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HOUSE BUSINESS AND INDUSTRY OJMMI'ITEE 
January 23, 1981 

S~ES FOR 

HOUSE BILL 183 -
Introduced by Rep. Fabreqa and others, amends state IS de+-.ached bank 

facilities law to increase number of remote teller facilities allowed each 
bank. In a city of 50,000 or IIDre, a bank may have three detached facilities. 
In a city under 50,OUO, ~ detached facilities will be allowed. In both size 
classes, one detached facility may be no more than 1,000 feet- fran 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 P.ep. 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
rrent 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 fran the law are the provisions for minimum 
fjnance charges in agreements on refinancing of autanobiles. 

HOUSE BILL 240 -
Introduced by Rep. Fabrega and others amends the same section of the law 

as above but only in regard to aut.cm:>biles by providing that seller and buyer 
may agree on the finance charges. 

IDUSE BILL 241 -
Introduced by Rep. Fabrega and others amends the same section as above 

but only in regard to ma.."lufactured 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 

aut.cm:>biles, industrial or construction equipment, manufactured structures 
or recreational vehicles and other goods and services, by 2% or 4% depending 
uIX>n the category and the principal balance. 

HOUSE BILL 243 -
Introduced by Rep. Fabrega and others, generally revises the fees a'1d 

interest rates on installment sales and loans by raising the transfer of 
equity fee fran $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 oarnmer­
cial paper. The miniJmnl charge on any retail installment contract is raised 
fran $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 fLom 1-1/4% per IIDnth to the greater of 18% per 
year or 5% over the discount rate on 90-day ca:mercial papelST,£\ U\.W I '-:-:--:';-\ 
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Rep. William Ray Jensen, Vice dlairm::m of the B&I ccmnittce, called 
the meeting to order January 23, 1981, at 8:00 a.m., in auditorium of Highway 
Building, Helena, Mr. All members of the Ccmnittee were present. Bills 
to be heard were HBs 183, 238, 239, 240, 241, 242, 243, 244. 

IDUSE BILL 183 -

REP. W. JAY FABREGA, House District #44, Great Falls, chief sponsor, 
said HB 183 ¥'ould allow Expanded Detached Facilities for Banks, and \\Duld 
affect only Great Falls and Billings. See E~1IBIT 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 MJntana Bankers Association 
states its position as being opposed to branch banking, but the tightly 
restricted. operations allowed by Rep. Fabreqa' s bill v.~:)Uld help banks can­
pete with other types of companies. He presented the following as a basis 
of consideration in changing the current law: (a) extending bank custaner 
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 geographically be limited to three 
miles fran the corporate city limits; (d) for ccmnunities of over 50,000 
people, there shall be three extended facilities; (e) one additional facili­
ty shall be granted banks in ccmnunities of under 50,000 people. This is 
the position taken by the MBi\ by the elE-'Ctoo 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 reoarnmendations of the M[V\ as expressed by MBA President for 
lIB 183. He feels the important points when talking about expanded facilities 
are canpeti tion, service, and basic fairness. He feels the banks need the 
right to canpete 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 p<:1rti­
cular bank corporation or group has a m:mopoly on gcxx1 service. Banking is 

} a people business and the independent bank can survive as ' well as the out­
of-state holding ccmpany bank if they offer gcxx1 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 SCIre sort of expanded. facility law and he feels 
this is the best an~ for tlbntana. He states that this bill does not ask 
for county-Wide or state-wide expansion, but only for expanded facilities 
within cam:nm.ities. He concludes by saying that the consuner is the one who 
will benefit most fran this bill by having better access to banking facilities. 

LYNN GKlBEL, 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 wcmt to provide additional customer 
service which presently may be provided by their competitors in the financial 
cx::mnunity. 
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L. N. SHONKWILER, President of the R1VLllli County Bank of IIillllilton, 
suggests that there are many carmunities .in the state of Montana that are 
not served by any financial jnstitution, and that the three-mile ]jmit is 
too restrictive. He \\QuId like to sec the law extendeD so that small 
cammunities having banking facilities could service other communities that 
have no banking facilities. 

IDBERI' H. WALLER, President of the First Bank, Billings, supp:>rts 
HB 183. Over 51% of their custaners live l:x::yond.a 3-rnile limit fran their 
banking facility. This bill \\QuId provide l~tter facilities for those cus­
toners. This is not branch banking - that is left to the &wings and loans. 
Detached facilities v.ould allow better service to the public, conserve energy, 
and eS"t<.lblish a measure of can~titive rX1rity illllOng Mont..:mLl' s finLlnciul 
institutions. See EXHIBIT B for further testimony. 

There were other prop:>nents 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 opp:>sed 
to HB 183. He said this is a perennial bill, it has been before the Legisla­
ture ~fore, WilS killo::1, und is now back (xJ,lin. 1m 183 js not n0CeSS<1ry uS 
there is already a vehicle on the l:::xJoks that will take care of this problem. 
It is the electronic funds transfer bill allowing the use of the ATH - Auto­
mutic Teller M:1.chinc th<1t will provjd(~ <111 the services t.h.lt 1m un v.oulc1 
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 dep:>sit accounts \vhich is not 
allowed for a detached facility in present legislation. It cun also serve 
as a loan operation because you can open checking accounts that have autcrra­
tic overdraft privileges on \vhich they can charge about 18% for overdrafts. 

There is no great public outcry for this legislation - it is being 
prop:>sed basically by the three major out-of-state bank holding companies 
\vhich are scattered throughout the state of M:mtana. There was never any 
public participation when the oversight committee was StudYll1g this situa­
tion during the interim dananding this type of service. 

He feels these three holding companies - the First Bank Stock out of 
Minneap:>lis, Northwest Bank Corporation out of Mbmeapolis, and the Western 
Bank Corporation out of San Francisco - want to render this service in order 
to get larger and serve Jlbntana businesses. Of the 22 largest banks in 
MJntana, the three out-of-state holding coITlp::mi.es own 18 of than. 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 rroming they 
are losing their PJsition, but sane fi<JUres hIck to 19(i5 show they ure not 
losing their position. In 1965 these three holding carqxmies had totill 
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 hank assets; 
Northwest still had 19%; and Westen1 Bank still held 7% at the end of 1979. 
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They don't seem to be losing their position. If canpetition is taking it 
away, it is not necessarily because of location. The savings and loans and 
credit unions h'wo boon much nnro il<1qrossiv(' jn pranotincr their own CilU!:"£,. 

These three out-of-state holding ccnq:xmies own 16% of tho QlnkS in M::mtana, 
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 tho giants. He feels MJntanans should 
control at least half our bank assets. First Bank Stock has total assets 
of over $12 billion; Northwest has assets of about $i2.5 billion; and west­
ern has total assets of over $30 billion. Fran 1967 to 1979 in the 16 
cities where these people operate there were 16 new hmk charters, and they 
didn't suffer at all. The Western Bank Corp. out of California, operates 
in 11 western states providing at-hone mnking services in 860 affiliated 
banks across the western U.S. These started in M:lntana in 1956 before the 
bank holding canpany law was passed. They tried to find IIDre banks but the 
act was passed because Congress at that t.imc felt, and there is no reason 
to doubt that their minds have changed very much now, that there was a 
rronopoly trend in banking crossing state lines and going clear across the 
U.S. Sane feel that federal legislation in tho future will chitngo Montanil 
law. 

President Carter had a committee formed to study this very issue on a 
nationwide basis becauso tho big lAlnks niltionwido aro doing tho SClrno thing 
as the big banks in MJntana v..ould 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 sanething 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 FErleral Banking structure in the next 
boD 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 MJntana Independent Bankers Association. Jerry Wallander, 
President of the MJntana Bankers Association is an independent banker himself. 
Mr. Pitts solicited the ccmnittee's support in killing HE 183. 

PHIL SANWUIST, President of the First Security Bank, BoZerT1c111, feels 
this is a foot-in-the-door type of proposition that you can call branch 
banking or monopoly banking. M:mtanans arc not asking for this. The First 
Bank systEm, Northwest Bank and Western Bank Corp are wanting this and they 
control 41-42% of MJntana' s assets today. They call monopoly hmking sane­
thing for custaner' s service and convenience, but we all know that the cus­
taner is going to pay. Three banks control 86% of the monopoly banking 
systEm in Arizona. 

Under branch banking bank presidents, local l:Bnk directors, local 
stoc:ktx:>lder control3 are done away with. This is not a deregulation, it 
is a shift of your banking controls fran M::mtana to Washington, D.C., be­
cause these are holding companies. !-bnopoly 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 ccmnunity for the benefit of 
local rorrowers. You can't repeal monopoly banking any IIDre than you can 
unscramble eggs. No state has ever established branch banking by the vote 
of the people. In Colorado a referendtm was voted down 3 to 1. See 
EXHIBIT D. Mr. Sandquist hoped MJntanans are not going to stand by and 
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and let the out-of-state interests line their r:ockets with MJntana dollars. 

A. JACK KING, Chainnan of the Board of Valley Bank,J<alispell, also 
serves as Chairman of the Board of the First Security l3cmk, Kulispell. 
Of the 14-15,000 banks in the U.S. only about 1260 branch or huve same 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 sane type of branching. 
During the same tiIre banks in 16 states utilizing limited types of branching 
decreased by 788. In the 15 states operating with unit banking such as 
MJntana docs, the number of Clctual h1nks increaseXl 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 1~ or branch for every 4,439 
people. Keep in mind tiut a branch or Cl part of a branch is never ccmpeti­
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 canpetitive 
factor for about every 52,000. In Montana where we have unit banking you 
will find we have one competitive entity or h~ for every 4700 plus people. 
We are already serving the public better th:::m in the branch states or those 
that have sane form of branching. 'l'11e conSl.DTler is being well served. 

The small independent banks do canpete well with one another, but when 
they decide to sell, they usually sell to one of the three huge companies 
1)('ci1us(~ thry have th0. Ilnnc'Y to buy them. rl'h(~ i 11<1( 'Ix'n<l('nt:~ 1).1V(' ill 'Ollt 81\. S 
billion in all of the deposits in the entire state of Montana, cClnpared 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 pror::osed for a 
bank soon which will be called the First Evergreen Bank and will be a state 
bank, a canptrol1er of the currency bank. If facilities are alloW'ed, each of 
the big banks will put a fLlcility right out in Evergr<:..'Cn, and suddenly 
Evergreen will have three facilities on top of the new bank that has been 
capitalized by M::>ntanans as a full service bank. This v..Dn't make it any 
easier for the new bank. 

See EXHIBITS E shONing condition of the Valley Bank, Helena, and the 
Western Bank, Bozeman. Their capital accounts for furniture and fixture 
accounts and property accounts are about 507, of the capital surplus - all 
small banks are this way. New smaller bcmks usually take a number of years 
before they have much in the way of e.arnings. They do not have the same 
opportunity as the large well-establisha::l bc"1nks in metropolitan centers. 
An FDIC and a State of M:mtana 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 hmk. 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 r-bntana Independent Bankers Association. 
During the last tID year period as a result of invitations fran Senator 
Regan and her camri.ttee, 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 depJsits and credit is avail­
able. Presently you must go into the banking facility to receive that 
acoount opening service. If you sup}X)rt the bill, you will have opened the 
door for years to ccme 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, arrl it is the person who receives the services that pays the price for 
this. When an indepeooent bank carmcnces, it doesn't ccmncnce with a grant 
f~ Minnea}X)lis to engage in business - it commences by going to the state 
banking l:x:>ard, showing there is a need in the ccmmmity and putting forth the 
necessary capital to open the structure. 

We learned sane awful lessons in the 30' s. One of the things that we 
had in M:mtana was a statute that allov;ed 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 r-bntana in 1968. Our 
Legislature repeal led 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 canes out here to put the heat on the camrunity 
bank system. He doesn't think WG srould do away with the state-owned banks 
that have been.capitalized on sound pJlicies, nor does the nation want to do 
so. ~lhen looking at the large city coporations, you are in ~rld-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 decmphasized 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 carrnunities 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 philosOphy along that approach 
is cc.moondable, that he is trying to provide the services to the crnrnunity 
and he is trying to put r-bntana banks in a position to canpete, and he 
respects him for that opinion, altlxmgh 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. Kitselrnan - within the independent banks how many have detached 
facilities? Mr. Pitts - all banks in M::mtana are individually chartered 
and capitalized. The ownership is the thing they question, like Minneapolis 
and San Francisco and these sane 25 banks in the state. Under present law 
each bank can have one detached facility up to 1,000 feet fran 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 ccmpany control? Mr. Pitts - there is no limit to 
in-state holding corJX)rations having branch banks. OUt-of-state can not 
expand since the banking act. 

Rep. Kitselman - how many .I\bntana owned holding canpanies are there? 
Mr. Pitts - ~ntana holding canpanies can only expand in .f\bntana, not in 
any other state. There are b;D types of holding canpanies - one-bank and 
multi-bank. There are approximately 47 one-bank holding companies. Rep. 
Kitselman - there are three independent banks locatErl 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 are all located within 1,000 feet 
of the downtown area. The city has expanded east to west to approximately 
20 miles. He is confused. 

Mr. Pitts - the holding canpanies 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 fErleral 
level or for ownership and transfer to officers within. TID 183 \<X)uld 
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 problan. 

Rep. Andreason - There are u..o great differences in what fair canpe­
tition is - one saying we should create than - see a need for service - and 
also what the possibility of the cost would be. On the first issue, the 
definition of fair canpetition - as JVbntanans we would want to have a systan 
whereby everyone ~uld want the optX)rtunity to canpete and get what we want 
for our rroney. How ~uld you see this bill as stifling fair ccmpetition? 
Mr. Pitts - Congress recognized in 1956 that the big ones were getting teo 
big against the little ones. The free enterprise system gets teo monopolis­
tic. We are not doing anything in this state that \<X)uld prevent r-bntana 
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 S.o they don't 
get too much bigger against the little ones. 

Rep. Andreason - how \o\Duld you suggest that the problan of the small 
community without a bank be taken care of? Mr. pitts - this bill \o\Duld not 
help Darby at all. There are 90 cities in the state that have bcmks and it 
isn't possible to put a financial facility in every little community in the 
state. Credit unions WJuld be better able tD service such a carrnunity as 
they utilize volunteer help and they can \vork on that kind of a resis. 
Regulatory autl10rities WJn't permit you to operate on a loss basis forever. 
At a cost of $300-$350,000 it just wouldn't payoff over a reasonable amount 
of time. 

Rep. 0' Hara - most retail credit unions \o\Duldn' 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 sane 
control of the number of banks so there would not be unrestricted closing 
of banks as there Wc1S in the eilrly 20' s. 
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Rep. Jacobsen - whi1t is your personi11 feeing i1S an independent banker 
and representing the Montana Bankers Association which represents the majority 
of MJntana banks? Mr. Wallander - he testified as a M::mtana Bankers Associa­
tion representative. During the meeting of the l:xxlrd of directros of the 
MBA., he voted against the fX)sition taken by the HBl\. 

Rep. Wallin - because the savings and 10:"1ns are now able to perfonn 
the functions of a bank, has there been a switch to S&Ls? Mr. Pitts - no 
refX)rting date has been set, so he wasn't sure. There are bound to be sane 
small accounts that have switched. This just became effective on January l. 
He thinks the switch will come in the $100 bank checking accounts because 
there v..on' t be a service charge on thEm. 

Rep. Robbins - feels Darby needs banking facilities. lIe is fran that 
area. Is there any way ~ can rerove the three-mile limit and establish 
territorial limits? Mr. Pitts - thinks that is a reasonable canprornise 
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 prim .. '1rily because of sane Umita.­
tions on capital assets, that v..ould cast a certain light on it; if on .the 
other hand they are not limited that v..ould ("..ast a different light on it. 
Mr. Pitts - the law as now on the l:ooks provides that each bank can have 
a detached facility within 1,000 feet fran the rrnin bank. This bill says 
that in towns of over 50,000 each bank could have tv.D additional detached 
facilities, so they v..ould have a total of three. In towns under 50,000 
you have one additional detached which would make a total of t\\.D. 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 v..ould 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 v..ould 
be prohibitErl fran taking advantage of this. r-bst 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 fi1cility which v..ould bring it hIck 
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 
rnore capital. 

Rep. Vincent asked to be given a list of the banks Mr. pitts represents 
that v..ould be in a pJsition to build a detached fi1cility under the limiti1-
tions that are in the law at the nunent. Mr. Pitts said he v..ould supply this. 

Rep. Vincent - is there sanething else that should be thought about at 
this time? Same banks have spent a lot of rnoney on new fi1cilities expecting 
to have an aro...a f0r operation, and the expension of detached facilities 
v..ould have an adverse affect on than. Mr. Wallander - it v..ould be fX)ssible 
to have too many detached facilities in a small area if all banks chose to 
expand. 

The oprx>nents tiIre had been used, so the Chairman asked Rep. Fabrega 
to close. 
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Rep. Fabrega closed saymg this hearmg was on HB 183 which is the 
detached facility bill, and not on SB 5 which is a branchmg bill. 

One of the a:::mnents made is that the public is not here askmg for 
this. Who is gomg to drive to Helena, take a day off \.\Drk and be here 
m the middle of a territorial fight between bankers? All the public wants 
is banking service conveniently located to than, and they don't care who 
provides it. These arguments were made when the established banking 
camnmity in the downtown area wanted to provide drive-up windows. They 
had to be given the opportunity to establish a detached facility to accam­
mxlate the drive-in. M:>st any new bank being built now has the detached 
facility directly connected to it. This was fought just as vehEmently then 
as allowing t\.\D rrore is. 

Once you have established an acc"Ount with a bank, you can pick up your 
prone and conduct your banking business, so the lln[X)rtant thing is where 
you first establish your l:lL,nking relutionship. Bcc<1use of the energy 
crunch arrl the higher cost of fuel, and in sane places the downtown con­
gestion, it makes far rrore sense to have a detached facility where people 
can receive funds, cash checks, or open new uccounts, which fIB 183 \.\Duld 
allow than to do. l\. supcnnarket \.\Duld l:x.~ II rx>tential place to hllVC one. 
The idea that every detached facility is gomg to cost $250,000-$300,000 
is ridiculous. A dctache'd fllCility of Lln independent or <1 nZltionZll b:1hk 
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 op[X)sing this bill - e1ey could 
not do so in good conscience since they already have the ability to branch. 
loan officers are available to him by phone, which is closer even than a 
loan officer should one be placed in a detached facility. 

An additional benefit besides custaner convenience of HB 183 is that 
if the federal regulatory system allows interstate branching in the near 
future, tOOse banks that are already in place in Montana, whether they 
are indeperrlents .or nationals, will be m the unique [X)sition of being able 
to rrove in their loan officers and they are there. This \.\Duld preclude the 
chances of outside big interests being able to capture rrost of lIIbntana' s 
banking field since that option \.\Duld not be nearly as open to thEm. 

A'lM's do not serve well as detachE:.u facilities. The three mile or the 
1,000 feet restrictions are all canpranises. He \.\Duld say that at the dis­
cretion of the directors of hmking in M:::mtana, a detached facility \.\Duld 
have to be applied for and if were feasible, it should go there. He \.\Duld 
eliminate all those limits, because limits run D1tO situations where you 
could have better served the customer if you could have gone another mile. 
But these limitations are there just to appease somel:xx1y. 

He thinks the whole question here is that same banks don't want to 
provide better custaner facilities, and tha.t they \.\Duld rather use their 
rroneyto make rroney rather than providing a detached facility and offer a 
better service to their custaners. Because they don't want to do this, 
they feel they have the right to prevent those that do want to do so fran 
being able to do so. He hopes the ccmnittee will find in the interests of 
the, consuner that HB 183 srould pass. 
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HOUSE BIliliS 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 as]cncy of 
the federal or state government that is in a position to lend rroney and 
canes 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 ooonomic fluctuations. 
The l\bntana usury laws are detennined for lenders by a floating formula 
based on the federal discount rate and allow so many points under one cir­
cumstance and so many rrore points for another circumstance. That indirect­
ly controls the Retail Sales Credit Act as to the supply of rroney to people 
in the retail business. Credit is a convenience to their custaners by of­
fering financing of merchandise they sell. To canpound that floating 
situation we have the present limitcrl or ceiling interest rate that can be 
charged for retail sales financing. 

There is an additional act that is the ConslIDler Finance Act. There is 
a bill ccrning on a bit later, sponsored by Rep. Fabrega, that addresses 
what is oammonly 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 rrost of the 
present language - it goes fran lEge 1, line 12 to lEge 4, line 2, and that 
is the whole substance of the bill. It reads "~otwithstanding the provi­
sions of any other law, the finance charge included in a retail installment 
contract shall be at a rate agreed up:m by the retail seller and the buyer." 
That is the whole thrust of HB 239. We have tried so diligently in the past 
to detennine what was thought would be a prudent ceiling for financing re­
tail sales, but with the ever-changing oconanic conditions the merchants 
find thEnlSelves in a position of not reing able to finance their sales. 
Take automobiles, unless you have a finance program through your manufacturer, 
you are totally out of the market bemuse by the add-on rate, presently you 
can charge up to close to 13%, and yet hmks are charging a friendly rate 
of 16-17%. 

Supply and dEmand is what determines the cost of rroney, but we also 
have the federal ruling pcMers and the rroney 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 danand of rroney. 

JERRY RAUNIG, Executive Vice-President of the Montana Automobile 
Dealers Associati0n (MAnA), which is the trade association for the fran­
chised new car and truck dealers of this state. See EXHIBIT l\ for i1 

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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rronthly payrrents at varying interest rates. He urged the ccmnittee to 
give HE 239 a Do Pass with an ~iate effective date. 

IARRY HUSS, M::mtana Savings and Loan League, Helena, thought a full 
appreciation of the problem that has been presented before the cannittee 
today necessitates a little understanding of the history of the tenn '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 M:>slen reli­
gion, by the Buddists. It is curious to note that in each one of those they 
pennitted you to charge usury or interest to infidels, gentiles, non­
believers. When the Christians took up the concept, they m:x1if ied it. 
sanewhat and they believe::1you could not charge interest simply to hold the 
rroney, but you could charge it after a p::>int in time after the rroney was 
back. When that concept came across the seas to America, the economic 
reality of the world was changing rapidly and it was a ccmron practice in 
alrrost all of the western world that interest was a legitimate charge for 
the use of money. 

It becane recognized as money for salc, 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 (xmm:x'lity. In M:>ntana, the first usury 
laws appeared in the late 1800s. It WLiS i1 very short time thereafter that 
exceptions began to appear. Again ranoml:xx, usury docs not connoL.,te a 
certain rate of interest. Usury has always been defined as a prohibited 
arrount of interest, prohihited by th(~ 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 goverrunent. 
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 tffilPle 
and other such people - you are talking about a group of business men and 
regulated lenders. The savings and loan system 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 canmercial paper. 

Savings and loans are desirous of participating in the market, but they 
carmot do so if their rroney costs them lIDre 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 suppressing markets. 
They support roth HE 238 and III 239. 

JOE DIEHL, Senior Vice President at Federal Savings and IDan, and 
Director of the M:>ntana Savings and Loan League, support and are in favor 
of HE 238 - elimination of the USUly ceiling for all regulated lenders 
including savings and loans and building and loan associations. Because 
of the influx of various additional sources of lIDney and credit through 
the increasing number of financial intennediaries such as banks, savings 
and loans, credit unions, nortgage brokers, rrortgage bankers, from outside 
the state as ~ll, an additional supply of money and credit has ITh.l.de this 
a highly competitive commodity not really requiring usury ceiling restric­
tions. 
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JEFFRY M. KIRKIJ\ND, Director of Goverrunental Relations, M::mtana 
Credit Unions League, supports roth HB 238 and HB 244 tecause they affect 
the 25 state-chartered credit unions, but if tJ1e conmittee determines 
that there is industry-wide need for relief fram 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 M:mtana Bankers Associa­
tion which represents 165 banks in funtana. They are in support of HB238 
and HB 239. See his detailed testirrony EXHIBIT C. 

GENE GODFREY, Montana Equitm=nt Dealers Association, and also employed 
by a tractor and equipment company in Billings which has stores in Billings 
and Sidney, addressed his renarks IOClre to I:ffi 239 as it pertains to the 
industrial equiprent and construction equipment businesses. 

In 1975 they strongly supported a revision of the retail installment 
sales usury limits fran 7% to 9% add-on on industrial and construction equip­
nent. This was passed and one of the concerns at that time was the interest 
rates being charged were too high - that everyone \\QuId inmediately go to 
the 9% add-on. It is very interesting that in 1974-1975 is when ~ net the 
all-time high of 12% prime and after that the interest rates carre down fran 
1975 to date. It wasn't until 1979 that we ever charged the full 9% add-on 
on construction equiprent. Up until that time it fluctuated in the 7% 
range. This is a very canpetitive systEm, and we have to charge the interest 
rate that is carpetitive in the market. 

Their canpetitors are not only within funtana, but the largest competi­
tor is in South Dakota, and the usury rates in funtana put thEm at a direct 
disadvantage when ccrnpeting 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 IIDney because of the cost of canying the contract. They 
finance quite heavily and it isn't an area that they necessarily \\QuId like 
to be in - prefer to leave that up to the bankers, but because of the nature 
of their business, the cost of equipnent eliminates a lot of the banks in 
Montana to be able to do the financing they need. Scme of their equipment 
costs as much as $1 million, and a lot of fvbntana banks do not have a $1 
million dollar lending l:imi t. 

If a bank does have a $1 million lending limit, the custaner is reluc­
tant to rorrow because that uses up the contractor's line of credit for 
operating capital at the bank. Therefore, the custaner leans on thEm quite 
heavily. Likewise, since the IIDnetary control went into effect in April of 
1979, or 1980, they have to borrow their IOClney 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 carmi.ttee to support HB 239. 
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CURI'IS B. HANSEN, Executive Vice President of the M::>ntana Retail 
Association, Helena, said they are in a rather unique position in retail­
ing in that they need to be able to oorrow TInney and also have to be able 
to extend credit to their custarers. They have to VvDrkhand-in-hand with 
the lending institutions or they just VvDn' 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. See rrore canp1ete testimony in 
his EXHIBIT D. He supports fIB 239 if it is not amended. 

JOE TAYIDR, President of T & W Chevrolet and the Northern Leasing Co. 
of Missoula, and a rrenber of the State Banking Board, favors lID 242. See 
his testinony EXHmIT 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 thcm..sel ves for 
the benefit of the ccmnittee. Chainnan 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 Regulation 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 arout 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 sane other states. 

Can you give us SCIre idea of what you think VvDuld happen in the in­
stal1lrent credit business if that were eliminated? Mr. CUrt Hansen, 
M:)ntana Retail Association, told the cornnittee what happ::med 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 
IX'ints. The canpetition brought it right back down, it dropped a little 
bit below the levels they were before, and now it is just arout at the 
sam: level. 

Rep. Vincent - sees this as a very sensitive area because just arout 
everyone carries one of those things around. If this is made imnediately 
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 canpanies were easier to get along with. They dido' t have so 
many excuses for a $20 annual charge or riandating certain t.hi.n:js to their 
custaners. 

Rep. Fabrega closed saying the reason for having seven bills here is 
because if one approoch is not satisfClctory to the cannittee -we h.-we the 
other options available. There is a limitation as to when you can introduce 



#12 

1/23/81 
Page 11 

bills and so sane of these bills are backups. But there area couple of 
areas on transfer fees that are on another bill that 'We probably need to 
incorporate into the carmittee decision. A ccmnittee bill may be best. 

Ceilings, in his opinion, have \\Qrked badly. When the ceiling is too 
low, and the cost of Ironey on a national level (and that is what 'We are 
canpeting· with) goes arove those ceilings, the consumer simply has to wait 
until that pressure camcs off before he or she goes out to buy that auto­
nobile, etc. On the other hand, the ceiling works against the conSUlTEr 
when the rate goes bEilow the ceiling because there is a tendency for sane 
people to interpret this as what the Legislature 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 cc:mrcrcial rorrowing was betv.>een 8% and 9%, 
depending on the arrount you were borrowing. Auton:obiles 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, 
nol:xx:1y knows where the compcti tion is. In his own business, when his 
volune decreases he has to offer a better price, and that is really what 
the marketplace is all arout. 

If, as he hoped \\QuId be done, usury ceilings are rerroved 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 
irnprovem::mt ccmnittee. The reason he is carrying all of these bills is 
because bank presidents, auto dealers, finance canpanies, 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 \\QuId have been left out in the cold. 

The meeting adjourned at 10:45 a.m. 

REP. WILLIAM RAY JENSEN, Vice-Chainnan 
',' / 

Josephine Lahti, Secretary 
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HB 183 -- Expanded Detached Facilities 

Q. What is the purpose of HB 183 ? 

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

Q. What are "detached facilities"? 

A. 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. 

Q. How would HB 183 change the present law? 

A. HB 183 would permit banks in municipalities with populations of 
50,000 or more to establish a total of three detached facilities 
on~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--maTi1'-office (as permi tted under present law) and one addi- ..." 
tional facility which could be located up to three miles from the 
city limits. 

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

A. 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. 

Q. will HB 183 principally benefit the larger banks or larger banking 
organizations? 

A. No. HB 183 will benefit any bank in Montana which wants or needs 
to provide more convenient----s8rvice 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. 

Q. Who will benefit most from HB 183 ? 

A. Montana's banking customers. Banking services will be made more 
convenient as additional detached facilities are established. 
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'IESTJM:Ni GIVEN BEFORE '!HE M.:NTANA IDUSE OF REPRESENI'ATIVES 

cx:M-fiTI'EE 00 BUSINESS AND INOOSTRY 

IN SUPPORI' OF H. B. 183 

In S\.lI1ll\cny of and Supplerrent to rffnarks mare before the Carmittee 
H~aring held January 23, 1981, 8:00 A.M. by 

Ibl:ert H. Waller, President 
First Bank (N.A.) - Billings 
Billings, Montana 59101 

J .' 



, 

'Ihis staterrent is in support of H. B. 183. Billings, acoording to the 

recent census, has a pcpulation of approximately 75,000. The population 

concentration extends six miles East and Viest fran the central business 

district where First Bank is located. Growth will continue to the East and 

West away fran the central business district. 

W2 are a retail or COl1s~r-oriented bank. At the year end, ~ had outstanding 

oonsurer loans of SCIre $60 million, represented ~ over 10,000 acoounts. This 

is tffi largest installnent loan depart:Irent tet:veen Minneapolis and Seattle. 

In addition, ~ serve another 30,000 checking, savings,and loan custarers. 

A delrographic study indicates that 51% of these custarers live over thr.<:!e miles 

from First Bank Billings. 

We sllH:X)rt tffi arrendrent to the existing statute as a Ireasure to rrore adequately 

serve trese consuners, and as an energy conservation neasurc - b:r' p;,"o·,·iding 

limi ted 1:E.nking services in areas where our custaners reside. 

'Ihis is not branch lxmking legislation. Section 5-1028 specifically prohibits 

uri..lllcl1 iunkin<j -- Under Pilr<.l<jraph 1 of Section 5-1028, dDtadx~d 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 Irerely to 

allow additional detacffid facilities to tetter serve tl.e public, conserve energy, 

and establish a Ireasure of competitive parity among Montana's financial 

institutions. 

I urge a unanirrous 00 PASS for H. B. 183. 
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What About Congress? 
The comments of the new leadership of the House and Senate Banking 

Committees 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 s1Tessing that 

"interstate branching, to understate the case, is a highly emotional issue, 

and I 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 interview 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 .... I am not willing 

to give up some tremendous personal services [offered by smaller 

institutions] In return for being dominated by 10 or 12 superbanks from 

whom I don't think you will get the same services." 

In this connection, it also is worth noting that when Mr. Eizenstat 

reported to 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. 



FACT SHEET 
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 1hree 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 to statewide branching and holding 
company acquisitions in 1961 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 local institutions to respond to community needs, and threatens 
ruinous overextension by aggressive dominant banks. In small 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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PJ{()SPE('TlJS 
- ... _------._- -

TilE VALLEY HANK 
of II l'll'na , Montana 

Shares of ('Olllliion Stuck 
(S,f(),OO 1'~11 Value) 

THLSF SH.URI IllS IIA VF NOT BlTN ,\I'I'I{()VIJ) OR D!SAI'I'ROVFD BY TilL 
l:NITFD S :'AIVS SUlJRITlIS A~t) !"J'I "\NCiL (():-V1MIS~)I()N OR BY TIlL 1\10N­
TANA SFCURI nl',S ('O:-'I:-'USSION, NOR liAS lTIIlU{ PASSED UPON TIlE AC­
CU RACY OR ADH)L' ,\CY ()r Til IS I'ROSPICTlJS, ANY RI:PRFSLNTAT!ON TO 
TliL CONTR:\R Y 1'-; ,\ CIU\ll:,\/\1 0111 ~Sl. 

Pri'.:e S 10) .00 per Sharl' 

Thl'~l' Sl'curities .\Il' O!krl'd ~h a Speculation (3) 

(I) The II tTeri 11 g price 0 r the '>CCUI it ics 0 ff l'll'd hereby has been ar bi t rarily det Cf III i !led and 
docs nul Ile':l'~sarily hear allY reblillll II) tit,,: \alue of the <,hare~, The shares afe offefed,>ub­
jl'\:1 tn prill' ~;Ik, Illl' I i)'ht ll) lej,',.'t \lrdl'l\ ill wI Ink Of in palt. a;ld subiect to certain othl'l 
condilioll" 

(2) Ihi, tlllt'llll~' \\ill hl' :.old 11\ I ill' ()ll!;tlli/l'l\ ul 111l' Valin' isdllk 01 Ildl'Il;t, \lolltal\a, 

\\itllp\ll ,dllll,' l'dlllllli\',i<.'11. Tltel,' \\i\l Ill' \I)IIl<.' C\1 ' t'Il""\ ill l'1)IlIIL'ctioll willi till' urferil,!:" 

\\l1i,'11 \\ill illl'lli,k pli111111:', Il'p,t! Illld a,','\ltilliilll' 1'\ 11\'1}\,", , Tlll'll' \\ill al\o he l'.\PL'Il\l'S cpn 
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EXHIBIT A 

SOUIH'E AND APPLICATION OF FlJNnS 

Source of Funds: 

10,000 shares Common Stock to be sold 
at $105.00 and allol..'aled as follows: 

Par Value - $.tO,(X) . , ........................................ . 
Surplus - $40.L>O ............................................ . 
Undivided Profits - $20.00 ............ . 
SurciJargL' at 5% - $).00 

TOTAL FUNDS 

A 1) p!i~ If:.ll~_'l-(! U~~11 d s: 

Capital Assets for Dank 

Lilld and 5,O<.XJ "4. fl. Building ............................... . 
Fi.'itUlCS (Vaults, ell..'.) ...................................... . 
Furniture (Teller line, Cll..'.) ................................... . 
~1aLhines .................................................. . 

TOTAL CAPITAl. ASSFTS 

C~hh Rl'scrvcs rOt Nnv Bank.: 

Total Funds Available ....................................... . 
Less Capital Assets .......................................... . 

•• Less Organi/alion Cost~ ..................................... . 

TOTAL CASH RrSERVE FOR BANK 

rOTAL APPLICATION .................................... . 

•• 'I he pre-org::lI1ilation e\penses are estimates. If ehartered or not any 
balance remaining from $50,OOO.(X) will be refunded to the 
\{Ild holdns Oil a pm! ,ILl !l:\\i". 

$ ·tOo,OOO.OO 
·WO,OOO.OO 
20!),OOO.OO 

_'. ?(~9Q(LQ() 

$ 29),000.00 
47,072.00 

(),146.00 
__ J) 1)68.:90 

$1,050,000.00 
36~,586.00 

_.5 () L(19Q:i.IQ 

~_~86,41~OO 

$1 050000.00 
- ~-,);::=~~.;;:=:::----::: 



ST A TEMHH OF CONDITION OF THl, /\~' 
WESTERN B/\NI< OF BOZEMAN '1" f ~ 

Ell/! :,1:\1 J, \'(I:! r 1,';1. 

As of Close of IJusiness, December 31, 1980 

RESOURCES 

i'11'llli;,,-,), 8ldrJ, & l IIld 

Cds!' & DUI' frun, flM'~:; 

Other Rl'~t1urccs 

omCERS 

Oon \V. Lid,\( h. f'ru,id';:li 

~ 17.0('.0,6 i 4 3(l 

>1 I?;'~ 8, jl 0-7."1 ') 

"'1 ',,f'. HI. 1 i. 

'A7,112.1'f 

nB)3!,B9 

$!H.790,.H<f 39 

[lcH,iel K. [dw..rds, h,)Cl'! ", Vi,,, ['''''.i ",r:' 
[)onl.d Brower, A \ P 
1<.1(1'11 \VLo"r, C,F,hil:r 

C'pd,,1 ~;'.,),k 

SUlf;II:, 

LlABILlTlfS 

( JIII"1 ( ''1 ,it.d AI I I·,. 

I .. ! .. ! C"pil,d 
Otfll!r Li"b:iilius 

Dep' )·,i I', 

DifHC10I<S 

[\ Ii 'N. l i"f,s, h. Ch·)inn., 
[\"li,,1 K. [,lv,M,l<; 

[i,n ~Jull 

/\!dr: II ~tD. 

Grl'Je,!'), (\, Licbsch, A V I' ..I",~. IluIJl(, 
f'.lUl V, B,(!dr, A V P 
8""11Y HiHlko, t\ssist(wt C;,.h:,'( 
/\r'l.1:'c:l Di tvt~rcn, [-.::nrlJtj\e ~;(" r·,.~l<lI'1 

~v1." l A. !\1cnl,'. 1 L 0 

An Indf'pendf'nt Full Service Bdnk 

~ '})O,OUO.OO 
S~jO.OOO.OO 

111)) 11.71 

$ 1516)11.23 

$ 134,819.66 

17.138,918.~jO 

$18)90,4"9,]9 

1632 We~t I"klin Strpet 

BOlmn,ln, "'~Olltllll" 

24-Hour Aulo- T ,-,I!er 
M,)in M"I!, COl!'lTIilfl, Montilll<l 

Membor F.D,I.C. 

Opened April, 197 I 
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CalEfornio's 5ur2rinl'endcn1 of bctnfcs rnakEs some 
surprising discfosures about the direction of the 
stai'e's' brJn!dng system 

There is a point at which hdUk Si7C 

heglllS1()i,:;:-on'-;1JS:'iIT~Cr-;::Z;pJ(,_;U1d 
c(iTliTTmn i-t1es-;-rt.·( l1rrlV-r{: \ (';! It- d 
C;tliro~l.!r!TTnt'('n(!.~..ii:L .. pr 

BaJl~~~.l:.0.u· the 
St'n:/TC"'Su ben III 111 i t l.S!'....D.U...!.::ililJ lei a I 
I r'l'1 i tu riliiYs:-:;T:liTc t p I a (' e d 0 III i Il a -
licIITiTr1hc S[(lfc's brallchill!; giants. 
he suggested. has r('whed in di~;ld­
va Ilt a ged COil S lllll~ rs ;IIH1 co 111-

1ll11llitics, an ullhcahh), (fllllpctirivC' 
climale, alld crmioll of s(;lI!' cOlllrol 
(Jver ball king. 

I.os .'\Il;:elc~ Illt'lgld ill l~lI;:\ to be­
('1)111<: Ihe sl:lte\\,idc Crockcr­
Ci,i/l'Il\ '\;lliull;il H;IIlk. That S:lllle 
~C.!l' B;1ll1-. ofCdifolllia emerged as 
:\ S\;!!ch'ide ~y~tclll. 

Wells Fargo B;lllk 1I1()\ ed into 
soulhern Califolni;1 10 lll'colllc a 
~1:tt(,\I'idc ballk ill J ~lI)7. The ('ollow-

'ill!! year the ~t;lle\\idc Sccurity 
Pacific !\atiorlal B;!llk le~lllled 
frolll (h!' Illcrgl'l' or Set til it) Fir\t 
:\;!tioll;rl, Calif'ollli;l's secolld 
brgt'st bank, I"ilh Pacific !\aliollal 
of S,ln Fr.iJlci~co, t~lIi()1l Bank. the 

Branching Patten} in California ~I;!t("S ),ixth Lllgest, I,(,ll! ~l:ltc\\'ide 

~
;Il I ~)()0 by ;!c<j IIi I ill~ 0;1 t ~;llld Ba II k 

• ", " (If COIlIIlIt'J(('. ()1I S('[lll'lllhcr :W, 
I . S:alc\\'lde br;lIlchlllg 1!1 (.;lhfOl- i ~17:1. !'.;1l1k ()f '10k, () of C:1:ifollli;1 

I ~lIa I~ allllosl as old.'l·, the st.!I!', ILl\'- l\llldl;)\('d all tlll' b:IIILillg hmilll'~~ 
f 1?g.be~n.;\dop~edl,lll!)(!?IIl~~no 0\' S()llfhnn California First ~a-
I Cclhf(~lJllas 4 1 st,lle b,.Il~,s had a iiLn;d 10 form the statewIde 
• c~JIl1bmed t~t<ll of 3G bhlllches. fly C~tlif()1 nia Firs! Ibnk, 

~
CbrllarY 23, l~j27 thc)(,' wCle 313 I 

stale ba~l.:s with 707 brar~ch('s, / Ct!ifornia's nille brgcsl banks 
. /.11 e 51:11('\\ ide S\',I('III\, \rith (0111-

, . III 1 ~l;')O t~)t'I'(' \\';: \ (~lIly () lie lw ~V l)j 11 (d d q )()~i! S 'of S 7:2 bill iOll, or 
with ~lAtc\\,J(le faCllJlJes--Ballk 01 tI(i,G(i( of the q;lIe\ !otal, they op-
An;enca, formerly Bank of IiJly. crl!e 2.~:)(j (7~U'.~) of C:rJifolllia's 
",Imh h;)d earl)' adopted Ihe gnal of j,:I/': III ,lIIeh uf!icn, or Ihe rc-
a b:anch in each ortl~(' st:lte\ jlopu- maining 1 :1:') !1;lllk, ill lire st;Hc, J:) J 
1<10011 cellters. [he sccond 11;1\(' bl.rmhes, 
stalcwide bank, tile ()Id First West-
ern Bank and Trllst. was forlllcd 
through a series of mergers ill llnlll'a1fl.y Comprlili\'e Climate 

1954. That balik's 110idillb CO!ll- 0 
Pany acquired C;tlif~'rni;! B:lTlk inc . \\"11' 't ! ' ~' I I 1I111(' ~(;l!e\,J(,e 1;IlIKS ;re-
19:19, and out of tlla,! merger I\'as 'f ,-(" f'! I " . 

l' jqr.] US J 'D ((llilltillg: or SI ,( () t It' )all~llIg III 
UC;)tt:< 10. '~ ,at .. US!ICt' . ('- C;difol,;i". n(,11 "ith the 1(';I'lm:l-
o:lI'tJJ1ent IIIslstencc, 1\\'0 qatcI\'l(ic II ' 1 k I' . . Ir r _, , • ) I ;n;L' 1 I'."l\'(' Ill'\\, ).111' f( ('n~lJ)b' 
banks-hnt \\ ntnf} ILllk aIld '-.. "'. " . 
'r' C d t" I llie q;lte s h:!l!klllg.ls dOlllllla:ui by rust ,ompallY anlllte( .• 
C 1

·[ . B k thc !argcr \):lIlb, ;lcklJoI\'kdgpc! 
,;1 I orlll;! an '. \11, Sdllilin 10 Ill<' Sell:I!(' s'lIh-

CIO( l.o-.'\lIg1o ~;ili(lII;ll III S;11i 

Fr,!IH isco alld 'Ci:i/cl'!\ >::I!i()!I.d of 

Pagr 4 

I ,)/llllli!I'T, "j·,II:"""'.' ill a II (T­

Clltcrl'll<'(' C(()ll()lIl), II'" (11111, h;IS " 

Cll';!hili!\' 1(1 ;tllnw the bc~t 

}';!Ild and "roil' alld Ibe WiJl'. ,-. 
;1\\';1)';" hc cO!ltinued ... 
checked, it also gin's harl 
cap:!Cit)' [(l ;lltelllpt to clcve! 
f.lir :\dV;IIl!:lge, np('(ially ( 
ba,is of size dUlllill<lli,m .... 

As;! cl:r.\~i(' <"x:!lllplr o! 
dominancc and lu.s· 
(olJljlctilin' 111;11 kn ;H!I';trlt;1 
h;lllL ~Upll ililt'IIc\(,Ii! lI;Jlfl,'i' 

or AlJlcricl. "Eightc(,1J jCd: 

II'h('n B:!lIk of AIIllTic.! illtT(' 

B;!IIkAl!l('l i( ;1[(\, it \\<IS tll< 
b;llIk ",'ilb tll(' q:!l('\\'iC\c dOllli 

;,Ild inllu('llcC to be ;d,!c t') ~l. 
I,illl ;1 (lll("\';lllk-ll'lllroll"d 

(.lld ;111<1 ~Iill gel <I drlllliC;)l1 
li(!1l ill the credil-card field, 
\'(';Irs };tIer, aflcr some att·~ml 
other individual banks. lhr: 51 

~1;)tcII'idc banks such <'s 
J. arl."O 1)~lI1dt'rl togethcr to 

\1.1~;er Ch.lrgc in Califomi;1 
olle IUllk 1\';15 ill a positioll 10 

pete ",itb Bank of Ameri(a. 

"For 11j(~ last len vears, IIIl 

llIulIth. Ibllk of' A,,;erica lias 
1I101l0jioly 011 Bank/,:neri, 
FHTI' busincss in CaEforni;, 
1'(,lAcd to, Cl1T)' BallkArIltl 
necded to deal "'ith (JlIC ballk, 
0; A rnerica E\'cry cllstorllt, 
II'.lllted 10 In\{' thi~ clrd h:.d t 

it through OIlC hallk. Ear 
/1,~Jleri('a, This ol)\i(lu~l)' }Hlp' 
~lll (. ;1 ~lIh~! Illli:!l rll;uLet I" I 

ti(.tl IJY !LlllJ,; of Alllerica. 

"TlIi~ is IIf)t :1 !JC;J1tll\' rOf1ljJ('t 

(1:111.11(' :llId, i:1 (Ill! 1IIIIId". II.i' 

l':",id"t! (:Ibf"rllid hidl ',h(' 
1)"lIkill;~ (Iilll;d('. III !he LICL' (.' 
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· '.4 recent study provides evidence that "tde,' ('.lJlll1:I:Jit\ TII(' 10 ;;"'[(1' 

dCjl' ,it I ;,!I' 'lIl.ln i',!Tlls ill tlll';l/ ,'a 
i:, .tll >Ill .~; to !, III ~:ll.·;. I··hidl 
/1'1111.11;", 1":1 sl.ll'·lIitic "'U,I'.~(, "f 
(iF.~ (t():;i1III;III~ I ('L:iqcn'd III th.iI 
brandl. rq,;ardles< 'of where 'l(Jall~ 
;11(, Ill.lCit-). 

the larger stafevV'ide bon/(s airnost without 
exception charge significoody higher 
rates than smaller hanks. tl study tvvo 
years ogo showed ~hat fhe s~ate's five 
largest banks consistently charged at 
least 2% more on cornpurable (OnSUnlcr 
loans than the seven srncdle5t northern 
California ban/c5 surve},c:d. 

"The}(' :tJe llO indcpendeTlt or 
]ocJ!h' ll\\"JI(·d 1,;!llb ill the \1i~si(J1I 
cli,trirt, .tlld \. (' J];,\ (' fOlllld it <lifo 

ficlIlt to nt:lbli,h slleh h;lIlks. givclJ 
the satllratioll nf lhe lll;ll'kct by 
or;\I]("1J h;lllks. WILlt cvidcll( e "T 

ILI\·C. ,ti'II()ugh it nl'l'd~ fllltlwr 11'­
~1';Il< h, 'll~',.L·,("',t, til:!! ;t 1(l(;I1 p,llIk 
\\{".r1d I ('IUrn ;J 1-'"1 (',!ler por:ilJll elf 
it, dcp(I'its to the :-di,,~,i()ll (('l1l11l1Jr1' 

it)". 

d0ll1ill:11HC h\' (Ill(' 1);ll1k. the ~Llt(' 
has no direrl'colltrol, and the fcd· 
eral authorities have scc:n fit to 
provine Bank of America with ad­
ditional new h;mk locations :i1111ost 
as fast as Ole bank 'could apply for 
them. Bank of America now has 
1,071 branches in California," . 

Consumer Disadvantage 

The c:vidt"lHe ~ugg('~ts. l'uilltcd 
out Mr. Schmitt, that stalcwide 
branch klllking h:l<; !lot bern to the 
(ollSulJIer's :l(h·:llltagc. ":\ I("(elltl~' 
much publicized study by San 
Francisco ComuIller AnioJl has 
pr()\'idcd ('vidence that the LiIS"tT 
state\\'idc banks, alJllost withollt ex­
ec pt ion, charged signi fil-a Ilt 1)' 
higher rates than s!l1;Jllcr banb. 

"Consumer Action has cll:tI­
knged an ach'c:rti~cmt'nt by B;lllk 
of AIllC'lica which offered '1011"' 
bank-ratc' car loans \\"hen Con­
~umer Action surveys ~hcmcd I'.:tnk 
of Alllcrica to be ehal gill:~ the 
highest hank rate in the Bay area 
for car loans. A similar ~llnCY two 
years ago by Consumer Action 
5hO\\"("d the five largest ballk~ in 
California to consistently charge 
two perccnt or more more Oil com­
parable COllSlllner IO:l/ls than rhe 
rates (barged by the seven SIJ .allest 
northern California banks "hich 
were included in the slIrvey."' 

The r('sults of other survcys are 
consistent with Mr. Schmitt's' find­
ings, A recem stud), by Edward A, 
Traulz, for c:xamplc ("Bran~hing 
-the More Extensive, the :Ifore 
Expen~i.,.c," ill the Den'mller 19i6 
ffldrprtldrTlI Ballkrr, !'P, 1).1.1\), 
based on !It'w]\' a\';Jibbk daTa from 
FDIC's lI11ive"r~al-call.report and 
iIlCOfl)(··\t:ltt"IIH'l1r t.11'("\. c urn»:11 cd 
the 17 1ll0\t cr itic<ll ba n k· pcJi()rm­
,Hay 1977 

;II,C(, illdj,cs for plol.)i\!W ~,!;d('­

wide·branching, IiInilcd·hr;!1l1 b­
ing, Jnd unit-bankillg slal("~. The 
results strongly suggntcd that 
branch b;IJlks charge IJl()lC illl('JCst 
on loans and are Ic~s efficicTlt than 
unit b;1llks. 

Credit Rcdlining and Sipholled 
Community Capital 

(:f)lllJlllllliti('~. tuo, lId\ (' IW{,l1 

dis:1\ hall t ;l g l' db\' U 111 n t I i ct e d 
1'1 ;1I"hiJli:, \11'. Scllll1itt di"lo\('d. 
"WlliI(' LII !:~t' hI ;III( h !l.IIJ!,,' ;dIOI\' 

for tIlt: I1m\' (\! fllJld~ from nil(' ;llca 
to aJ)other \\'ith more Cd\(' ilnn ill, 
dl'jl\"Jldcl1t h;)l1k.~. thcIl' :l1(' ~('JlJ(' 
di';;I(l\ :1Jlt;lgn to thi, flull ;1, \\ ell. 
Our \llr\"('~'s ()f 1()\I·ill((llll(' ;llld dt'­
pI C\<,(·d (0IJ1II1111,itin sllll\\" tlH'1IJ tf) 

he ';UI'sLlllti;d n:pOll('1 <, of Clpil.ll 
thr()ugh the III :11)( h.1J:1l1kill~ pI (). 

(('ss. 

"Fur ('\;lllljlk, the \~is\iI)Jl :lrt';I 

of S;1Il FLlIlcis(o is une of 10\\' aile! 
lIlOdCl:lt(··il)(OJllt' L[lllilic<, :Illrl is <Ill 

"\\'!Jc"her or lI()t rhe h:IIILs (011-
sciou,ly atlcmpt to move funos 
from inl1er·cit\· areas to g,oll'iJ'g 
~llhlll bs, it is rlc;lr that the most 
:'gf;1 (,;,in' ICI:I1l "fjicers end lip in 
tire ~ ul HI I han IJ I ;u I rl 1 C'S, ;111 d the 
inner-cin' brall(ht:~ are often man­
;I)~('d hy' o!>n:ttiofls·type people 
1.ltill'l t!I,1I1 l();lIlllf :i( ("J~. All ,,/ tlli ... 

;[1 IC';I\I 1 ,Ij..,("S !jtll'qiOllS (()ll(crllirlg 
tht" p"tc'Jlti:d IIcg;\ti\"C'. as \\"('11 :1<; tire 
p",itil('. illll).\( t of the (';I")' il][r;I­

COIllJ;IlIJlit\" flo'" of fllnds jHll\ided 
by hl.Ill(·ll hanking." 

Poor Efficiency Showing 

F\idcflc(' g;lthncd !)\ ~11. 
Sl!J!lI:!t'~ office \\lrigcsts, I{Le the 
TJ :1ll11. study. that Lr;,llchil1g gianls 

:11 (' Il""~ ( f fit iellt, ;1'. \\('11 :I, ks~ rt· 
spoJ)<.,i\"(' 10 C()!IIJlll[llilies. Ih;!1l ill­
dCpCIlckllt banks. \\'hilt: in the- late 
1 q:)()\ :lllri c:lll)" 1 ~)(;()~ the advellt of 

to~r surveys of low-income Clnd depressed 
communif'ies shov.." thenl t? be suhstantial 
exporfers of capital throu!Jh tile branch .. 
bonhing proccsil For excrnlF/c, the loan .. 
to-deposit ratio of all banhs in the San 
Francisco ! .. 1ission area, an older 
cOITlmunity of lov.,- and rnoderate-incorne 
fon1i1ies, is about .23 to 7, or 23%, 
vlhich conlpores wit h"o sfcdevlirle average 
of 64 %. \lk'hat evidence we have suggests 
f"flot a local banI< vloufd return a greater 
portion of its deposits fo t~e A1iss;on 
co til n1 unity. 
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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 i"o provide the 
type of competition in banking, and 
especially in EFTS, that will ensure 
the consumer gets the best balance 
bet\-veen low rates and good service. 
COll1plltlT tel hnology secllled t() 

suggest brg(T h;lllks \\ollid I'ni()\ 

significallt l'IOlltllllil'S of sl;dl'. I\(' 

t('stilied. ill( 1t';I~illg sophislil;lli(1I1 

or Ihe compllter ;llld lll()IT~I)l'(ill­

cally of I Ollll1ltllliclti()11 l'qllipllll'lll 

has LlIgdy di'pelJt.d Ih;lt pllll'llil.d 

a("';! III age, 

"The S;IIlIl' Iypes or (Olilplllcr 

alld COlllllllllli( ;Itioll cqlliplllt'lll 

that are I)) ingillg Oil EFTS ;Ibo 

allo\\' \'irtlLtily c\'cry lill;llI, i;d in­

stitutioll ;I( II';, to ('('I'l:l1ly "'phi',li­

cnee! ('lllnpillcr scrvices ;11 COIlI­

parable COSh, Our prc1illlill,ln 1'\ i­

e!CIlIT sllggl'SI~, ill facl. thaI Ihe 

larger illqillilions IlLI)' h;l\ t' 1l1(\IT 

o\'crhead and burcallcracy alld he 

less crlilit' Ill." ' 

Market Dominance 

III lilt' LIlI' of their Ilighcl ~1'I\'1l1' 
chargl's to t'llsl()1l1erS, lHltli I'! 1'111-

cicllcy. alld less (Ollllllllllity rt'sj>oll­

si,'cllns. ",hy ;IIl' Calilorlli,I's 

brall( hillg gi;II'lls 11(Hllishillg: \\'11\ 

do they nOI. ill \Ir. Sl hlllilt\ "(lrtls. 

fall ;1\\,;1). l'n:lhlillg tht' illdl'pl'll­

dellls 10 (',,-p:llld ;lnd grol\'? Thl' 

allswcr. al cordillg to IIII' h;llIk 

S\I pt'rinll'lIdl'llt. a ppl';lrs 10 hI' 
1lI;lrk!'t dOlllin:IIlII', 

.. \ la r k l't do III i Il a II (' t' ill i t ~ l'lI 
S(,CIIIS tll be a suhstantial (O"lllI'ti­

tin' ;t d \' ;111 t ;] g e \\' hid I S I'!' 1II S t 0 

equaliz!' the illl'HicielHY III' hrgn 

imlilutiolls, While the brgl' h;tllk~ 

ch:lIge «()llsidl'r;lbly 1I10!1: for COII­

SUIllt'r 1():llls. thl'ir rl'turll Oil ill­

\ntllll'lll is lIot sigllifil:lllIly higher 

tlLlIl till' sill::lkr IUllb ISIT ;!lso I hI' 

'1'1 ;1111/ qll!h'J, I'd thl'\' still SITIII tIl 

he ;Ible to h"()ld Oil tt) 'their IlLlrkl't 

share, 

"Oil!' I ('.!'tlll liLlY hl' tilt' pi ('''111 

ilL111l hing IlI)li( iI" of hlllh fl,tlt'I,d 
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;111(1 ',\.11(' ;ltllh"l ilil'~, I;'llh ()I "' 
IIltlSI ;,,111111 10 IISill"; 11l11l h III\ler 

Iril('II.1 1"1 Ihl' ;11'1'1i1\.11 Iii ,I 

Ill.ll1l h 11l.11l 111I lill' ,Ippl ,,\,iI Id ;1 

1\('\\' h.lllk. 1-'lf('(II\('I\. Ihis 111<;111s 

Ill.Il 11I.111t h ''Ilpllt ,llil)II' 111111 ,I 11l'\1 

(ll i;1 "" ill;~ ,II (',I \1 ()Iiltl Ill' ,d>1(' \() Ill' 
;l\ It'd IIP"II 1ll'loll' I he '11(' \\1 lilid 

jlhltl\ ;111 illt\cPt'lldl'lllll.lllk, \.;llgl' 

\;,llIk~ :Ill' Ihl'n ill;1 jl()siti"ll II) hold 

(llll!) pOlelllLdl\' prllfiLdtll' I(l( ,1-

li()llS lor ;1 1!)llger pl'li,lt\ ilf lilliC 

th,111 '11I;!lII'l" ill:-'lilllti()II' illlli tilT 10 

tin dill) lilt' 111.11 kl't." 

.. III iii; Ii II ," S, lid \ II, ~ ( h III i It. .. ; I 
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!i\(' ;lth.IIII;I,~I'.S," 

EFT-Compounding the Domi­
na nee Problem 

11,,\\ I ,Ill Ihl' .s\.lll' ill,llll' 11t;lt till' 
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I 'Ii I ,,0) "I ',,,", If', ,-



applicilllc to nati()nal alld st;t1v 

ballks ;i1ikt', Ih;ll \\'iI1 a,SlIrc LFT 
sysleills are deploycd in a m:tIlllt'1 

\\'hich l'IlILIIH {'S Cfllll(lclilion r;lll\('1 
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nia ct)lIld 1':lsiI~' St'C IIII' illllOdlll­

lion of EFTS Slll'llglhl'n IILII 

dominanl t' ('\ell fUrl her, 1)(' l1J:lill­
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Allll'riclld and ~b,'It'r Ch;lrgl', 

Ibnk or AlllniLI is ;Ihk Itl clndtlp 
one s\ stelll and all of III(' OtlIC!" 

b;lllks'ill Calif()rnia mllsi ellillhilll' 

r-------------, 
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I majority bank stock. I 
I I would like to bl:y mil- I 
I jority bank stock. I 
I PI.',lr". Cnntiirt J r-..",PJHl H'~nry I 

f'·"'.l'l"flt 

I Charles E. Walters Co., Inc. I 
I PO f>)l. 1 J 1 3 01--:,;11\<1 t~'·!lf.l"~ ~ bR' U, I 
I Phone 1407:~),,3 640:' I 
L . __ .. _ . __ ,_ . ____ ._ .,' _____ ,, ___ . _, 
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a Bank-StrtActure Study n)raVt'in~:. 

on Data from r~[)~C's 
Universa! .. Ca~!-R:eport and 
! il C 0 rrt e'~ S,ta te rigl (~nl T a fJG S 

For thl' first timl' tl.('Il' is qalisli(;iI 

n i d (" II «' ., II () 11 g h ~,II g g ("\ I i II g 111.11 

11I;1I11 h /';llIk, Cit,llg',' 11I()1t' illll'II',1 

Oil 10;IIIS ;llld ;11 (' Ie,s d fl( it'1l1 th;1I1 

111111 h.lllk.\ hidclll': ;1, 1".IIHllill;'; 

hn ()Ill (' S III 0 IT (''' I ('II., i \T. i I I Jt'­

(111111" 111()1(' l'xpelhl\('. 

l'lllJ! \ ('1\' 1'('( l'lIllv. C( oll,lIlliq, 

1\('1(' ()l>lig('cI 10 l'xlr:q)(,J.lll' 11;1111" 

1)('1 fllllll,IIH(' [!,')llI lilllilcd,s;lIl1· 

plill).: 1('( IllIiqll(,'. 1.,1'1 ~ ('.II, B.lllk 

:\ elllI i II i ,I I ; I I i () II I il, I i I II I (' /III I -

(h:.s('(1 1·1>1 C's IIl1il ('rs;!i-c;t1I-1 ('­

port ;111.1 iIIC<lIIH'-sl:II(,lll\'1I1 1.'1\('s, 

Illth for ill!' firsl lillIe (,XP:lllll­

ill,\-!, lil!' d;ILl h;I\(' rOI 1\-\1 ".lllk· 

1)('11 0 1111.11)( (' illdi, ,', III til!' IIIIIIC 

ilLllI 1,l,()()O ill'llled h.lllk, ill ill(' 
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Table A: Selected Dcmograrhic and Gcncr,:!1 B<Hlking D3ta 

Category C<llifornia illinoIs 

EstlfTlil:ed 1974 Poru!<1tlon ;\J J07.ClOO 1 t. 1310('0 
Rank in U.S. by POflulatlorl 1 5 
Number 01 SMSAs 17 10 
Perc~ntage Urban Population 90.9 1'30 
Percentage r1ural Population 91 17.0 
Number of Banks (1974) 186 1,183 
Number of Banks (1975) 187 1,187 
Number of Branches or Fa;;ilities (1974). 3.'-:84 194 
Total Banks and Branches (1974) 3.670 1.377 
Number of People per Banking Office (1974) 5697 8.083 
Number of Banks among ?O Largest U.S. Banks 5 2 
Concentration of Deposits In 5 Largest Bank~; (1 ~'31'40) ('54°~ 665°;, 
Concentrution of Deposits in 5 Largest B,:nks (12'31,70) 77.0"0 39.4~o 

Concentration of DepOSits in 5 L<1r~lPst Oanks (1231 7.1) 78 (00 11~) g~ ~ 

Table B: Performance of Median Banks with Assets under 510 Million** 

Index 

Return on Assets 
Return on Equity 
Equity to Assets 
Yield on Loans 
Rate on Savings and Timo DepOSits 
Greakeven Yields 
Trust Income ~o Total Opel aling I'lcomo 
Other Income % Tol<11 Orc:ating Income 
Personnel Expense ~o ToLll O[)CI atinq II,cr,mp 
Interest Expense % Total Operaling Inconw 
Occupancy Expense % Total O"erating Income 
Loan Loss PrOVision ':0 TO:<11 Operil1lnq Income 
Total Operating Expense ~., Total Op('~atII1C~ Inci)me 
Net Interest Margin-Tax Fquivalent 
Cash DiVidend % Income 8cfurc Security Tran"C]cllons 
Loans as % of Total Assets 
Total Time Deposits % Tot31 Deros:ts 

CLllifornia 
25 BLInks 

·1.76 
10.93 
1 tJ B4 
935 
5.02 

10.E) 
197 

1O.Bl 
3837 
2643 

9AO 
4.74 

120.07 
7037 

.00 
5365 
5132· 

Illinois 
362 8<"lIlks 

.98 
1209 

8.30 
7.92 
~i 32 
:) ~! I 
.~G 

270 
;'>(131 

44 1 S 
2.24 
1 67 

82.78 
56.74 
27.22 
40.49 
62.64 

Table C: Performance of Median Banks with $10-$24 Million in t\ssets** 

Index 

Return on Assets 
Return on Equity 
Equity to Assets 
Yield on Loans 
Rate on Savings and Time Deposits 
Break even Yields 
Trust Income % Total Operating Income 
Other Income % Total Operating Income 
Personnel Expense % Total Operating Incolnn 
Interest Expense % Total OperJling Income 
Occupancy Expense ';0 Total Operating Income 
Loan Loss Provision % Tolal Operating Income 
Total Operating Expense % Total Operating Income 
Net Interest M<1rgin-Tax Equivalent 
Cash Dividend % Income Before Security Trafl~;ilr;tions 
Loans as o~ of Total Assets 
Total Time Deposits % Total Dep,J~,lts 

California 
51 Banks 

.61 
G GO 
827 
9.65 
5.39 
7.59 
1.11 

10.66 
;'13.86 
31.61 

527 
3.65 

~IO 84 
(,tJ B4 
2905 
5665 
~)3.<!3 

Illinois 
391 Banks 

.92 
1338 

6.97 
8.19 
5.47 
604 

.56 
3.99 

17.7~) 

48.90 
2.30 
1.25 

8·1 41 
:'-)2.74 
1987 
45% 
b137 

r. ~ i l ' !n 

rj()~·3.0)O 

7 
13 
738 
262 

346 
343 

1,478 
1.824 
4.938 

1 
5 7.7c~ 
45.8"0 
r ..... r'J • 
1,)0 ... 0 

Mic~igan 

49 RanKS 

.97 
11 03 

II 56 
13 87 
530 
G G'..i 

.60 
489 

1~! (2 

2.!j 
1 62 

B427 
5422 
?C.60 
5·1. 96 
74 53 

Michigan 
122 Danks 

.80 
11 20 

7.61 
B.76 
5.41 
6.57 

.28 
4.88 

1 R 01 
491,:') 

2.83 
1.61 

flfi 2,' 
~) 1.67 

27 44 
: 6.61 
74.78 

"; ... bno~m(ll tn(,rea~e in ~v'!chigan's derv,",sit Lonc(:nt~;:t!(Jn ~\~}1w('(~;) 1970 ZH1(j 197·t I', (1u('!'l i;l'G0 rrl v ;1< ,'f tel a 1970 rp. ~)I(.Jr' In rl:C)l!j1n L~w tr.j 

permit mul:lb;H)~ hol{~:'-~g compar11cs. B(;'~v~c('n 1970 anci ~974, ·~·1 bank. t',::.!dln~ Ll;~;l;)di\;t.) "'""Cft..' f<!r:'~l.cj 
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Table 0: Performance of Median Banks with $25-$99 Million in Assets·" 

Index 

Return on Assets 
Return on Equity 
EqUity to /I,ssets 
Yield on Loans 
Rate on Savings and Time Deposits 
Breakeven Yields 
Trust Income % Tolal Operating Income 
Other Income ';0 Total Operating Income 
Personnel Expense % Total Operaling Income 
Interest Expense ~o Total Operating Income 
Occupancy Expense ~'o Total Operating Inco:no 
Loan Loss Provision ';C To\al Operatlllg l:'IC0I110 

Tolell Oper<11lng Expcf)',c ';0 Total O,'uzltinn 111CI)rne 
Nel Interest Margln--Tax [quiva:ent 
Cash Dividend % Income Before Security Tr clr1SZlcliofls 
Loans as % of Tolal Assets 
Total Time Deposits % Tolal DepOSits 

C,.lillil n,,, 
68 Ban~s 

.S? 

9 42 
G G6 
9 Bel 
5 C),1 
752 
1.72 

12.87 
27.30 
3543 

4.89 
3 f):~ 

gO 83 
G;' ;'0 
2509 
5362 
54 (i8 

IlIlIlois 
353 Banks 

D' u l 

13.G:! 
6.4 !' 
8 ,\4 
5 '.,3 
624 

.9S 
4.88 

17.93 
489,1 

280 
1.45 

eG.l1 
~)? 13 
24.62 
48.85 
68.19 

Table E: Performance of Median Banks with $100-S499 Million in Assets** 

Index 

Return on Assets 
Return on Equity 
EqlJlty to Assets 
Yield on Loans 
Rate on Savings and Time nvposits 
EJrUilkeven Yields 
Trust Income % Total Operating Income 
Other Income 0,;, Total OperClting Income 
Pers(;nnel Expense % T01<11 Oper<ltlrH) Income 
Interest Expense ~o T o!ClI Oper (1tlng Incc,rne 
Occupancy Expense 0'0 Total Opera!Jng Income 
Loan Loss Provision % Total OpcrCltlny Income 
Total Operating Expense % TOtClI Operatlnq Ilicome 
Net Interest Margin-Tax Equivalenl 
Cash DIVidend ~o Incolne E3,fore Security Tr;lflsac!l()n~; 
Loans as ~o of Total ""-;sets 
Total Time Deposits % TOlal Deposits 

California 
32 Bilnks 

GO 
11.1') 

S.8Cl 
9.4[1 
559 
7 JO 
1.56 

1005 
:'c) 7:) 
36 Ei6 

5 15 
2.WJ 

90.61 
57.07 
27CJl 

5708 
5794 

Illinois 
74 Banks 

fl9 
1274 
67ll 
8.42 
5 r,·1 

61:1 

2CH 
530 

1 G r;~l 
S 1 fl;) 

;) (;0 

21:1 
8:) ~)Cl 

48 7~! 

33 Gl 

4929 
68.49 

Table F: Performance of r",'edian Banks wittl Assets above $500 Million** 

Index 

'Return on Assets 
'Return on Equity 
Equity to Assets 

'Yield on Loans 
'Rate on Savings and rime DepOSits 
*Breakeven Yields 
Trust Income % Total OpCr<1ling Income 
Other Income % Total Operating Income 
Personnel Expense % Total Operiltll'lg Inc;onle 
Interest Expense % Total Operating Income 
Occupancy Expense ';0 Total OperatJllg Income 
Loan Loss Provision % Total Operiltlng Incorne 
Total Operating Expen~;e % Total Operating Income 
Net Interest Margin-TilX Equivalent 
Cash Dividend % Income Before Security Trdn:'ilctions 
Loans as % of Total Assets 
Total Time Deposits % Total Deposits 

California 
11 Bilnks 

.19 
1009 

4.94 
903 
625 
7.34 
206 

, 2.60 

1090 
,1(155 

4.38 
510 

91.29 
44.27 
5(;U3 
5~lOl 

61.70 

Illinois 
7 Banks 

B7 
1394 
606 
B '~9 
626 
6.28 
G rig 

11 CG 
2003 
5008 

4 0:) 
G ;.> I 

8423 
41 02 
31 ,i7 
~'=1 ~q 
5673 

'.~'chjy;ln 

121 Ban~r 

84 
11.7(' 

683 
0.78 
:,.17 
G fi7 

.64 
4.88 

1819 
5US3 

::.87 
", .85 

5() /8 

27.62 
5/.28 
7~, 10 

MichiO 
41 Bil 

f' 
1 :J. ~ 

G ;,;. 
A 69 
54P 

G :'~1 
181 
~) 72 

1'1 \:, 

4:1 GD 
354 
1 (;3 

bi?3 
5i 02 
384:" 

57.1C 
nOE: 

Michi9 
10 Sil' 

8 
12.4l 
62, 
8AI 
SS 
6.7f 
1 9~ 
7],: 

1I:J Be 
50 l' 

:11 
:1 (I 

874 j 

479: 
:::1 :)~: 

*Ind,ccs lha: comp;lre inconl~ t-1nd expense 10 htllt~r)r()·s~v·('t fl~jtHP~) f(lr h,1nk~ WI ,\ i", ;l~"l('~ r,lngf' ... ·:dh ~,\Jt\'.l.-lfI! :1! ~(I"'I~;" ')~ j.litll "'<') (~rt· \ 

bcc;]u:,(;' d()i~If'~,fl( b;I!(lncc !'/U . .'f!t fl~lHCS (JI()rlIJ With l{Jr('\~)n d',d d'.JrTl("-\'c 111 f,nd' d'I(~ f ';I"r\::"t~ f':.Jl;rc~. \',f-If' lJ',t,,; 

I'fiRf' J () 



Table G: Performance of Ag~lr(;g(1le M('di~n 

Index 

F'kturn on A~.se\s 
Return on Equity 
Equity to Assets 
YiC'ld on Loans 
Rate on Savings and Time Deposrts 
Breakeven Yields 
Trust Income % Total Oper3tlng Income 
Other Income % Total Operating Income 
Personnel Expense % Totill Opel atmg Income 
Interest Expense % Total Opel i1ting InCOIll(' 
Occupancy Expense % Tolal Opnr(1tin9 Income 
Loan Loss Provision 0,;, TOl.31 Operi1ling Inccrne 
Total Operating Expense °c Total Operating Incume 
Net Interest Margin-Tax Equlvillent 
CilSt1 Olvl(jufld 0,;, Income n(,ftlru :,('(ur Ity T r df):,<lI.llililS 

Loans as % of Total Assets 
Total Time Deposits % Tot,,1 Derosits 

Banks' • 

Table H: Ranking of Aggregate Median Banks 

Index 

Return on Assets 
Return on Equity 
Equity to Assets 
Yield on LOdns 
Rate on Savings and Time Deposits 
Breakeven Yields 
Trust IflC:ome % Total Oper ,lling li1COmQ 
Other Incomu % Tot<11 OPt'! ,IIIIHI Incorne 
Personnel Expense % Tot:1! Op;;ratl'!D Inc()!1!c 
Interest Expense % Total (Jpcratll1U Inc orne 
Occupancy Expense ':0 Tal,,! Oppr<1ti:1I1 Irtco:nc 
Loan Loss ProviSion ~'o ToUI Operating In(,O,11e 
Total Oper<lling Expen,;c C r Totol Opt'r :lilnD Inu'rne 
Net Interest Morgin--Tax E q,Jivalent 
Cash Dividend C;;' Income Fldole Securlly Tr,m OilClons 
Loans as 0 ~ of Toiol A"set" 
Total Time Deposits % To!;;\ Oeroslts 

1 = highest; 2 next highest; 3 .. lowest 

Table I: Performance of BankArnericn CorporCltion* 

Return on Assets, Total Co'poration 
Return on Assets, Retail 8;lnking 
Return on EqUity 
Equity to !,ssets 
Yield on Loans 
Rate on Savings and Time Deposits 
Trust Income % Total Operating Income 
Other Income % Total Operaling Income 
Personnel Expense % Total Operating Income 
Interest Expense % Total Operating Income 
Total Operating Expense ';0 Total Orcrating Inco,,1£; 
Net Loans % Total Assets 
Domestic Time Deposits ~~ Total Dome~;tlc f)1'[10:,I!S 

Forei~Jn T uno Doroslts ~o T Dial [Cur elUII Dql()';tts 

C;]ilfornia 
lS7 8anks 

51 
7.20 
735 
9.52 
5.51 
7.63 
1 97 

11.57 
~'7.62 

:1521 
5.27 
3.88 

~" 90 
(1218 
~'U 33 
55.18 
~)6.12 

California 

::l 
3 

1 
::l 

2 
3 

Illiflci::, 
1187 Banks 

~} ;) 

1296 
7.18 
8.27 
5.47 
608 

95 
4.10 

18. 41 
47 Bel 

2.49 
1 :/J 

['4.70 
53 Hi 
230li 
4633 
6641 

Illinois 

1 
3 
3 
2 
3 
2 
3 
3 
" 
'-
') 
..J 

3 
" "-

2 
:3 
3 
2 

~:'( 'l'c In 

343 Banks 

[1·1 
11 .72 

7.22 
8.78 
5.44 
6.63 

90 
506 

18.43 
·1959 

2.98 
1 85 

PG.38 
51 2·; 
n1 74 
56.84 
7468 

Michigan 

0.61 0
0 

1.?3°n 

2 
2 
2 
2 
3 
2 
3 
2 
2 

') 
L 

2 
3 
3 

lG 1'0"" 
3.02 r

o 

9.49°0."* 
6.44~o 

.76°0 
4.15°0 

1376°0 
:)6.760 ° 
89.15°" 
.47 ~16°o 
en 42(1(\ 

III 7~)('o 

"lndic('S t)~scd on ddta fron) con~.oh{i Jtc'd S1Z1:l','n(,nts In U~lnkt\'T-'('rlCa Corpu; a'!()'1 Annu;Jl R('port, 1 ~ 17:) nZP1~rUn(:rl( (j hilS 7 rnl1i 1ur rle;-,r)~, 

Accounts. Including 3 nldl!(H\ chClC",1f1:J i)f)d <1lndltfln ~~:lVHlJ" ;WC(,'.HltS. Ir'l nil' ('dille';"\:;\ r:~;Hk(J:' TtH' CCl!,,(q III ("1 ;dr,y:; (15 10:) ~:(.{} •. If~ ar"c~ tl(l 
l)ssets o! ~b6.763,0~A.OOO as 01 12 31 ('~) HC:!~It1 t;;Tl~,I:l~l ti'c!uc1t'S Call!(Jrnl(1 dIVI"'()!\ LllilHt1Urlily (\f:,\'c:, ;Hl(; ntHlf Anq~fl(~(Hd cr(~~!lt F{d'! uq 

SJVlngs (~(>P()~I!S cannol bo brO~,~';j c1(>~·."1 In:o O()fll('S:i" ilfl·J f(1'('i~rl C;-Jlp~ynlt'~' hl'c;!tJ',t' lhf' In!(.·r'·:.~ i !i'(~' 1)(1.:1', " . !'I- drJi':. rlfJ~ Ir)(jl' ill(' 'N
1
\;1! 

pcrcentd()l'S were pard dornesllCcl:,y anri aOloild 

I'll (, I I 



~1'l'1l1 til 1)(' til(' 11l()q dlil i'·llt. tlltl\,· 
il-;-\!T( ll;g.~;-;~~t-III-;;~~:IIII-;~~. 
;~I __ 1]-I'~'(' -i~~G;Li~~!l~G_~I~~,'~~!_! I· 
t'lellt. 
--::\Ilolhcr 1I1l';\\1I1l' of' ('lli( It'll' I i, 

lilt' ll'blioll,hip of 11(', illl('! (',( 

IlLlIgill--LIX elf"i\;i\('111 'I. 1('111111 
Oil ;ISS(·(S. II' thl' 11('1 11I1('I('sl 

IILII gill-I;IX (,II"i\;i\l'lll i, iJi~~h I>tll 
Ihe I elllrll Oil ;1,S('ts 1m· ... lilt' h;lllk.., 

PCr\OlllJ;lIl( l' is P()or. COII\('I S(·". iI 
II\(· 1ll'1 ilJl('rnl IlLI! gill--LI, ('!fllil­

;dl'lll is low hill 1 ('!lInl (ill .!'.S(·ts 

high. till' I •. IIIL\ IWllllllIl.lIl1 (. i'. 

gl){1(1. t·,ill.~ IllIs 1I1l·.I,"I(· Id 11l'1' 

f'()r1lJ;III(l'. ;"1 Si/('(;IIl'gol, :I.IIII-..s ill 

C;i1irllrlli.1 1;1111-.. III\\(·sl. 11,,1,(' III 

:'.Ii( ltig;1I1 1](',1 II)I'CSI. ;Illd tiHIS(' ill 

1:liIH)is hi~h(',t. 

Ihnk Cenls Lowest at Unit Banks, 
Savings RaIl'S Highest 

:'\()t' dol'S f'll'(' 11;1111-.. ('llln ;11'1)(,;11 

10 g";Jt;IIlI,T I()\,,'! h;lIl1-.. PIII(" 01 

highn yi('ld, Oil S;I\ illg' .IIHI lililC 

dl'p(),ils. III (·\tTI si/(' (;"I'g,}1\ ('x­

(CPI h;lllks ;till)I(' S.-d)U 1I1i1li()II, 

iJ;lIlk. yidd Oil 111;111, is l:iglll'S1 ill 

C;diforni;J, IlI'xt highnl ill \11t hi­
g.III, ;IIHllm,(·,t illillilllli, 11,II,lId" 

h,' jl()illl('d ()ut Ih;1I Ihe li"ld""I­

In;lIls illdex rot' ()I'l't'-S:-lf)()-Illilli, '" 

1);I1lk., I\·ilh 'lIh'i.lllli:t! l"I"igll "I" 
l'LlliOIJS i, di,l(lIl('d h('1 :1I1\(' il is 

h;lScd Oil dOIlH'sli( iJ;t!.IIH ('-,Iwt'l 

figures ;llJd foreign/d'}IIIl"lil 111-
«)Ill<' ;lIld "(1)('11,(, ligllll". 

"'Iiiit- h.llll-.., ill IlIill()i.' gl'I\('\;i1" 

rlL11 gc !t-;ISI f()r 1":IIIS, i· :IPI'(';II ~ 
th;11. "ilh Illl' (,,,t'l'pli'"1 III S~.-)~)~) 

Illillioll h;lllk~, Ihn p.1I Ih,'lligllnl 

Lill' Oil .\;I\·illg" \Ii( It 1)';;111 .lIld 

C;t1i1orlli.1 1.1111-.. ~"«)IHI .IIHI illild. 

1'l'~PC( lin'''. 1,)1' 1.:1111-.., IIIHI", S~~) 
Illillioll: thil d :lIHI ~('I "IHI f"l I>:III\.." 
of S~;, IllilJi()11 or ilIon' --Ihis dc­
~pil" Ih(' \.111 Ltlil"llli;1 !,.lIlk" II: ,til 
silt' (';t I q~o,i('s h;t \'t. «().l ,i q 1'111 II 

"l'llckr thi, 11\.\\ ill( l'uliu' plall, l'\t'r.' 

... :.1. '1111111 \\ lin 1111'(·1'. 11" '''Illfil "ill i~d 
10 k ... ·p hi, jlll>," 

I 'u:!,,' I:' 

1')\\('1 lilli' .I('I"I\liS;" .11" I, '·III.I~(' 
o! II);,tltl<}1I1-":!"', 

II i, l!llf'll":lJI~ 1<1 llidt Ih.ll III 1-

, ( II 1.1', (. ,,f I ill: " ""j" "I hi' , I, ! L" (k· 
jl",ih i, 1I111( II hi~llt'l ill \11' hit:.lll 

til,lll III "It!It'j' ll!illlll' ", (:.dd"lill.I, 

\\ III! II 111.1\ .I" "11111 f"l Ii". 1"\\('1 

1.11(' p.litl "11 lillH' d"I'",il' III \!i( !Ii· 
i~ .111 . I I,,· !',. \ I 11i,f i'\ I I' \ ,,11 S I I i. II lilt' 

\Ii( Ilig,11l lillll'-ti('j)(l,j" I" 1()1.t1-

,kp"sli' t:lli" i, hi:~h"1 i1I.111 ilu' ()f 
,1111 "llwl' ,1;11,' "I I II,' Ilj,111! I "I 
( ·"IIIII,I,i.1 

HI(';""'\('II Yi,'ld ;ll1d ():!II'I 

()l"'l':ltillg Illcolllt' 

.\ I I i II d , ", Il ·11 " I i I I .l~ lilt' "" I (,f 

()1l('I.illI:~.1 h.llI\.. 1'111(' 11:I',ILI''.(·11 

\ il'lti. 1111\ IlgllI,' i, .1 1'1"1111111('.1 1,1 

.I '01111"1' .11,·,j 1"1111111.1.11111 II, til" 

rillil i"l1 " ,illl!,"'. II i, III(' \1('1.1 Il'­

qllil,'d 'HI ('llIlli:I.I; .1",'1, I" ,I( !JI(I, 

/1'10 I" " Ii I. 1!1l' 111!~h(1 lilt' !'I "IIL­
, . I "11 I It' I rl . ill,' lilt. I, (I) '. I" I lit' II .1 II \.. 

"p"I.lli,,,l. i\"')ldill:~ I" 11ll' "'.\1 
',111,.1. Ill!' hn·,I\..('1 ,'11 I i('lrl i, 11'.'.;ll<'sl 

III C.lli I III II i.I, 1)('" i Ii I.L~ 11,·,1 III 

\Ii, Ili~~.111. .Illd I,,'\('si III 1!lllllli,. 

.\11<,1111'1 illd", "tlll'l "1)(,1.l1111.~ 

ill' ""I, ,I' ,I I II I' (' 111.1 .': (' "I I" I . Ii III· 
I lillI!', i, Ili.l~II('\1 ill (:.dJl"llll.l, 111'''1 

Ilil~ll('1 ill \llll:ig.III, :111<1 I'\\"'q III 

IIlilll'''. SIII((' ,,,Iwi "I"I,llllle: ill' 

,"III,' ill' liltl,·" S(ill(' I 11.11"'" "" 
1",~,iI"I' IILII I hi, 1"11,·(,, (,';'!lll;.11 ;1-

IJI(' h,lIlk-st'l\l!l' "ISis ill tI\(' IhllT 
,1.11,', . 

.\""ldlll.~: I" 11,( "'II\I!!II'"I." 

"i,d"III, hl.11J(llill.~ 1(',"11' 111.1 

); I ,'.11 ( . I 1)(' I ( (' III. I ~~ " II I I", III S I" "('­

I""j" ()I 111l' 1111''(' ,1.11", '111<11<'d, 
\ ! i, h i:~ I III, IIIl' Ii 11111 ,d ·1 )} ,Ill( II 1I1~ 
,1.1Il', sh()l\s Ihe lJi~h("1 l(l.IIIS-I,.­

,"st'" 1.111<' \11' III!~.III ;tio,,, ILl' til(' 
1,'1\",111111111'('1 "III('()IJ\,· \,('1 1>.1111 .. -
i!l~ ,,111(('. I I 11Il' '''III ('III i,nl.ll 1\ i,­
d"lll \\,'1" I;dld, (::till')llIi,1 1",,"ld 

1",,,1 ill h"Ih (.II".!:"I 1<". 

I ), ,II! i ( Ilt-d ill ( :, II" , " 111,1 i" I II(' II: I­
I iOIl .... 1.11 gnl b,lIlk. 1I,IIIL.\ 1Ilt'II,;1 

C'II jl'II.III()Il, 1\ hi, h I1.IS I,ll',; dl)· 
IIH'Slil ;111<1 IO"i f")J('igll iJLIIIlI}('s. 

\\'ith I,ll.d I ,'''llil (,', 01 11<',11" >Ii; 

I,illioll. H;IIlI-..:\IIIl·li,.1 h.I,.1 1,.,!lls-

10-;",,'1, I,ll ill "I 'I;.~fi'; I ".(' I .Ihle 

I), oliil ,Iiglilh hihh"1 111,1111 hI' 11'](·­

eli,1I1 111111"i, hllll\.. I.lli" "I 11).:'.:\',;. 
( ), II "I ." I I It,· lilt. I, II, ,III I 1,11111) 

ill'llll.! 1',III\..' ill til(' t'."'., tIll' III<'" 

di.IIII •. IIlf. IUS,II".II"·11I ,I"'·" I.:li., 

"I -)1 ~'I'; .. dlllll'l -,'; 1'."'.11'1 111.111 

I!I.II "I \1,.1111.\ III! '" ,I 

-. 

,\ 

, 
,\ , ! 

" I 
~ ! I ~ 

" i 
! : 

I I, ,',.-, I 1,1 II \' i II I I, 

t· "'. \'.11 h .1""" ,.I "I (I 1I)1:!I,,11 " 

I ('"" III tIll" (.11 ( . ~~! '1 \. t 11 t· : II (. ( 11.11 

1',IIIk 11.1\ ;11".11)'1' .... 1"-(·" 1':,1 I! , { . 

IS Ii'; 11"11 if ,'.I! It "llh(",'I.ld, 

h.II)I-.., 11.111 \:.1 () 1111111<,,1. :11111111,1111 { 

11i"1l1 <i,. II !II , Ih"11 (l'llliJill<'d 1111 

.1'··('ls '\/lliid j". <, Iii 1;:-. I.illl"" 

:',11'; I,'" 111.111 II,,· 1111.11 .1",'1", 

JI.lllk \111('1":1 "'Illt ils 111.111' I, 
;1""" 1.11 ill ()III ~Ii('; . 

C"Il\'(,lltil>llal '1Ill'OI'), 
(:{'lltL\\"Il('d 

\ \ '111' II I Ii I ,I :_; 1.111' ,'d . II I III' I' I'; 
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REASONS TO VOTE NO 
IT COSTS MORE, 
A recent report by California's superinten­
dent of banks makes surprising disclosuros 
Their study revealed that "the larger state­
wide banks almost without exception charge 
significantly higher rates than smaller 
banks," A study showed that the state's five 
largest banks conSistently charged at ieast 
2% more on comparable consumer loans 
than the seven smallest northern California 
ban!<s surveyed. 

MONOPOLY, 
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 tho banking 
business in that state. And just six years after 
allowing branch banking in Ohio, Virginia, 
and Florida, there are 40% FEWER banks 
competing with the giants in those 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 Legislature r~ a loophole being 
considered by branch bank monitors. Since 
then our elected representatives have turned 
down branching on each occasion. 

LOCAL CONTROL IS LOST, 
Your loans come from bank deposits. Don't 
you think your depOSits should be kept at 
your home bank for usa in your community? 
It branch banking passes, your doposits 
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 bonks are run by big central control 
banks that are simply not Interested in your 
community, The branch bank manager just 
can't make decisions like your local bonk 
president can, Montana's independent 
community 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, 
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BRANCHING RESOLUTION 
Passed by MBA Board of Directors 

August 19, 1980 
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 hank­
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 

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 facilities shaH 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 shaH 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 RESOI.VED 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, amj presnntl'd to the Interim Committee on Juno 17 After r(> 
viewing a "draft bill" written by the Interim Committee, ttlis po~;ilion wac; reaffirmed for prcsnntation to the Interim Committee's mooting on August 26 MBA 
has not taken any formal action on the final bill approved by the Interim Committee for introduction in the 1981 Legislative Session.) 
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ProPOSED AMENDMENTS 'ID HOUSE BILL 239 

1. Title, line 6 
Following: "M::A" 
Insert: II; PROVIDING AN IMMEDIATE EFFEcrIVE DATE" 

2. Page 1, line 10 
Following: -fit 
Insert: (1) 

3. Page 4, line 3 
Following: IIbuyer. "II 
Strike: II II II 

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 fran IIDnth to IIDnth (which need not be a calendar IIDnth) 
or other regular billing cycle period by applying a rate not to exceed 
1 1/2% for each such rronthly period to an arrount (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 arrount of purchases charged to the account 
during that billing cycle; or 

(8) the Iredian arrount within a $10 range within which such 
av~rage daily bala~ce or beginning balance falls, provided the seller 
applies the sane rate of finance charge to all such balances vlithin 
such range. 

(3) If the finance charge so detennined pursuant to (4) above 
for such rrnnthly 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. II 

5~age 4l \ line 19/ 
Fa wing l'j~l::-l 24211 

. S . .="."a.ll"lT~"'~~)~&l-l-*2»-.. ±n-i:~~"'"" 



HOUSE BILL NO. 239 

1. Title, line 6 

FOLLOWING: 
STRIKE 
INSERT 

2. Page 5 

"MCA" 
" " . 
"; AND PROVIDING AN IMMEDIATE EFFECTIVE 
DATE." 

FOLLOWING: line 10 
INSERT "Section 3. Effective date. This act 

is effective on passage and approval." 
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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. 
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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. In 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%. 

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. 
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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 in difficult financial straits - - placing another 340 jobs 
in jeopardy. 

Other States Legislative Action 

In many other states, the car finance ceilings were as low 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. 

Our 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 interest 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 little problem, but the average person with a modest income 
still finds that nobody really wants his new car finance business. 

People on the lower end of the economic ladder, 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. 



STATE 

Alabama 

Alaska· 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

District of 
Columbia 

Delaware 

Florida 

Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

~1aine 

Marylarid 

Massachusetts 

~1ichi gan 

Minnesota 

Mississippi 

Missouri 

.I NTE.REST RATES ALL0\1ABLE ON NEt·! VEHICLES 

APR 

17.6% 

17.6% 

17.6% 

10.0% 

20.75% 

18.0% 

16.0% 

21.5% 

17.6% 

17.6% 

17.6% 

18.0% 

18.0% 

20.75% 

18.0% 

20.75% 

18.0% 

19.19% 

18.0% 

18.0% 

21.5% 

20.75% 

16.5% 

17.6% 

SPECIAL CONDITIONS 

Plus $20. fee - No li~it over $5,000. 

Seeking .constitutional amendment 

18.0% - This date 5% over Federal discount rate 

17.6% 



STATE 

t·1ontana 

Nebraska 

NevacJa 

New Hampshire 

New ,Jersey 

New t1ex i co 

New York 

North Carolina 

North Dakota 

Ohio 

Oklahoma 

Oregon 

Pennsylvania 

Rhode Island 

South Carolina 

South Dakota 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Washington 

West Virginia 

Wisconsin 

Wyoming 

APR 

12.68% 

18.0% 

20.75% 

SPECIAL CONDITIONS 

16.0% - This date 3.0% over Federal discount rate 

15.99% 

17.2% 

16.0% 

18.0% 

. 18.0% 

18.0% 

14.35% 

21.0% 

18.0% 

20.0% 

No Limit 

13.51% 

18.0% 

18.0% 

24.0% 

12.0% 

18.0% 

Auto financing deregulated 12-1-80 

Rates vary with Federal discount rate 

17.0% - This ~ate 4.0% over Federal discount rate 

18.0% 



MONTHLY PAYMENTS FOR A 

$5,000 LOAN FOR 36 MONTHS 

APR 

12.83% $167.68 

13% "$168.47 

14% $170.89 

" 15% $173.33 

16% $175.79 

17% $178.26 

18% $180.76 

19% $183.28 

20% $185.82 

21% $188.38 

22% $190.96 
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HOUSE BILLS 238 AND 244 

TESTIMONY OF JEFFRY M. KIRKLAND 

DIRECTOR OF GOVERNMENTAL RELATIONS 

MONTANA CREDIT UNIONS LEAGUE 

BEFORE 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 CREDIT UNIONS LEAGUE. OUR LEAGUE IS A TRADE ASSO­

CIATION REPRESENfING 1~3 oFl~G CREDIT UNIONS IN MONTANA. 108 OF 

THOSE ARE FEDERALLY-CHARTEI~ED) AND 25 ARE STATE-CHAFnEf~ED. 

SINCE BOTH HOUSE BILLS 238 AND 244 WOULD AFFECT ONLY THE 25 

STATE-CHARTERED CREDIT UNION:,)) 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 238. 

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 IS) CATEGORICALLY) A DEFINITE" 

NEED FOR THAT FLEXIBILITY TO AD,JUST RATES TO RAPIDLY CHANGI~G MARKET 

CONDITIONS. 

CURRENTLY) STATE-CHARTERED CREDIT UNIONS ARE LIMITED TO CHARGING 

A MAXIMUM OF 15% ON CONSUMER LOANS. HOWEVER) A LITTLE OVER A MONTH 
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AGO THE MATIONAL CREDIT UNION ADMINISTRATION, UNDER EMERGENCY AUTHOR­

ITY, RAISED THE FEDERAL CREDIT urlloNs' 15% LOAN RATE CEILING TO 21%. 

THAT MEANS THAT 110 OF MONTANA'S 135 CREDIT UNIONS NOW HAVE A 21% 

CE I LING . THAT ACT I ON BY THE FEDERAL REGULATOf\Y AGENCY GRAPH I CALL Y 

SHOWS THE IMMEDIATE NEED FOR RELIEF FROM CURRENT USURY CEILINGS. 

THAT NEED ALSO EXISTS FOr~ our-\ 25 STATF::-CHARTEHED CHEDrr UNIONS 

WHOSE LENDING RATE CEILING STILL REMAINS AT 15%. 

YEARS AGO USURY CE I L I NCiS COULD BE ESTABL I SHED BY THE LECi I SLATUHE 

WITH LITTLE WORRY THAT THEY MIGHT BECOME QUTDATEI) BEFORE IT CONVENED 

I N TWO YEARS. TODAY, THAT I S NOT THE CASE. LENDU-\S NEED THE FLEX 1-

BILITY TO ADJUST RATES IN RESPONSE TO RAPID AND SOMETIMES WILD CflANGES 

IN THE MONEY MARKET. 

WE'VE INCLUDED A CHART SHOWING THE PRIrlE INTEREST RATE FROM 1919 
TO 2LI NOVEMBER 1978, AND YOU CAN SEE THAT) ALTHOUGH THE PR H1E 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 WIT~lIN-­

C H A R ACT E R I ZED BY RAP I D L Y C HAN GIN G ) RAP I D L YIN C REA SIN G P 1\ I ME f\ ATE S . 

DURING THE IS-WEEK PERIOD FROM 12 SEPTEMBER 1980 THROUGH 2 JANUARY 

1981) THE PR H1E ESCALATED FfWM 12.25% TO 21~~ AND THEN DOW~J TO 2m~. 

JUST COMPARE THE ACTIONS OF THE PRIME RATE DLJRING THAT 18-WEEK PERIOD 

WITH THOSE FROM 1919 TO 24 NOVEMBER 1978. 

THE PRIME RATE) OF COURSE, IS ONLY ONE OF MANY INDICATORS, BUT 

IT DOES AFFECT THE CREDIT IJNIONS' COST OF BORROWED FUNDS, AND IT DOES 

AFFECT THE RATES CREDIT UNIONS HAVE TO PAY ON SAVINGS INSTRUMENTS TO 

REMAIN COMPETITIVE. IF 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 COfWARED TO THE 15% ~'AX­

IMUM STATE-CHARTERED CREDIT UNIONS CAN CURRENTLY CHARGE FOR LOANS. 

OBVIOUSLY) IF THE RATES CREDIT UNIONS OR ANY FINANCIAL INSTI­

TUTIONS PAY FOR THEIR FUtJDS ARE GREATER THAN THE RETURN Tj-lEY EARN 

FROM THE LENDING OF THOSE FUNDS) THEY HAVE TO STOP LENDING--OFTEN 

TO THE DETR I MENT OF THE CONSUHEfL 

THE CONCEPT OF USURY CEILINGS AROSE HUNDREDS OF YEARS AGO WHEN 

THE LISE OF CRED I TWAS f\ELA TI VLLY f~AHE AND ~'~I-fEtJ TIfEHE WAS NOT ENOUGH 

OF A MARKET OR ENOUGH COMPETITION TO EFFECTIVELY DETERMINE LEtJDING 

RATES. I!OWEVER) TODAY THERE IS ~JO NEED FOR ARTIFICIAL USUr~Y CEILINGS) 

FOR WHAT THE MARKET GIVETH) THE MARI(ET ALSO TAKETH AWAY. THAT IS) 

COMPETITION AMONG THE VARIOUS LENDEf\S TODAY DETERMINES TlfE RATES 

CHARGED ON LOANS--THAT AND THE COST OF FUNDS. 

IF THE CREDIT UNION IS ~lAKING NEW CAR LOANS AT 15% AND THE BArJK 

IS MAK I NG THEM A T 13~L PEOPLE ARE GO I NG TO GO TO THE BAN K. AND IN 

OUR INDUSTRY) IF FEWER PEOPLE I~ORROW) CREDIT UNION EARNINGS DECREASE. 

SO THE RATE ~1UST COME DOWN TO (·1EET 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 THE I R FUNDS ARE GI\EATEf~ THAN THE RE TURN THEY RECE I VE FROt'1 

THE LENDING OF THOSE FUNDS. 

LENDERS NEED THE FLEXIBILITY TO ADJUST THEIR RATES IN RESPONSE 

TO RAPID AND SOr"lETIfvlES 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 FOf~ THOSE WHO ~iOST 

NEED CREDIT AT RELATIVELY REASONABLE RATES~ WE NEED THE TYPE OF 

FLOATING RATE PROVISION AS PROVIDED FOR IN floUSE BILL 244 OR~ BETTER 

YET~ A COMPLETE REMOVAL OF ALL USURY CEILINGS AS PROVIDED FOR IN 

HOUSE BILL 238. 

FOR THOSE VERY CO~lPELLI NG REASONS J WE URGE THAT Tf! I S COr'l~lI TTEE 

RECOMMEND THAT HOUSE BILL 238 DO PASS. 
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Gcod rronring l-1r. Ol::llr.llClD. and IrernJ:::crs of tll£ Q,mr:li ttE'S ~ 

ARCADE BUILDING SUITE 4H 
HELENA, MONTANA 59601 

PHONE 406/443-4121 

EXECUTIVE VICE-PRESIDENT 

JOHN T. CADBY 

I a'!', John cac3.by, executive ViC3 presid2...'1t: of t:"e H::ntaIn Barik:ers Association. 

Our Association has as dues paying meJ.11DerS the large and E:7'JaI1, .inde]?':?ndent and 

group, state and n:3.tional f city cU'1d xl.ll-:-al, or ali J .. 65 b2I>.ks in ·the Sta.i:e of f.1.)nt6.i'l.a. 

In their behalf, v;e thank you for giving us tbJ_s OJ)po.r-tw'Jity to sp";ak in S1.T.i?L:ort 

of Ho~~e Bills #238 &'J.d #239. 

The attached cites ·the detriIl'l.:;rrtal ef:fecL:s rate (;e:Ll1nss on t.hii:.~ 

consurrer r the fanner f the businessrran ac:c1 L~o eccno,ccy' cf f!.cnt.a.na. Also, enclosed 

is a speech givel1 by a professor of econor:ri.cs to ti:!2 Arizcna legislatur::; \;Jho repealed 

all D.~eir ceilings last year. 

and the le...llder and the purchaser and the F,211er a mutuc:dly ag-.csed u~X)n 

rate of interest in a free and corrpeti t.:L'iTO TIl.::-xk.et. 
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st.at...e usury Imv"S to prevcl1t distortions of c::.x"di-c and elirn:J.natiJ:!.g ceilings on savings 

t..o sd.iT.ulate econa:nic growth .. 

Interest rate ceilings (Jr:Lve mcney out. of ';.,~.c:: bt.:::ci:2, rcst.Lict~s c:n:xli.:t availability I 

creates discrimi.na'cion I penalizes sa\rers, C;:-;2S rlOt. 

inflation. 

should .l::e alx:>lished onCf~ and for 2L1.1 

rroday v;e have legal counsel fer !·-:J3l\.1' f·:r. (£0:r9"2 ;::'e'l.Y:'E:t::: and J:xmk::,rs frc:rn i:hroughout 
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additional studies and articles on tJ18 subject of .i':1t.e:r;2SoC :cab?:s by .::ccnOTIl1 ... sts arld 

experts t1:L..v-oughout tl18 nation in the eVent t.be Cffin:u.t:tee \7ouJ.d liJ~c nure inf01."1Tation 

on this subject. 
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EFFECrS 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 13% are losing 7% on purchasing 
power plus incane taxes must be paid on the 5~% interest received and the result is 
lovver percentage of savings of disposable incoroo, thereby resulting in less investment 
capital for economic growth, less productivity and higher inflation. 

Inflation is a primary cause of high interest rates. When inflation was zero, banks 
were lending IIDney at 3%. 'l\venty years ago the inflation rate was 2% and the national 
prilIe rate average was less than 5%, even though Montana had a usury ceiling of 10%. 

Most foreign countries do not have the interest T'ate ceilings. - England repealed 
their usury law over 100 years ago. 

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

Availability of Capital 

Interest rate ceilings drive mney out of the state, consequently there is less 
working capital for fanners and businessmen and less credit for consumers • 

.t.t>ney 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 IS 

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 rat ioned 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 annunts of capital. 

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



Consuner Protection 

'The best allocation of resources and the best protection to the consuner is a 
freely canpetitive 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 canpare rates 
advertised by financial institutions and retail stores. 

Stability of Financial Institutions 

Today, eighty percent of loans are funded by purchased mney 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 IDle 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 \\Quld not keep up 
with the daily fluctuations in the marketplace. The same is true for any floating 
interest rate ceiling tied to a governmental 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 10% usury rate was in 1889 when pawn­
brokers were allowed to charge 3% per rronth or 36% per annum. In 1911 wage 
brokers were'allowed to charge 12% and in 1963 credit unions were allowed to charge 
1% per mnth or 12% per annum. In 1975, the legislature raised the credit union 
rate to li% per mnth. 

In 1959, the Montana legislature carved out another exception creating the Montana 
Consumer loan Act, allowing finance canpanies 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 mtor 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 maxinn.ln 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 discr:iminated against, being 
subject to ceilings when 10\ IS, Federal Land Banks and other canpetitors 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. 

Fann equipnent 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 consuner 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 IIDre payroonts, yet legal ceilings vary 
fran 12!% to 21% under state and federal laws, depending on the type of loan. 

The Montana Developnent 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. I would like to make this recommendation ••• that there is no betLt=r 
program you could follow than to remove all ceilings on aU 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 resen'e system has 
followed a highly inflationary policy since late 197.5. 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 saver!l 0, 

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 
Jines 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 I 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 wiB be lower. 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 aU 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 dramaticaIly. 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 1296, 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 296 a month, 2496 a year, and you are only borrowing 1096 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 federal 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 field wiU 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 wha t 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 gQing 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 1096 interest if over the course of that year priCes are going 
up to 1.5%, 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 seU 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 i~ 
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 linle 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? I 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 compeUed 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 
Jaw 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 lower 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 1.5% 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 13.8.5%. So the day is pretty much over where the banks 
can get money from their depositors at zero return or irom checking accounts or .5.2.5% 
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 condusion I 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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28 January 1981 

BUSINESS AND INDUSTRY COMMITTEE 
OF THE HOUSE OF REPRESENTATIVES: 

. RE: HOUSE BILL NO. 239 

Executive Qffice' 
p,O, Box 440 
34 West Sixth 
Helena, MT 59624 
Phone (406) 442-~388 

We, the retail community members, need you;):; help in 
obtaining relief from the:interest rate/credit squeeze. 

In many cases we find it impossible to sel,l our products 
for cash and we therefore have to extend ~redit: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 capital is' invested in furniture, fixtures, 
stock and, in some cases, "real property. Most of us have to 
borrow money to op~rate o4r credit departments~ 

We find it difficult to borrow money at today's ,rates and 
lend that ,money out at a maximum of 18% and not see our profits 
disappear. 

We find ourselves ,between a rock and a hard',spot in that to 
make many of our sales ~e'must extend credit and extending 
that credit reduces 'our~o~erall operating ~rof~t. ' 

We d~ not',want to be' in'tl'ie business of ,fihancing purchases, 
but we have no ch6ice~ If ;we are to be competit.ive with the' 
liOlrg~ multi-state,operat:iqns we must and yet., we can not afford 
to lose money like, theY,::do. J. C. Penney and Company alone 
lost some 54 million dolla~s on their credi~ operations during 
their last fiscal year. 

We do not want or request any special favor~~ We feel that 
we 6an compete fairly and'~quarely as long ~s there 1S fair 
competition in the marketplace. 

We do however feel that:, to. remove interest rat~' ceilings and 
usury statutes from "regulated lenders", place~ us at a b1g: 
disacivantagein the ~arket place and thereby nurtures unfair' 
busines$ practices, ~nlesi House Bill No. 239 1S looked on 
favorably, by this committee and. receives a'do'pass recomendation 
w1thout amendment to plaCe a ceil1ng on interest rates for 
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those of us that must operate under the "retail installment 
sales act ". 

I .KnOW there are some concerns about "Open-End Credit 
Transactions", WhlCh lncl.ude revolving charges and credlt 
card transactions. 

I know lt 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 inteL'est rate ceiling 
to House Bill No. 239 and move it out of cumm~ttee wlth a 
"DO PASS" recommendation. 

.. 

S il1c, E;!~ e l7Y , 
,~ } I 

" / . I , , 
",~ " <1 ," ? , 

--i.: v: j )!',t cJ' t~ tc.tt ~7 
Curtis B. Hansell ' 
Ex~cuL.ive ViL:e Pres~dellt. 



FEDERAL TRUTH IN LENDING 

Chapter V 

Op,en~End Credit 

Open-end credit is consumer credie extended on an 
account pursuant to a plan under which: 

1. the customer 1S perml,tted 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 compu~ed 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 r'equired for closed-end credit. This 
chapter will 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 

All new account disclosures must be given before the first 
tl'ansaction ;s made on the account. T,he required disclosure must 
be in writing and show the A.P.R. (Annual Percentage Rate) and 
the dollar an~unt of interest on the first transaction. 

B. Periodic Staten~nis 

Each periodic statement must show the previous billing 
period1s 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 billlng period, new balance, periodic rate, corres­
ponding annual percentage rate, the balance on which the finance 
charge was computed, and a place II send inquriries toll, and advice 
of their rights to dispute any charge. 



Open-End Credit 
I ntrod uction 

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 Cind overdraft checking accounts~ 

Open-end credit involves two types of disclosures: (1) . 
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 review a bank's 
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 us'ually 
permits frequent extensions of credit, generally in small 
amounts, up to an aueed limit. The consumer has the 
option of paying the bJlance 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 adYances 
under a future advaflces provision of a real.estate 
mortgage or a letter of credit. 

Issuance of Credit Cards 
Banks cannot issue unsolicited credit cards.' A credit 
card may be issued only if: 

• It is requested or applied for (telephone .226.13(a) 
solicitations are permissible); or 

• It is a renewal of, or in substitution for, an 
accepted credit card. 

Conditions of Liability of Consumer 

L 642 
.·L'1193 
FC.Q041 
FC 0070 

,Fe 0072 

A consumer can te held liable for 22fP3(b) 
unauthorized use of a credit card only if: 

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

• The bank has notified the consumer of the potential 
liability for unauthorized use of the credit caret The 
notice may be printed on the credit card, or trans­
mitted 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 
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be paid by the' consumer and may be mailed in the 
event ,of loss: theft or possible unauthorized use of 
the credit card, 

The bank9annot hold the consumer liable,)f ' 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. 

If the bank tries to enforce liability for the 226.13(f) 
unauthorized use of a credit card, the burden 
of proof is lipon 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 m{;ly impose liability on the individual cardholder 
unless the liability conditions have been met, and, in any 
case, the liability of the employee cannot exceed $50, 

Specific [)~sclosures 
Before the )irst transaction is made on an 226.7(a) 
open-end account, the bank must give the 
consumer a'single written statement, which he or she may 
retain, containing: 

• The conditions 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 m~thod of determining the balance on which 
the finan~e charge is computed. 

• The methbd o/determining the finance charge. This 
descrip;ion must include the method of determining 
any miqjmum, fixed, check service, transaction or 
other ctiarge .. 

• The periodic rate. If more ttl<ln one periodic 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 apd determined by multiplying the periodic 
rate by the number of periods in the year. , 

• 'The con.ditions 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 L 118 
may acquire a security interest in any L 1018 
property 'to secure the payment of credit 
extendeQ on the account, and a description or 
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identification of the type of security interest which 
may be obtained. If the consumer also has an open­
end mortgage on his or her residence, the bank 
should, upon opening the account, waive its sec~rify 
interest in the real estate for any advances made with 
t~,e credit card. Use of the credit card would place a 
lion on the real estate each time a purchase, 
advance or overdraft was made. In those cases,the 
customer is entitled to rescind the transactions, 
c,nd funds or goods cannot be disbursed for 3 day? 
Unless the security interest is waived when. the 
zccount is opened, the consumer would have to be 
~iven the right of rescission each time the card is 
L:sed. Exceptions to this requirement, however, are 
provided in 226.9(g)(6). . 

• ~he minimum periodic payment required. 

• ;\ statement outlining the consumer's rights to 
(jispute billing errors. The statement should contain 
cubstantially the same text as provided., in 
:)26.7(a)(9), If the statement does not appear on the 
11ce together with the other required disclosur'~s, 
lien one of the foLowing notices must be ttiere:: 

~OTICE: See accompanying statement for impor-
tant information regarding your rights to 
dlspute billing errors. 

~~OTICE: See reverse side for important informa­
tion reg 3rding your rights to dispute billi~g 
errors. 

The iJank may also elect to include in its initial disclosure 
state'nent, the Comparative Index of Credit Co~t. 
How',;ver, that optional disclosure is rarely, if ever, used. In 
the t vent that the Index is disclosed, section 226.11- of 
Regl :Iation Z should be' reviewed for required disclPspres. 

Periodic Statements 
Disclosures .~ . 
Eac: I consumer, except those with accounts 226,.7(b) 
whdl are uncollectible or for which collec-
tion procedures have been instituted,. must receive a 
stat0rnent at the end of each billing cycle, unless tne 
und,';putedoutstanding debit or credit balance is $1.00 
or I($s, However, if (\ finance charge is imposed, 'a 
sta:l;rnent must be issued regardless of the balance. If 
ap(cable, .the following disclosures must be made .on 
tha~ portion of the periodic billing statement that the 
conSJmer may retain, Terms shown in quotations are 
requred terminology. Terms marked with an asierisk 
mu:.,: appear on the face of the statement. 
'1. 'Previous balance"-This is the amount outsta~ding 
at t' c beginning of the billing cycle. If' the preyious 
bal;:; Ice 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. 
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*3. "Credits"-Amounts credited to the consumer's 
account during the billing 'cycle, such as returns, rebates 
of finance 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 it~mized and identified. For example, the 
finance charge resulting from the application of the 

. periodic rate and a cash advance transaction charge 
would be separa~ely itemized. 

*S. The balance on which the finance charge was 
computed. ' 

*6. "Annual Percentage Rate"-(Must be L 517 
more conspicuous). 

*7. The closing date of the billing cycle, In 226.7(b) 
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 L538 
balance on the closing date of the billing . 
cycle. If the new balance is a credit balal1ce, 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 balaf}c~ could be misleading since the 
consumer might unknowingly pay that amount rather 
than the new h&lance. 

9. "Periodic rate"-(or "rfltes"). This is the rate that may 
be used to compute the finance charge. Each rate used 
must be disclosed. 

1 O. "Corresponding an.nual percentage rate"-This is 
the rate resulting'from multiplying the periodic rate by the 
number of payment periods .in the year. The terms 
"corresponding an~ual percentp.ge rate," "corresponding 
nominal annual percentage rate," or "Annual Percentage 
Rate" are accep~able. The corresponding annual percen­
tage rate is not:· required to be as conspicuous as the 
"Annual Percentage F3ate" or more conspicuo~s than 
other terminolog.y.:" F" 

'11. Explanation:of determination of the balance on which 
the finance char.ge is corrputed. The bank is requir~d to 
explain how it petermiries the balance on which the 
finance charge :is' comp'uted. For example, if the bank 
uses the average'~aiIY balance method, it must explain 
how the average oaily,b'alance is computed. ' 

12, "Send inquiries to"--":(Must appear either 
on the face or reverse' side of the statement 
and not on separate s'heet.) The bank must 

L 1026 
L 1042 

state an address, preceded by the words "Send Inquiries 
To" or similar language, to which the consumer should 
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send correspondence about his or her bill. A t~lephone 
number as or less conspicuous than the address may 
also be provided. However, the consum~r: cannot 
preserve his or her rights under the Fair Credit Billing 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 primarily 'required 
information, may be fulfilled: 

• If. a copy of the actual document evidenCing 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. 

• If in a purchase transaction a copy is not enclosed 
(descriptive billing), the periodic statement must 
reflect the amount of the transaction, the date on 
wt)ich 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 at the item 
purchased as well as the amount of the transaction" 
and the, date on which the transaction occurred. 

• If 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 transactiol'l Qr 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 notincluded, the statement 
must identify the transaction, cash advance, over­
draft, etc., and include the amount and date of the 
transaction, or the date of the instrument eV,idencing 
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 unavailable for a particular trans?ction, 
the bank must: 

• PrQvide the date of debiting '(posting date), if the date 
of the transaction is unavailable. The qeblting date 
need not be provided if an actual copy of the 
document evidencing the transaction is fumished. 

• Disclose as much of the primarily required "iQfo'rma­
tion as is available and omit any portion that,cannot 
beohla~ed" ' 
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• 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 accomp<;!nying statement, one of the 226.7(c)(4) 
following notices must be placed on the 
face of the statement: 

NOTICE: See reverse side for important L 477 
information. 

NOTICE: See accompanying statement(s) for 
important information. 

NOTIC~: . See reverse side and accompanying 
. ," statement(s) for important inforrnation. 

The regulation 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 portion of the statement that the consum-
er may retain.' " 

If the bank p'rovldes a "free-ride" period, or a time period 
within which a consumer may pay any portion of the new 
balance wittiout incl,lrring an additional finance charge 

. or other charges, the periodic statement must be mailed 
or delivered' at least,14 days before the period ends. If 
the stateme(ltis not mai.led at least 14 days prior to that 
date, then no finance charge, late 
charge, etc., may ge imposed. The 14- . 226.7(b)(2) 
day limit does not apply if the bank 
has been hindered because of an act of God, war, civil 
disorder, natural disaster or strike. 

. . 
Determining the Balance and Computing 
the Finan~e Charge 
There are many diffe'rent ways to compute the Annual 
Percentage Rate, but first the eX2 rniner must know how 
to compute the balance on whicr, the finance' charge is 
detE!rmined. The balance is generally computed in three 
basic ways:' the previous balance method; the daily 
balance mettlCd, and the average daily balance method. 

In the previous balance method, the balance on which 
the finance charge is computed i~ based on the Dalance 
outstanding at the start of the billing cycle. The periodic 
rate is multiplied by "this balance to find the finance , 
charge. In th~:daily pajance method, a daily periodic rate 

3 
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Open-End Credit 
Introduction 

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 isthe 
sum of the products. If the daily periodic rate is multiplied 
by the sums of all the daily balances, the result'is ttie 
finance charge. The average daily balance is the sum of 
the daily balances divided by the number of days in tlie 
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 fillance charge is computed. Any inability to under­
stand that explanation should be discussed with ma'n­
agerr, ::;nt, reminding them of Regulation Z's requirement 
that c,sclosures be clear and meaningful. .. " 

The regulation describes the manner of disclosure for the 
method of computing the balance on which the finance 
charge is calculated. There are two general r~ql.Jire­
ments: (1) The explanation must be clear, conspicuou$, 
and in meaningful sequence; and (2) The fact that. ine 
bank imposes a finance charge without first deducting 
payments and credits made during the billing cycle fnt,Jst 
be oisclosed. ,~ 

If the bank uses the'daily balance method and applies. a 
daily periodic rate', diSClosure may b~ stated as: ";, 

• A balance for each day in the billing I 226.703 
cycle. The daily periodic rate is .. 
multiplied by the balance on each day and the sLITryof 
the products is the finance charge; :'.' 

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

• The sum of the daily balances during the bil~ng 
cycle. The balance on which the finance charge is 
computed is the sum of all the daily balances in !he 
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 statemenrwqrding 
to the effect that the finance charge is or m9Y: .be ' 
determined by multiplying' each 01 the average '~daily 
balailces by the number of days in the billing cycle. then 
mult plying each of the products by the applicabl~:'daily 
periodic rates, and adding those products, .. 

4 
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Section 6.1 

In explaining the method used to find the balance on 
which the finance c;:harge is computed, it is not neces­
sary to show the method the bank uses to allocate 
payments or credits. That information may be disclosed 
as additional inform~tion, 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. If two or 
more periodic rates apply, the bank must I 226,701 
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 ba~ed 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 ~ daily balanc~ or as two or more 
average daily balances is acceptable. 

Annual Percentage Rate 
Computation of th~ Annual Percentage Rate depends on 
three basic factors: ' 

• The method used to calculate the balance on which 
finance charge fs computed, 

• Whether one, ·two or more periodic rates apply. 

• Whether minimum finance charges or separate 
transaction charges' are imposed. 

(Note: Some banks impose minimum finance charges. 
Those charges may be ignored in figuring the Annual 
Percentage Rate, if the minimum charge plus all ~ther 
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 9ycles in the year. 226,5(a)(3) 
11 the minimum' charge plus all other 
charges exceed 50 cents, the quotient method (ex­
plained below) must· be, used to disclose the Annual 
Percentage Rate, LJ~uall)l, separate transaction charges 
are assessed for, certain transactions,. 
such as cash advances. Methods for , 226.5(8) 
computing the Ar:mualPercentage Rate (Footnote) 

, depend on whether the previous balance 
or average daily billance method is used to calcul~te the 
balance on which', the finance charge is computed. 
Regulation Z provides illustrations of Annual Percentage 
Rate computations' wh'en a separate transaction oharge 
is imposed,) . 

Comptroller's Handbook lor Consumer Examinations 
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Open-End Credit 
Examination Objectives 

1 . To verify the accuracy of the balance upon which t,he 
finance charge is computed, the Annual Percentage 
Rate and the periodic rate, and that they are properly 
disclosed and located. (Aminimum of two consecu~ 
tive statements are required.) 

".; .... 

• 

. ,' . 

,) " 

Section 6.2 

2. To determine the adequacy of policies, practices and 
procedures regarding open-end credit. 

3. To determine if bank officers and employees are 
operating in conformance with established guide-
lines. . 

.4 ' • . . 
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Mr. Chairman and member:; oC this CO:!;!:Jc:ttCE': 

of Nissoula, and I arn also a member Dj the ~;Lat c Dankinr] noard. 

It is my purpose to point out Uw ] n"dcquil,CY oJ. the ;'urrcnL 

dealers and tinancial in~;titutjcJl1s, whidl in turn restr'i(ts Uw 

a,.,ailability 0,· credit to the C,)n,3unICt~. 

'rhe present ceilings ar~ to~ally unroJljsLic in view o~ 

today'oS interest rates. l<'iniJnciai ill,.;tituLions and denIer:.:; 

cannot long carry this burdc:n \Vith()Lll~ t"e:;t l"idinq clc~;in'd crrelit ,.' 

to the consumer. 

rates that arc now thn new ':::<1r eel linr]':.. llm'l'\ u- .1 m.l(]flt I'uj !It. 

mly high and uncontrolcd interest r,.ltc: taE; .rc3ulted in loss 0:' 

our town alonE; has lost (J3 Lcasinq, ;':i:o;;io:1 LCilSi.n9, and Cirrlc L 

Leasing. 'rhe results oJ. whi(:h ha\'e denied the Hontana r:onc;umer 

his choice 0; lca:·;in(] or purch,.l~;c oi d vclticJ C'. Our :.ranrhi:5c 

as well ilS lOany others could cxperL:nce the [ate of tI1e lC(1sin'J 

companiC:3. 



... 

1 personally,:ulI not in i avor Oi a r lU.:lt i n'J rat e a.'j it \<loul,] 

further <'l.C'centuate t:l:o LCi)'ot ('r fa::liIlC:; trlat our inciust ry i.'" so 

prone to. 

thus c.)rnpounriLlq our linilllci,ll I',x,itio!l. 

LO the 'extent of :~evcrly rest::ir:tinq the !lev car cle,1Jers =oa103. 

l\ ccilin<] limit: Oi 10,0 UII Ilf'H ;1ll(1 laUe' 11I(,,1e1-; Witil 12'. un 

older units in place of: Ul<' ('urn'nL '/'5, '):,. and 11 \ would be: more 

I 1::i 11 be ;L1PI'Y to .1J1.':;vJ(;r i.lny questions you mily 



Nr. Chairman and 1I1CICWCr.'o o[ this r:U;:i':I(;tt('c': 

My name i~ Joe Taylor. 

It. i:_. my purpo:3c to point out tLc ] n.,dcquiiC'Y oi t.he current 

availability 01: credit to till! c"n~Ullipr. 

cannot long carry tlJi~3 burdc:n WiUl,)Ut:. re:.;tri.ct.in,] desireo cu'cLlt 

to the consumer. 

A middle 0;' tile rOiv'l <1pprOClc:h mu;;t oc !l1dcJe La solve this 

problem which means <'1 sUbstanc:ial lncri:;'l;"'~ in the 12.6H and 12.R3 

rate:; Ltut (1re TlO\'! 1.h,> 11('W '.·,l~- r',~.iljn'1:·;. 1!,J\;'l'I(T I Illi,]ht I'(lint 

our tnvln alone hit:; IV.;t (13 LC<l:;in'], ;·:i:;:;ion Le,lsinq, c.1nrl Circle L 

LCilsinq. 'rllC re:,lllt:.:; UJ V/h.~d1 ha\'c (J,.::nied ch\.' J.iontdna con:,umcr 

his choice 0: leasinq or pUrdi-.I:;c 0:. a \'chiclc. Our ~ranc:hi:3e 

as \·lcd.l a:3 Inany others could (~xreri~)n('e the ',.ltC o[ tile lcasin'J 

cornpanlc:; • 



1 ~ers(lnallyanl not- in : i1vor 01 it [10.1[: i lJ,] rilte C!ci it \';:-luld 

prone to. 

to provide a rc,lsonable return tD the fillClllcial im;titutions, 

hut aL t-llC' ;~.lITIC Lime IHJ;t t.)(: :~t.·lilr.' in orilor tu avoid fur'ther 

1\ ccilinq IjHliL l,i 1[), l.'T! ll"\i dllCJ Idle j"'.··lc·l;vJ.iLil 1.2', un 

your ' L- ~_ -n ~ _ J 1 '.1 i 1 I l.A: ;,,1; 'I'Y t.o ,_1 n;:; \v (l r- <lily quest ions you 

hilve ()n : r :1.: ~ I 'h.i '-; i rJ' or lr;a:,C' ()f )()t-aL(~lrs 

m'lY 
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House Bill No. 239 

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

This i!3 the amount by which the Penney Company reported that the 
co~~t of it:, cred.it opec'aLions exceedr;ct it~; finance chcwge incane. 

The Penney figures are typical of large retail operations. 

Thi~1 includes \vards, Sears, Woolwor'th, K mart, etc., as well as many 
of our local much smaller operations. 

Tl1e ~;m:\llcr' local operation!~, even U10ll[,;h ViU are not talking 
about losses of millions of dollars, are even more hard pressed. 
Ttll'y c<ln not bor'coH at a:; Iowa r'ate a~; the much larr;er oper'ation~~ 

:llid theil' lo:~~;c:; f'I'om their' CI'cdit opcr'ati.on~; cannot be uf'f'-sct a:; 
CiJ:JiJy by the volume of sales and pr'ofits therefrom. 

************* 

No one can borToH at 21% or mor'e and lend this money ou t at 18% 
:md tweak even, 1 e t alonc make money. 

It re~;ulL, in having to create a lar'ger margin of profit m 
the ca~3h sale:3 tu off-set the losses incurred rn the credit sales. 
Tlli~) r'equires the cash custaner to pay more to subsidize the purchases 
rn;l(h! by the cn~d i t custaner. 

*************** 

,';C:1rS waD forced to close its store in Butte in 1980 and go back 
to Ju:;t a catCllo[:lle stor'c operation, clue, at least in part, to thc 
l()~;:;e~; Cdll~)l~d by cI'cdit operation:.>. 

t-lany bllsinc3scs are in that s;}rnc danger r'ight now. 

I wou Id ha te to see us wai t un til they ;we pushed back in to a 
corner like Chrysler has been before any corrective actions are 
taken. 

***************** 

If curr'ent 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 thr'ough finance companies, 
(rq,'11lated lender's). 

Credit purchasing is a big part of the American way of life. 
Without the ability to purchase en credit it i-iould be even more 
difficult for yotmg couples to get star'ted. 

!low can we justify limiting what retailers can charge as interest 
(';1\.- :; 10111('11 w~~ eliminate in ter-est rate ceilings for those regulated lenders? 



Tile fixing of' a maximulll I'aLe i:J, in fae t, establishing the pre­
vLliJinl:'; r'ate. To !,ay that it is lawful to charge up to % will 
result in the char'ging of that ri1te whether the rate set was in tended 
to be Ll maximum or' not. 

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

************* 

I EllTl concerned with the responsibility that this committee i~; taking 
upon il~;elf. .. 1-10 (tho Banker:" Auto dl.:alcrs, implement deulcr3, mobile 
hune dealer's, r'egulated lenders, etc.) all got together cmd Hith all 
concerned in unanimous ccncurrence, decided that the introduction and 
support of !louse Bills 238 and 239 \..fould be jn the bcst interests of all 
of the citi:::ens of the State of Montana. Many of the entities involved 
wcr'e and are viL~orou~; competi tors, BUT vIE CAN AND DO flECc.x:;NIZE EACH 
OTHEHS t'HOBLEt'-lS, and this WLlS taken into cmsiderution in our decisim 
to pur'~~ue our original pO:3i tion to support both House Bills 213 and 239. 

To eliminate u~;ury/ceilings for :,ome entities and not for the 
utlWl' enti ties fGcing the same problem~l would be creating unfair' 
competition in the rnal'ket place and be discrimination of the worst 
possible type in the economic area. 

****f****._* 

I do not believe there will be many abuseso I admit there may be 
some, but no more caused by House Bill 239 than by any others under 
con :,i dera ti on . 

If this C0!l111ittee is concerned thLlt the Federal Truth in Lending 
r'l:quir'C'nJcnts may not apply, H.B. 239 coule! be amended to require such 
di:;(_ll):;tll'\~ or' CVl'n ;1 :;Pl~Ci~ll notu Gnd/or' dj!,clo:~ur'C! any Urnc the 1':lLc 

chc:U'ged is in excess of %. 

I r th\)n~ is a cct)cern wi th r'cf,ard to Crcdi t Card cornp3l1 ic::; ;:)bu~e 

of l'cmov(;d ceilings, House Bill 239 could be amended to apply to only 
cl'cdit gr'antol's wher'ein the ,.same entity that sells the product suffers 
the con:}equcncc~; of the financing and finilllces the product sold itself. 

This is disct'i.ll1inatory too, but at least it doesn't discriminate 
again3t the retailer. 

******f***f**** 

Due to the' fact that trw bulk of pur'cha:;cs of priced-reduced sale 
items Gre made en credit, major' chLlin companies have been having spec ial 
pI'ice di!1coun t BGles more frequcn tly in areils, or states, Hhere they 
ar'm't limited to t11e extent that they lose money on credit sales. Thus, 
once again, such interest rate limitation!.> are depriving Montana citizens 
of full advantage) of the frce competitive mZlr'ket place. 
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