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HOUSE BUSINESS AND INDUSTRY COMMITTEE
January 23, 1981

SUMMARTES FOR

HOUSE BIILIL 183 -

Introduced by Rep. Fabrega and others, amends state's detached bank
facilities law to increase number of remote teller facilities allowed each
bank. In a city of 50,000 or more, a bank may have three detached facilities.
In a city under 50,000, two detached facilities will be allowed. In both size
classes, one detached facility may be no more than 1,000 feet from the bank;
the other facility or facilities may be located up to three miles beyond the
city limits. No facility may be closer than 1,500 feet from another bank or
detached facility.

HOUSE BILL 238 -

Introduced by Pep. Fabrega and others, creates a new concept, "regulated
lender," to be exempt from interest limits and usury statutes. "Regulated
lenders" include chartered financial institutions and state and federal govern-—
ment agencies.

HOUSE BILL 239 -

Introduced by Fabrega and others eliminates the ceilings on finance
charges on retail installment contracts and provides that seller and buyer may
agree on the rate. Also stricken from the law are the provisions for minimum
finance charges in agreements on refinancing of automobiles.

HOUSE BILL 240 -

Introduced by Rep. Fabrega and others amends the same section of the law
as above but only in regard to autamobiles by providing that seller and buyer
may agree on the finance charges.

HOUSE BILIL 241 -

Introduced by Rep. Fabrega and others amends the same section as above
but only in regard to manufactured structures or recreational vehicles by
allowing seller and buyer to agree on the finance charge.

HOUSE BILL 242 -

Introduced by Rep. Fabrega raises the ceilings on finance charges on
autamobiles, industrial or construction equipment, manufactured structures
or recreational vehicles and other goods and services, by 2% or 4% depending
upon the category and the principal balance.

HOUSE BILL 243 -

Introduced by Rep. Fabrega and others, generally revises the fees and
interest rates on installment sales and loans by raising the transfer of
equity fee fram $15 to $50 and setting the ceiling on finance charges at the
greater of 12% per year or 7% higher than the discount rate on 90-day camer-—
cial paper. The minimum charge on any retail installment contract is raised
from $20 to $25. Minimum charge for extension of a contract is $10. Also
provided is a delinquency fee of the lesser of $5 or 5% of the installment.

HOUSE BILL 244 -

Introduced by Rep. Fabrega and Sen. Blaylock, raises the maximum interest
chargeable by a credit union fiam 1-1/4% per month to the greater of 18% per .
year or 5% over the discount rate on 90-day commercial papergTATE LAW 417 T7ATY
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Rep. William Ray Jensen, Vice Chairman of the B&I Camittee,called
the meeting to order January 23, 1981, at 8:00 a.m., in auditorium of Highway
Building, Helena, MT. All members of the Committee were present. Bills
to be heard were HBs 183, 238, 239, 240, 241, 242, 243, 244.

HOUSE BILL 183 -

REP. W. JAY FABREGA, House District #44, Great Falls, chief sponsor,
said HB 183 would allow Expanded Detached Facilities for Banks, and would
affect only Great Falls and Billings. Sece EXHIBIT A for an explanation of
the mechanics of HB 183.

JERRY WALLANDER, President of the Montana Bankers Association, spoke
in favor of the bill. Philosophically, the Montana Bankers Association
states its position as being opposed to branch banking, but the tightly
restricted operations allowed by Rep. Fabrega's bill would help banks com-—
pete with other types of companies. He presented the following as a basis
of consideration in changing the current law: (a) extending bank custamer
facilities should be accomplished by amending the present law; (b) no addi-
tional detached facilities shall be closer than 1500 feet of an existing
bank; (c) extended bank facilities shall gecographically be limited to three
miles from the corporate city limits; (d) for comunities of over 50,000
people, there shall be three extended facilities; (e) one additional facili-
ty shall be granted banks in commnities of under 50,000 people. This is
the position taken by the MBA by the elected board.

WARREN VAUGHAN, Vice President of the First Northwestern Bank of Billings
which is owned by Northwest Bank Corporation which is headquartered in Minnea-
polis, supports recommendations of the MBA as expressed by MBA President for
HB 183. He feels the important points when talking about expanded facilities
are competition, service, and basic fairness. He feels the banks need the
right to compete with the savings and loans and credit unions who are able
to branch and can now offer nearly all of the services a bank can. No parti-
cular bank corporation or group has a monopoly on good service. Banking is
. a people business and the independent bank can survive as ° well as the out-
of-state holding company bank if they offer good service. He refutes the
idea that this bill will lead to excess banks and suggests that three-fourths
of the states in the U.S. have some sort of expanded facility law and he feels
this is the best answer for Montana. He states that this bill does not ask
for county-wide or state-wide expansion, but only for expanded facilities
within camunities. He concludes by saying that the consumer is the one who
will benefit most fram this bill by having better access to banking facilitics.

LYNN GROBEL, President of the First National Bank of Glasgow, an inde-
pendent bank probably the 7th or 8th largest independent bank in the state,
and director of the First National Bank of Hinsdale in which he shares in the
controlling ownership which bank is considerably smaller, supports the posi-
tion taken by the MBA and their directors. He believes HB 183 is good
legislation as it will enable banks that want to provide additional customer
service which presently may be provided by their competitors in the financial
community.
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L. N. SHONKWILER, President of the Ravalli County Bank of Hamilton,
suggests that there are many communities in the state of Montana that are
not served by any financial institution, and that the three-mile limit is
too restrictive. He would like to sce the law oxtended so that small
cammunities having banking facilities could service other cammunities that
have no banking facilities.

ROBERT H. WALLER, President of the First Bank, Billings, supports
HB 183. Over 51% of their custamers live beyond.a 3-mile limit fram their
banking facility. This bill would provide better facilities for those cus-
tamers. This is not branch banking - that is left to the savings and loans.
Detached facilities would allow better service to the public, conserve energy,
and establish a measure of campetitive parity among Montana's financial
institutions. See EXHIBIT B for further testimony.

There were other proponents who, because of time limitation, did not
get a chance to testify. Their names are on the Visitors' Register.

OPPONENTS -~

HAROLD PITTS, representing the Montana Independent Bankers, is opposed
to HB 183. He said this is a perennial bill, it has been before the Legisla-
ture before, was killed, and is now back again. HB 183 is not nccessary as
there is already a vehicle on the books that will take care of this problem.
It is the electronic funds transfer bill allowing the use of the ATM - Auto-
matic Teller Machine that will provide all the scorvices that I3 183 would
allow to be provided with a detached facility, and this can be taken three
miles beyond the city limits.

Page 3, lines 1-6 allows the opening of deposit accounts which is not
allowed for a detached facility in present legislation. It can also serve
as a loan operation because you can open checking accounts that have automa-
tic overdraft privileges on which they can charge about 18% for overdrafts.

There is no great public outcry for this legislation - it is being
proposed basically by the three major out-of-state bank holding companies
which are scattered throughout the state of Montana. There was never any
public participation when the oversight committee was studying this situa-
tion during the interim demanding this type of service.

He feels these three holding companies - the First Bank Stock out of
Minneapolis, Northwest Bank Corporation out of Minneapolis, and the Western
Bank Corporation out of San Francisco - want to render this service in order
to get larger and serve Montana businesses. Of the 22 largest banks in
Montana, the three out-of-state holding companies own 18 of tham. There are
90-91 cities in Montana with banking facilities and the major holding can-
panies operate in 16 of these cities. They have stated this morning they
are losing their position, but some figures back to 1965 show they are not
losing their position. In 1965 these three holding companies had total
assets of about $938 million. First Bank Stock had 39% of that; Northwest
Bank Corp. had 19%; and Western Bank Corp. had 7%. In 1979 the 16 cities
they operate in in Montana had bank assets of $1,736 million or 40%, North-
west Bank Corp. had $549 million or 19%, and Western Bank had $210 million
or 7%. First Bank Stock has actually gained 1% of total bank assets;
Northwest still had 19%; and Western Bank still held 7% at the end of 1979.
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They don't seem to be losing their position. If competition is taking it
away, it is not necessarily because of location. The savings and loans and
credit unions have been much more aggressive in pramoting their own causc.
These three out-of-state holding companies own 162 of the banks in Montana,
they have 25 units out of 163 units, but they represent 42% of the total
assets of the state banking assets. He thinks this is getting to be a
concentration - we are up against the giants. He feels Montanans should
control at least half our bank assets. First Bank Stock has total assets
of over $12 billion; Northwest has assets of about $12.5 billion; and West-
ern has total assets of over $30 billion. From 1967 to 1979 in the 16
cities where these people operate there were 16 new bank charters, and they
didn't suffer at all. The Western Bank Corp. out of California, operates
in 11 western states providing at-hame banking services in 860 affiliated
banks across the western U.S. These started in Montana in 1956 before the
bank holding campany law was passed. They tried to find more banks but the
act was passed because Congress at that time felt, and there is no reason
to doubt that their minds have changed very much now, that there was a
monopoly trend in banking crossing state lines and going clear across the
U.S. Same feel that federal legislation in the future will change Montana
law.

President Carter had a committee formed to study this very issue on a
nationwide basis because the big banks nationwide arc doing the same thing
as the big banks in Montana would like to do, that is expand, expand, expand.
First City Corp. of New York probably is one of the most aggressive outfits
and they have something like $111 billion in assets already, and they want
to get bigger so they are promoting very heavily in Congress. But it appears
there will be very little change in the Federal Banking structure in the next
two to four years. See EXHIBIT C.

He feels the three major out-of-state holding companies operating in
Montana are supporting this legislation. He represents about 94 independent
banks through the Montana Independent Bankers Association. Jerry Wallander,
President of the Montana Bankers Association is an independent banker himself.
Mr. Pitts solicited the committee's support in killing HB 183.

PHIL SANDQUIST, President of the First Security Bank, Bozeman, feels
this is a foot-in-the-door type of proposition that you can call branch
banking or monopoly banking. Montanans are not asking for this. The First
Bank system, Northwest Bank and Western Bank Corp are wanting this and they
control 41-42% of Montana's assets today. They call monopoly banking some-
thing for customer's service and convenience, but we all know that the cus-
tomer is going to pay. Three banks control 86% of the monopoly banking
system in Arizona.

Under branch banking bank presidents, local bank directors, local
stockholder controls are done away with. This is not a deregulation, it
is a shift of your banking controls from Montana to Washington, D.C., be-
cause these are holding campanies. Monopoly banking doesn't bring in any
new capital, it is irrevocable, local people can no longer be assured
their deposits are going to remain in the community for the benefit of
local borrowers. You can't repeal monopoly banking any more than you can
unscramble eggs. No state has ever established branch banking by the vote
of the people. In Colorado a referendum was voted down 3 to 1. See
EXHIBIT D. Mr. Sandquist hoped Montanans are not going to stand by and
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and let the out-of-state interests line their pockets with Montana dollars.

A. JACK KING, Chairman of the Board of Valley Bank, Kalispell, also
serves as Chairmman of the Board of the First Security Bank, Kalispell.
Of the 14-15,000 banks in the U.S. only about 1260 branch or have some type
of branching - 11,000 plus do not. Between 1959 and 1976, the total number
of banks increased in 21 states but only 290 used same type of branching.
During the same time banks in 16 states utilizing limited types of branching
decreased by 788. In the 15 states operating with unit banking such as
Montana does, the nunber of actual banks increased by 1771. If you average
the total number of main office operations plus the branches in the branch
state population, you will find there is one bank or branch for every 4,439
people. Keep in mind that a branch or a part of a branch is ncver competi-
tive with its sister branch or its main office. By dividing the competitive
factors into the total main offices, you will find there is one competitive
factor for about every 52,000. In Montana where we have unit banking you
will find we have one competitive entity or bank for every 4700 plus people.
We are already serving the public better than in the branch states or those
that have some form of branching. The consumer is being well served.

The small independent banks do caompete well with one another, but when
they decide to sell, they usually sell to one of the three huge companies
bocause thoy have the moncey to buy thom.  The independents have about $4.5
billion in all of the deposits in the entire state of Montana, camnpared to
the $12.5, $12, and $30 billion assets of the big three.

Any form of branching leads to a concentration of assets, and a corre-
sponding lessening of competition for the consumer. It also exports the
earning power of the capital, reducing the individual opportunity for you,
for me, for our kids.

In Kalispell there is a large area adjacent that has about 5-7,000
people that probably deserves a bank. There is a charter proposed for a
bank soon which will be called the First Evergreen Bank and will be a state
bank, a comptroller of the currency bank. If facilities areallowed, cach of
the big banks will put a facility right out in Evergreen, and suddenly
Evergreen will have three facilities on top of the new bank that has been
capitalized by Montanans as a full service bank. This won't make it any
easier for the new bank.

See EXHIBITS E showing condition of the Valley Bank, Helena, and the
Western Bank, Bozeman. Their capital accounts for furniture and fixture
accounts and property accounts arc about 50% of the capital surplus - all
small banks are this way. New smaller banks usually take a number of years
before they have much in the way of earmings. They do not have the same
opportunity as the large well-established banks in metropolitan centers.

An FDIC and a State of Montana requirement is that you cannot invest more
than 50% of your capital surplus in fixed assets. So these small banks could
not build anything - just the big banks are going to be able to do this.

And these big banks are going to go out to where the small banks are estab-
lished. As far as the consumer is concerned, he has a competitive entity
out there which is a full service bank. He sees no justification for
providing additional services for the big banks to go out and cause problems
with the small banks.
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JOHN SCULLY, representing the Montana Independent Bankers Association.
During the last two year period as a result of invitations from Senator
Regan and her committee, no consumer showed, no advocate for the consumer
showed, no one came forward to express their opinion as to whether they
wanted branch banking or not.

The language in the bill will allow for deposits and credit is avail-
able. Presently you must go into the banking facility to receive that
account opening service. If you support the bill, you will have opened the
door for years to came to a set of circumstances he doesn't think people
want or need. It costs in the range of $250-300,000 to build such a facility
today, and it is the person who receives the services that pays the price for
this. When an independent bank cammences, it doesn't commence with a grant
fram Minneapolis to engage in business - it cammences by going to the state
banking board, showing there is a need in the community and putting forth the
necessary capital to open the structure.

We learned same awful lessons in the 30's. One of the things that we
had in Montana was a statute that allowed the merger of banks as a result
of failures which came to our attention in 1968. Mr. Vaughan said he does
not know of a state that has ever taken their retrogressive action with
regards to branching - the state that did it was Montana in 1968. Our
legislature repealled that act which was being used then as a loophole for
branch banking. See EXHIBIT F.

The picture on a national level shows the ten larger groups pushing
those a little bit smaller - we see City Corporation of Minneapolis putting
the heat on First National who comes out here to put the heat on the cammnity
bank system. He doesn't think we should do away with the state-owned banks
that have been-.capitalized on sound policies, nor does the nation want to do
so. When looking at the large city coporations, you are in world-wide
banking now and same will say that is a strange reach for this little bill
and we are overemphasizing.

He asked that the problem not be deemphasized with regard to the pre-
sentations that have been made here. By expanding the services now offered
and operating, you will place those people who have placed the capital in the
small banks in communities in jeopardy as a result of the siphoning of funds
and the transfer of the facilities that are there. He bets there will be a
big enough facility to put a desk in it to get ready for the issue. Rep.
Fabrega has said before, and he thinks the philosdphy along that approach
is commendable, that he is trying to provide the services to the cammunity
and he is trying to put Montana banks in a position to compete, and he
respects him for that opinion, although he disagrees. He doesn't think
this is what HB 183 is going to do. He hopes the bill will not be supported.

QUESTIONS -

Rep. Kitselman - within the independent banks how many have detached
facilities? Mr. Pitts - all banks in Montana are individually chartered
and capitalized. The ownership is the thing they question, like Minneapolis
and San Francisco and these some 25 banks in the state. Under present law
each bank can have one detached facility up to 1,000 feet from its main
banking quarters. There are many small cities in Montana that have bank
facilities that do not have a detached facility. They ordinarily have drive-

up facilities connected to the main bank. The larger banks in larger cities
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take advantage of not only having drive-in facilities in the main building
but they can go 1,000 feet and have one detached facility.

Rep. Kitselman - the question I am asking is how many banks can a
state chartered holding company control? Mr. Pitts - there is no limit to
in-state holding corporations having branch banks. Out-of-state can not
expand since the banking act.

Rep. Kitselman - how many Montana owned holding companies are there?
Mr. Pitts - Montana holding campanies can only expand in Montana, not in
any other state. There are two types of holding campanies - one-bank and
multi-bank. There are approximately 47 one-bank holding companies. Rep.
Kitselman - there are three independent banks located within Billings. He
does business with one facility in his neighborhood but has to travel down-
town, which is totally inconvenient, to do another part of his business.
His bank has automatic tellers but they arc all located within 1,000 feet
of the downtown area. The city has expanded cast to west to approximately
20 miles. He is confused.

Mr. Pitts - the holding companies established in your area is each an
individual and separately capitalized by application to the state. The
one-bank holding company is usually taken for tax reasons at the federal
level or for ownership and transfeor to officers within., B 183 would
provide travelers check services and the ability to open an account over
what is being done for you now - it won't help solve your problem.

Rep. Andreason - There are two great differences in what fair campe-
tition is -~ one saying we should create them - see a need for service - and
also what the possibility of the cost would be. On the first issue, the
definition of fair competition - as Montanans we would want to have a system
whereby everyone would want the opportunity to compete and get what we want
for our money. How would you see this bill as stifling fair competition?
Mr. Pitts - Congress recognized in 1956 that the big ones were getting too
big against the little ones. The free enterprise system gets too monopolis-—
tic. We are not doing anything in this state that would prevent Montana
banks and organizations from doing what the out-of-state banks can't do in
their own states. It is a case of regulating the big ones so they don't
get too much bigger against the little ones.

Rep. Andreason - how would you suggest that the problem of the small
community without a bank be taken care of? Mr. Pitts - this bill would not
help Darby at all. There arc 90 cities in the state that have banks and it
isn't possible to put a financial facility in every little community in the
state. Credit unions would be better able to service such a comunity as
they utilize volunteer help and they can work on that kind of a basis.
Regulatory authorities won't permit you to operate on a loss basis forever.
At a cost of $300-$350,000 it just wouldn't pay off over a reasonable amount
of time.

Rep. O'Hara - most retail credit unions wouldn't have to abide by
distance restrictions. Businesses are not controlled by the state as are
banks. If banks had no state control, we would see the opening of banks
as in the early teens. Banks are more restricted now. There must be some
control of the number of banks so there would not be unrestricted closing
of banks as there was in the carly 20's.
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Rep. Jacobsen - what is your personal fecing as an independent banker
and representing the Montana Bankers Association which represents the majority
of Montana banks? Mr. Wallander - he testified as a Montana Bankers Associa-
tion representative. During the mecting of the board of directros of the
MBA, he voted against the position taken by the MBA.

Rep. Wallin - because the savings and loans are now able to perform
the functions of a bank, has there been a switch to S&lLs? Mr. Pitts - no
reporting date has been set, so he wasn't sure. There are bound to be same
small accounts that have switched. This just became effective on January 1.
He thinks the switch will came in the $100 bank checking accounts because
there won't be a service charge on them.

Rep. Robbins - feels Darby nceds banking facilities. He is fram that
area. Is there any way we can remove the three-mile limit and establish
territorial limits? Mr. Pitts - thinks that is a reasonable compromise
between those who want to expand beyond the three mile limit and go state-
wide or county wide, and those who want it to stay the way it is. He ques-
tioned very much the advisability of putting a bank there because of the
chance of not making it.

Rep. Vincent - any bank could establish detached facilities under
HB 183. If small banks could not expand primarily because of same limita-
tions on capital assets, that would cast a certain light on it; if on the
other hand they are not limited that would cast a different light on it.
Mr. Pitts - the law as now on the books provides that each bank can have
a detached facility within 1,000 feet from the main bank. This bill says
that in towns of over 50,000 each bank could have two additional detached
facilities, so they would have a total of three. In towns under 50,000
you have one additional detached which would make a total of two. Every
bank could go ahead and take advantage of the law if the territory justified
it and they had the capital to do it with. He thought only 8 or 10 cities
in the state would take advantage of this now.

Rep. Vincent - they could do this if they chose to do it and had the
money? Mr. King - because of certain requirements many small banks would
be prohibited fram taking advantage of this. Most new banks starting out
have 50% of their capital assets in fixed assets which take time to depre-—
ciate out before you can build another facility which would bring it back
up to that 50% limit. The only other choice is to increase the capital in
the bank by selling more stock or whatever it is necessary to do to get
more capital.

Rep. Vincent asked to be given a list of the banks Mr. Pitts represents
that would be in a position to build a detached facility under the limita-
tions that are in the law at the moment. Mr. Pitts said he would supply this.

Rep. Vincent - is there something else that should be thought about at
this time? Same banks have spent a lot of money on new facilities expecting
to have an area for operation, and the expension of detached facilities
would have an adverse affect on them. Mr. Wallander - it would be possible
to have too many detached facilities in a small area if all banks chose to

expand.

The opponents time had been used, so the Chairman asked Rep. Fabrega
to close.
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Rep. Fabrega closed saying this hearing was on HB 183 which is the
detached facility bill, and not on SB 5 which is a branching bill.

One of the comments made is that the public is not here asking for
this. Who is going to drive to Helena, take a day off work and be here
in the middle of a territorial fight between bankers? All the public wants
is banking service conveniently located to them, and they don't care who
provides it. These arquments were made when the established banking
commnity in the downtown area wanted to provide drive-up windows. They
had to be given the opportunity to establish a detached facility to accom-
modate the drive-in. Most any new bank being built now has the detached
facility directly connected to it. This was fought just as vehemently then
as allowing two more is.

Once you have established an account with a bank, you can pick up your
phone and conduct your banking business, so the important thing is where
you first establish your banking reclationship. Because of the energy
crunch and the higher cost of fuel, and in some places the downtown con-
gestion, it makes far more sense to have a detached facility where people
can receive funds, cash checks, or open new accounts, which HB 183 would
allow them to do. A supermarket would be a potential place to have one.
The idea that every detached facility is going to cost $250,000-$300,000
is ridiculous. A detached facility of an independont or a national bank
could rent so many square feet of a shopping center such as the S&Ls are
doing.

The S&ls and credit unions are not here opposing this bill - they could
not do so in good conscience since they already have the ability to branch.
Ioan officers are available to him by phone, which is closer even than a
loan officer should ane be placed in a detached facility.

An additional benefit besides custamer convenience of HB 183 is that
if the federal regulatory system allows interstate branching in the near
future, those banks that are already in place in Montana, whether they
are independents or nationals, will be in the unique position of being able
to move in their loan officers and they are there. This would preclude the
chances of outside big interests being able to capture most of Montana's
banking field since that option would not be nearly as open to them.

ATM's do not serve well as detached facilities. The three mile or the
1,000 feet restrictions are all compromises. He would say that at the dis-
cretion of the directors of banking in Montana, a detached facility would
have to be applied for and if were feasible, it should go there. He would
eliminate all those limits, because limits run into situations where you
oould have better served the customer if you could have gone another mile.
But these limitations are there just to appease somebody.

He thinks the whole question here is that same banks don't want to
provide better custamer facilities, and that they would rather use their
money- to make money rather than providing a detached facility and offer a
better service to their custamers. Because they don't want to do this,
they feel they have the right to prevent those that do want to do so from
being able to do so. He hopes the camittee will find in the interests of
the consumer that HB 183 should pass.
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HOUSE BILLS 238, 239, 240, 241, 242, 243, 244 -

REP. W. J. FABREGA, House District #44, Cascade County, chief sponsor
explained these bills concern themselves with regulated lending institutions.
Due to the fact that we have several credit acts in the statutes, all these
bills are necessary in order to address the problem.

HB 238 deals with banks, savings and loans, co-ops and any agency of
the federal or state government that is in a position to lend money and
comes under regulation.

HB 239 addresses the retail sales credit act, and Rep. Fabrega opened
the hearing with this bill because it does address the problem that the
business community is experiencing with the present econamic fluctuations.
The Montana usury laws are determined for lenders by a floating formula
based on the federal discount rate and allow so many points under one cir-
cumstance and so many more points for another circumstance. That indirect-
ly controls the Retail Sales Credit Act as to the supply of money to people
in the retail business. Credit is a convenience to their customers by of- -
fering financing of merchandise they sell. To compound that floating
situation we have the present limited or ceiling interest rate that can be
charged for retail sales financing.

There is an additional act that is the Consumer Finance Act. There is
a bill caming on a bit later, sponsored by Rep. Fabrega, that addresses
what is commonly known as the finance companies. Their operations do not
enter into the bills being presented today.

HB 239 would simply remove all of the fictitious ceilings imposed in
the years past in the retail sales financing. It scratches most of the
present language - it goes from page 1, line 12 to page 4, line 2, and that
is the whole substance of the bill. It reads "Notwithstanding the provi-
sions of any other law, the finance charge included in a retail installment
contract shall be at a rate agreed upon by the retail seller and the buyer."
That is the whole thrust of HB 239. We have tried so diligently in the past
to determine what was thought would be a prudent ceiling for financing re-
tail sales, but with the ever-changing economic conditions the merchants
find themselves in a position of not being able to finance their sales.

Take autamobiles, unless you have a finance program through your manufacturer,
you are totally out of the market because by the add-on rate, presently you
can charge up to close to 13%, and yet banks are charging a friendly rate

of 16-17%.

Supply and demand is what determines the cost of money, but we also
have the federal ruling powers and the money market determines discount
rates and so Montana is subject to decisions made in Washington even though
they could have very little relationship to what is going on in Montana
with the supply and demand of money.

JERRY RAUNIG, Executive Vice-President of the Montana Autamobile
Dealers Associatien (MADA), which is the trade association for the fran-
chised now car and truck dealers of this state. Sce EXHIBIT A for a
detailed analysis of the car dealers situation. Included is a chart of
interest rates allowable on new vehicles as well as a chart showing
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monthly payments at varying interest rates. He urged the camittee to
give HB 239 a Do Pass with an immediate effective date.

IARRY HUSS, Montana Savings and Loan League, Helena, thought a full
appreciation of the problem that has been presented before the cammittee
today necessitates a little understanding of the history of the term 'usury'
and the law that controls it. Usury began back in pre-biblical times. It
was a concept that was outlawed by the Jewish religion,by the Moslem reli-
gion, by the Buddists. It is curious to note that in each one of those they
permitted you to charge usury or interest to infidels, gentiles, non-
believers. When the Christians took up the concept, they modified it
somewhat and they believedyou could not charge interest simply to hold the
money, but you could charge it after a point in time after the money was
back. When that concept came across the seas to America, the econamic
reality of the world was changing rapidly and it was a common practice in
almost all of the western world that interest was a legitimate charge for
the use of money.

It become recognized as money for sale, and that people were allowed
the opportunity to make a profit from the sale of their money as well as
a profit on the sale of any other commodity. In Montana, the first usury
laws appeared in the late 1800s. It was a very short time thercafter that
exceptions began to appear. Again ramember, usury does not connotate a
certain rate of interest. Usury has always been defined as a prohibited
amount of interest, prohibited by the laws of the land, and it varies from
place to place, and from lender to lender. It is not a foreign concept.
It was a concept that was brewed up as a law to protect against unscrupu-
lous people.

Today the type of bill that you have before you involves regulated
lenders who are under strict control by the state and federal goverrment.
A variety of retail merchants who are under the strict scrutiny of laws -
you are not talking about the loan sharks, the money lenders in the temple
and other such people - you are talking about a group of business men and
reqgulated lenders. The savings and loan systan has recently been allowed
by the federal law to compete in the market in a broader perspective thru
'NOW checking accounts' and can now issue cammercial paper. ;

Savings and loans are desirous of participating in the market, but they
cannot do so if their money costs them more than they get in return. Until
such time as the Legislature and the market place can dictate the price of
money, for a variety of loans, you are artificially suppressmg markets.

They support both HB 238 and HB 239.

JOE DIEHL, Senior Vice President at Pederal Savings and Loan, and
Director of the Montana Savings and Loan League, support and are in favor
of HB 238 - elimination of the usury ceiling for all regulated lenders
including savings and loans and building and loan associations. Because
of the influx of various additional sources of money and credit through
the increasing number of financial intermediaries such as banks, savings
and loans, credit unions, mortgage brokers, mortgage bankers, fram outside
the state as well, an additional supply of money and credit has made this
a highly competitive camodity not really requiring usury ceiling restric-
tions.
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JEFFRY M, KIRKLAND, Director of Govermmental Relations, Montana
Credit Unions League, supports both HB 238 and HB 244 because they affect
the 25 state-chartered credit unions, but if the committee determines
that there is industry-wide need for relief from current usury ceilings,
then they preferred the relief granted under HB 238. See his explanatory
testimony EXHIBIT B.

JOHN CADBY, Executive Vice President of the Montana Bankers Associa-
tion which represents 165 banks in Montana. They are in support of HB238
and HB 239. See his detailed testimony EXHIBIT C.

GENE GODFREY, Montana Equipment Dealers Association, and also employed
by a tractor and equipment company in Billings which has stores in Billings
and Sidney, addressed his remarks more to HB 239 as it pertains to the
industrial equipment and construction equipment businesses.

In 1975 they strongly supported a revision of the retail installment
sales usury limits from 7% to 9% add-on on industrial and construction equip-
ment. This was passed and one of the concerns at that time was the interest
rates being charged were too high - that everyone would immediately go to
the 9% add-on. It is very interesting that in 1974-1975 is when we met the
all-time high of 12% prime and after that the interest rates came down from
1975 to date. It wasn't until 1979 that we ever charged the full 9% add-on
on construction equipment. Up until that time it fluctuated in the 7%
range. This is a very competitive system, and we have to charge the interest
rate that is competitive in the market.

Their competitors are not only within Montana, but the largest competi-
tor is in South Dakota, and the usury rates in Montana put them at a direct
disadvantage when competing with a dealer in South Dakota because they have
no interest limits. When they go into a price-pool, they have to bid high
or they will lose money because of the cost of carrying the contract. They
finance quite heavily and it isn't an area that they necessarily would like
to be in - prefer to leave that up to the bankers, but because of the nature
of their business, the cost of equipment eliminates a lot of the banks in
Montana to be able to do the financing they need. Same of their equipment
costs as much as $1 million, and a lot of Montana banks do not have a $1
million dollar lending limit.

If a bank does have a $1 million lending limit, the custamer is reluc-
tant to borrow because that uses up the contractor's line of credit for
operating capital at the bank. Therefore, the customer leans on them quite
heavily. Likewise, since the monetary control went into effect in April of
1979, or 1980, they hawve to borrow their money at whatever the banks are
charging, and under the usury laws they have no opportunity to pass that
charge on.

They do not feel that the retail installment sale usury limits have
any practical application because of the competitive nature of retail sales.
He urged the cammittee to support HB 239.



#12

1/23/81
Page 10

CURTIS B. HANSEN, Executive Vice President of the Montana Retail
Association, Helena, said they are in a rather unique position in retail-
ing in that they need to be able to borrow money and also have to be able
to extend credit to their customers. They have to work hand-in-hand with
the lending institutions or they just won't operate. There are a lot of
problems created because of the wild fluctuation in interest rates until
they have arrived to where they are now. Sec more camplete testimony in
his EXHIBIT D. He supports HB 239 if it is not amended.

JOE TAYIOR, President of T & W Chevrolet and the Northern Leasing Co.
of Missoula, and a member of the State Banking Board, favors HB 242. See
his testimony EXHIBIT E.

Rep. Fabrega said the allotted time for proponents was used up, and
he asked the chairman if it would be alright for those who had travelled
so far to speak in favor of this bill to stand and identify thamselves for
the benefit of the committee. Chairman Jensen approved, and many, many
people stood and gave their names and business interests and stated support
for these bills. Many are listed on the Visitors' Register.

OPPONENTS: None
QUESTIONS -

Rep. Vincent - what is the phase out process on Requlation Q? Is
that the one that phases out interest on pass books? He was told it is
expected to phase out over a period of six years, and we are in about the
second year now. Rep. Vincent - are the charge cards such as Visa and
Master Charge covered in this act? Rep. Fabrega - they are covered by the
revolving credit act and that is yet another act. HB 239 takes the 18%
interest charge off revolving credit, leaving no limit as has been done
in some other states.

Can you give us same idea of what you think would happen in the in-
stallment credit business if that were eliminated? Mr. Curt Hansen,
Montana Retail Association, told the committee what happened in Arizona
with the Visa, Mastercharge, Sears, etc., when the ceilings were lifted.
First, everyone got a little greedy and the interest rates went up two
points. The campetition brought it right back down, it dropped a little
bit below the levels they were before, and now it is just about at the
same level.

Rep. Vincent - sees this as a very sensitive area because just about
everyone carries one of those things around. If this is made immediately
effective everyone is going to be pointing out what may be a dramatic
increase in interest rates. Mr. Hansen said they also found that the
credit card campanies were easier to get along with. They didn't have so
many excuses for a $20 annual charge or mandating certain things to their
customers.

Rep. Fabrega closed saying the reason for having seven bills here is
because if one approach is not satisfactory to the comittce we have the
other options available. There is a limitation as to when you can introduce
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bills and so same of these bills are backups. But there are a couple of
areas on transfer fees that are on another bill that we probably need to
incorporate into the committee decision. A cammittee bill may be best.

Ceilings, in his opinion, have worked badly. When the ceiling is too
low, and the cost of money on a national level (and that is what we are
campeting with) goes above those ceilings, the consumer simply has to wait
until that pressure cames off before he or she goes out to buy that auto-
mobile, etc. On the other hand, the ceiling works against the consumer
when the rate goes below the ceiling because there is a tendency for same
people to interpret this as what the lLegislature told us to charge.

He was surprised to look at records of 1963 when you could finance a
house for 5 1/2% to 6%, and commercial borrowing was between 8% and 9%,
depending on the amount you were borrowing. Autamobiles and the retail
field was hanging around at 12.89%. In other words, it provides a price
fixing by statute for an industry to use as a bench mark. Without that,
nobody knows where the competition is. In his own business, when his
volume decreases he has to offer a better price, and that is really what
the marketplace is all about.

If, as he hoped would be done, usury ceilings are removed by the pass-
age of HBs 238 and 239, the next session will also enjoy a lesser number of
bills because none of these special categories within these acts will have
to be addressed, That will go a long way towards aiding the legislative
improvement cammittee. The reason he is carrying all of these bills is
because bank presidents, auto dealers, finance companies, insurance people,
everyone that is in business, he represents because they are in his House
District. That is why he fought so hard not to limit the number of bills
he could introduce or these people would have been left out in the cold.

The meeting adjourned at 10:45 a.m.

> Lo . s
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e REP. WILLIAM RAY JENSHN, Vice-Chairman
pr S

Josephine Lé.hti , Secretary
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HB 183 -- Expanded Detached Facilities

wWhat is the purpose of HB 183 ?

HB 183 will enable Montana banks to provide more convenient service
to thelr customers by permitting additional detached facilities.

What are "detached facilities"?

Detached facilities are limited-service banking offices located away
from a main banking house. They generally take the form of drive-in
autobanks. Under present Montana law, a bank may operate only one
detached facility, at a distance not more than 1,000 feet from the
main banking house.

How would HB_183 change the present law?

HB 183 would permit banks in municipalities with populations of
50,000 or more to establish a total of three detached facilities =--
one limited to a distance of 1,000 feet from the main banking house
(as permitted under present law) and two which could be located up
to three miles from the corporate limits of the municipality in
which the bank's main office is located. For example, a bank in
Great Falls could operate one detached facility not more than 1,000
feet from its main office and two additional facilities up to three
miles beyond the city limits of Great Falls.

Banks in municipalities of less than 50,000 population could estab-
lish a total of two detached facilities -- one limited to 1,000 feet
from the main office (as permitted under present law) and one addi-
tional facility which could be located up to three miles from the
city limits.

Does HB 183 affect Montana's prohibition of branch banking?

No. Detached facilities are not branch banks. The services which
they can provide are limited, whereas branches are full-service
units. For example, loans can be made at branch banks but that
service would not be permitted under HB 183

In addition, the detached facilities authorized under HB 183 are
geographically limited to a distance of not more than three miles
from the limits of the municipality in which a bank's main office
is located.

Will HB 183 principally benefit the larger banks or larger banking
organizations?

No. HB_ 183 will benefit any bank in Montana which wants or needs
to provide more convenient service to its customers. It will also
enable Montana banks to more effectively compete with the non-bank
sector of the state's financial services industry.

Who will benefit most from HB 183 2

Montana's banking customers. Banking services will be made more
convenient as additional detached facilities are established.
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TESTIMONY GIVEN BEFORE THE MONTANA HOUSE OF REPRESENTATIVES

COMMITTEE ON BUSINESS AND INDUSTRY

IN SUPPORT OF H. B. 183

In Sumary of and Supplement to remarks made before the Committee
Hearing held January 23, 1981, 8:00 A.M. by

Robert H. Waller, President
First Bank (N.A.) - Billings
Billings, Montana 59101



This statement is in support of H. B. 183. Billings, according to the
recent census, has a population of approximately 75,000. The population
concentration extends six miles East and West fram the central business
district where First Bank is located. Growth will continue to the East and

West away from the central business district.

We are a retail or consumer-oriented bank. At the year end, we had outstanding
consumer loans of some $60 million, represented by over 10,000 accounts, This
is the largest installment loan department between Minneapolis and Seattle.

In addition, we serve another 30,000 checking, savings, and loan custamers.

A demographic study indicates that 51% of these customers live over three miles

from First Bank Billings.

We support the amendment to the existing statute as a measure to more adequately
serve these consumers, and as an energy conservation neasurc - by providing

limited banking services in areas where our custamers reside.

This is not branch banking legislation. Section 5-1028 specifically prohibits
branch banking -- Under Paragraph 1 of Section 5-1028, detached facilities are
defined and the limitation of the services of such a facility is outlined. It
is not the intention of this legislation to expand services, but merely to

allow additional detached facilities to better serve the public, conserve energy,
and establish a measure of competitive parity among Montana's financial
institutions.

I urge a unanimous DO PASS for H. B. 183.
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Congress?

The comments of the new leadership of the House and Senate Banking
Commiftees make it very clear that the interstate banking issue will not be
on the front burner of the Congress. House Banking Committee Chairman
St. Germain has promised the issue a hearing, while stressing that
“interstate branching, to understate the case, is a highly emotional issue,
and | do not think that this Committee will be making major changes
without the most thorough study of its own.” Senate Banking Committee
Chairman Garn in a recent TV inferview stated, among other things, "I fear
in the long run that we will see 10-12 big banks in this country that have
thousands of branches all over the nation. That is the real threat, in my
opinion, to small banks and small savings and loans. . . .lamnot willing
to give up some tremendous personal services [offered by smaller
institutions] in return for being dominated by 10 or 12 superbanks from
whom | don’t think you will get the same services.”

In this connection, it also is worth noting that when Mr. Eizenstat
reported o the September ABA Banking Leadership Conference the
President’s decision not to release the politically sensitive report in the
middle of a hotly fought election campaign, Eizenstat stated: “. . . there
does not appear to be any organized support within the Congress for
legislative action on the major structure issues at this time."” He called
upon the ABA to address these bank structure issues and this process is
underway in the ABA at both the national and the state level.
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FACT SHEET ecers

The people have decided against branching.

In Colorado’s November 4 referendum, voters decisively rejected a
proposal to lift all restraints from branching. The margin was three to one
against the proposition. This matched the vote against statewide
branching in Missouri 22 years ago. The branching proposition failed to
carry a single county in Colorado.

Virginia opened its doors fo statewide branching and holding
company acquisitions in 19641 and within 20 years lost 134 of its 207 unit
banks. Only 73 unit banks were operating in Virginia in 1978.

North Carolina, with no restrictions on branching or acquisitions by
multibank holding companies, lost all but 17 of its 100 unit banks within 20
years. While banking offices increased four-fold, the total number of
banking firms dropped 55 percent.

Statewide banking would syphon off deposits and deprive local
agriculture and business of loan funds they need. It would concentrate
wealth in money centers in Minnesota and elsewhere.

Statistical evidence from federal government agency sources
demonstrates clearly that branching results in high levels of concentration
and leads to domination by a few large institutions.

Concentration of bank deposits and loan powers curtails the ability of
small tocal institutions to respond to community needs, and threatens
ruinous overextension by aggressive dominant banks. In smail towns and
villages, those purported to benefit most from expanded branching,
banking offices do not increase.

Side effects of branching are: higher costs to the
consumer, saver and borrower; higher concentration of
deposits and loan powers, and the outflow of deposits
from rural communites to the bigger cities.
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PROSPECTUS THE VALLEY BANK
of Helena, Montana

Shares of Common Stock
(540.00 Par Value)

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE
UNITED STATES SECURITIES AND ENXCHANGE COMMISSION OR BY THE MON-

(1) The otfering price of the securities offered hereby has been arbitrarily determined and
does not necessartly bear any relition to the value of the shares. The shares are offered sub-
ject to prios sale, the nipght to reject orders in whole orin part, and subject to certamn other
conditions.,

¢

E Emf é TANA SECURITIES CONMMISSION, NOR HAS EITHER PASSED UPON THE A(
:‘% = CURACY OR ADEQUACY OF THIS PROSPECTUS. ANY REPRESENTATION TO
A 2 THE CONTRARY IS A CRIMINAL OFFENSE.
- U - - e m w w m e e m = e
- .= L
- :_E, Z Price S105.00 per Share
u ~
<ezZl e
< =2z These Securities Are Oftered as a Speculation (3)
5z E Discounts (Stock Prem-
% 2 ] Public & Com- | ium or Sur- Net
v o ECJ Price (1) missions charge (2) Proceeds
'L: — USSR e - e e e i = Y R— — SUOUURDUR SRR S5 P
SR Per Shine $ 10000 0- $ S.00 | $1,000,000
) f
: L:) Total ()ff;'cring 310()()\)()() o $  S0,0001 % 50,000
£2%
7

ion regulrements o7

(1) s odfenme sall be sold by the Organizers of The Valley Bank ot Heleny, Montana,
without selhne commisston, There will be some expenses i connection with this otfering,
which will include prntme, Tesal and accountng expenses. There will also be expenses con
nected with the application tor chaater, mcorporation, construction of the baunk building, and
salary ol the Prosident during the peniod precedmyg approval of Charter. For this reason, the
sunt of 5,00 per share has been wdded o the offeriny price. If Charter s granted or not, these
expenses with be deducted from the premivm or surcharee of $35.00 per share, and the balance,
it any, will be returned to the subsenbers. Allstock, imcluding that of the Organizers, 1s being
sofd at the price of $TOS.00 por share.

oY
dx

’

1<

the registr
has considered the accuracy or completeness of the statements

(3)  Thoese secutiies are offered as a speculation, There is no puarantee the Charter witl be
granted and there 1y no paarantee of return on the mvestinent. 'Fhe securities are subject to
cortain risks and should be acquired only by individuals who e in a position to invest on a
long-term basis.

or that either agencey

The Date of this Prosocctus is December &, 1977,

arc nelieved 1o be exempt from

es Act of Montana. For this reason, these securi
Securities and Exchange Commission or the Montana Sceurttics Commission. Such exemptions, if available, do not

indicate these securitics have been approved by the United States 5

; “_, l\lR()l)l(ll()N
: z é Fhe tollowing individuals, tor comvenience hervmatier reterred to as the Organizers, have under-
g “ taken to prepace an apphcagon for a charter tor the proposed Valley Bank under the terms ot ihe
‘,’ g & AMontana Beok Act cond han e subaeribed to capitad stock ws Tollows, towat:
e O v
A g = NAMLE OQCCUPATION SHARENS
7.2 z = JAMES T. HARRISON, IR, Attorney <00
e = i : : 'y ) . .
ZEELEE 0 Gome rosion A 00
t___j J]"TS I’ AR ’ . E (lllk> . ‘ ' A
‘ = JOAN POSTON fvestor- Businesswoman 200
= S g EDMUND RO CHUBY MUNGER and Developer S
- - E.DEAN RETZ Banker 500
FHOMAS . DOWLING Attorngy SO0
VINCENT A0 AMICUCCT MUD. Opthatmologisg 500
HARRIS D) HANSON, M.D. Orthopedic Surgeon 300
ROBERT 1 PHCUIA Consulting Eupiaeer 00
JOHN AL UIACK™ RIES Businessman SI0)
GORDON MERKIL Developer 500
NEIL WO MOPDENHAUER Rancher SO0

GARY T ONEHETISH Dentist SN



EXHIBIT A

SOURCE AND APPLICATION OF FUNDS

Sonrce of Funds:

10,000 shares Common Stock to be sold
at $105.00 and allocated as follows:

Par Value - $40.00 ... $ 400,000.00
Surphis - $40.00 Lo 400,000.00
Undivided Profits - S20.000 ... ... .. . L 200,000.00
Surcharge at 5% -$8.00 ... o _50,000.00

TOTAL FUNDS

Application of Funds:

Capital Assets for Bank

Land and 5,000 sq. fr. Butlding ... ... o o $ 295,000.00
Fixtures (Vaults, etC.) o e 47,072.00
Furniture (Teller hine, etey oo o 6,146.00
Machines ..o o 15,368.00

TOTAL CAPITAL ASSETS

RECAP
Cash Reserves for New Bank:
Total Funds Available . ..o o $1,050,000.00
Less Capital AsSelS. .. o 363,586.00
** Less Organization COSIS Lo i _50,000.00

TOTAL CASH RESERVE FOR BANK

TOTAL APPLICATION ... o o

** The pre-organization expenses are estimates, It chartered or not any

balance remaining from  $50,000.00 will be refunded

stockhholders ona prosrata basis,

the

$1,050,000.00

3_363,586.00

§_686,414.00
$1,050,000.00



STATEMENT OF CONDITION OF THI
WESTERN BANK OF BOZEMAN

Ny
x,

BOSTAAN, Nt AariA

As of Close of Business, December 31, 1980

RESOURCES
Lovans
.S, Gov't & Other Bands
Premises, Bldg, & Land
Cash & Due from Banks

Other Resources

OFFICERS
Don W. Licbisch, Prosident

Daniel K. Edwards, Executive
Donra Brewer, AV P
Karen Wheat, Cashier
Gregory AL Liebsch, AV P
Paul V. Braddt, A YV P

Bonny Hanke, Assistant Cankl

Acrdrea Di Marco, Executive

Mark AL Moake, 1L O

1632 Waost Muin Street

Bozeman, Montana

LIABILITIES

$12080,614 .36 Capital Stock 550.000.00

Surplus 550,000.00

()er(ﬂn;nif.nl/\u!‘.. A16711.23
Lah ka4l - -
Tota! (\:dpifni P56 7123

Other Liabilities [34.819.66
Depoaly 17.138,918.50

4,208,709.49

L 547,412.19

3283318

5 o

§18.790,449 39 $18,790,449.39
DIRECTORS
Do W, Lichsch, Chairma:
View Prea o Daniel K. bdwards
Den Nell
Alan ]<3<,f|um M.D.
Jack Hume
Seo retary

An Independent Full Service Bank
24-Hour Auto-Teller
Main Mall, Bozeman, Montana

Membor F.DULC.
Opened April, 1971
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By SHAUN HIGGINS
~ Miosociian State Bareas
RELENA — The three out-ofstate bank corporations
it docxtnats Moutara's money marked have ma or firmacial
Exvestinents in o0e enother’s stork, according to s recently re-
frazad congressional study on woting rights I ma i buzhdess-
o

Eankers ay, bowever, (Rat the situation is ot so damn-
g o1 ! appeers They emphasice fast competition Iy strong
ﬁiégﬂgggﬁgsﬂéné
[Rominee bank depoeils.

Tz ey, rdemstd to the Kimoullan Stote Doresa by the
E3a Ben. Lee Metzall's webeommitiee o0 reports, rocounts and
meargernent, shows m interlocking pattern of votng rights
rong the "biz three” Moatana bank holding companies axd
their largest chareholders. The holding compsnics are: First
Bank System Inc., Minneapolis; Northwest Bao-corporstion
(whose bhanks bear the name Banco) Mmnpezpolis; and Went-

€1 Bencorpomtion, Los Angeles.

Among the subcommittee's findings:

® Northwest Bsncorpocation is the No. 4 stoxch-voter In
First Bank System Inc. which b its major compettitor in the
nocthwestern Urited States. Banco Northwest conttrols voting
Flgiris 0 &.0x privend U Tk Baik's stock — encough, Loe Te
rort ipicales, to n"uence majer policy derisitas Nocthwest
is also the No. 13 stock-weter in Western Bancorpsorstion.

¢ The First Nattonal Bank of Chicago (FNBCY) b the No.
3 stack-voter in Northwest Bancorporation, holdingg over X0,
62 ghores, or three percent of Northwest's vooting stock.
FIBEC i zlsc the No. 8 steck-votor (a the rival Firast Dank Sys-
tem, coriroling 1 percent of the voting stock. Tthe Chicago
bank is also listed o3 the No. 20 stock-voter in Westeern Bancor-
penatioa, controlling about one-half percent of ﬂ.@nﬁa 3 vol-
Ing stock.

" @ The Nationat Bank of Detrott is the No. 2 stoock-voler in

Nettirwest Bancorporation and the No. 3 stockrotster in Firnt

& wskFFg;,MW-,:Eﬁ«ﬁuguggiLrﬁis

’

ages about 105,000 non-voling shares in Northwest,
oy~ ® Bankamenica Corp., San Francisco, is the No. 1 stock-
Voter In Western Bapncorporaticn and No. 10 stock-voter in
Northwest Barcorporation.
¢ First National Bank of Minneapolis, No. 2 stock-voter
%ﬂﬁ. Bank System, is No. 13 stock-voter in Northwest.
The 799-page report, drawn up for use by the subcornralt-
tee, 5&8§ that stock-voting links such as those among he
Montama bank groups can impece competition and be detri
mental to trust beneficiaries whose siock Us voled by bank
trust officers.

Tbe dicument discusses interlocking voting rights arnong
122 major corporations, Including all majot banking corpara-
tions.

The report shows there is less cross-ownership among
holing comparnies in the Montana market than exists in other
markets. For example, the study shows that Morgan Guarasty
Trust of New York is the No. | stock-voter in four of its gister
New York Cty banks: Citicorp. Manufacturers Hanover,
Chemical New York Corp., and Bankers Trust New York
Corp. In turn, the report cites Citicorp as the No. | stock-voter
in Morgan Guzranty's parent firm, J. P. Morgan & Co

Banking industry officials, respoading to state beresu
Queties, Catiey the repoct .wFJ:E .:a “misieading  snd
s2id Mo eoateine vridicudens oplications

Robert Waller, president of Midland National Bank =

m;w:m_ the Lirgest Fist Bank subsidiary in Montana, aid

“'no credence can be placed in any approach indicating Wem’s
a conspiracy among the banks.”

“Anyone [zmiliar with bapking in Billings tnows tizt
when 2 new business comes here the banks really scramble %o
get the account,” Waller said. *And one of our 8% com-
petitors is Northwestern (National Pank of Billings).”

A Firet Banks vice president in Minnerpolit critictoed tee
study for {ailing to indicate 13. the stocks were beld.

“1 wanl to muke it cles- . he sald, “thai the First Bark
M«.!&a ao,ama 3«1.3-5 € .v ?J in :anlw We bold -80
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partments have sole voting nghts to wme of the stock, but
have no voling nght at all in other shares in their keeping.

The First Bark's official said Metcai's group had "faled
to point out that roost of the stock is held for clents — regular
tank customers.”

Richard Vaughan, president of Northwest Bancorp, said
the report exemplifies studies that “start with a conclusion
and then slant the report to prove it.”

“U 'Sere’s much cross-ownership of Banco and First
Bank slock. it's because both companies are damn good in-
vestments and because there's a prohibition against investing
In your owm company.” Vaughan said

Vaughan and the First Bank's official both said that trust
stock is not centrally voted by the holding companies. Each
trust department in the subsidiary barks voles its stock sepa-
rately. they said.

Vie Reinemer, staf[ director for the subcommittee, has
jong voiced concern over signs of concentration of wealth and
power among the natlon’s large corporations.

Concentration, Reinemer claims, can be achieved through

, interlocking voting rights in stock, through interlocking beards

of directors and through chains of indebtedness among compa-
nies.

In the particular case of banks, Retnemer said, voting
righty sometmes confiict with the wishes of trust beneficiar-
3. He cited an example in which a union’s pension funds and
investments had becn controlled by 3 New York bank with
strong ties 10 J.P. Stevens Co., a textile firm that has been
been branded the number one enemy cf organized-labor.

Nutthwesi's subsidiaries 10 Montana are: First Nabanai
Bank, Butte-Anaconda; First Northwestern Bank, Billings;
First Northwestern Bank, Dillon; First Notrthwestern Bank,
Kalispel!: Northwestern Bank of Helens; Northwestern Bank
o! Livingston and Northwestern Bank, Great Falls.

Montana deporits in the syrtem letalled $438.312,000 ¢n
Jupe 30, 1977, according to the American Bank Directory, an
indwitry guide.

First Bank Sve'em's Montang sebsidiari * Firy Met-

g@@% ana ﬂm

.,;?.
i e al s
ﬂam@.ﬁﬁ

First f:ozm_ mm:r Lewi mﬂo;,: m.:}. /
City, First National Bark and Trust Co of
tional Park Bank of Livingston: First State
ton; Firsl State Bank of Forsvth. Fiist
Bank, Great Falls; Midland Natiora! Bank. B
zm:o:.i Bark, S:ﬁo ula: Vallev State m ¥ 4 m:“..,mu. :
Western Moriana National Bank of Missouls

Montana's First Banks held $831.350.000 of deposis
June 30, about 14 percent of the holding cumpany’s tol
posits, according to bank industry source hacrs

Western Bancorporation has the smalles: stzke in %
tana It owns slightly less than 90 percent in each of the
lowing. Bank of Glacier County in Cut Bank. Conrad Naw
Bank Kalispeil: and Montana Bank. Great Fzlls The 1=
banks had deposits of about $11 mullion on Jume 3. accore
to mdustry reports.

The First Bank and Northwest banks 1n Moantana are
the most part. wholly-owned subsidiaries 3 their narent -
porations, according lo the latest edition of Maody's Bars
and Finance Manusl, a primary source of _Za,‘...,ucoz
hanking industry.
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Didn't know California's Superintendent of Banks was on our
side at one time.,

AJK.
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Survival of the Fattest:

The Decl
and People Interface in

ne
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i
of Competition

California’s Panking Market

California’s superintendent of banls makes some
surprising disclosures about the direction of the

state’s banking

There is a point at which bank size

bcgms (0 WOTK apainst pu:l) ¢ and

catimunittes—recenty revealed

,.111(()mmwrnr('r< ent pof

Banks Carl J. Schinitt_before the
SenmareSubcommutiee_on Fijancial
ISt rons T XTarke i tplace domina-
uarrbythe state's hranching giants,
hesuggested, has resulted in disad-
v.mmgcd consuriers and com-

munities, an unhealthy competitive

climate, and erosion of stite control

over banking.

Branching Pattern in California

nia1s almost as old as the state,

ing been adopted in 1909, In

hav-

1910

California’s 491 state banks had a
combined total of 36 bianches. By
February 25, 1927, there were 318

state banks with 707 branches.

In 1950 there was only anc hm

‘with statewide faciliies—Bank of

America, formerly Bank of Iy,

which had early adopted the goal of
s popu-
second

a branchin each of the state’
lation centers. The

statewide bank, the old First West-

ern Bank and Trust,

was formed

through a series of mergers in

1954, That bank's

holding com-

pany acquired Califernia Bank in
1959, and out of that merger was
created in 1961, at U.S. Justice De-
parunent insistence, 1wo siatewide

banks—First Western Bank
Trust Company
California Bank.

and

and United

Crocker-Anglo Nunonal of San

Francisco and Citizens Nattonal of

Page 4

sysfem

Los Angeles merged in 1963 1o be-

come
Crizens Nattonal Bank,”

Crocker-
I'hat same

the statewide

year Bunk of Califorma cmerged as
astatewide system.

Wells

Fargo Bunk moved into

sowrthern C;llif()rni'l to become a

state wide bankin 10967,

The follow-

‘ing year the statewide Sccurity
Pacific National Bank resulied
from the merger of Sccurity First

National,

California's second

largest bank, with Pacific National
of Suan Fruncisco. Union Bank, the
state’s sixth Lirgest, went statewide

\n 1969 by acquiring Oakland Bank
. C of Commerce. On Se prember 30,
Statewide branching in Califor- {4975, Bank of Tokvo of California
puuh reed all the bank ng business

Southern California First Na-

n%mal 1o form the statewide

r

(}:dilmnizi First Bank.

/ California's

are statewide

nine largest banks
sywtens, With com-

bined deposts of $72 billion, or

8(‘».6‘22 of the stre’s total, they op-
erate 2,836 (79490 of C alifornia’s
3,574 hmn(h offices. Of the re-

maining 195 bunks in the state, 131
have branches.

Unhealthy Competitive Climate

“With nine
counting for 87% of the banking in
California,

hlv

the
the Targer banks,”
N,
comnnttiee.

statewide banks ac-

even with the reasonas
aggressive new bank licensing,
state’s banking is dominated by
acknowledged
» Senate Sub-
I1ee-

Schimitt to the
“Pusiness moa

cmyrp:iw CConomy not only s a

capability to allow the best
pand and grow and the wors
away;” h( continued,

checked, it also gives ban
capacity to attempt to devel
fair advantage, especially «
basts of size domination. .

As a classic example o
dominance and le.ss-
mmpc!ili\'rj npir ket advanta,
bunk supcrintendent named
of Amecrica. "Fighteen yea:
when Bank of Amenca intro
BankAmericard, 1t was the
bank with the starewide domt
and influence to be able to s
with o one-bank-controlled

card and sull get a domivan
ttion 1n the credit-card field.
vears later, afier some attemy
other individual banks, the s
statewide banks such as
I n'uo banded m&(ther to
faster Chy arge in Californi:
one bank was in a poﬁmon to
pete with Bank of America.

“For the tast ten years, nn
month, Bank of America has
monopoly on Bank/aneri
Every business in Califorma
needed to carry BankAmer
mcdcd to d( alwith one bank,

America Every custome:
\\‘mud to have this card had
it through one bank, Par
America. This obviously helpe
sure a substuntal market po
ton by Bank of America.

“Thicis nota healthy compet
anate and, oo ponds, hae
provided Cabifornia with ‘he
benking dhimate. Inthe face o

Tue Inperiams. B



A recent study provides evidence that
the larger statewide banks almost without
exception charge significantly higher
rates than smalier banks. A study two
years ago showed that ihe state’s five
largest banks consistently charged at
least 2% more on comparable consumer
loans than the seven smallest northern
California banks surveyed.

dominance by one bank, the state
has no direct control, and the fed-
eral authorities have seen fit 1o
provide Bank of America with ad-
ditional new bank locations almost
as fast as the bank could apply for
them. Bank of America now has
1,071 branches in California.”

Consumer Disadvantage

The evidence suggests, pointed
out Mr. Schmitt, that starewide
branch banking hus not been to the
consumer’s advantage. A recently
much publicized study by San

Francisco Consumer Action has.

provided evidence that the luger
statewide banks, almost without ex-
ception, charged significantly
higher rates than smaller banks.

“Consumer Action has chal-
lenged an advertsement by Bunk
of America which offered ‘low-
bank-rate’ car loans when Con-
sumer Action surveys showed Dunk
of America to be charging the
highest bank rate in the Bay area
for car loans. A similar survey two
vears ago by Consumer Action
showed the five largest banks in
California to consistently charge
two percent or more more on coms-
parable consumer loans than the
rates charged by the seven siallest
northern California banks which
were included in the survey.”

The results of other surveys are
consistent with Mr. Schmitt's find-
ings. A recent study by Fdward A.
Trautz, for example (“Branching
—the More Extensive, the More
Expensive,” in the December 1976
Independent Banker, pp. 6-13),
based on newly available data from
FDIC's universal-call-report and
income-statement tapes, compared
the 17 most c¢ritical bank-perform-
May 1977

Jour

ance indices for prototype state-
wide-branching, Emited-branch-
ing, and unit-banking states. The
results strongly suggested that
branch banks charge more immerest
on loans and are less efficient than
unit banks.

Credit Redlining and Siphoned
Community Capital

Communities, too, have been
disadvantaged by umestricted
branching, My, Schmitt disclosed,
“While Jarge brandh banks allow
for the flow of funds from one area
to another with more case than in-
dependent banks, there are some
disadvantages o this flow as well,
Our surveys of low-income and de-
pressed communities show them to
be substantial exporters of capital
through the branch-hanking pro-
Cess.

“For example, the Mission area
of San Franasco is one of low- and
moderate-income families and s an

otdes community. The loan-to-
depositrano of all hanksin thearoa
Beoabont 23 1o 1 oor 235, vwhich
compares toastatewide average of
G4 ol loans registered by that
branch. regardless of where loans
are made),

“There are no mdependent or
locully owned banks in the Misston
district, and ve hinve found i dif-
ficult to establish snch banks, given
the saturation of the market by
branch banks. What evidence we
have, although it needs Turther re-
search, suopeste that o Jocal vank
would yeturn a greater portion of
its deposits to the Mission commun-
ity.

“Whether or not the banks con-
sciously attempt to move funds
from inner-city areas to growing
suburbs, 1t is clear that the most
agpressive Joan officers end up in
the suburban branches, and the
inner-city branches are often man-
aged by operations-type people
vather thandoan of HGcers. Allof thas
at least raises questions concerning
the potential negative, as well as the
posttive, impact of the casy intri-
comnmnity flow of funds provided,
by branch bunking.”

Poor Efficiency Showing

Fvidence gathered by Mr,
Schmit's office suggests, ble the
Trautzstudy, that Lranching giants
are less cdficent, an well as less re-
sponsive to communities, than in-
dependent banks, While in the late
19508 and early 19605 the adventof

ur surveys of low-income and depressed

communities show them to be substantial
exporiers of capital through the brench-
banking procesg] For examp.le, the loan-
fo-deposit ratio of all banks in the San
Francisco Mission area, an older
community of low- and moderate-income
families, is about .23 to 1, or 23%,

which compares with a stctewide average
of 64%. What evidence we have suggests
that a local bank would return a greater

portion of its deposits

community,

; o the Mission

Puge 5



Market dominance in itself seems to be

a substantial competitive advantage which
seems to equalize the inefficiency of
larger institutions. The evidence

suggests that the general laws on
monopoly are not sufficient io provide the
type of competition in banking, and
especially in EFTS, that will ensure

the consumer gets the best balance
between low rates and good service.

computer technology scemed to
sugpest 1;11‘);('1" hanks would enjoy
significant cconamies of scale, he
testified, increasing sophistication
of the computer and more specifi-
cally of communication cqumpment
has Lngely dispelled that porential
advantage.

“The same types of coraputer
and communication (qm nment
that are bvinging on EFTS also
allow virnndly every finamdaial in-
stitution access 1o equally sephisn-
cated computer services o com-
parable costs. Our preliminary evi-
dence suguests, in fact, that the
larger institutions may have more
overhead and burcaucracy and he
less efficient.”

Market Dominance

Inthe face of therr higher service
('h'n';\v\' to customers, poorer ¢ifr-
cieney, and fe xx((mmmml\ respon-
stveness, why are Calilornin's
branching grons flourishing® Wiy
do they not i My, Schanu’'s words,
Fall away, enabling the indepen-
dents to expand and grow? The
answer, according to the bank
superintendent, appears to be
market dommance.

“Market dominance in self
seems to be a substantial compen-
tive .'ulv;m('lh(' which scems to
L(l\ldlll( the inefhiciency of larger
institutions. While the ‘H\‘( banks
charge considerably more for con-
sumer loans, their return on in-
vestment is not significantly higher
than the simaller banks [see |lw the
Ttz stdv] Yerthey st seen o
be able to hold on to their mar ke
share.

“One reason may he the present
branching policies of hoth federal

Puaye 6

anthories. Doth o us
adint to using much fower
critervia tor the approval of .
branch than for the approval of o
new bank. Fifeonvelv, this means
that bhranchy PPHGHIONS 1o 1 new

and state
must

ot growing area would heableta be
acied upon before the site would

Justhy animdependent bank. Linge

Banks ave then ma positton to hold
onto portentadly profuable Toca-
tions for a longer period of time
than smallerimstitntions m arder to
develop the marker”

ol sakd Mo Schimig, Ta
business urows because it provides

[HF

r

Betrer sorsaces at o b ey pz'i« o bt
eventuativy as o s ey hecone
domimant, llu- factors that contral
growth hecome more and more
ontented tonward factors of mary e
dominance and certam une ompen-

tive advantages”

EFT—Compounding the Domi-
nance Problem

How can the stte mnsure that the
consumer will get the best balance
betweon fow rates and good service
with coectrome funds rransfer s
thens “The evidence sug-
testified Mo Schonma, Urthat
the general faws concenmmg mon-

e,
pests,”
opolv by (nrpm';tli(m Qe not
sufficient 1o provide the nype of
compettion m hanking and eape-
citliv o EFTS that sl insuare the
consumer wil get the best badanee
hotween low rates and pood ser-

vice”

“Omne issue of
prrticulnn mterest o the hanking
department s the elleat FEILS wiil
have on the abreads opsided con
I)('lili\‘('
banking.

He further noted,

stinctur e of California
In this yegard, the stae
should be fiee o adop pobicies,

1 hnow iU nnt the 18ih,

Thut's tadar “sinterest rate””

‘ 1 ] DERT IR BN M | “‘ s



apphcable to navonal and suae
banks alike, that will assure FIT
systems are deployed v a manne
which enhiances competition rathes
than in one which inhibits .
With the unhealthy dominance
of the market by one hank, Cadifor-
nia could casily sce the intodue-
ton of EFTS strengthen than
dominance even further, he mam-
tatned. “What il for exataple, as
happened in the case of Bank
Americard and Master Charge,
Bank of Americais able o develop
one system and all of the other
banks in California must combine

‘———-——-———-—.-———--'———"1
| t. 1 would like to scli
| majority bank stock.
1 I would like to buy ma-
| jority bank stock.

my

Proademt
Charles E. Walters Co., Inc.

|
!
I PO EBox 1313 Omiata Nebrasea GBI0Y
I
L

|

|

|

!

Please Contact J Macan Hoeney I
|

|

Phone (4021553 6400 |
’]

to compete with our hankime giant:
Wouldn'tthis even further concen.
rate the power and competitive
advantiee into one financial in-
tation-"

Mro Schontt can hardlv be
Iabeled o encemy of brandy hank-
g, "Bevond doubt,” he tald the
Subcommittee, “hranch bhanking
has allowed individua! hanks 1o
grow and bhecome far Targer than
would otherwise have heen possi-
bleo These hanks have Liger Tend-
g capacities enabling both husi-
ness and governmient 1o arrange
their finanaal affairs more ex-

peditiously, This appears 1o be of

parncular mportance to our large
cotporate husinesses and inareas
of forcign rade, ..

To Cahfornia's 1‘(‘(!‘)‘(‘ el
commumities, however, stitewide
branching bas apparenty proved
tor be Jess than an andifaied Bles-

]

stnos Dideod D oy gt olbpong

Aearlv present an accclerating
problom for Coliformn i tayms aof

cootton s well s socad valoe

Regyistrafion
Opens for
IBAA's

Third Junior
Seminar South

A entanve provian for TRAANS
thivd Junior Seming Sonth, 1o be
held Tune 5-9on the o ampus of the
Universiy of Arkansas in Favete-
ville, has Been set up, veports Dr.
John Dok, seminar director,
He holds the Arkansas BA chudr of
hanking in the universing's College
of Busimess Adimmistranon,

The program
pancii—one on the fowr princpal

imcludes two
arcas of hank lending and ane on
the prime ipal areas of hank opera-
tons, Addiesses and discncson
groups witlh cover the secondany
martheting of SBA and FmtiA
curanteed Joans: TR A-Keouh
plane s the mvestimem portfolio ot i
counny hankys o tast department
for sonall- and mednmmesize honks,
I svstems: banking ethies, bank
public relatons and marketing:
auchiire, mternal controls, and
SCCUTHV G curtent coonomic condr
tions: the Washingron scene: and
the plulosophy of independem
hanking,

Co-coordmators of the senunn
are Joe Siebenmaorgen, hond
chanman at Bank of Quinman, and
Meoans Wilkinson, ¢ haar-
man ‘GO of Farmers Bank
Grecomeaod, The seminar is a proy-
cet of TBAAS Bank Study Com-
misttec, whose chairnam and vice
dunvman ares tespectively, Rod 1
Par<ah,

hoard

prostdent ot Lapeer
Counn Bank & Troust Company
Fapeer, Michigan, and Witliam P,
Givens, prestdent of Merchunes
Natvtonal Bank m Munaie, Indiana.

Registration forms have beer
nunded to alb T AN anember banks
Thestanfecmdudes registation
materabss and all meals excepr
by cab b,
he made for b regisirants ae the

Roonr rescivations wih

Hoblidoy Brenvona doable occupana
[ERTSN (,mn])h |t‘1l.|]l]'|ll‘|liwl\14’!!!!\
sSwoald berennned o TR YA T O

LYIAN

UhTSanh Centre, Manmesota

BTN P



Branching—ihe VMore ¢
the More Expensive: |

Siensive

Resulis o

a Bank-Structure Siudy Drawing
on Data from FDIC's
Universal-Call-Report and
Income-statement Tapes

Forthe first time there is statistical
evidence strongly suggesting than
Dhranch hanks charpge more interes
on Joans and are less efficient than
untt banks. Evidentdy as branching
becomes more extensive, 1t be-
COMES MOTe CXPensive.

Untl very recently, coonomists
were nl)h},ul to C\n.lpnlu( bk
performance from hmited-sam-
phng techmquess Fast vear, Bank
Admimistration Instirue puy-
chased FDICs universal-call-re-
l’”” and mcome-sciement l;ll)(‘.\.
thus for the first time expuand-
mg the data base for BAL hank-
performance indives 1o the more
than 15000 misured banks i the
US. Using the indies of the 1975
BAl Index d/fun/. Performeance, pub-
Lshed 1976, 1 s numxwhh W
compare p('lfmm.m(( ol sinnbar-
size banks state by
\~;ixhin*uwi|_;nu

state as well as

Darnell and Mote Studices

The comentronal wisdom has it
that branching makes for o omome
compettive banking coviromnent,
which Teads to lower bank-service
prices and higher time-deposn
vields, Branching, icis mmntaned,
results momore banking facibities
for small towns especially, an
greater operating ef iaenay, and i
a higher pevcentage of deposis
fent Some have even vued tha
branching sall sumuolate o Ligging
('(()H()l”'\ m

given snaher area,

usiatly o s,

Ehe contention that handine
T s s ——————— S ol
\\l” Ry nl»h L shate \\uh N Tl*'zrl'u

ARRINS
Coononn Lo mnh G H I( NUE

¥ 2 N

Fed econonnst Jerome €

ward was prety well shotdown by

ARERITH
CDoes Banbing Stuonne Spur

Foonomic Gronvihy™ i Baeiness Jle-

vio, Federal Rescive Bank _of
l hil, nlade Iphia, Nove mber l"/"
M Danell's studs comduded,

tlu'Lm\lnpnf\lluum(-.‘m(lgmmh
1s oo weak to support change in
hanking Liw o the hohiel tha
higher Tevels of cconomie growth

reached. Fach state s

hanky,

organizational form, Ginnot offsa

can be

nni(lm; aned repa dless of

shortcomings i those elements
vital for caprad formanon ™
Astothe argument tha branch:
mre resuhs iy e Laohities aned
tore cnvironiment,
NMote
conty conduded from ax studres
The Poy Branch
Banking,” Fed-
cral Reserve Bank of Chicago. Feb-
19761, " In analler towns and
sitbiges, those 'H\n |H) e \L\((b_ﬂ_l_n
lnmhl 1he
heanching,

competitne

Fed ccononnse Tany R 1¢-

ennal lssue:
Bacsine s Conddition,

[ RIS R

) )n)\(
e nunber of
Danking offices (hll« 1S htllc “he-
Ht
.".L‘_
um<lm'mu thagt
branching s conduave 1o an-
teompetitive drorges i hagk g

helstiuctuge.”

rom expanded
4|\( LR '“(
h. .zwl L sttes.

3 BAELLA
!u'!lnl, there
wrotnds

stated
{or

Applying 17 Critical Performance
Indices

Serions reservations abot othes
P el heticts omthe cfteons of
branchime e advonasod e aetul
and aralhvsis of then

PANTS svew Lol Tan

Cantntian

formtion i

by Edward A. Tr¢

s constder three states wat’
trastimyg banbmg sovless Cale
the archetope of free enon
wide hrandhing

Michican o

adopred
lted-bran

state with o hame-rule proe
foatte: and Hhmors, whidl
vecenthy lu\\u! no hranch

of (x Iu]n‘l

bace ('\I.Hx!l\hul within two il

e hored foaidn

hanb' s mam ofticey Toas g
that winle
Michican
) , . .
mliibank holdmg compan

i

1oy L(‘('}) .
Caltforne. and
nots does ot

T cach ol these
the medum hank as .

BATL Hhen,

mdices most crtreal m

SEate s,
caLantne
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Table A: Selected Demographic and General Banking Data

Category California Minois Microin
Estimated 1974 Population 20.907.000 11,131.000 9.0652.00
Rank in U.S. by Population 1 5 7
Number of SMSAs 17 10 13
Percentage Urban Population 90.9 €3.0 738
Percentage Rural Population 9.1 17.0 26.2
Number of Banks (1974) 186 1,183 346
Number of Banks (1975) 187 1,187 343
Number of Branches or Facilities (1974) « - 3.484 194 1,478
Total Banks and Branches (1974) 3,870 1,377 1.824
Number of People per Banking Office (1974) 5697 8,083 4,938
Number of Banks among 20 Largest U.S. Banks 5 2 1
Concentration of Deposits in 5 Largest Banks (12/31/40) 66.4% 66.5%, 57.7%%
Concentration of Deposits in 5 Larges!t Banks (12/31.70) 77.0% 39.4% 45.8%
Concentration of Deposits in § Largest Banks (12/31.74) 787% 45.9% 66 07"

Table B: Performance of Median Banks with Assets under $10 Million*+

California Minois Michigan
Index 25 Banks 362 Banks 49 Banks
Return on Assets -1.76 a8 97
Return on Equity -10.93 12.09 1103
Equity to Assels 1584 8.30 866
Yield on Loans 9.35 7.92 887
Rate on Savings and Time Deposits 502 532 530
Breakeven Yields 10.19 591 665
Trust Income % Total Operating Income 1.97 .56 .60
Other Income % Total Operating Income 10.81 2.70 489
Personnel Expense % Total Operating hicome 38.37 2021 19.62
Interest Expense % Total Operating Income 26.43 4415 44.97
Occupancy Expense % Total Operating Income 9.40 2.24 241
Loan Loss Provision % Total Operating Income 474 1.67 1.62
Total Operating Expense 9. Total Operating Income 120.07 82.78 84.27
Net Interest Margin—Tax [quivalent 70.37 56.74 54 32
Cash Dividend % Income Before Sccunty Transactions .00 22.22 26.€0
Loans as % of Total Assets 5365 40.49 54.96
Total Time Deposits % Total Deposits 51.32- 62.64 7453

Table C: Performance of Median Banks with $10-$24 Million in Assels**

California IWinois Michigan
Index 51 Banks 391 Banks 122 Banks
Return on Assets 61 .92 .80
Return on Equity 6 G0 13.38 11.20
Equity to Assets 827 6.97 7.61
Yield on Loans 9.65 8.19 8.76
Rate on Savings and Time Deposits 5.38 5.47 5.41
Breakeven Yields 7.59 6.04 6.57
Trust Income % Total Operating Income 1.11 .56 .28
Other Income % Total Operating Income 10.66 399 4.88
Personnel Expense % Total Operating Income 28.86 17.75 1801
Interest Expense % Total Operating Income 31.61 48.90 49.45
Occupancy Expense % Total Operating Income 527 2.30 2.83
Loan Loss Provision % Total Operating Income 3.65 1.25 1.61
Total Operating Expense % Total Operating Income 90.84 84 41 8627
Net Interest Margin—Tax Equivalent 65 B84 52.74 51.67
Cash Dividend % Income Before Security Transactions 2505 19.87 27 .44
Loans as % of Tolal Assets 56.65 4595 £6.61
Total Time Deposits % Tota! Deposits 53.23 67 37 74.78
*Abnormal increase in Michigan's deposit concentration between 1970 and 197415 due m large meac 76 10 @ 1970 1oy s in Michagan few 10

permit multibank holz:ng compantes, Between 1670 and 1974, 44 bark holdma companiess were formed
w o Opta lrom 1675 BALIndex of Tinck Portarmnne e pustoe st by fhank A bt e b et st Pk Bactor Bl e 1o Flosjor t vy i

Decemiber 1976 . Page ©



Table D: Performance of Median Banks with $25-339 Million in Assets**

Californ.a inots Wichigan
Index 68 Banks 353 Banks 121 Banke
Return on Assels 57 a7 84
Return on Equity 942 13.62 11.72
Equity to Assels 6 66 6.47 683
Yield on Loans 9.80 8 44 ©.78
Rate on Savings and Time Deposits 5.54 553 547
Breakeven Yields 752 6.24 667
Trust Income % Total Operating Income 1.72 95 64
Other Income % Total Operating Income 12.87 488 4.88
Personnel Expense % Total Operating Income 27.30 17.93 18.19
Interest Expense % Total Operating Income 3543 48.94 50.53
Occupancy Expense % Tota! Operating Incoine 489 2.80 2.87
Loan Loss Provision %¢ Total Qperating Income 362 1.45 1.85
Total Operating Expense % Total Operating hncome 950 83 6.1 83574
Net Interest Margin—Tax Equivaient 6200 5213 5078
Cash Dividend % Income Before Security Transactions 25.09 24.62 27.62
Loans as % of Total Assets 53.62 48.85 57.28
Total Time Deposits % Total Deposits 54 68 68.19 7510

Table E: Performance of Median Banks with $100-5499 Million in Assets**

California MNinois Michia
Index 32 Banks 74 Banks 41 Ba
Return on Assets 60 89 e
Return on Equity 11.19 1274 3
Equity 1o Assets 5.85 678 He.
Yield on Loans 9.44 842 BEG
Rate on Savings and Time Deposits 559 564 548
Breakeven Yields 7.30 613 6 0o
Trust Income % Total Operating Income 1.56 2.04 181
Other Income % Total Opcerating Income 10.05 530 572
Persunnel Expense % Total Operating Income PHThH 16 60 1915
Interest Expense % Total Operaling Income 36.66 51.82 43 69
Occupancy Expense % Total Operating Income 515 260 354
Loan Loss Provision % Total Operating Income 2.89 2.13 1.63
Total Operating Expense % Total Operating Income 90.61 8550 &7 23
Net Interest Margin—Tax Equivalent 57.07 4872 © 5102
Cash Dividend % Incoine Bolore Security Transactions 27.01 33 61 3845
Loans as % of Total Assets 57.08 49.29 5710
Total Time Deposits % Total Deposits 57.94 68.49 73.0¢

Table F: Performance of Median Banks with Assets above $500 Million**

California inois Michig
Index 11 Banks 7 Banks 10 Ba:
*Return on Assets .49 87 g
*Return on Equity 10.09 13.94 12.4¢
Equily 1o Assets 4.94 606 6.2,
*Yield on Loans 9.03 849 8.4¢
*Rate on Savings and Time Deposits 6.25 6 26 5.5¢
*Breakeven Yields 7.34 £.28 6.7t
Trust Income % Total Operating Income 2.06 669 19z
Other Income % Total Operating Income 12.60 1166 7 3¢
Personnel Expense % Tolal Operating income 1890 20.03 18 8¢
Interest Expense % Total Operating Income 48.55 50 08 S0
Occupancy Expense % Total Operating Income 4.38 405 31
Loan Loss Provision % Total Operating Income 5.70 627 a0
Total Operating Expense % Total Operating Income - 91.29 84 23 g7 4
Net Interest Margin—Tax Equivalent 4427 4102 47 gt
Cash Dividend % Income Before Security Transactions 56.63 3147 89Nt
Loans as % of Total Assets 59.01 5374 5G5S
Total Time Deposits % Total Dcposils 61.70 56 73 T

* . . .
Indices that compare incomie and expense 10 balunce-sheet igures for hanks in this asnet range with aubatantal foreigi of Hraho s ancs
because domestic batance sheet Tigures along with Toregn ond domeste 1eonie it £ ponse Lgures were uhedd

** Data from 1975 BAl Index of Bank Performance, potiistied by Bonk Admnctrabon instrgte, Paoe Rudge oo 7!/,;(, Ry ot by or e g

Pope 10 P T a0



Table G: Performance of Aggregale Median Banks:*

California Hincis hiean
Index 167 Banks 1187 Banks 343 Banks
Return on Assels 51 op a4
Return on Equity 7.20 12 96 1172
Equity to Assets 7.35 7.18 7.22
Yield on Loans 9.52 8.27 £.78
Rate on Savings and Time Deposits 551 547 544
Breakeven Yields 7.63 6.08 6.63
Trust Income % Total Operating Income 1.97 95 90
Other Income % Total Operating Income . 11.57 410 506
Personnel Expense % Total Operating Income 2762 18.41 18.43
Interest Expense % Total Operating Income B2 47 89 4959
Occupancy Expense % Total Operating Income 527 2.49 2.98
Loan Loss Provision % Tolal Operaling Income 3.u8 - 150 185
Total Opesating Expense % Total Operating Income “1.90 £4.70 £6.38
Net intcrest Margin—Tax Equivalent 6218 5316 51.24
Cash Dividend % Income Before Securnty Transactions 2833 2308 2874
Loans as % of Total Assets 55.18 46.33 56.84
Total Time Deposits % Total Deposits 56.12 66 41 74 68
Table H: Ranking of Aggregate Median Banks
Index California Minois Michigan
Return on Assets 3 1 2
Return on Equity 3 1 2
Equity 1o Assets 1 3 2
Yield on Loans 1 3 2
Rate on Savings and Time Deposits 1 2 3
Breakeven Yields 1 3 2
Trust Income % Total Operating lncome 1 2 3
Other Income % Total Operating Income 1 3 2
Personnel Expense % Tota! Operating Income 1 .3 2
Interest Expense % Total Opcrating Income 3 2 1
Occupancy Expense % Tola!l Operating Income i 3 2
Loan Loss Provision % Totil Operating Income 1 3 2
Tetal Operating Expense “c Total Operating Income 1 2 3
Net Interest Margin-~Tax E quivalent 1 2 3
Cash Dividend % Income Bclote Security Transactions 2 3 1
Loans as °: of Total Assets 2 3 1
Total Time Deposits % Total Deposits 3 2 1
1=highes!; 2 - next highest: 3:- lowest
Table I: Performance of BankAmerica Corporation*
Return on Assets, Total Corporation 0.61%
Return on Assets, Retail Banking 1.23%
Return on Cquity 16 70%
Equity to Assets 3.02%
Yield on Loans 9.49%"*
Rate on Savings and Time Deposits 6.44%
Trust Income %Total Operating Income 76%
Other Income % Total Operating Income 4.15%
Personne! Expense % Total Operaling Income 13.76%
Interest Expense % Total Operating Income 56.76%
Total Operating Expense % Total Operating Income 89.15%
Nel Loans % Total Assets 47 26%
Domestic Time Deposits % Total Domestic Deposits 68 42°%
Foreign Tune Deposits S Total Foreign Deposits B1.72%

*Indices bascd on data from consoldated statements in BankAmenca Corporation Annual Report, 10475 BankAmenca has 7 mihon depos
accounts, including 3 mithon checring and 4 million savings acceunts, i the Caltoria market, The corportataon erploys 05 105 peojde ard ba
assets of $66,763,054.000 as of 12:31.74 Helat banking ncludes Cablorma dvison commumty offices and BanpAmencard crean Fati: on
savings ¢eposits cannot be broken dewn into domests and foreign categones becaune the mteient cnde ot Loysre does notindeale whiat
percentages were pard domestically and abioad

T Data fiom 1975 BAT Index of Bank Pedformance, pobi e by Puok Ao edrain o bt nte ook Doatoge P o 20 Tepegate By ponnsss

***The author has estimated average net luans outolan iag for year 1975 at 839 5501562 000
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REASONS TO VOTE NO

IT COSTS MORE.

A recent report by California’s superinten-
dent of banks makes surprising disclosures.
Their study revealed that “the larger state—
wide banks almost without exception charge
significantly higher rates than smailer
banks.” A study showed that the state’s five
largest banks consistently charged at least
2% more on comparable consumeor loans
than the seven smallest northern California
banks surveyed.

MONGPOLY.

Branch Banking leads to monopoly banking
— it's happened in New York, California,
and in other states that have permitted
branching. For example, in Arizona, three
giant banks now control 85% of the banking
business in that state. And just six years after
allowing branch banking in Ohio, Virginia,
and Forida, there are 40% FEWER banks
competing with the giants in lhose states.
The fewer banks, the fewer sources of credit
for you. Branch Banking reduces competi-
tion and reduces your options.

MONTANA'S LEGISLATURE REJECTED
BRANCH BANKING.

Since 1927 Montana has flatly prohibited
branch banking in this state. In 1968 Mon-
tana Legisiature repealed a loophole being
considered by branch bank monitors. Since
then our elected representatives have turned
down branching on each occasion.

LOCAL CONIROL IS LOST.

Your loans come from bank deposits. Don’t
you think your deposits should be kept at
your home bank for use in your commuinity?
it branch banking passes, your depoesits
could leave your community and your loan
will require the approval of an executive sit-
ting in one of the monopoly banks.

BUREAUCRACY REPLACES PERSONAL SERVICE.
Branch banks are run by big central control
banks that are simply not interested in your
community. The branch bank manager just
can't make decislons like your local bank
president can. Montana’s independent
communily banks give you access to your
banker. Branch banking means the big
banks get bigger and less efficient. You
become just a number in their big bank
computer instead of a real person.

~

Y

g
S

A Z f

Ay
,;f R

bkt

—



" 4

1T /47)4(/"{& Sev

- A - - A AR A A A A A A A G B AL A A A A B AT A TN A B AU U G AT DD A G AP

BRANCHING RESOLUTION "<~
Passed by MBA Board of Directors

WHEREAS, the Board of Directors of the
Montana Bankers Association recognizes the
sensitivity of the issue of branch banking among
the Montana banking community, and;

WHEREAS, the Board of Directors of the
Montana Bankers Association has previously ap-
pointed a special task force to study the issue of
branch banking in Montana, and;

WHEREAS, The Board of Directors of the
Montana Bankers Association unanimously ap-
proved the report of the special task force on
March 25, 1980 after this task force had spent
many hours in studying the issue of branch bank-
ing in Montana, and;

WHEREAS, the report of the special task force
incorporated a survey of Montana banks wherein
the majority of banks indicated philosphical op-
position to branch banking, and;

WHEREAS, the Board of Directors of the
Montana Bankers Association through its duly
elected representatives have previously presented
in public testimony before the Interim Committee
on Branching of Financial Institutions on April
14, 1980 a statement of position on branch bank-
ing.

NOW THEREFORE BE IT RESOLVED that
the Board of Directors of the Montana Bankers
Association at its August 18, 1980 meeting
reiterate, affirm, and support the following posi-
tion:

Philosophically, the majority are opposed to
branch banking, however, if there shall be an

August 19, 1980

extension of the bank facility law, some level of
the following could be a basis for consideration
in changing said law:

A. Extending bank customer facilities in Mon-
tana shall be accomplished by amending
the present laws relating to detached
facilities of banking institutions.

B. Home office protection will be granted so
that no additional detached facility shall be
closer than 1500 feet to an existing bank or
existing detached facility.

C. The geographic limits of such extended
bank facilitics shall be limited to three
miles from the corporate city limits.

D. For communities of over 50,000 people,
delineated in Line C, there shall be two ad-
ditional facilities.

E. One additional facility shall be granted
banks in communities of under 50,000.

All financial institutions shall be subject to the
same branching laws as banks.

BE IT FURTHER RESOLVED that the Board
of Directors of the Montana Bankers Association
suggest, encourage and implore that the Interim
Committee on Branching of Financial Institutions
research, study and analyze the branching of all
financial institutions in Montana as directed by
House Joint Resolution No. 49 with particular
emphasis on need and effort, and;

BE IT FURTHER RESOLVED that the Board
of Directors of the Montana Bankers Association
oppose the “‘Draft Bill’’ as presently proposed to
the Interim Committee on Branching of Financial
Institutions for its consideration.

(This MBA position was originally approved by the MBA Taskforce and Board on March 25, and presented to the Interim Committee on June 17 After re-
viewing a “‘draft bill” written by the Interim Committee, this position was reatfirmed for prescentation to the Interim Committee’s meeting on August 26. MBA
has not taken any format action on the final bill approved by the Interim Committee for introduction in the 1981 Legislative Session.)
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PROPOSED AMENDMENTS TO HOUSE BILL 239

1. Title, line 6

Following: "MCA"

Insert: "; PROVIDING AN IMMEDIATE EFFECTIVE DATE"
2. Page 1, line 10

Following: +%¥

Insert: (1)

3. Page 4, line 3

Following: ‘"buyer.""

Strike: 1" omw "

4. Page 4, following line 3

Insert: (2) Notwithstanding the provisions of any other law, a retail

charge account agreement may provide for and the seller or holder may
charge, collect, and receive a finance charge as specified herein for
the privilege of paying in installments thereunder. The finance charge
may be computed from month to month (which need not be a calendar month)
or other regular billing cycle period by applying a rate not to exceed
1 1/2% for each such monthly period to an amount (not including any
unpaid finance charge) not in excess of the greatest of:

(a) the average daily balance in the account in the billing
cycle period;

(b) the ending balance of the account as of the last day of the
billing cycle less the amount of purchases charged to the account
during that billing cycle; or

(z) the median amount within a $10 range within which such
average daily balance or beginning balance falls, provided the seller
applies the same rate of finance charge to all such balances within
such range.

(3) If the finance charge so determined pursuant to (4) above

for such monthly period is less than 50 cents, a maximum finance charge
not in excess of 50 cents may be charged, received, and collected for
such period.”

5. age 4,
Fo)iowing

/ l.»'
ine 19//

"31-1-242"
»al-—Lvla%agewﬁm'aghmﬂ%ﬂm%%“’“ﬁ:rfﬁﬁw%w



HOUSE BILL NO. 239

Title, line 6

FOLLOWING: "MCA"

STRIKE : "."

INSERT : "; AND PROVIDING AN IMMEDIATE EFFECTIVE
DATE."

Page 5

FOLLOWING: line 10 '

INSERT : "Section 3. Effective date. This act

is effective on passage and approval."



STATEMENT FOR PUBLIC HEARING ON
HOUSE BILLS 239 and 240

My name is Jerry Raunig. I'm the Executive Vice-President of the
Montana Automobile Dealers Association (MADA), which is the trade
association for the franchised new car and truck dealers of this
state.

The Problem

Many well-publicized factors have contributed to the ill-health of
the automobile business in this state, but the biggest problem since the
first of January, 1980, has been the shrinking availability of financing
for the AVERAGE car buyer.

As the cost of money increased, following the rising prime rate,
banks quickly found that Montana's rate ceilings were below their average
cost of money, and car financing in this state became a losing proposition.

The disappearance of financing for the average car buyer immediately
became the "ultimate problem" for the dealer because he couldn't get
financing for many people who wanted to buy cars.

It is true that banks continued to finance cars for their regular
customers, but on a very selective and restrictive basis. Some banks
have gotten out of the car financing business altogether (except on a
direct basis) while others that have stayed in the business are discounting
the contracts they buy from dealers. It is important to remember that
dealers must co-sign or guarantee those contracts sold to banks or
financial institutions even though discounted.

The captive finance companies - - GMAC and Ford Motor Credit
(Chrysler Credit does not have an office in Montana and does only a
limited amount of business in the state) have done their best with their
dealers during these difficult times, but are losing money on every new
vehicle contract they buy in Montana.

We question how long they will continue buying contracts at a loss.
In addition, not all dealers have access to a captive finance source - -
Chrysler - Plymouth - Dodge - all import dealers - AMC - and Jeep
dealers have no access to captive finance sources.

It is clear that shrinking financing is eroding the marketing system
on which the entire industry is based - the ability of the consumer to
buy a car on the installment plan.




Statement for Public Hearing Page 2

A recent random telephone survey of several dealers around Montana
indicates that the turn-down rate on consumer financing has been running
between 20 and 40% over the last 9 to 10 months. There is no doubt
that the scarcity of financing is still a problem today for the average
consumer,

The Cause of the Problem

There is no argument about the cause of the problem, or the fact
that it is a Montana legislative problem - not national. 1In fact, last
spring the U.S. Senate was addressing the usury problem with a bill to
temporarily override state usury limits but failed to take action because
it was strongly felt that usury is a state's right.

Ceiling rates for automobile financing by dealers are set forth
in the Retail Installment Act enacted in 1959. This law was designed
to regulate car financing and protect the consumer by requiring standard
provisions in contracts.

These ceilings, now 22 years old, were established with plenty of
leeway, with the knowledge that the legislature could change them as
need arose, It is significant to note that the prime rate in 1959 was
5%0 v V ‘

These ceiling rates are stated as add-on rates:
Class 1 - $7 per $100 per annum for new car
Class 2 - $9 per $100 per annum for used car up to 2 years
Class 3 - $11 per $100 per annum for used car over 2 years

The rates are translatable into Annual Percentage Rates (APR) which
vary slightly depending upon the period of the loan. Using a period
of 36 months, because it ties in with the attached rate sheet, we find
that the add-on rates are equivalent to an APR of 12,83%, 16.24%, and
19.57%.

What has happened is that lenders have found that 12.83% is well
below their average cost of money, and they're not in business to lose
money.

The Numbers

At the start of our fiscal year, January 1, 1980, the MADA had
244 members which represented 96% of the 255 franchised new car and truck
dealers in this state.

Since January, 1980, more than 30 dealerships have closed their
doors. Only a few of these have been taken on by someone else - - most
of them are still closed. Many of the 500 former employees of these
dealerships have moved elsewhere, and many others are still not working.



Statement for Public Hearing Page 3

Our field representative and the registration records from the
Registrar's Bureau in Deer Lodge report that new vehicle sales were off
by 21% statewide during 1980.

In checking with our dealer body we find that at least 20 other
dealers are 1in difficult financial straits - -~ placing another 340 jobs
in jeopardy.

Other States Legislative Action

In many other states, the car finance ceilings were as Jow as ours,
or low enough to be inadequate, and when the nation-wide skyrocketing
rise in interest rates hit, most other state legislatures took action
to help their dealers, their economies, and their consumers.

The attached rate sheet shows ceiling rates in effect in 50 states.
This sheet is up to date as of December, 1980.

Qur neighboring states have all taken the necessary action. Their
rates are set forth below as APR rates, based on 48 month loans:

Idaho 18%
North Dakota 18%
South Dakota 20%
Wyoming 18%

The State of New York was the most recent to take action. Effective
December 1, 1980, automobile financing was deregulated in New York in
a manner similar to this bill by eliminating add-on rates and allowing
the competitive marketplace and the availability of money to determine
the iinterest rate negotiated between the retail seller and the buyer.

The Reason We Need Help

The shrinking availability of financing for the average car buyer
has become the SHRUNKEN availability of financing. The high-salaried
person has 1little problem, but the average person with a modest income
still finds that nobody really wants his new car finance business.

People on the Tower end of the economic Tadder, who have been
considered marginal risks a year ago, but who still might have been
qualified because the dealer guaranteed the contract, are simply out of
luck now.

If automobile dealers are ever to regain their rightful share of
the market, and if we are to safeguard the more than 3500 jobs provided
by our dealers, this legislative action is necessary in order that Montana
will once again become a reasonable, profitable market for car financing.
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We do not feel that eliminating the rate ceilings would lead to
overcharging on interest, On the contrary, we feel that deregulation
would make the car financing business competitive once again in Montana,
particularly with the Savings & Loans now being authorized to get into
the consumer finance area.

We feel that passage of this bill would create a situation whereby
banks, the captive sources, Savings & Loans, and credit unions would
be placed in a very competitive situation in competing for consumer
car financing which would tend to keep interest rates down.

We have also attached a sheet showing the difference in monthly
payments at varying APR's beginning with our current 12.83% up to 22%
which is the highest the prime rate ever reached during 1980, It is
interesting to note that the difference between the lowest and the
highest interest rates on a $5,000 - 3 year loan is approximately $23
per month.

We respectfully urge the committee to give favorable consideration
to this bill, and we thank you for the time you have given us.



INTEREST RATES ALLOWABLE ON NEW VEHICLES

SIRTE - APR : SPECIAL CONDITIONS

Alabama . 17.6% Plus $20. fee - No limit over $5,000.
Alaska - 17.6% | | |
Arizona - 17.6%

Akkansas -10.0% . | " Seeking .constitutional amendment
CaTifornia 20.75% | ‘ |
Colorado .~ 18.0%

Connecticut ' »y 16.0%

District of v; ‘

Columbia - 21.5%

Delaware ' 17.6% .
Florida . 17.6%

Georgia | 17.6%

Hawai i - 18.0%

Idaho - 18.0% |

11inois | 2078% -
Indiana 18.0%

Iowa | 20.75%

Kansas 18.0%

Kentucky f, 19.19%

Louisiana 18.0%

Maine. | 18.0%

Marylarid 21.5Y%

Massachusetts 20.75%

Michigan | 1675%

Minnesota ’ 17.6%

Missiésippi 18.0% - This date 5% over Federal discount rate

Missouri 17.6%



 STATE
Montana.'
Nebraska
Nevada.

New Hampshire
New Jersey
NewiMexico
New York |

A North Caroiiha
North Dakota
Ohio

Ok1ahoma
Oregon
Pennsy1vania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas

Utah

Vermont
Virginia
Washington .
ﬂest Virginia
Wisconsin |

Wyoming

APR  SPECIAL CONDITIONS

16.
18.
18,
18.
14,

21.
18.
20.

No

13.
18.
18.
241
12.
18.
17.
18.

.0%

751

.0% - This date 3.0% bvef Federal discount rafe
.99% | | | |
2%

Auto financing deregulated 12-1-80
0% '

Rates vary with Federal discount rate

0% - This date 4.0% over Federal discount rate

0%



MONTHLY PAYMENTS FOR A

. $5,000 LOAN FOR 36 MONTHS

$167.

~ $168
s170,
$173.
$175.
$178.

- $180.
- $183.
$185.
$188.
$190.

68

.47

89
33
79
26
76
28
82
38
96
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House BrtLs 238 anp 244
TEsTIMONY OF JEFFRY M. KIRKLAND
DIRECTOR OF GOVERNMENTAL RELATIONS
MONTANA CREDIT UNIONS LEAGUE

3

BerORE THE House Business & INDUSTRY COMMITTEE
ON FRIDAY, 23 JANUARY, 1981

MR. CHAIRMAN AND MEMBERS OF THE COMMITTEE, FOR THE RECORD I
AM JEFF KIRKLAND, DIRECTOR OF GOVERNMENTAL AND COMMUNITY RELATIONS
FOR THE MoNTANA CrReDIT Unions Leacue. OurR LEAGUE 1S A TRADE ASSO-
CIATION REPRESENTING 133 oF 156 crRepiT unions IN MonTAna, 108 of
THOSE ARE FEDERALLY-CHARTERED, AND 25 ARE STATE-CHARTERED,

SINCE BOTH House BiLiLs 738 AND 244 wWoULD AFFECT ONLY THE 25
STATE-CHARTERED CREDIT UNIONS, IT IS ON THEIR BEHALF THAT WE STAND
IN SUPPORT OF BOTH BILLS, HOWEVER, SHOULD THE COMMITTEE DETERMINE
THAT THERE IS INDUSTRY-WIDE NEED FOR RELIEF FROM CURRENT USURY
CEILINGS, THAN OUR PREFERENCE WOULD BE THE RELIEF GRANTED UNDER
House BiLL 233,

EVERY ONE OF THE SEVEN BILLS YOU WILL BE DISCUSSING HAVE ONE
CHARACTERISTIC IN COMMON, AND THAT IS THAT THEY ALL PROVIDE LENDERS
AND GRANTERS OF CREDIT THE FLEXIBILITY TO TAILOR LENDING RATES TO
CURRENT MARKET CONDITIONS. AND THERE 1S, CATEGORICALLY, A DEFINITE
NEED FOR THAT FLEXIBILITY TO ADJUST RATES TO RAPIDLY CHANGING MARKET
CONDITIONS.,

CURRENTLY, STATE-CHARTERED CREDIT UNIONS ARE LIMITED TO CHARGING

A MAXIMUM OF 157 ON CONSUMER LLOANS. HOWEVER, A LITTLE OVER A MONTH
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AGO THE MaTIONAL CREDIT UNION ADMINISTRATION, UNDER EMERGENCY AUTHOR-
ITY, RAISED THE FEDERAL CREDIT uUMIONS' 157 LOAN RATE CEILING TO 217,
THAT MEANS THAT 110 oF MonTanA’S 130 CREDIT UNIONS NOW HAVE A 21%
CEILING, THAT ACTION BY THE FEDERAL REGULATORY AGENCY GRAPHICALLY
SHOWS THE IMMEDIATE NEED FOR RELIEF FROM CURRENT USURY CEILINGS.

THAT NEED ALSO EXISTS FOR OUR 25 STATE-CHARTERED CREDIT UNIONS
WHOSE LENDING RATE CEILING STILL REMAINS AT 157,

YEARS AGO USURY CEILINGS COULD BE ESTABLISHED BY THE LEGISLATURE
WITH LITTLE WORRY THAT THEY MIGHT BECOME OUTDATED BEFORE 1T CONVENED
IN TWO YEARS., JODAY, THAT 1S NOT THE CASE. LENDERS NEED THE FLEXI-
BILITY TO ADJUST RATES IN RESPONSE TO RAPID AND SOMETIMES WILD CHANGES
IN THE MONEY MARKET,

VlE'VE INCLUDED A CHART SHOWING THE PRIME INTEREST RATE From 1919
T0 24 NovemBER 1978, AND YOU CAN SEE THAT, ALTHOUGH THE PRIME RATE
CHANGED FROM TIME TO TIME, THE CHANGE WAS GRADUAL AND NORMALLY IN
SMALL QUARTER-PERCENT INCREMENTS,

IF YOU'LL TURN TO THE SECOND PAGE OF OUR EXHIBITS, WE HAVE DEVEL-
OPED A CHART GRAPHING THE NEW MARKET ENVIRONMENT WE ALL LIVE WITHIN--
CHARACTERIZED BY RAPIDLY CHAMGING, RAPIDLY INCREASING PRIME RATES.
DurING THE 18-wEEK PERIOD FROM 12 SePTEMBER 1980 THROUGH 2 JANUARY
1981, THE PRIME ESCALATED FRoM 12.257 1o 217 AND THEN DowN TO 20%.
JUST COMPARE THE ACTIONS OF THE PRIME RATE DURING THAT 18-WEEK PERIOD
WITH THOSE FrRomM 1919 1o 24 Novemper 19/8.

THE PRIME RATE, OF COURSE, IS ONLY ONE OF MANY INDICATORS, BUT
IT DOES AFFECT THE CREDIT UNIONS' COST OF BORROWED FUNDS, AND IT DOES
AFFECT THE RATES CREDIT UNIONS HAVE TO PAY ON SAVINGS INSTRUMENTS TO
REMAIN COMPETITIVE., [F YOU'LL LOOK AT THE SAME CHART, YOU CAN SEE
HOW CREDIT UNIONS' COST OF BORROWED FUNDS REACTED TO CHANGES IN THE
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PRIME RATE AND HOW THE COST OF THOSE FUNDS COMPARED TO THE 157 MAX-
IMUM STATE-CHARTERED CREDIT UNIONS CAN CURRENTLY CHARGE FOR LOANS.

OBVIOUSLY, IF THE RATES CREDIT UNIONS OR ANY FINANCIAL INSTI-
TUTIONS PAY FOR THEIR FUNDS ARE GREATER THAN THE RETURN THEY EARN
FROM THE LENDING OF THOSE FUNDS, THEY HAVE TO STOP LENDING--OFTEN
TO THE DETRIMENT OF THE CONSUMER, |

THE CONCEPT OF USURY CEILINGS AROSE HUNDREDS OF YEARS AGO WHEN
THE USE OF CREDIT WAS RELATIVELY RARE AND WHEM THERE WAS NOT ENOUGH
OF A MARKET OR ENOUGH COMPETITION TO EFFECTIVELY DETERMINE LENDING
RATES. [|'OWEVER, TODAY THERE 1S MO NEED FOR ARTIFICIAL USURY CEILINGS,
FOR WHAT THE MARKET GIVETH, THE MARKET ALSO TAKETH AWAY. [HAT 1S,
COMPETITION AMONG THE VARIOUS LENDERS TODAY DETERMINES THE RATES
CHARGED ON LOANS--THAT AND THE COST OF FUNDS.

IF THE CREDIT UNION IS MAKING NEW CAR LOANS AT 157 AND THE BANK
IS MAKING THEM AT 13%, PEOPLE ARE GOING TO GO TO THE BANK. AND IN
OUR INDUSTRY, IF FEWER PEOPLE BORROW, CREDIT UNION EARNINGS DECREASE.
SO THE RATE MUST COME DOWN TO MEET THAT OF THE COMPETITION, THAT
TYPE OF COMPETITIVE INTERACTION AND NOT USURY CEILINGS DETERMINES
ACCEPTABLE LEVELS FOR LENDING RATES.

IN CONCLUSION, THERE IS A DEFINITE NEED TO ADDRESS THE LIMITA-
TIONS OF OUR CURRENT USURY CEILINGS. WHILE ARTIFICIALLY LOW USURY
CEILINGS DO IN FACT KEEP LENDING RATES LOW, THEY ALSO TEND TO DRY
UP CONSUMERS' SOURCES OF CREDIT WHEN THE RATES FINANCIAL INSTITUTIONS
PAY FOR THEIR FUNDS ARE GREATER THAN THE RETURN THEY RECEIVE FROM
THE LENDING OF THOSE FUNDS,

LENDERS NEED THE FLEXIBILITY TO ADJUST THEIR RATES IN RESPONSE
TO RAPID AND SOMETIMES WILD CHANGES IN THEIR COSTS OF FUNDS. SINCE
FIRM CEILINGS HAVE THE EFFECT OF CURTAILING THAT FLEXIBILITY AND IN
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DOING SO MAKING CREDIT MORE DIFFICULT TO OBTAIN FOR THOSE WHO MOST
NEED CREDIT AT RELATIVELY REASONABLE RATES, WE NEED THE TYPE OF
FLOATING RATE PROVISION AS PROVIDED FOR IN House BruL 244 orR, BETTER
YET, A COMPLETE REMOVAL OF ALL USURY CEILINGS AS PROVIDED FOR IN
House BiLL 238,

FOR THOSE VERY COMPELLING REASONS, WE URGE THAT THIS COMMITTEE
RECOMMEND THAT House BiLL 238 po PAss,
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CREDIT UNIONS : COST OF BORROWED FUNDS
FOR 18-WEEK PERIOD

SEPTEMBER 12, 1980 to JANUARY 16, 1981
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219 | | | |
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TESTIMONY BEFORE THE BOUSE BUSINESS AND INDUSTRY COMATTTER &OCI A“
“ .
o~

ARCADE BUILDING SUITE 4H
HELENA, MONTANA 59601
PHONE 406/443-4121

23, 1851 EXECUTIVE VICE-PRESIDENT
- . . . . JOHN T. CADBY
Geod morning Mr. Chairman and menmbers of the Conmdttec:

I am Jolm Cacby, executive vice president of the Montana Bankers Assoclaticn.

-

Our Asscciation has as dues paying members the large and small, independent and
group, state and national, city and rural, or all 185 barks in the State of Montana.
In their behalf, we thank you for giving us this opportunity to speak in suppox
of House Bills #238 and #239.

The attached cites the detrimental effects of intersst rate ceilings on the
consumer, the farmer, the businessman and the economy of Montana. Also, enclosed
is a speech given by a professor of economics to the Arizona legislature who repealed
all their ceilings last year. In fact, most countries in the werld and many states
in thig nation have removed all interest rate ceilings leaving it up to the borrower
and the lender and the purchaser and the szlier to nagotiate a mutuzlly agreed upon
rate of interest in a free and conpetitive morket.

In this era of deregulaticn and intensified competition, money like any other
comrodity should be subject to the marketplace and ro: the law. Congress has recognized

tition, by preewpting

this by deregqulating financial instituticns to stinwlate corp

state usuxy laws to prevent distortions of credit and elimineting ceilings on savings
to stimulate economic growth.
Interest rate ceilings drive meney out of the stobe, restricts credit availability,

i B Ly S g ey A ~
dems nob protect the consuner and fusls
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creates discrimination, penalizes savey

infiaticn., In short, interest rate cellings are no good for anyone in Montana and

should be abolished once and for all by passing House Bille 238 and #2358,

v

nd hankers from throughout

Today we have legal comsel for MeA, Mr. Georgs
Montana to respond to guestions if any fram menbers of the cormdttes. We also have
additional studies and articles on the subject of interest rates by economists and
experts throughout the nation in the event the committee would like more informaticn

on this subject.
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EFFECTS OF INTEREST RATE CEILINGS ON:

Economy and Inflation

Statistics show states without interest rate ceilings have better economies than
states with strict usury laws.

Depositors receiving 5% on savings with inflation at 137% are losing 7% on purchasing
power plus income taxes must be paid on the 537 interest received and the result is
lower percentage of savings of disposable income, thereby resulting in less investment
capital for econamic growth, less productivity and higher inflation.

Inflation is a primary cause of high interest rates. When inflation was zero, banks
were lending money at 3%. Twenty years ago the inflation rate was 2} and the national
prime rate average was less than 57%, even though Montana had a usury ceiling of 10%.

Most foreign countries do not have the interest rate ceilings. England repealed
their usury law over 100 years ago.

Six states have no ceilings on regulated lenders. South Dakota removed interest rate
ceilings on regulated lenders last year. California removed their ceilings on
regulated lenders 50 years ago. New York and Arizona recently removed all interest
rate ceilings.

Availability of Capital

Interest rate ceilings drive money out of the state, consequently there is less
working capital for farmers and businessmen and less credit for consumers.

Money does not recognize any geographical boundaries and flows to the highest bidder.
Public funds as well as individual savings will flow out of state if Montana's
financial institutions are prohibited from offering competitive interest rates.

Savers

Interest rate ceilings penalize savers by preventing financial institutions from
paying marketplace rates.

Regulation Q is being phased out by Federal Law thereby subjecting the saver to the
marketplace.

High interest rates have educated savers to shop for the highest yield.

Borrowers

Restrictive interest rate ceilings increase demand and decrease the supply of funds,
so funds are rationed to favored customers.

Interest rate ceilings hurt those persons they are designed to help namely the poor,
young and those less credit worthy due to limited amounts of capital.

Credit contracts are not only subject to rates of interest but maturity, down payments,
security required and credibility of the purchaser. The lower the interest rate
ceilings, the more restrictive other credit terms become.



Consumer Protection

"The best allocation of resources and the best protection to the consumer is a
freely competitive market'. (Dr. John Buchler)

In a free market, interest rates are self-regulating and self controlling.

To single out the credit market to protect the gullible does not make sense when
there are no price controls on any other product or service in the marketplace.

Between government regulators and fierce competition it is inconceivable a regulated
lender could gouge its unsophisticated borrowers.

The discipline of the marketplace is the best discipline in controlling inflation
and interest rates.

The Federal Truth and Lending Act requires all lenders and retailers to use the
Annual Percentage Rate so borrowers and purchasers are able to ¢éampare rates
advertised by financial institutions and retail stores.

Stabi_litLof Financial Institutions

Today, eighty percent of loans are funded by purchased money that is acquired

by paying the market rate and not low cost savings and checking accounts as in
the past. A profitable bank is the best security for the depositor, even pre-
ferable to FDIC Insurance. All banks, savings and loan and credit unions are
vulnerable to high inflation and unstable interest rates. Their only hope is the
ability to adjust to sudden fluctuations in the marketplace.

Any interest rate ceilings cannot adjust to a volatile interest rate market as
has been experienced in the United States for the past six years. Said rates
would have to be adjusted every legislative session and still would not keep up
with the daily fluctuations in the marketplace. The same is true for any floating
interest rate ceiling tied to a govermmental indicator as the discount rate is

a politically established rate to attempt to control inflation and is not

changed necessarily when changes take place in the marketplace.

Exemptions to State Usury Law

The first exception to Montana's archaic 107 usury rate was in 1889 when pawn-
brokers were allowed to charge 3% per month or 36% per annum. In 1911 wage
brokers weresallowed to charge 127% and in 1963 credit unions were allowed to charge
1% per month or 12% per annum. In 1975, the legislature raised the credit union
rate to 1% per month.

In 1959, the Montana legislature carved out another exception creating the Montana
Consumer Loan Act, allowing finance campanies to charge higher rates of interest
which has been subsequently amended to increase the size of the loans and provide
higher interest rates. Also in 1959, the legislature enacted the Montana Retail
Installment Sales Act, allowing higher rates of interest on all retail installment
loans including motor vehicle sales. In 1969, the banks were allowed to charge
higher interest rates on installment loans.

Up until 1975, the general usury statute provided a maximum interest rate to 10%
per annum, except for the above mentioned exceptions. In 1975 the Montana
legislature enacted a floating ceiling which is in conflict with the exceptions
above.



Discrimination

Small banks are unfairly penalized by interest rate ceilings as larger banks
have a higher percentage of loans not covered by interest rate ceilings.

Banks, credit unions and savings and loans are discriminated against, being
subject to ceilings when PCA's, Federal Land Banks and other competitors are
not subject to any interest rate laws.

Federally chartered financial institutions such as credit unions are allowed
to charge a higher rate of interest than state chartered financial institutions.

Farm equipment and truck manufactures credit companies are allowed by federal
law to charge a higher interest rate whereas automobile and appliance dealers

in Montana and their credit companies are subject to state law and lower interest
rate ceilings.

It is virtually impossible to define a consumer loan, installment loan, a personal
loan, agricultural or business loan to determine the legal rate of interest. All
such loans would qualify as installment loans under state law, which defines an
installment loan as any loan with one or more payments, yet legal ceilings vary
from 1247 to 217 under state and federal laws, depending on the type of loan.

The Montana Development Credit Corporation is unable to make venture capital
loans to high risk borrowers, due to the restrictive usury law. Typically,
Montana's floating usury statute is below the average prime rate.



Highlights of Speech of
Dr. John Buehler, Professor of Economics, University of Arizona

February 26, 1980

It is my understanding I was invited here this evening to comment on the question
of usury laws. 1 would like to make this recommendation ... that there is no bettier
program you could follow than to remove all ceilings on all interest rates. Interest rate is
the price of credit. As other prices rise, the price of credit rises also. There is a
misconception in this country that the reason interest rates are going up now is because
the federal government is doing something about it. In a sense, this is true, but interest
rates are rising because the federal government and the federal reserve system has
followed a highly inflationary policy since late 1975. In a very crude sense, one can take
about 3% on top of inflation rates to come up with a nominal rate of interest. The reason
we are in a very dangerous situation right now is because the nominal rate of interest.’
that is, the interest rate that you and I see in the marketplace, whether we are savers o.
whether we are lenders, has actually been below the expected rate of inflation. An-
should the public ever adjust to the actual rate of inflation, which for the month of
January was in an excess of 16% of consumer prices, and if you add another 3% onto that,
you are looking at a 19% to 20% long-term rate.

To get on with the main topic, the trouble with regulation is that it interferes with
the market. The best allocation of resources and the best protection to the consumer is a
freely competitive market. The only justification in any market is when that market is
monopolized. In today's world, financial markets are difficult, if not impossible, to
monopolize, simply because of the mobility of funds. There is no bank that can
monopolize the market in a large urban area because funds can be moved across state
lines and national boundaries with telephone calls. So what are the consequences of
interest rate ceilings? You set the regulative rate below the true market equilibrium
rate. First of all you have a situation where the demand exceeds the supply and
shortages must develop. The available quantity that is supplied now has to be rationed.
Now some will be excluded from the market. Normally, the test will be on risk. What it
comes down to, is there going to be an income test or a wealth test? There are others
who are going to be subsidized. In other words, they are going to be paying a lower rate
than they would otherwise pay if you allowed the market to work. So if you were a very
rich person, then you ought to favor usury limits. Because you will wind up subsidizing the
rich at the expense of the poor. In addition to that the available quantity of credit that
appears on the market is going to be less than otherwise. So what does this mean? It
means that funds are going to be shifted to other alternatives or they are going to leave
the region entirely. And 1 would submit to you that Arizona is a growth state. You want
to attract capital from outside. You do not want to be exporting it. The largest bank and
the second largest bank in the state look over their shoulders constantly to see what the
other banks are going to do. More importantly, they are not just concerned about the
banks in Arizona because funds can be moved very easily from one state to another with a
telephone call. In other words if a small bank in Arizona is in a position to take a very
important loan, and is competing against the largest bank in the state, it is not limited to
its own resources. It can move in the market and very quickly.



There is another concept of regulated rates. It is that growth will suffer,
employment, income and tax revenue will be Jower. In addition to that, it is a direct
encouragement to loan sharking. If you want to establish a loan shark market, then set
the regulated rate below the equilibrium rate, and you have created a new market for
people to enter, with all the unfortunate consequences we have observed when that
occurs.

Now you might want to consider what the impact would have been in Arizona if a
usury law had been binding in sometime in the past. The obvious question to ask, is what
would have been the right rate? Once you move away from a free market rate then
somebody has got to decide what the right rate is. Nobody is smart enough to know that,
because once you are below the true equilibrium rate you are going to have a
misallocation of resources. What has happened in Arizona is that in the last four or five
years, because it is a growth state, employment, income, tax revenue and wealth have
increased dramatically. In fact the individual property owner has found that housing has
been the best hedge against inflation. Inflation is somewhat capricious. It hits very hard
at different groups depending upon what assets you own or do not Qwn. The one group
that.has survived this inflation very well, in fact profited from it, is the residential
homeowner. Because the rate of inflation in residential housing has exceeded the rate of
inflation in consumer prices. The groups that have been hurt the hardest are the working
poor, and surprising enough the rich people who have had bonds in their portfolio. In fact
the people who are depending upon their pensions sometime down the road, might look
over their shoulder to see what has happened to those pension funds in the last week, as a
result of a collapse of the bond market. Now, the question is, how high are interest rates?
When do you want to do something about it? Well, interest rates are not high independent
of everything else. They are related to the rate of inflation. If the rate of inflation goes
up, interest rates are bound to go up. And if they come down, the consumer is actually
protected to some extent especially on residential mortgages, because the individual who
has taken on a 12% mortgage today, if interest rates should go back to the rates of the
1960's, he will have the option of refinancing, although he will pay some penalties.

The problem we have had in this country for the past four or five years is that the
effective rate of interest has been negative. So borrowing money has been a heck of a
bargain. If you borrow money at 10%, the inflation rate is 12%, you can't lose. In fact,
the guy lending it becomes the sucker, it seems. The people have figured that out as far
as housing is concerned. While we have lamented the fact that mortgage rates have risen,
the fact of the matter is the inflation rate on housing has far outstripped them. If the
price of housing is going up at 2% a month, 24% a year, and you are only borrowing 10% of
the money, and you are paying 12%, you could pay 20% and still make a substantial profit.
So the interest rate is not going to restrict you from borrowing the money to buy the
house, as long as you are faced with that kind of an expected rate of inflation.

Housing starts are down now because the rate is starting to bite on some groups,
and there is also some question as to the availability of funds in some parts of the
country.. Where some states do have usury laws, funds are moving out of that area into
higher rates of return. So there is some problems with availability.

We have to look at the root causes of inflation. And I think the root cause of
inflation is very clear. It results from an over-expansion in the money supply in the
central banks. What will happen if interest rates rise and the federa] reserve system at
the same time tightens down and does not contribute to a further expansion in the money
supply, aggregate demand will slow down. The growth in aggregate demand will be
arrested, then as the individual businessman tries to pass the higher interest costs on to
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the consumer, the ficld will be faced with resistance. There is going to be tremendous
pressures on the federal reserve system if we start to head into a recession.

Some of what we have observed in the bond market this last week is reminiscent in
what happened in the stock market crash of 1929. Things never happen in the same way
twice. But if the public believes, not only in this country but in other countries as well, if
the United States is not going to deal effectively with the rate of inflation, and if they
are going to continue to pump money into the system, nobody is going to want to hold
bonds, and nobody is going to want to hold mortgages. And the way you avoid suffering a
substantial capital loss is to unload those instruments -- get rid of them before the price
goes down and the act of doing this will drive the price down and drive the interest rate
further.

To go back again, we have generated an inflation rate in this country that is not
sustainable over a long period of time. What has happened is the rates of inflation has
outstripped the rising interest rates. If you are a lender, you do not want to lend me a
hundred dollars for a year at 10% interest if over the course of that year prices are going
up to 15%, because you are a loser. Now what has happened in this country is that the
public has not adjusted to the actual rate of inflation. In fact, the public has had a lot
more confidence in our system than perhaps they have had any right to have. So you have
had a rate of inflation that has far outstripped interest rates. Now if the public comes to
the conclusion that the government is not going to deal effectively with the rate of
inflation, and they adjust their own behavior accordingly, then only a fool would continue
to hold dead instruments. This does not apply just to people in the United States -- it
applies to the OPEC countries as well. In other words, you do not want to hold an asset
that is going to go down in price. And the best way to beat that game is to sell it before
it goes down. So the act of everybody selling those instruments to beat the price decline,
which in turn will generate a price decline, and I would submit that this is partly what has
happened in the bond market today. Now the federal reserve system has moved to try and
tighten up on the money supply. Apparently they made some efforts in October of 1979,
but if you have spent four or five years screwing up the system, you are not going to put it
back in order in six or nine months. It will probably take an extended period of time, to
get the ship back on course. For one thing, you have got to convince people that hold
these assets that you do mean business. And if they have watched you misbehave over a“
long period of time, like going to church for a couple of times in a row, isn't going to
convince them that you have seen the light. They are going to require a great deal more
gratification of a tightening up policy before they are going to respond. So the problem is
that we may have gone too far already. We may not be able to arrest the kind of
speculation that is going on.

Now again, looking at it from the states standpoint, there is very little the state
can do about it. You are at the mercy of the national economy. Interest rates and money
markets are national markets — not local markets. It can move money around too
quickly. If you sell some securities through your broker, the sale of those securites can be
transmitted to the New York market within minutes. The worst thing a state can do,
however, is to generate regulations which is going to interfere with the free flow of credit
that is available.

Why do we have usury laws in the first place? | have always wondered about that
myself. No one seems to say we should control the price of Coors beer or General Motors
cars, -- we don't seem to worry about that, but we do worry about the price of credit.
And the price of credit is just another price itself. Yet we feel compelled to do
something different there. Some of it may have religious origins, and Sister Clare may
know more about this than I, but it is true that back in the middle ages when usury laws
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were instigated, the countries where they were very slow in being removed, their growth
and development was arrested. Spain and Portugal lagged very far behind other European
countries because of usury laws. What would happen here if this state introduced a usury
law is that the capital will leave the area. Again, we are a growing state. We need to be
an importer of capital, we really don't want to export it. Again this applies to whether
you're talking about the interest rate on residential mortgages or bank credit cards or the
interest rate paid to savers.

Unfortunately, what has happened in this country is that the people who can least
afford it are the ones who have been discriminated against. If you have a hundred
thousand dollars, you have many options. If you have fifty dollars, your options are pretty
much narrowed down to passbook savings, and those are regulated. This is not fair and it
is not equitable. So there again, you have a case where regulation comes down and it hits
very hard on Jower income individuals.

There is some misconception that banks generate a tremendous amount of profit.
However, if you take a look at the rate of return on bank capital, it is no better, and
sometimes a heck of a lot worse than the rate of return on other types of capital. So
common sense would dictate that the rate of return on bank capital is not excessible. If
you need further confirmation on this, take a look at the cost of capital to the banks right
now. At the close of business today the federal funds rate, that is the rate on one day
money, was 14 1/8%. The interest rate on ninety day CD's is 15% but the effective costs
of the banks is 17.86% because the banks have to keep reserves, that is non income
running assets against those reserves. The interest rates on six month T-bill CD's is
13.5% and the effective rate is 13.85%. So the day is pretty much over where the banks
can get money from their depositors at zero return or from checking accounts or 5.25%
from savings accounts. They have to go out into the market and slug it out like everyone
else. The last thing that we would want is to have an unhealthy institutional structure in
this country. Because it is one of the institutions that has made this country very
productive.

So in conclusion 1 would strongly recommend that you let the market work. Have

confidence in the market and do not impose artificial ceilings because the costs are very,
very high and they are also very inequitable.
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Executive Qffice:
L - P.O. Box 440 .
///m/ o 34 West Sixth
M . Helena, MT 59624
S Phone (406) 442-3388

28dJanuary 1981

BUSINESS AND INDUSTRY COMMITTEE
OF THE HOUSE OF REPRESENTATIVES:

* RE: HOUSE BILL NO. 239

We, the retail community members, need your help in
obtaining relief from the ‘interest rate/credit squeeze.

In many cases we find it impossible to sell our products

for cash and we therefore have to extend credit to our
customers which allows them to finance their purchase.

This is not only true in the case of one item large purchases,
but is also true in quanity purchases such as new clothes

for the children at the'beginning of the school*year.

The bulk of our capltal 1s invested in furnlture, fixtures,f
stock and, in some cases, real property. Most of us have to
borrow money to operate our credit departments.

We find it difficult to borrow money at today's rates‘and
lend that money out at a max1mum of 18% and not -see our proflts
disappear. :

~ We find ourselves -between a rock and a hard spot in that to
make many of our sales we must extend credit and extending
that credit reduces our overall operating proflt

We do not- want to be in the ‘business of flnanc1ng purchases,
but we haye no choice. If we are to be competitive with the
large multi-state operatiaons we must and yet, we can not afford
to lose money like they:do. J. C. Penney and Company alone

lost some 54 mllllon dollars on their credlt operations during
thelr last fiscal year. ' h

We do not.want or request any special favors. We feel that
we can compete fairly and ‘'squarely as long as there 1s fair
competltlon in the marketplace. - '

We do however feel that to remove interest rate ‘ceilings and
usury statutes from "regulated lenders", places us at a big .
disadvantage in the market place and thereby nurtures unfair"
business practices, unless House Bill No. 239 1s looked on
favorably, by this commjttee and receives a do’ pass recomendation
w1thout amendment to place a ceiling on 1nterest rates for



those of us that must operate under the "retail installment
sales act".

I xnow there are some concerns about "Open-End Credit
Transactions", which inciude revolving charges and credit
card transactions.

I know 1t has been said that Open-End Credit of this type is not
protected by the Feaeral Truth in Lending Statutes. However,
attached you will find excerpts from the federal statute to
demonstrate that such transactions are covered by that federal
statute and that a full disclosure is required just as it is

in other type transactions.

Please, do not affix any self-defeating interest rate ceiling
to House Bill No. 239 and move it out of committee with a
"DO PASS" recommendation.

SluceJ. el / p

) / p
Ty j',',ﬂﬁkégg;/
Curtis B. Hausen
EXxecuLrlive Vice President



FEDERAL TRUTH IN LENDING

Chapter V |
Open-End Credit

Open—-end credit 1s consumer credic extended on an
account pursuant to a plan under which:

1. the customer 1s permitted to make purchases or obtain
loans directly from the lender or indirectly by the use
of a credit card, check, or other device;

2. the customer has the privilege of paying the balance in
full or in installments; and

3. a finance charge may be computed from time to time on
on the outstanding balance.

Under an open-end credit plan, it is contemplated that there
will be repetitive transactions on a revolving basis.

The disclosures required for open-end credit differ sub-
stantially from those required for closed-end credit. This
chapter wi]l detail the various types of disclosures required
and the procedures that must be followed. The rules for this
section should be carefully scrutinized because they are among
the most complex sections of Regulation Z.

A. Opening of Account

B. Periodic

A1l new account disclosures must be given before the first
transaction is made on the account. The required disclosure must

be in writing and show the A.P.R. (Annhual Percentage Rate) and

the dollar amount of interest on the first transaction.
Statements

Each periodic statement must show the previous billing
period's balance, payments/credits, new purchases/charges,
the finance charge, the balance on which the finance charge
was computed, the A.P.R. (Annual Percentage Rate), the closing
date of the billing period, new balance, periodic rate, corres-
ponding annual percentage rate, the balance on which the finance
charge was computed, and a place "send inquiries to", and adv1ce
of their rights to dispute any charge.



Ope'néEnd Credit

Introduction

Section 6.1

The disclosure program for open-end credit accounts
differs substantially from that for closed-end credit.

- Typical open-end credit plans are bank credit card

arrangements and overdraft checking accounts:

Open-end credit involves two types of disclosures: 1y’

those to be made before the first transaction on the
account, and (2) those to be made with each periodic
billing statement, generally monthly, for transactions
taking place during the period.

It is important that examiners closely revxew a banks

open-end credit plan to determine compliance, A bank's

exposure to liability for violations is greatly increased
under an open-end credit plan, since a violation'in the
disclosure format or in the Annual Percentage Rate may
adversely affect many individual cardholders simultane-
" ously and result in a class action law suit.

As stated in the Introduction to “Truth in Lending,” the
~ term open-end credit describes a plan which usually
permits frequent extensions of credit, generally in small
amounts, up to an acgreed limit. The consumer has the
option of paying the balance in full or in instalments. The
fact that a finance charge may be imposed on the
outstanding balance should not be considered in
determining if a particular credit card plan is open-end
-credit. The term does not include negotiated advances
_under a future advances provision . of a real estate
mortgage or a letter of credit. .

Issuance of Credit Cards

Banks cannot issue unsolicited credit cards A credrt
card may be issued only if:

e |t is requested or applied for (telephone | 226 13( )
solicitations are permissible), or

* itis a renewal of, or in substitution for,ah =~ L 642
accepted credit card. - 'L 1193

: : FC-0041

_FC 0070

.FC 0072

Conditions of Liability of Consumer

A consumer can te held liable for 226.13(b)
unauthorized use of a credit card only if:

e The credit card is an accepted one, ie., requested
and actually received by cardholder.

¢ The bank has notified the consumer of the potential
liability for unauthorized use of the credit card. The
notice may be printed on the credit card, or trans-
mitled in a manner that reasonably assures its
receipt by the cardholder. If the notice is not on the
credit card, it must have been given within 2 years
preceding the unauthorized use. )

® The bank has provided the consumer with an

addressed notification which requires no postage to

- Cocmptrolier's Handbook for Consumsl Examinations
April 1979

be" paid by the consumer and may be mailed in the
event of loss; theft or possible unauthorized use of
the credit card,

The bank cannot hold the consumer liable, if - L 445
the liability’ conditions have not been com- L 550
plied with. When those conditions have been

met, the consumer's liability for unauthorized use is
limited to the cost of goods and services purchased
before notice, or $50, whichever is less.

1 the bank tries to enforce liability for the 226.13(f)
unauthorized use of a credit card, the burden

of proof is tpon the bank to show that the conditions have
been met Qr that the use was authorized.

A bank issuing 10 or more credit cards to em- 226.13(h)
ployees of a company, for business use, may

negotiate with that firm the terms regarding its liability for
unauthorized use. However, neither the bank nor the
business may impose liability on the individual cardholder
unless the liability conditions have been met, and, in any
case, the habrhty of the employee cannot exceed $50.

Specific Drsclosures

Before the _h‘rst transaction is made on an
open-end account, the bank must give the
consumer asingle written statement, which he or she may

226.7(a)

retain, contammg

* The canditions under which a finance © L 1161
charge’ may be imposed, including an
explanation of the time period, if any, within which
any-credit extended may be paid without incurring a
finance charge. However, the bank may elect not to
impose a finance charge even if the payment is
received after the allotted time period. That option
need not.be disclosed.

® The method of derermmmg the balance on which
the fmance charge is computed.

® The method of determining the finance charge ThlS
description must include the method of determining
any minimum, fixed, check service, transaction or
other charge

® The periodic rate. lf more than one penodrc rate is
applied, each rate must be stated with the balances
or range of balances to which it applies. The corre-
sponding.Annual Percentage Rate(s) must also be
stated and determined by multiplying the periodic
rate by the number of periods in the year.

® The coridit'rons under which any other charge may
be imposed and the method of determining such a
charge (late charge, etc.).

® The’ conditions under which the bank L118
may acquire a security interest in any L 1018
property to secure the payment of credit
extended on the account, and a description or

1



Open-End Credit

Introduction

Section 6.1

identification of the type of security interest which
may be obtained. !f the consumer also has an open-

_end mortgage on his or her residence, the bank
should, upon cpening the account, waive its security
interestinthe real estate for any advances made with

“the credit card. Use of the credit card would place a
lien on the real estate each time a purchase,
advance or overdraft was made. In those cases, the
customer is entitled to rescind the transactions,
end funds or goods cannot be disbursed for 3 days.
Unless the security interest is waived when. the
account is opened, the consumer would have to be
civen the right of rescission each time the card is
used. Exceptions to this requirement, however, are
provided in 226.9(g)(6).

® The minimum periodic payment required.

e A statement outlining the consumer's nghts to
dispute billing errors. The statement should contam
Cubstantna!ly the same text -as provided -

726.7(a)(9). If the statement does not appear on the
nce together with the other required disclosures,
11en one of the following notices must be there:.

JOTICE See accompanying statement for impor-
tant information regarding your nghts 1o
dispute billing errors.

- NOTICE: See reverse side for important i'nfor”’ma-
tion regarding your rights to dispute bllllng
errors.

The vank may also elect to include in its initial disclosure
statenent, the Comparative Index of Credit Cost.
Howver, that optional disclosure is rarely, if ever, used. In
the cvent that the Index is disclosed, section 226.11 of
Reguiation Z should be reviewed for required disclpsures.

Periodic Statements
Disclosures

Eacl: consumer, except those with accounts
which are uncollectible or for which collec-

226.7(b)

tion procedures have been instituted, must receive a

statement at the end of each billing cycle, unless the
und.sputed outstanding debit or credit balance is $1.00
or less. However, it a finance charge is imposed, -a
staivment must be issued regardless of the balance. If
appicable, the following disclosures must be made .on
tha' portion- of the periodic billing statement that the
consumer may retain. Terms shown in quotation$ are

requred terminology. Terms marked with an astensk ‘

mus: appear on the face of the statement.

"1. ' Previous balance"—This is the amount outstanding
at t e beginning of the billing cycle. If the previous
balz ce is a credit, it must be indicated as such. -
"2. ' Payments”"—This is the total amount paid by the
con umer to the bank during the billing cycle.

2

*3. "Credits"—Amounts credited to the consumer's
account during the billing cycle, such as returns, rebates
of tinance charges and adjustments. Those credits must
be distinguished from payments.

4, "Finance charge"—(Must be more con- L 517
spicuous). This is the amount of the finance L 582
charge added to the consumer's account

during the billing cycle..Each component of the finance
charge must be itemized and identified. For example, the
finance charge resulting from the application of the

-periodic rate and a cash advance transaction charge

would be separately itemized.

*5. The balance on which the finance charge was
computed.

*6. “Annua!l Percentage Rate"-—(Must be L 517
more conspicuous).

*7. The closing date of the billing cycle. In
addition, if the bank provides a free-ride
period, the date. by which, or the period within which
payment must be made to avoid additional finance
charges, must be disclosed.

*8. “New balance"—This is the outstanding L'538
balance on the closing date of the billing

cycle. If the new balance is a credit balance, it must be
indicated as such. If the bank discloses a minimum
payment due, it must not make that amount more
conspicuous than the new balance. A more conspicuous
minimum balance could be misleading since the:
consumer might unknowingly pay that amount rather
than the new balance. :

9. "Periodic rate"—(or “rates"). This is the rate that may
be used to compute the finance charge. Each rate used
must be dlsclosed

10. Correspond:ng annual percentage rale"—This is
the rate resulting from multlplylng the periodic rate by the
number of payment periods in the year. The terms
“corresponding annual 'pércentage rate,” “corresponding
nominal annual per'centage rate,” or "Annual Percentage
Rate™ are accep(able The correspondmg annual percen-
tage rate is not-required to be as conspicuous as the
“Annual Percentage Rate" or more conspicuoys than
other terminology..- .

226.7(b)

"11. Explanationof determmahon of the balance on which

the finance charge is corpputed. The bank is requiréd to
explain how it determines the balance on which the
finance charge:is: computed For example, if the bank
uses the average daily balance method, it must explain -
how the average daily-balance is computed.

2. “Send inquiries to'—(Must appear either L 1026
on the face or reverse side of the statement L 1042
and not on separate sheet.) The bank must
state an address, preceded by the words “Send Inquiries
To" or similar language, to which the consumer should

Camplroller 's Handbook for Consumer Examinations
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send correspondence about his or her bill. A telephone
number as or less conspicuous than the address may
also be provided. However, the consumer. cannot
preserve his or her rights under the Fair Credit Bllhng Act,
if an inquiry is made by telephone.

Description of Transactions

The consumer must be given a description of | 226.7(k)
the item charged. The requirement for des- " .
criptions, generally referred to as pr/manly reqwred
information, may be fulfilled: ,

e If a copy of the actual document ewdencmg the
credit transaction is included. The enclosed copy
(country club billing) or accompanying statement
must reflect the amount of the transaction and either
the date of the transaction or the date the charge is
debited to the consumer's account.

e lfin a purchase transaction a copy is not enclosed
{(descriptive billing), the periodic statement must
reflect the amount of the transaction, the date on
which the transaction took place and the:seller's
name and address (city and state or foreign coun-
try) where the transaction took place. If the con-

sumer has purchased an item from the bank; or the

seller is connected with the bank, the statement
must instead give a brief identification of the item

purchased as well as the amount of the transaction

and the, date on which the xransaction occurred.

¢ |f the credit transaction is non-sale credit, such as a
cash advace or check-credit overdraft, a copy of the
document evidencing the transaction and.showing
the dollar amount and date of transactioh or date the
transaction was debited to the consumer's account,
or the date of the instrument may be included. If a
copy of the document is not included, the statement
must identity the transaction, cash advance, over-
draft, etc., and include the amount and date of the
transaction, or the date of the instrument evidencing
the transaction.

‘Banks must maintain procedures reasonably adapted to

obtain the primarily required transaction identification
information described above. If despite such procedures
that information is unavaulablefor a partlcular transactron
the bank must:

° Prov:de the date of debmng (posting date), mhe date
of the transaction is unavailable. The debiting date
need not be provided if -an actual copy of the
document evidencing the transaction is furnished.

* Disclose as much of the primarily required informa-
lion as is available and omit any portion that cannot
be obtained. N .

Comptroiler's Handbook for Consumer Exnrmnauon:
Aoril 1979

® Treat a properly written billing inquiry relating to the
absence of primarily required information as a billing
error under section 226.2(j) and 226.14, and as an
erroneous billing under 226.14(b). The bank must
also furnish the consumer, free of charge, with
documentary evidence concerning the transaction,
even if not requested, unless it was previously
furnished with a periodic statement.

Location of Disclosures

If any of the above disclosures which are not required to
be shown .on the face of the periodic statement
appear either on the reverse side or on
an accompanying statement, one of the
following notices must be placed on the
face of the statement:

NOTICE: See reverse side forimportant
mformatlon

See accompanying statemem() for
important information. ‘

*See reverse side and accompanying
. statement(s) for important information.

The regu!at:on states that the required disclosures shall -
not be separated so as to confuse or mislead the
consumer or to obscure or detract from the information
required to "be disclosed. Required disclosures must
appear on that port/on of the statement that the consum-
er may retai.

If the bank provlde’s a “free-ride"” period, or a'time period
within which a consumer may pay any portion of the new
balance without incyrring an additional finance charge

226.7(c)(4)

L 477
NOTICE:

NOT!CE:.

. or other charges, the periodic statement must be mailed

or delivered-at least 14 days before the period ends. {f
the statement is not mailed at least 14 days prior to that
date, then no finance charge, late
charge, etc., may he imposed. The 14-
day limit does not apply if the bank
has been hindered because of an act of God, war, civil
disorder, natural disaster or strike.

" 226.7(b)(2)

Determlmng the Balance and Computmg
the Finance Charge

There are many ditferent ways to compute the Annual
Percentage Rate, but first the exeminer must know how
to compute the balance on which the finance charge is
determined. The balance is generally computed in three
basic ways: the previous balance methdd, the daily
balance method, and the average daily balance method.

In the previous balance method, the balance on which
the finance charge is computed ic based on the balance
outstanding at the start of the billing cycle. The periodic
rate is multiplied by ‘this balance to find the linance
charge. In the daily balance method, a daily periodic rate

3
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is applied to either the balance on each day in the billing

~cycle or the sum of the balances of each day in the
cycle. If a daily periodic rate is multiplied by the balance
on each day in the billing cycle, the finance charge is the
sum of the products. I the daily periodic rate is multiplied
. by the sums of all the daily balances, the result is the
finance charge. The average daily bafance is the sum of
the daily balances divided by the number of days in the
billing cycle. The periodic rate is then multiplied by the
-average balance to determine the finance charge. How-
ever, if the periodic rate is a daily one, the product of the

rate times the average balance is- multiplied by the'

number of days in the cycle.

Notwithstanding the above, banks have several Ways of
calculating the balance on which the finance charge is
computed. The examiner should be able, by reading the
bank's explanation, to calculate the balance on which
the finance charge is computed. Any inability to under-
stand that explanation should be discussed with man-
agerm.znt, reminding them of Regulation Z's requrrement
that c.sclosures be clear and meaningful. .

The regulation describes the manner of disclosure fot the
method of computing the balance on.which the finance
charge is calculated. There are two general reqUire-
ments: (1) The explanation must be clear, conspicuous,
and in meaningful sequence; and (2) The fact that the
bank imposes a finance charge without first deduclrng
payrents and credits made during the billing cycle must
be disclosed. : ’.’

If the bank uses the dar/y balance method and applres a
daily periodic rate, drsclosure may be stated as:

¢ A balance for each day in the brlhng | 226. 703
cycle. The daily periodic rate is .
muiltiptied by the balance on each day and the sum of
the products is the finance charge;

¢ A balance for each day in the billing cycle on whrch
tne balance in the account changes. The finance
charge is figured the same as above, but the
statement shows the balance only for those days on
which the balance changed; or.

* The sum of the daily balances during the brlung
cycle. The balance on which the finance charge is
computed is the sum of all the daily balances in the
billing cycle. The daily periodic rate is multiplied by
that balance to determine the finance charge.. ..

If the average daily balances are stated, however, the
‘bank must include somewhere in the statement wqrdrng

to the effect that the finance charge is or may. be -

determined by multiplying‘each of the average daily
balances by the number of days in the billing cycle, then
muit:plying each of the products by the applicable: darly
periodic rates and adding those products.

In explaining the method used to find the balance on
which the finance charge is computed, it is not neces-
sary to show the method the bank uses to allocate
payments or credjts. That intormation may be disclosed

. as additional information, but it must not mislead or

confuse the consumer or contradict, obscure or detract
attention from required information. '

Two or More Periodic Rates

Some banks may employ more than one periodic rate in
computing the finance charge. For example, one rate may

- apply to balances up to a certain amount and another

rate, to balances over that amount. Iftwo or
more periodic rates apply, the bank must
disclose all rates and the conditions
under which each applies. Also, the range of balances to
which each rate applies must be disclosed. It is not
necessary, however, to break the finance charge into
separate components based on the different rates, -

If two or more daily periodic rates are imposed, the sum of
the daily balances may not be used. Disclosure of the
balances as either a daily balancg or as two or more
average daily balances is acceptable.

1 226.701

Annual Percentage Rate
Computation of the Annual Percentage Rate depends on

three basic factors:

¢ The method used to calculate the balance on which
finance charge is computed.

e Whether one, two or more periodic rates apply.

e Whether minimum finance charges or separate
transaction charges’are imposed.

(Note: Some banks impose minimum finance charges.
Those charges may be rgnored in figuring the Annual
Percentage Rate, if the minimum charge plus all other
charges imposed during the billing cycle do not exceed
50 cents. In such instances, the Annual Percentage Rate
is found by multiplying the periodic rate by
the number of billing cycles in the year.
If the minimum ‘charge plus all other
charges exceed 50 cents, the quctient method (ex-
plained below) must be used to disclose the Annual
Percentage Rate. Usually, separate transaction-charges
are assessed for certain transactions, .
such as cash advances. Methods for

computing the Annual -Percentage Rate

226.5(a)(3)

. 226.5(a)
(Footnote)

- depend on whether the previous balance

or average daily balance method is used to calculate the
balance on which.the finance charge is computed.
Regulation Z provides illustrations of Annual Percentage
Rate computations when a separate transaction charge
is imposed.)

Comptroller 's Handbook for Consumel Examinations
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Examination Objectives

Section 6.2

1. To verify the accuracy of the balance upbn which t“he‘

finance charge is computed, the Annual Percentage
Rate and the periodic rate, and that they are properly

disclosed and located. (A' minimum of two consecu-

tive statements are required.)

Comptrolter's Handbook tor Consumer Examinations

Todetermine the aded’uacy of policies, practices and
procedures regarding open-end credit.

To determine if bank officers and employees are
operating in'conformance with established guide-
lines. : . . ‘
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Mr, Chairman and members of this comuncttoe:

My name 1is Joc Taylor.

I am President of T & W Cheveolet and Northern Leasing Co.
of Missoula, and I am also a member of the 3tate Banking Board.

It is my purpose to point out the 1nadequacy ol the current
interest nsury limits that are now imposed on this state’s auto
dealers and financial institutions, which in turn restricts the
availability o! credit to the consumer.

The present ceillings are totally unrealistic in view ol
today's interest rates. Financial institutions and dealers
cannot long carry this burden without restricting desired credit .
to the consumoer,

I

A middle ol the road approach nust bhe sade to solve this
problem which means o substancial increase in the 12,068 and 12,83
rates that are now the new car ceilings. Howewcr 1 might point
out that too high an increase would snbstantially reduce new car
sales as it has in the case o leasing companices where the extre-
mly high and uncontroled interest rate has resulted in loss of
sales and the closcure ol most ot the state's leasing operations,
our town alcone has lost 93 Leasing, Mission Leasing, and Circle L
Leasing., The results oi which have denied the Montana consumer
his choice o leasing or purchase oi a vehicle. Our Iranchise

as well as many others could cxperience the iate of the leasing

companies .



1 personallyam not in lavor of a [leating rate as it would
further accentuate the ifecast cor famine that our industry is so
prone to.

It is my fcelinags that consumer crodit interest rates have
to provide a reasonable return to the [(inancial institutions,
but at khe =ame Lime nust be stable in order to aveid further
sales patike anl valleys that plagee onr industry,

Our leasing experience has shown that when the interest
rates reach 100, simple interest cales are severely curtailed,
thus compounding cur (inancial position.,

I am merely stating the neced or substancial reliel, but not
to the extent of severly restrizting the new car dealers sales;

N celling limit oi 10: on new and late models with 12% on
older units in place of the current 7%, 9%, and 11% would be more
acceptable than a i lealing rate structure, the percentages mon-
tioned ara on an ald on basis.

My, Chairwan and newmbers ol this conmitteo, I thank you tfor
your attonticon, [ will be happy to answer any questions you may

have on “raichising or leasc operators.
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House Bill No. 239

J. C. Penney and Company, In fiscal year 1979, which ended on
January 26, 1980, J. C. Penney Campany lost $57,000,000 (57 million
dollars) on its revolving charge system.

This is the amount by which the Penney Company reported that the
cost of its credit operations cxcecded its finance charge income,

The Penney figures are typical of large retail operations.

This includes Wards, Scars, Woolworth, K mart, etc., as well ac many
of our local much smaller operations.

The smaller local operations, even though we are not talking
about losses of millions of dollars, are even more hard pressed.
They can not borrow at as low a rate as the much larper operations
and their losses from their credit operations cannot be off-set as
casily by the volume of sales and profits therefrom.

22222222228 5]

No one can borrow at 21% or more and lend this money out at 18%
and break cven, let alone make money.

It results in having to create a larger margin of profit on
the cash sales to off-set the losses incurred an the credit sales,
This requires the cash customer to pay more to subsidize the purchases
made by the credit customer,

XRERRENRERRRER

Cears was forced to close its store in Butte in 1980 and go back
to just a catalogue store operation, due, at least in part, to the
losses caused by credit operations.,

Many businesses are in that same danger right now.

I would hate to see us wait until they are pushed back into a
corner like Chrysler has been before any corrective actions are
taken.

2R X2 ETEIZS RS LR L]

If current trends are allowed to continue without any relief,
many of the retail operations are going to stop allowing credit purchases
and the customer will have to finance through finance companies,
(resulated lenders).

Credit purchasing is a big part of the American way of life.
Without the ability to purchase on credit it would be even more
difficult for young couples to get started.

How can we Jjustify limiting what retaillers can charge as interest
rat. 5 when we eliminate interest rate ceilings for those regulated lenders?



The fixing of a maximum rate is, in fact, cstablishing the pre-
vailing rate. To say that it is lawful to charge up to % will
result in the charging of that rate whether the rate set was intended
to be a maximum or not.

The elimination of ceilings allows the market place, competition, the
American Free Enterprise System, etc. to work, and it will work to the
benefit of all concerned. This is tried, tested, and proven, time and
time again.

HH RN NKRKEKRHR

I am concerned with the responsibility that this committee is taking
upon itself. . . We (the Bankers, Auto dealers, implement dcalers, mobile
hane dealers, regulated lenders, etc.) all got together and with all
concerned in unanimous concurrence, decided that the introduction and
support of House Bills 238 and 239 would be in the best interests of all
of the citizens of the State of Montana. Many of the entities involved
were and are vigorous competitors, BUT Wi CAN AND DO RECOGNIZE EACH
OTHERS FROBLEMS, and this was taken into consideration in our decision
to pursuc our original position to support both House Bills 23 and 239.

To eliminate usury/ceilings for some entitics and not for the
other entities facing the same problems would be creating unfair
competition in the market place and be discrimination of the worst
possible type in the cconomic area.

936 3 3 3 3 % 3 3 % % %

I do not believe there will be many abuses., 1 admit there may be
some, but no more caused by House Bill 239 than by any others under
consideration.

If this comittee is concerned that the Federal Truth in Lending
requirements may not apply, H.B. 239 could be amended to require such
disclosure or even a special note and/or disclosure any time the rate
charged is in excess of - %

If there is a concern with regard to Credit Card companies abusce
of removed ceilings, House Bill 239 could be amended to apply to only
credit grantors wherein the same entity that sells the product suffers
the consequences of the financing and finances the product sold itself.

This is discriminatory too, but at least it doesn't discriminate
against the retailer.

HRRAERHHXRRXXENR

Due to the fact that the bulk of purchases of priced-reduced sale
items are made on credit, major chain companies have been having special
price discount sales more frequently in areas, or states, where they
aren't limited to the extent that they lose money on credit sales. Thus,
once again, such interest rate limitations are depriving Montana citizens
of full advantage of the frce competitive market place.
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