lrik, t~~iil(!in,u i ~ n d  I t~dn  ;issoci- 
;it i ~ , n .  ; ~ r i c l  s;rvings a n d  I I I ; I I I  ;tss~ic.i;tti~in firs1 dr1rvc.r~ to t h e  st:iLe trc,~,irrer or  dcpos-  
i [ >  trtrht wit11 conif. h l l l \ . t ' ~ l f  !);ink, a s  hvreilraV~cr (~roviclt~tl .  ; ~ h  lec.urity therefor ,  
t~( , l rds  or  ottrcr.olilig;:tic;!~< t r l  t t ir  k inds  liitt-d in 17-F-I0:3, t1;ivirl~ 3 marke t  vn l~ re  
at l ras tpcl~i : i l  'S Ic thr  a r r ~ o l i n t ~ o f  such deposi ts  in  txct.ss c,f t h e  arntllint s o  ins t l r rd .  
'I'hc. t)i)ard of rnvestrnrrl ts  may reclr~irr  s cc~r r i ty  of a greilter vnlcie. \!'hen ncgtrl int~le 
5 p c u r ~ t i ~ ~ s  dre  ~loc~t. t!  in t r ~ i s t .  t he  trristee'b rrrc.il)t r!lily i~t.ct*p!rd ins tead o f  the  
c ~ ( , t i r ; t i  ~ t ~ ~ . , ~ r i t i w  if 111t. rr.~.c.ii)t is in f'irvc~r o f  t he  S ~ ; J I C  trf:;ts~rrt*r, his surccssors  in 
c,fl'ic.t., anti  I h r  s t ; i t r  6 1 1  jilt)rlt;rr~;r ;ill(! tlrr Ii~r!lr oI' rec.c,il)t aircl i h r  t r w t e e  have \)?en 
;~;:~)rovc,rl 1,y the  h11;1rtl i r r \ t . \ ! r r ~ t . r ~ t \ .  
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