
MINUTES OF THE MEETING 
BUSINESS AND INDUSTRY COMMITTEE 

MONTANA STATE SENATE 

February 18, 1981 

The meeting of the Business and Industry Committee was called to 
order by Chairman Frank W. Hazelbaker on February 18, 1981, at 
1Q:00 a.m. in Room 404 of the State Capitol. 

All committee members were present. 

Chairman Hazelbaker introduced Senator Himsl, who defines Senate 
Bill 5, which is to authorize branch banks and additional bank 
drive-in and walk-up facilities subject to specified limitations 
and requirements. 

Senator Himsl states that he is from District 9, Kalispell. He 
advises that Senator Regan is really the sponsor of this Bill. 
There are divided philosophies and economic differences on this 
issue. He added that he had just received a Petition from the 
City of Troy, asking for banking services in their community. 

PROPONEHTS: 

None. 

OPPONENTS: 

Harold Pitts, representing the Montana Independent Bankers, stated 
that he is opposed to this Bill. 

Phil Sandquist of the First Security Bank of Bozeman, said that 
he has been with the bank for 35 years. He said that it has 
always been an independent bank. He wonders who wants monopoly 
banking, and he adds that it is the First Bank of Minneapolis 
which now controls 41% of the Montana assets. He refers to the 
State of Arizona, which has three banks that now control 87% 
of the total assets in that state. He said that in a branching 
system you have no more bank presidents nor local directors nor 
stockholders. He asks, is this a de-regulation? I feel that 
it is a shift of banking controls from Montana to out of state. \ 
We are losing control of Montana companies and deposits. The 
money will not be in the cOImnunity for the benefit of local bor­
rowers. Independen~ banks have local control, and you have small 
business. The cOImn'.mi ty bank has a local Board of Directors who 
control the functions of the bank. Once this Bill is passed, 
there is no way to back up. No state has ever established bank 
branching by the vote of the people. I refer you to the state of 
Colorado, which put branch-banking to the people, and it was 
voted down, three-to-one. Branching has always been put in 
by a legislative action; not by the people. This Committee will 
make an important decision that will affect a lot of money. He 
added that he hopes that we will not allow out-of-state companies 
to line their pocke'~s with Montana money! 
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Jack King of the Valley Bank of Kalispell, said that a report to 
the Independent Bankers of America indicated that out of 14,000 
banks, 1,250 banks branch, and 11,000 banks do not branch. In 
branching states there is one branch for every 4,449 people, but 
the branch never competes with parent or sister banks, so that 
you have only come competitive bank for every 52,000 people. Cur­
rently, Montana has one bank for every 4,700 people. 

In Montana we not only have unit banks available, but each of 
our banks represent an independent entity. 

This Bill's passage will lead to: 

1. Reduction of independent banks. 
2. Concentration of independent assets. Unless Montana is 

ready to reconize that Montana bank systems have been 
and still do the best possible job for Montana, banks 
can keep our assets from being wallowed up by out-of­
state corporate banks. 

QUESTIONS FROM THE COMMITTEE: 

Senator Lee to Senator Himsl: The reasoning behind this Bill is 
that the Interim Committee has forecast a trend to branch banking. 
Is that correct? 

Senator Himsl, yes, that is true. 

Senator Lee: Is another reason behind this Bill the Federal 
Depository Act of 1980? 

Senator Himsl, This committee was set up at the request of the 
Legislature two years ago at the request of the banking industry. 

Senator Lee: You mean this was begun before the Banking Act of 
1981, and it had nothing to do with this? 

Senator Himsl: That is correct. 

Senator Kolstad then asked Senator Himsl if, in regard to the new 
language in this Bill on page nine, what would be a compelling 
reason for disallowing a branch - are there any? Senator Himsl 
said that if there were too many banks in the first place, if 
they couldn't get enough insurance to protect the public, in my 
opinion the community need was not served. It could be denied, 
but not just because it was competing with somebody else. 

Senator Kolstad then asked Senator Himsl if competition is not 
one of the criteria. The distance is the main criteria, is that 
correct, and Senator Himsl replied that it could be, or it could 
be whether or not the bank that was doing this was solid enough. 
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Senator Goodover said: I have a question for the gentleman from 
Kalispell (Jack King): You indicate that the banks can handle 
Montana's financial concerns without going to out-of-state interst. 
How do you explain that Montana banks have been sold in the last 
several years? Don't these banks usually change hands to go 
wherever the money is? 

Jack King replied, usually, but they have to move in the area and 
handle this. 

Senator Goodover replied: This is true of my business. 

Senator Himsl explained: This is a compromise Bill: there is a 
lot that you do not know about the banking business. He said 
that he has been in this business for 33 years, and his family 
was in it before this. Most banking relations are to increase 
dividends to the stockholder. The local people on the Board have 
an input in their decisions. People who serve on these boards 
can exercise their influence. He said that he has seen a lot of 
changes in the banking business, and he is a bit afraid of what we 
will see soon. Savings and Loans and Credit Unions have expanded, 
and they are branching. Bankers cannot wait and not do anything! 
He referred to Merrill, Lynch and Sears Roebuck in the work that 
they are now doing in this area. He said that he is not sure that 
this Bill is the Bill we want, but it should be looked at as a means 
of addressing a problem which will not go away. He also said that 
if you want to compete, you will have to use the same rules and 
structures. Fifteen percent of assets of our country in banks are 
now held by foreign interests; Britain, Hong Kong, Saudi Arabia, 
France and Italy, as well as others. 

Senator Hazelbaker then introdued Senator Regan who introduced 
Senate Bill 247. She explained" We had this Bill drafted more 
in response to what Federal regulation is going to do rather than 
because of what we may want to do. It will allow state banks to 
branch if national banks are allowed to do so. 

PROPONE1~TS : 

Harold Pitts, representing the Montana Independent Bankers As­
sociation, said that he is in favor of this Bill, as did Ed Jasmin, 
President of the Northwestern Bank of Helena. 

QUESTIONS FROM THE COMMITTEE: 

None. 

At this time Senator Hazelbaker introdued Jay Fabrega, Chairman 
of the Business and Industry Committee in the House. Representative 
Fabrega explained that he represents District 44, Great Falls. He 
described the Bill which he is introducing, House Bill 183: This 
Bill allows detached facilities with limitations based on distance 
and location. He explained that this is the compromise of the 
compromise. As he said, detached facilities are not branch banks: 
services which they provide are limited, whereas branch banks can 
supply all services. 
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He explained that two amendments were put on the Bill as introduced: 
one struck the provision allowing a detached facility to conduct 
transactions opening deposit accounts, and the other dealt with 
applications. This is simply to allow banks to extend their facil­
ities to serve the customers that they presently have. If you 
have a detached facility, you can save money and customers. 

PROPONENTS: 

Warren Vaughn, Vice President of the First Northwest Bank of 
Billings. Mr. Vaughn said that he supports Senatoe Bill 5 and 
House Bill 183. He stated that the Montana Bankers Association has 
had difficulty with this; the Montana Bankers Association has pas­
sed a Resolution which said that they will not take a position on 
this Bill nor any Bill. We need fairness for all financial insti­
tuions - we need equality. The most important issue is competition 
and service, which, as used here, are almost synonymous. There are 
12 National Savings and Loans, which have 53 branches, and there 
is now, in effect, the Federal Monetary Deregulation Act. This 
gives the Savigns and Loans the privileges that the banks have. 
In the 1980's, everyone will be investigating the area of commercial 
service. Senate Bill 2 has received approval; this is for state­
wide branching of credit unions. Equality is necessary among banks, 
and especially banks which operate as a unit bank. The may be owned 
locally, by one family, a number of people in the community, or 
by someone in another state. There is also the chain bank, which 
is tow or more banks which have a common ownership or control. This 
may be someone in the community, someone in another community, an 
individual, or someone in another state. 

The alrgest type of banking structure is a holding company which 
is a corporate banking structure which owns many banks and may be 
formed either in-state or out-of-state. 

Generally, he said, banks are state or national, and operate as 
a company bank. He explained that in the period of time that it has 
taken House Bill 183 to come from the House to the Senate, two 
banks in the State of Montana changed their status. Of the 160 
banks in the State of Montana, there are only 27 banks owned by 
out-of-state holding companies. The most important factor for 
that is the matter of competiton for service. Some would have you 
believe that a unit bank or a chanin bank cannot compete with 
other banks or holding companies. In every large town there are 
one or more large out-of-state holding companies or banks. Inde­
pendent banks do compete, and they do well. We hear that there 
are horrible things about size and concentration. In Montana we 
have one nationally chartered savings and loan. This savings 
and loan as branches from Superior in the West to Sidney in the 
East. We have a holding company which is owned in 11inneapolis 
First Bank or Northwestern Bank System. We have an instate 
holding company in Billings. These three banks in Billings control 
36 of the banking assets in Laurel - Yellowstone County. Fifty­
six communities in the State of Montana have only one bank. The 
well-managing smaller banks are about to compete against large 
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banks. We all want to do a good job, and we want to make a profit. 
No type of bank has a monopoly on good service. The small bank has 
no apology to make for its service in the State of Montana. Costs 
of establishing a facility or a new bank are two: a place to do the 
business - land - and the structure and the capital. If you open 
a detached facility, you are immediately relieved of the expense of 
a capital investment which a branch requires. We have five down-
town banks. In conclusion, we want fairness, equality and competition. 
We should be looking for more ways to compete, and for less reasons 
to quarrel. This is a modest change - this is a compromise. 

PROPONENTS: 

Dick Burke, of Western Analysis Incorporated, Helena, said that 
he is in favor of economic developement and capital formation. 
He said that his firm did a study on competition between financial 
institutions. We have found out that economic performance in this 
state has been lagging compared to nationally. We have limited 
employment opportunitites. Local economics rely largely on capital 
availability and formation. You have to have capitol for economic 
growth and economic development. Sixty percent of all the new jobs 
in this state since 1970 are in firms that employ less than 50 
people.- Small business development is the concern of every depart­
ment of local government. New businesses are critically dependent 
on the availability of capital in the local area. House Bill 183 
and Senate Bill 5 are related to capital formation in one simple 
way: They both are trying to ease the restrictions on banking in 
this state. Competition in an industry is dependent upon ease of 
entry of new firms into that area. One benefit is that when 
competition is greater, as opposed to less, the consumer benefits. 
The more competition, the more benefit to the consumer. Mr. Burke 
stated that he believes that House Bill 183 is a good step for 
Montana. He said that it is an approach to make the state banking 
laws less restrictive. It will generally improve the comparative 
situation of the banking system in this state. 

Ann Angelique, a concerned citizen from East Helena, stated that 
there are times in the Winter when it is difficult to drive into 
Helena to bank. This has been an easy Winter, but sometimes it 
is not so easy. The Rocky Mountain Development sends a bus to 
East Helena, and the older ladies use it to get into town. Energy 
and gasoline are a problem. She said that if they had a bank out 
there, they would save energy. 

Bonnie Evans, a concerned citizen from the Helena Valley, stated 
that there are 2,500 homes in the valley. Recently one of the local 
savings and loan associations set up a branch in a local super 
market, which is conv~nient for the valley residents. The banks 
cannot do this, and it is not fair to the people who want to stay with 
their local banks. 

Dutch Elmdahl, representing First Western Bank of Billings, said 
that this bank has be~ in existence for 20 years. He explained 
that it was hard to get started, but they are now affiliated 
with the First Bank of Minneapolis. He stated that he recently 
went to Hysham, Glendive, Sidney and Malta, where he found eight 
independent banks that have no objections to a banking bill such 
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as this. He commented that North Dakota has 70 facility banks. 
In regard to his bank, they just want to serve existing and pro­
spective customers. When they started they were the only facility 
on the West Side; now there are two other banks, three savings and 
loans and two credit unions. The effect of this Bill will not 
influence Hysham, Libby and Stevensville; he emphasized that he 
is not talking about a branch banking bill. 

Bill Andrews, former President of the Northwestern Bank of Helena, 
spoke in favor of House Bill 183. (Please see handout). He said 
that the handout is from the Montana Banking Association. He 
explained that the purpose of this is to give existing banks the 
opportunity to follow their customers. He advised that we see a 
great need at this time to extend our facilities. The Law gives 
existing banks protection. The regulatory authority must approve 
this, and they do not permit this to the detriment of another bank. 
He said that he has never heard of a bank that has failed because 
of too much competition; the vast majority of business and profes­
sional people, and other people, would all like to have more facilities 
closer to their homes and businesses. The only business that he 
knows that is opposed to this is the small banks - they do not want 
the competition. 

Ed Jasmin, President of the Northwestern Bank of Helena, stated 
that this bank has been in Helena since 1898. He said that he 
is proud to represent the Northwestern Bank. He advised that two 
years ago the White House instituted a study on banking in the 
united States, and he distributed copies of this. (Please see 
handout). He referred to page two, under introduction, and he 
read this out loud. He explained that California leads in newly­
chartered banks, and it has the largest branching network. He ad­
ded that nationwide branching is being considered. 

Harry Latin, of the Conrad National Bank of Kalispell, also spoke 
in favor of this Bill. He advised that last year the trade area in 
Kalispell shrank. Credit unions increased, and savings and loan 
companies increased their facilities. The two independent banks 
are under community owenrship, but a third one coming in has one­
person-ownership. He is definitely in favor of the Bill. He 
feels that it will be a benefit for competitive purposes, and he 
urges "Do Pass". 

OPPOSITION: 

Harold Pitts, representing the Independent Bankers of the State of 
Montana, stated that contrary to what these gentlemen are sying, 
we just want to exist along with these banks. They have grown and 
blossomed, along with the rest of the state, but he does not think 
that they need to expand. (Please see handout). He doesn't think 
that there is enough public support for this type of operation. 
This Bill is really a perennial Bill; it has been in the Legislature 
almost every session since 1965. Last year this Bill was defeated 
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by this body. If these banks really want to render a service to 
their communities, there is legislation on the books which would 
permit them to to this. He refers to the Electronic Funds Transfer 
Act. He then refers to Senator Pat Regan and stated that she was 
a great help in passing this Bill. He said that they could expand 
on this Bill, but it will not permit them to reach their ultimate 
goal, which is just branch banking. There are only about 10 cities 
in the State of Montana, which will be affected by the passage of 
this Bill. There are about 162 banks in the State of Montana; 
25 of them are owned by out-of-state holding companies. Eighteen 
of the 22 largest banks in this state are owned and operated by 
the three largest holding companies in the country. (Please see 
handout). They haven't lost ground by the establishment of new banks 
in their communities. Western Bank Corporation is the multi-banking 
state holding corporation in the United States. They operate in 
11 states. Every member of this Committee received a letter. In 
Yellowstone County there are 13 banks - 10 signed this letter. They 
oppose the passage of House Bill 183. Only a small fraction of the 
dividends come back to the stockholders in Montana. In local banks 
the majority of dividends comes back to stockholders in the State 
of Montana. It would cost a minimum of $250,000 to set up a branch 
bank. This has to be paid for by someone. It is more expensive to 
operate a branch bank than a unit bank. He does not think that there 
is any necessity for changing this. He encourages a "Do Not Pass" 
recommendation on House Bill 183. 

Don Hagler, owner of Hagler's Mortuary, Helena, Montana, and a 
mortician, said that he likes the detached facility, but he does 
not like the distance involved. You could have a bank tie up 
4,000 feet. Zoning enters into this. Banks are zoned for certain 
areas. Banks could buy a corner; that eliminates competition; he 
is against a Law which limits competition. 

Dan Edwards, of the Frist Western Bank of Bozeman, stated that it 
is hard work to put up the capital fora new bank; this takes risk 
and sacrifice. He feels that they should not have to take the 
disrimination of a new bank opening up without this same type of 
difficulty. These banks have to be set up in accordance with the 
regulations imposed by the Deaprtment of Business Regulations. His 
bank is owned by 90% Montana residents; all decisions are made local­
ly. They feel that this is an important part of our banking system. 

Warren Schniver of the First State Bank of Whitefish, advised 
that they are opposed to the Bill. This Bill, as it is proposed, 
would expand into a branching Bill which would have a definite 
effect upon the small banks which they represent. It would cause 
a hardship on the banking community without giving any additional 
services to the consu~er which is not requested in this Bill. 

Jack King, Chairman of the Valley Bank of Kalispell, said that he 
feels that Montana is already well-served by banking facilities. 
Other states, as compared to Montana, have no better service. 
The object of this Bill is to develop more facilities, which we do 
not need. (Please see handout). The entire idea of a bank statement 
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is to look at your capital and surplus account. Most independents 
are approaching the 50% maximum for capital expentirues. Rent 
in a good public location is not inexpensive. A drive-in window can 
run from $5,000 to $15,000. You will not buy this on a contract; 
you have to lease it. You are regulated by the FDIC and the Depart­
ment of Business Regulations in the State of Montana. You also have 
to have permission to open a new bank to service outlying areas. 
There are banks already doing this, and they are owned by Montana 
citizens. Most of these are perimeter banks. He gives the Evergreen 
Bank of Kalispell as an example. The downtown banks are trying to 
set up another facility to service their customers. Most services 
are already provided. Some big chains have a problem with this 
to. The Bank of Montana in Billings has a new building. They 
have spent a lot of money, but they cannot build any drive ins 
Some consideration should be given to the Montana people who are at­
tempting to do something for the people of the state right now. He 
urges "Do Not Pass". 

John Scully, representing the Montana Independent Bankers Association, 
stated that they are definitely opposed to this, as well as to 
Senate Bill 5. He said that the large banking interests, compared 
to the independent banks, are charging the consumer 2% more. It 
has been suggested that you should reaTIy look at this Bill, and 
see that it really has nothing to do with branching. North Dakota 
has had a situation allowing facility banking. This was in existence 
many years ago. They are going to expand this now, and make them 
branches. Minnesota is promoting for an all-out branching effort 
in the State of Minnesota. No one has talked about competition as 
to what we are competing for. A bank is dealing with someone else's 
money; it is not your money. The competition is not a service to 
the consumer; it is competiton for the deposit. tVhen times are 
tough, you cannot get a loan. When things are good, you can get 
money. Mr. Burke's firm was hired by the Govern04 and he was also 
hired by the proponents of this Bill to make a case for branch 
banking. In regard to competition, credit unions and savings and 
loan leagues are competing for the dollar. The banking system is 
supposed to protect the deposits of the people in the state. Branching 
is a monopolistic practice. He feels that Senator Himsl is right; 
what is in the best interest of the people who are served, and my 
opinion is that the best service is to provide a financial institution 
when it is needed in the community. We should maintain and control 
Montana dollars in the state. This is the field of the big boys. 
The only level to stop this at is at the State level; he opposed 
Senate Bill 183. 

George Bullbeck of the Western Bank of Billings, said that he opposes 
Senate Bill 5 and House Bill 183. 

Phil Sandquist of the First Bank of Bozeman, urges "Do Not Pass". 

QUESTIONS FROM THE COMMITTEE: 

Senator Goodover to Warren Schriver from Whitefish: Will Senate 
Bill 183 affect you? 

Warren Schriver replied, yes, it is opening the door because we are 
in the process of changing locations in our banks. We are at our 
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maximum of the capitol surplus for building. It would not allow 
us to have an extended facility. 

Harold Pitts asked: What did it cost the bank here to put in the 
facility at the Capitol Hill Shopping Center: Paul Caruso bought 
property across the street from there; he paid around $300,000, 
and now he has to get $250,000 to put a building on it for a drive­
in facility. 

Senator Goodover stated that he understood that it was around $20,000, 
and Mr. Pitts agreed that that is probably right. 

Senator Goodover commented: I served on the Interim Committee for 
this. Most of the people who have never had branch banking are not 
in favor of it. People who have had branch banking favor it. 

Senator Lee asked Mr. Elmdahl: Does your company have banks in 
North Dakota, and Mr. Elmdahl answered that it does. 

Representative Fabrega said that the Hearing has been to the point. 
He commended the people who oppose this. He said, if you accept the 
logic of tee opposition, it might cost more to build facilities, but 
there are savings, e.g., gas. If you do this, you should limit the 
openings of businesses that serve the consumer. The banks are having 
a fight, and other financial institutions are taking advantage of 
this. It is up to you to make the determination as to whether or 
not it is in the best interest of the voters. He added that he 
prefers dealing with people, not with machines. Representate 
Fabrega then added: If you tie House Bill 183 and Senate Bill 2~7, 
you would have a solution, if Congress were to allow inter-state 
branch banking. If the Congress should authorize interstate banking, 
the fiscal work of a detached facility would be no different than a 
branch bank. There is a differenc~ the detached facility does not 
allow them to get information. These same stories were heard in the 
Minnesota Legislature. This was proposed. (He then reads a letter 
regarding this situation.) The 1977 Detached Facility Bill was 
extremely controversial. 

At the conclusion of the meetinq there was some discussion about 
holding Executive Session, but because the meeting had been so 
lengthy, Chairman Hazelbaker decided to call an Executive Session 
at a later time. 

There being no further action, Chairman Hazelbaker adjourned the 
meeting. . 

III ; ~ i'j,' . ,I I II· ,If! 
/)f,/I,;lij/// , / I j /, ~ ,'~ 

" / t l . v I . /' ... 1 II 1~ '-' 
FRANK W. 'HAZELBAKER, Chairman 

mm 



ROLL CALL 

BUSINESS and INDUSTRY COMMITTEE 

47th LEGISLATIVE SESSION -- 1981 Date Feb. 18, 191 

NAME PRESENT ABSENT EXCUSED 

Goodover, Pat - Vice Chairman X 

X 

Hazelbaker, Frank - Chairman 

Blaylock, Chet X 

Boylan, Paul X 

Dover, Harold X 

Kolstad, Allen X 

Lee, Gary X 

Regan, Pat X -

-

Each day attach to minutes. 



NA!1E, ~~Q-=::~~: ~~=---___ DATE: ~ - J R,. ~ 1 
ADDRESS: ~ 
PHONE: Lf4-~ - ? I () "'1 

REPRESENTING WHOM? Th~ ,,) t~~·W ~ 
APPEARING ON WHICH PRDPOSP.L: II ,B. ~) <!! 3 
00 YOU: SUPPORT? ---- AMEND? ---- OPPOSE?_~4-____ __ 

CO~~ENTS: ___________________________ --___________ - ____ ___ 

PLEASE LEAVE ANY PREPARED STATEMENTS \GTH THE COMMITTEE SECRETARY. 



Nk~E, ~ ()~ 
l,DDRESS, ~ 
PHONE: Sf'l-f ~- J I () <?) 

RE?RESENTING WHOM? m~ ~--*~ 
APPEARING ON WHICH PROPOSAL: S.13 =1:1-S 

00 YOU: SUPPORT? ---- A.t1END? ---- OPPOSE? X -,1------

COK~ENTS: __________________________________________________ ___ 

PLEASE LEAVE ANY PREPARED STATEMENTS WITH THE COMMITTEE SECRETARY. 



NJ...~E : ~~~~--==~~?'~=--____ DATE: ~-/t?-rfl 
ADD~SS:~~~~~~~~~~~~_~~~4~~~~~~~~~~ 
PHONE: _~4L..~~(,:(~~-3~Jt-==-f---.!'1~ _____________ _ 

~P~SENTING ~OM?~~~~~~~~~~~~~~~~~~~~~~~ 

APPEARING ON WHICH PROPOSAL: SIS~/ SO ,2'1'+ /l41F .:! __ _ 

DO YOU: SUPPORT?}( 
_.~..3.--__ N1END? ---- OPPOSE? -----

COM."1ENTS: ~ L2-c#~ 

~~~ 

PLEASE LEAVE ANY PRE?ARED STATEMENTS WITH THE CO~U1ITTEE SECRETARY. 



NAME: __ ~~~~_v_'~_-_~_' ___ ~ ___ ~~~~l~-I_-~_--_L_~ __ ~ _________________ DATE: ________ , __ I ____ _ 

------
ADDRESS: 

J / ( 

: . . ,...-
, -

PHONE: -

I /~' / 
!" 

/ 

( 

// / 
-'-

.­
-- L..-

RE?RESENTING WHOM? '- '--: 
------~-----------------------------------------------

APPEARING ON ~1ICH PROPOSAL: ____ L_/_~_.)_'~/~.£_'_)_'!_-___________________ __ 

DO YOU: 
"J, SUPPORT? "------

AMEND? ------- OPPOSE? -----------

CO~~ENTS: ____________________________________________________ _ 

PLEASE LEAVE ANY PREPARED STATEMENTS WITH THE COMMITTEE SECRETARY. 



Fact Sheet 
Senate Bill #239 

Insurance Premium Finance Co~pany Act 

INTRODUCTION 

The Premium Finance Act authorizes the creation of Insurance 
Premium Finance Companies, provides procedures for investigation 
and licensing of applicants, regulating premium finance 
transactions and sets interest rates and late charges. 

NATURE OF BUSINESS 

An Insurance Premium Finance Company (hereinafter "finance 
company") is a business that finances insurance premiums for a 
person or business requiring insurance. The finance company pays 
the insurance premium to the insurance company on behalf of the 
insured. The insured then repays the premium plus the finance 
charge in periodic installments to the finance company. This 
financing arrangement may be used by businesses wishing to acquire 
insurance as well as consumers. 

Many states have acts similar to ~he present Bill including 
Minnesota, Washington, Oregon and Oklahoma. 

Montana does not have a statute authorizing the financing of 
premiums and it is presently prohibited by the Commissioner of 
Insurance. Attorney Generals Anderson and I'loodahl respectively 
ruled that the Retail Installment Sales Act and Consu~er Loan Act 
do not generally regulate the financing of premiums. 
Notwithstanding this situation, Insurance Premium Financing is 
being conducted in Montana under the guise that the transactions 
are being entered into outside the state under the laws of states 
that do regulate the financing of premiums. 

THE ACT 

Licensing 

Applicants for a Premium Finance License file an application and 
pay a $100.00 annual license fee to the Commissioner of Insurance. 
The CO@ffiissioner makes an investigation of each applicant to insure 
that they are of good character and will comply with the 
requirements of the Act. 



Since some financial institutions are regulated by other state and 
federal law, savings and loan associations, banks, trust companies, 
licensed finance companies, credit unions and resident insurance 
agents are exempted from the Act's provisions. For example, banks 
and savings and loans often finance insurance premiums when an 
individual purchases a house; finance co~panies finance insurance 
premiums with sales under the Retail Installment Sales Act. 
Insurance agents would be regulated under Senate Bill 210 which 
will allow them to charge interest on unpaid receivables after 30 
days. The Insurance Premium Finance Act is necessa~T to allow the 
financing of insurance premiums in transactions that do not involve 
a loan, credit sale or an otherwise unregulated lender. 

The Commissioner may revoke or suspend a license if after an 
investigation determines that the license was obtained by fraud, 
misrepresentation on the application, the licensee is untrustworthy 
or incompetent or the company has violated any provision of the 
Act. The records of premium finance companies must be maintained 
for at least three years and shall be open to examination and 
investigation by the Commissioner. 

Regulating the Finance Contract; Charges 

Section 7 of the Act establishes requirements for premium finance 
contracts including the size of the print (8 point) and the 
disclosure of applicable finance charges. The finance or service 
charge may not exceed interest at the no~inal rate of 21%, plus a 
set-up charge to a maximum of $12.50 per premium finance agreement, 
which need not be refunded upon cancellation or prepayment. If an 
insured prepays his premium loan prior to the due date the unearned 
contract charge shall be refunded in accordance with the Rule of 
78's. A delinquency charge of $1.00 to a maximum of 5% of the 
delinquent installment but not more than $5.00 may be assessed on 
any payment that is more than 5 days late. A premium finance 
agreement may also provide for the payment of attorneys fees and 
court costs if the agreement is referred to a private law firm for 
collection. 

Cancellation 

If a contract contains a clause authorizing cancellation of 
insurance upon default, the finance company may cancel any 
insurance contract listed in the agreeilient by giving 10 days 
written notice to the insured of the intent to cancel the policy 
unless the default is cured. The insurance agent or broker is also 
to be mailed a notice. 



Toe Act also protects other p~rties interested in seei~g that an 
insurance policy is maintained. The Act recognizes statutory, 
regulatory and contractual restrictions providing th~t an insurance 
contract may not be canceled unless notice is given to a 
governmental agency, mortgagee or otoer party. The insurer is to 
give the prescribed notice to these parties on or before the second 
business day after the day it receives the notice of cancellation 
fro~ the finance company and shall deter~ine the effective date of 
cancellation taking into consideration the number of days of. notice 
required by these parties to complete cancellation. 

In the event of cancellation, the unearned premium is returned to 
the finance company to be applied to the debt of the insured. If a 
surplus remains the finance company shall refund any surplus larger 
than $1.00. 

Finally, the Act recognizes the Dee provision stating that no 
filing of a premium finance Agreement or recording of a premium 
finance transaction is necessary to perfect a security interest in 
the agreement. 



Box 1176, Helena, Montana --________ _ 

JAMES W. MURRY 
EXEcunVESECRETARY 

ZIP CODE 59601 

406·442-1708 
Room 100 ··Steamboat Block" 

616 Helena Ave 

TESTH10NY OF DONALD R. JUDGE, MONTANA STATE AFL-CIO, ON SENATE BILL 295, FEBRUARY 
5, 1981, BEFORE THE SENATE COt1t1ITTEE ON BUSINESS AIiD INDUSTRY 
-----------------------------------------------------------------------------------

I am here today to express the strong support of the Montana AFL-CIO for Senate 

Bill 295, which provides that all motor vehicles purchased by the state of r'1ontana 

must be manufactured and assembled in the United States. 

We are in full agreement with the intent of this bill; that Montana taxpyers I 

dollars be spent in the United States to help our economy and protect the jobs of 

United States workers. 

The state of Montana purchases an average of 500 motor vehicles per year with 
\ 

an annual cost of about $400,000. It is essential that this money be spent on 

United States made motor vehicles. 

The nation's auto industry is in desperate straits, with car sales hitting a 

19-year low in 1980. Foreign car makers sold 2,368,400 cars in the U.S. in 

1980, up 4 percent from last year and a record 26.4 percent of the U.S. car 

market. The United States Commerce Department reports that U.S. merchandise 

imports totalled 252.8 billion for 1980, while exports totalled only $220.5 billion, 

a difference of $32.3 billion. 

The theme of the 1980 elections was "jobs" for American workers. I-lontana can 

help do its part with the passage of Senate Bill 295. 

We urge you to support American products, American workers and American industry 

by voting in favor of Senate Bill 295. 

PRINTED ON UNION IoAADE PAPER 
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My name is Dutch Omdahl, President of First Bank west 

Billings, a 20-year old active Bank with assets of 

$37,500,000. My Bank is an affiliate of First Bank System. 

In January of this year it was my pleasure to visit with 

Bankers east and northeast of Billings from Hysham to Glen­

dive to Sidney, Culbertson, Wolf Point, and Malta to name a 

few of the Bank towns in the area on which I called. In 

spite of utterances to the contrary, I found eight Indepen­

dent Bankers who found no fault with facility Banking as pro­

posed under HB 183. 

As a country boy from Starkweather and Devil's Lake, 

North Dakota, the son of an Independent Banker and a 

correspondent banker for the First of Minneapolis, I have 

seen what facility banking can do for communities. They 

have 70 odd facility banks in the state of North Dakota. 

As far as our Bank is concerned, we want the ability to 

better serve existing and potential customers in our area. 

Twenty years ago ours was in all practicality, the only 

financial institution on the west end. Today, there are two 

Savings and Loan branches, three credit unions and two other 

banks. It is particularly important that we have the 

opportunity to expand in a facility way to compete with those 

branches of the Savings and Loans as well as with the Credit 

Unions. 

HBl83 will not have any ·effect on Independent Banks in 

Laurel, Worden, Scobey, Stevensville, Hysham, Libby, and 

the like. 

And finally, HBl83 is not a Branch Banking Bill as 

some would have you believe. 

Thank you! ! 
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Mr. Chairman: 

I am W. B. Andrews~ representing the Northwestern Bank of Helena 

and speaking in strong support of H.B. 183. 

You will recall the Legislative Interim Committee on Branch 

Banking was appointed two years ago to study the subject of expanded 

facilities for commercial banks. The committee requested the Montana 

Bankers Association to recommend a bank facility bill that the bankers 

could support. The recommended bill, although not unanimously endorsed by 

the M.B.A. directors, is identical to H.B. 183. 

The purpose of the bill is to give existing banks a chance to follow 

their customers and provide convenient banking services as population shifts 

occur within communities. Many of the concepts of Montana banking law were 

carried over from early days before we even imagined shopping centers, 

drive-in banks and our complete reliance on the automobile. Today we see a 

great need to extend our service to these outlying business centers and 

we feel frustrated at being limited to having a facility no more than 

1,000 feet from our bank. 

There seems to be a prevalent myth that under this law large banks 

would rapidly expand and gobble up the smaller banks. Nothing could be 

further from the truth. In the first place the law gives existing banks 

the protection of a 1500 foot buffer zone around the bank. Secondly, the 

appropriate regulatory authority must approve the location of any bank, 

branch or drive-in 2nd approval would not be granted to the detriment of 

an established bank. Thirdly, banks don't die because of competition; 

they sometimes fail because of poor management, fraud or community decadence. 

In 30 years of banking I haven't heard of a single bank in America that has 

failed because of too much competition. Since its inception nearly 50 years ago, 
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the F.D.I.C. has liquidated only 5 banks in Montana and none of them were 

closed because of too much competition. 

A fact we often overlook is that H.B. 183 allows an outlying bank 

to establish a drive-in closer to a downtown area, thereby gaining access 

to an expanded market. This is indeed a two-way street wiih benefits for 

the customers of banks of all sizes and locations. 

My experience tells me the vast majority of business and professional 

people, employees, housewives, elderly people~ farmers and ranchers would 

like to have more banking facilities closer to their homes and businesses. 

The only group I know of opposing more convenient banking is the Independent 

Bankers Association whose members are interested in preserving their own 

little monopolies. 

My bank believes it could do a better job in its community if it 

could bring its services closer to its customers. H.B. 183 is a long step in 

that direction and I urge this committee to give favorable consideration to 

this bill. 

Thank you. 
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Bill Summaries 

SB 5 would allow banks to branch or establish additional detached 
facilities. The number of additional facilities or branches would 
be governed by the population of the city where the main banking 
premises are located. The facilities could not be closer than 
1,500 feet to an existing bank or farther than 3 miles beyond the 
city limits of the city in which the main bank is located. The 
state banking board would handle applications for branch banks and 
would have to approve an application unless a compelling reason for 
disapproval was fund. Competition would not be sufficient reason. 

SB 247 would allow state banks to branch, with the consent of the 
department of business regulation. Branching would be subject to 
the same conditions imposed on national banks, if national banks 
are allowed to branch without regard to state law. 

HB 183 would allow banks to establish additional detached facilties, 
the number of which would be determined by the population of the 
city in which the main bank is located. Distance restrictions from 
other facilities are imposed. A facility could not be located more 
than 3 miles beyond the city limits of the city in which the main 
bank is located. The department of business regulation would have 
to approve applications and determine that a new facility would not 
have an adverse effect on the solvency of an existing financial 
institution. 
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REASONS TO \ OTE NO 
IT COSTS MORE. 
A recent report by Califorr a's superinten­
dent of banks makes surpri ng disclosures. 
Their study revealed that "tt 3 larger state­
wide banks almost without e: :::eption charge 
significantly higher rates than smaller 
banks." A study showed the the state's five 
largest banks consistently c larged at least 
2% more on comparable <onsumer loans 
than the seven smallest nor hem California 
banks surveyed. 

MONOPOLY. . 
Branch Banking leads to me )opoly banking 
- it's happened in New 'ark, California, 
and in other states that I ave permitted 
branching. For example, ir ~ona,fhree 
giant banks now control 85'}of the banking 
business in that state. And jL it six years after 
allowing branch banking ir Ohio, Virginia, 
and Florida, there are 4Qt » FEWER banks 
competing with the giants in those states. 
The fewer banks, the fewer ~ )urces of credit 
for you. Branch Banking reo juces competi­
tion and reduces your optic "\s. 

MONTANA'S LEGISLATURE RE IECTED 
BRANCH BANKING. 
Since 1927 Montana has fatly prohibited 
branch banking in this stotH. In 1968 Mon­
tar.a legislature repec»ed 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 ot 
your home bank for use in your community? 
If branch banking passes, your depoSits 
could leave your community and your loan 
will require the approval of an executive sit­
ting in one of the monopoly banks. 

:" :1.:. 
BUREAUCRACY REPlACES PERSONAl. SEIMCE. 
Branch banks are run by big central control 
banks that are simply not interested in your 
community. The branch bank manager just 
can't make decisions like your local bank 
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. 

\ 
\ 
) I 

J 
I 



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 stressing that 

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

and I do not think that this Committee wiU 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 wllt 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]ln 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. 



CONSOLATED REPORT OF CONDITION of 
(ALLEY BANK of Helena, Montano 59604 
. at the close of business on 

December 31, 1980 
lSSm 

:ash and due from depository insliNtions .. 350,000 
).5. Treasury securities ............ _ .... 370,000 
:ederal funds sold and securities 

purchased under agreements to resell .,. 950,000 
Loans: Total (e)(cluding 

unearned income) .•.•.. 5,152,000. 
Less: allowance for ' , 

possible loan losses ........ 2,000'. 
Loans, Net .......•....•........•.. 5,154,000 ' 

lank premises, furniiure and fidures, and 
other assest representing bank premises .. 400,000 

\11 other other assets .................. 142,000 
'OTAl 'ASSETS ..................•... 7,366,000 

LIABIlITIES 
)emand deposits of individuals, 

partnerships, and corporations .....•.. 1,709,000 
'ime and savings deposits of individuals, 

partnerships, and corporations ..•...•. 3,652,000 
)eposils of United States Governme'nt ...... 16,000 
)epasits of States and political 

subdivisions in the United Slates ......•. 850,000 
:ertified and officers' checks ............ 103,000 
rotal Deposits ....................... 6,330,000 

Total demand deposits .... 1,928,000 
Total time and 
savings deposits .......... 4,402,000' 

All other liabilities ...................... 82,000 
TOTAL LIABIlITIES (excluding 

subordinated notes and debentures) .... 6,432,000 
EQUITY CAPITAL 

Common Stock 
No. Shares outhorized-10,ODO 
No. Shores outstanding-l 0,000 (par value}400,ooo 

Surplus ............................... 400,000 
Jndivided profits and reserve for 

contingencies and other capital reserves . 154,000 
rOTAl EQUITY CAPITAL ................. 954,000 

'TOTAL LIABILITIES AND EQUITY CAPITAL .7,366,000 
MEMORANDA 

. Amounts outstanding as of report date: 
Time certificates of deposit in 

denominations of 5100,000 or more .. 304,000 
Average for 30 calendar da'ys (or calendar month) 

nding with report date: 
Total deposits ..................... 6,245,000 

l(We, the undersigned officer(s) do hereby declare that 
,is Report of Condition (including the supporting 
chedules) is true to the best of my knowledge and belief. 

fs/Robert J. Faure 
Operations Officer & 
Assistant Cashier 

We, the undersigned directors, attest the correctness of' 
his Report of Condition (including the supporting 
chedules) and declare that it has been e)(amined by us 
lOd to the best of our knowledge and belief has been 
)repared in conformance with the instructions and is true 
lnd correct. 

IslJerome T. loendorf 
/s/Thomas F. Dowling 
Is/ Joan S. Poston 
Directors 

State of Montana, County of Lewis & Clark, ss: 
Sworn to and subscribed before me this 12th day of 

1 January, 1981, and I hereby certify that I am not an of-
ficer or director of this bank. 

Is/Noncy D. Rychalski 
No"iory Public 
My commission e)(pires 12/31/81 

1.- __ ._~ . .., 1 1001 
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Geographic Restrictions 
on Commercial Banking 
in the United States 
The Report of the President 

Department of the Treasury 
January 1981 



I. Introduction 

The United States' financial system, which today encompasses 
42,000 deposito~ institutions including almost 15,000 commercial 
banks, has long been distinctive for its fragmented structure. 
That fragmentation is~ a product of neither historic accident nor 
unencumbered market forces; rather, today's balkanized financial 
system is largely a result of deeply held beliefs which have been 
codified in Fed!ral policy. Specifically, our diverse financial 
system reflects a Federal statutory framework which limits the 
functions of di:ferent classes of depository institutions and defers 
to the states 01 the issue of geographic expansion by banks. That 
framework, in tlrn, is an outgrowth of long-standing fear of an undue 
concentration 0: financial power in the hands of banking inst~tutions. 
That is, the stltutOry framework that separates one class of deposi­
tory institutiol from another, and that proscribes bank mergers and 
acquisitions across certain geographic boundaries, makes'it more 
difficult for one class of institution, or for certain institutions 
within any clas3, to achieve a dominant market position. 

~nis Administration is committed to the avoidance of an undue 
concentration of resources and supports the continuation of a viable 
dual banking sy~tem. The issue treated in this report is whether the 
existing framew~rk of geographic restrictions on bank expansion is an 
effective, efficient and equitable way to avoid undue concentration in 
the financial environment of the 1980s. Put another way, given that 
existing geographic restraints can impede competition and reduce 
efficiency in many markets, could undue concentrations of financial 
power be avoided witho~t such restraints? The Administration has 
concluded that market forces inside and outside banking per ~ 
are diminishing the effectiveness and increasing the inequities 
and inefficiencies produced by current geographic limitations, 
that the persistence of those forces will create growing pressure 
for change in t~e statutory framework in the early 1980s, and 
that a phased liberalization of existing restraints would serve 
the public interest. 

Fundamental changes in today's statutory structure will not be 
easily achieved. Despite the increasing ineffectiveness of prohibi­
tions on interstate banking, state boundaries on bank expansion 
have attained an almost mystical significance among many supporters 
of the present system. Existing law provides a protective umbrella, 
albeit an increasingly perforated one, for many institutions, and 
modification of that law could significantly alter existing competi­
tive relationships. Yet the Administration views the burgeoning 
debate on these issues as desirable and an intensification of that 
debate as inevitable. 
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The debate is desirable because the national interest is served 
by a stable, strong and competitive commercial banking system, and 
achievement of the industry's potential to serve the public as 
efficient financial intermediaries will increasingly be impeded by 
existing geographic restraints. The Administration cannot justify 
on grounds of logic or economics the prohibition, on one side of a 
state border, of the bank's activities which are permissible on the 
other side of the border. Financial markets have experienced funda­
mental and accelerating change: businesses, households, and the 
financial institutions ,erving their needs have expanded their geo­
graphic reach; but the basic Federal statutory approach toward geo­
graphic expansion by banks has been virtually unaltered for nearly 
half a century. Whatever their benefits in an earlier era, the 
Administration regards existing geographic limitations as anachro­
nistic in the competitive marketplace of the 1980s. The gap between 
the powers of commercial banks and the geographic breadth of today's 
financial services markets is growing, and as it grows the ineffi­
ciencies and inequities for both banks and the public they serve 
will become more severe. 

The financial services industry is inherently an interstate 
business, and banking activities on the wholesale side are increas­
ingly conducted on an interstate basis. Today, the nation's major 
corporations and wealthy individuals frequently effect transactions 
with banks across state lines; it is only the small business and 
household customers who continue to be deprived of the benefits of 
a competitive interstate banking system. eI ... ftc.ad~n·s. 

_ t 4 tin £ ; •• " t. Ji~ • .-.m~~~~~~te 
ClkamX tw.-,,'·j'lftX'li.i, •• s~~~~.~~~~~j.v~ 
_i.q;&I~ftI bl!ftWfJ:~ea.~~e:;~b. 
__ aad.lt W~_.~ .. ~~~e~and 
wHiRk ici'£.1QP-.Af rAW t..w3QSHf!l '~~b~~1-y",~£~~k 
Ai'''h1!ii&1i¥lQ&_z.Q .~.JI.igJ~~.i il".m:i~n.1:.i:tu.tions_ 
p-l.a.yi=n@ -.ntieJi: it !ii~tB\t~~ules. 

Intensification of the debate is inevitable because market 
forces will continue to undermine the effectiveness of artificial 
boundaries unrelated to those forces. Changes in the financial 
services markets already have substantially altered the character 
of the banking business • 'The financial system which emerged from 

, the""s'tat.utory, andr.egulatory r£!forms'initiatedin' the -1930s, and 
-which-ev61ved"slowly through the next three decades. consisted of 
distinct kinds of financial institutions, offering distinct finan­
cial products, generally in limited geographic areas. Although an 
important role for specialized institutions continues, changes in 
demographics, technology, consumer preferences, regulation and the 
financial industry itself have eroded many of the barriers erected 
in the 19305. What was once a financial system consisting of highly 
segmented aeographic markets has, for many kinds of banking services, 
been trans~ormed into a competitive nationwide marketplace. What 
was once a segmented product market has been replaced by head-to­
head competition between banks and various nonbank institutions; 
indeed, there is no longer a single service or product line offered 
exclusively by commercial banks. 
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A central feature of the financial services industry today is 
the increasing number of banklike competitors with banklike powers 
offering bankl~ke services -- but on a more flexible geographic 
basis than iSlvailable for commercial banks. Just as the Federal 
government can10t repeal the changes which market forces have pro­
duced, commercLal banks cannot insulate themselves from the competi­
tion of nonbanc entities. Either commercial banks will be permitted 
to evolve as efficient financial intermediaries and to meet the needs 
of the market Jnder a modernized statutory structure, or the demands 
of the market ~ill be satisfied outside the banking system by insti­
tutions not suoject to the same restraints. 

A decline in the commercial banks' share of the financial ser­
vices market fer se would not necessarily be a concern of government 
if it reflectej the inability of banks to provide services compar­
able to those ~f nonbank competitors. But it is inefficient and 
inequitable fer government to force such a decline and deprive the 
public of the oenefits of a competitive banking system through the 
retention of a~tiquated restraints. The realization of the public 
benefits Which a free enterprise commercial banking system can pro­
vide requires that banks be authorized to operate full-service 
offices on a geographic basis Which is better related to the structure 
of the financial marketplace of the 1980s. 

Critical to any assessment of the existing statutory framework 
is the likelihood that the early 1980s will witness the beginning 
of a contraction in the number of financial institutions in the 
United States. A wide range of forces in the financial services 
industry point toward some degree of contraction, yet the existing 
statutory structure governing bank mergers and acquisitions simply 
is not compatible with a rational and orderly transistion to a more 
efficient banking structure. The forces for consolidation include: 

• The elimination of consumer deposits as a cheap and 
stable source of funds, with resulting increasing cost 
pressures. Household depositors are increasingly rate­
sensitive, and Regulation Q ceilings may no longer provide 
cost protection for depository institutions. At the 
same time, many depository institutions, especially 
thrifts, are not well positioned to weather periods of 
high and volatile interest rates (i.e., many institutions 
still have significant proportions of their assets tied 
up in low-yield long-term mortgages). Cost pressures, 
particularly on the retail side of the business, will 
impose the most serious strains on the profitability of 
many institutions, and those strains will i!,nuce a number 
of firms to seek affiliations with other ins' :tutions • 

• Economies of scale associated with new electronic and 
other technologies, as well as the provision of more 
sophisticated services. In general, the provision of 
retail srvices as well as accounting and inventory 
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methods will become more automatp.rl. In the long run, 
many intermediate- to smaller-size. banks may be placed 
at a competitive disadvantage relative to large firms 
that can afford more sophisticated data processing 
systems and other electronic and electromechanical 
devices that can reduce unit costs. Again, some 
institutions will perceive their interest to lie in 
merging or forming servicing corporations under joint­
ventu+e arrangements in order to compete successfully 
with others in the financial services business • 

• The penetration of the "banking" business by nonbanking 
entities. Competition from nonbank sources -- money 
funds, broker/dealers, retailers, and so forth -­
increasingly will affect households' demand for narrow bank 
services. The result will be a potential decline in bank 
profitability for which some individual institutions may 
not be well prepared . 

• Many institutions will be hard pressed to achieve the 
capital necessary to sustain the growth of credit in 
the 1980s. Current limitations on bank mergers and 
acquisitions not only restrict opportunites for capital 
infusions but, in addition, may dampen investor interest 
in bank equities, which in turn inhibits the ability of 
the industry to attract new capital. 

There are 'several important caveats to our projection of 
significant consolidation. Canada, Great Britain, France and 
West Germany combined have less than 700 commercial banks. The 
Administration does not believe that the United States is likely to 
replicate the Canadian/western European model. Nor does the Adminis­
tration foresee a financial environment which does not include a 
role for the specialized lender or the community bank. In a nation 
committed to diversity and the avoidance of undue concentration of 
financial power, these institutions will continue to serve important 
market needs. Finally, the view that pressures for consolidation will 
increase should not imply that the Administration perceives such 
pressures to be desirable; the point is simply that they exist. 

The Administration evaluated the existing statu' Jry framework 
by analyzing its effects in terms of traditional pub~_c policy 
concerns. The ultimate test should be: What is the minimum level 
of government interference in market structure necessary to achieve 
optimum public benefits? There should be a presumption against 
government interference i~ the free market system, and consumer 
freedom of choice s~ould be constrained by government only to the 
extent that competing public policy Objectives warrant such restraint. 
In reaching its conclusions, the Administration based its analysis 
on a range of broad criteria: competition, concentration of resources, 
economic efficiency, competitive equity, the impact on small banks, 
credit availability, institutional safety and soundness, the 
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convenience ani needs of the local community, and the preservation 
of the dual ba1king system. These issues, which are discussed in 
depth in the r!search compendium attached to this report, were 
important in t~e evolution of statutes establishing geographic 
limitations on the structure of banking organizations. 

II. Back,round: History of Geographic Restraints 

Prior to the Civil War, there is scant evidence of strong 
feelings far cr against branch banking in the United States. 
Despite Alexarjer Hamilton's reservations about a lack of managerial 
capacity, the First Bank of the United States, organized in 1791 
and headquartered in Philadelphia, established eight branches in 
the nation's leading cities. During this priod most state banks 
were establisred under special charters issued individually by 
state legislatures, so branching authority frequently varied from 
bank to bank rather than from state to state. 

Branchins was not mentioned in the National Currency Act of 
1863, which pIovided for the chartering of national banks. However, 
subsequent interpretations of the Act and of its successor, the 
National Bank Act of 1864, prohibited the establishment of branches 
by national bcnks. This restriction on national bank branching was 
consistent with traditional public concern that concentration of 
economic poweI among a few large banking organizations might permit 
these institutions to exert undue influence over the allocation 
of national resources. However, over time the restrictions created 
competi ti VE! ir.equi ties as various states gave state-chartered banks 
branching powers. 

A. The McFadden Act 

In 1927 Congress adopted the McFadden Act, Which authorized 
a national bank to branch within its home city if state law permitted 
a state bank to do so. This legislation has come to symbolize a 
policy of restrictiveness regarding geographic expansion: yet it 
is important to note that the Act actually liberalized then-existing 
limits on branching for national banks. 

St~te banks continued to have a competitive advantage in 
those states which permitted branching beyond a bank's home city. 
To remedy this remaining inequity, Congress included in the Banking 
Act of 1933 a further liberalization of geographic restraints on 
banking to permit national banks to establish branches at any place 
within the state Where state law permitted state banks to branch. 
One draft of this bill would have permitted a national bank to 
branch anywhere within its state and into.a neighboring state within 
50 miles of the home office, but this provision was filibustered 
out of the bill. 

In essence, the Banking Act of lq33 established state boundaries 
as the ultimate limits for bank branching and gave state legisla­
tures the authority to determine the branching structure within 
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each state. For purposes of the Act, a "branch" was defined as 
an office of a bank which receives deposits, pays checks or lends 
money. 

B. The Bank Holding Company Act 

Prior to the Bank Holding Company Act of 1956, banks frequentl) 
achieved geographic expansion through the formation of multi-bank 
holding companies (BHCs). BHCs, which first emerged during the 
late nineteenth century, flourished during the 19205 and again in 
the period following World War II. Originally most holding companies 
were created in an effort to expand geographically within what were 
other.ise unit bankinq states. In some instances, the multi-bank 
holding companies also chartered or acquired banks in other states. 

By 1956, the statewide and interstate expansion of some large 
multi-bank holding companies had generated pressure for the enact­
ment of legislation to restrict the growth of BHCs. The Bank 
Holding Company Act of 1956 was the first Federal legislation to 
focus exclusively on the holding company form of organization. 
Section 3 (d) of the Act, known as the Douglas Amendment, prohibited 
multi-bank holding companies from acquiring a bank in another state, 
unless the law of the state in which the bank to be acquired was 
domiciled affirmatively provided for such entry. States were 
permitted to regulate BHC activities within their borders to the 
same degree as prior to 1956. In 1970, the legislation was extended 
to cover one-bank holding companies and ~as broadened to establish 
standards for determining the permissible -nonhanking" activities 
of BHCs. The term "bank" was defined narrowly in the Act to mean 
any institution which accepts demand deposits and makes commercial 
loans. Thus, nonbank subsidiaries of BHCs can operate across state 
lines and perform many functions of commercial banks. 

The evolution of Federal laws regarding limits on geographic 
expansion reflected historic concerns about undue economic concen­
tration, competitive equality among state and national banks, and 
the sovereignty of states. The McFadden Act and the Douglas Amend­
ment embody these basic principles: (1) banks and BHCs generally 
may not operate "full-service" banking offices in more than one 
state, (2) within each state, state and national banks are subject 
to the same restrictions on geographic expansion, and (3) each state 
has the responsibility to determine its multi-office structure, if 
any. The net result is the current patchwork of state limitations 
on the structure of banking organizations ranging from single-office 
(unit banking) restrictions to full statewide branching, and a wide 
variety of permissible interstate BHC activities. 

III. Geographic Limitations and the Present Banking Environment 

Statutory geographic restraints on bank expansion may have 
been responsive to the issues of public concern in the banking 
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markets whic; existed when those laws were enacted. But other 
legal mechan sms have emerged with the potential to deal more 
effectively "ith anti-competitive behavior, undue economic concen­
tration and (;ther concerns regarding bank expansion. Indeed, in 
today's envi: onment geographic boundaries are counterproductive: 
they frequen- ly preclude pro-competitive market entry and thus 
undermine tht competitive objectives they were purportedly designed 
to achieve. 

Through the first half of this century communications and 
transportation technology naturally constrained the geographic 
boundaries for most banking functions. Government intervention, 
custom, and economic forces promoted segmentation of financial 
markets alonl' product and geographic lines. In particular, geo­
graphic rest:'ictions on banking organizations were roughly consistent 
wi th the stn .cture of banking markets, and until recently such re­
strictions d .d not significantly distort economic behavior. 

In receJ:t decades technological advances have greatly expanded 
the average ('onsumer's geographic realm and irreversibly altered 
patterns of : :ocial and financial behavior. The American consumer, 
working, sho}lping, and playing, is now a mobile commuter. The 
consumer has also become a far more sophisticated user of financial 
services, sensitive to interest rate differentials and to alterna­
tives for ket~ping idle, non-earning balances at a minimum. Infla­
tion has acct!lerated this learning process and greatly increased the 
range of sav:_ngs and investment vehicles familiar to consumers. 
In sum, the days when the individual was effectively limited to and 
satisfied wi1h a handful of deposit instruments at a local depository 
institution have ended. 

The technological forces which have changed the face of Ameri­
can life have revolutionized the delivery of "banking" services and 
the scope of "banking" markets, but statutory geographic restraints 
are increasingly limiting the ability of the commercial banking 
industry to respond in this new environment. The technological, 
financial, and regulatory changes which have undermined the effective­
ness of geographic restrictions and imposed growinq competitive 
disadvantages upon commercial banks are described ;::,elow. 

A. Co~~ercial Bank Interstate Activity 

Most commercial bank activities except for retail deposit 
taking are no longer subject to restraints imposed under the Douglas 
Amendment and the McFadden Act. For years, banks have lawfully 
availed theMselves of various corporate devices to conduct banklike 
activities independent of geographic limitations. In recognition 
of the interstate character of the corporate financial markets, the 
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regulatory structure has evolved to permit the largest banks to 
compete nation .... ide for ...... holesale .. business~ it is only the reta':l 
customer who is effectively precluded from taking advantage of tle 
benefits of a freely competitive system. 

The multi-bank holding company device permits banks to expard 
geographically within many states with laws restricting branchin~ 
per se, although such expansion is often more costly and less 
efficient than the straightforward establishment of a branch. 
Twelve bank holding ~ompanies grandfathered under the Bank Holdirg 
Company Act of 1956 continue to do business in more than one sta1.e, 
and the Administration has found no compelling evidence of the 
concerns alleged to accompany interstate banking. 

More significantly, BHCs provide a wide range of banklike 
services across state lines through devices such as nonbank 
subsidiaries. The Bank Holding Company Act Amendments of 1970 
effectivelY allo .... BECs to offer virtually any banking service, 
except the acce~tance of deposits, on a multi-state basis. Unde; 
the 1970 Amendments, BHes have achieved nationwide networks of 
consumer finance, mortgage bankina and other "nonbank" subsidiar:.es. 
One holding ,company currently ooerates 13 subsidiaries, includin(' 
a finance company with over 370 offices in 39 states. Approxima-:ely 
350 loan production offices operate in 20 states t(' solicit loan 
business at the commercial and retail levels for ~ ,parent bank: •• 
Edae Act corporations, which had assets of nearl' ... 4 billion at 
th; end of l~79, operate on a multi-state basi! ~nd offer both 
deposit and loan services related to internat: mal trade to 
business customers. The International Banking Act of 1978 sub­
stantially broadened the power of Edge corporations, authorizing 
the Federal Reserve to allow them to branch interstate and to 
broaden their operating flexibility. 

Foreign banks have achieved an interstate presence in .... ays 
beyond those available to domestic banks, at least until the 
adoption of the multi-office limitations imposed under the Inter­
national Banking Act of 1978 (IBA). The IBA brought future branch­
ing powers of foreign banks closer into line with : :'10se of domestic 
banks, but still grandfathered 36 foreign bankins organizations 
conducting operations in more than one state. The IBA also exte~ded 
foreign bank powers to create Edge corporations and engage in non­
bank activities 

More recently, attention has focused on the fact that a foreign 
bank may purchase a domestic bank, whereas out-of-state domestic 
banks are precluded from making such acquisitions. The available 
evidence suggests no compelling reason for additional legislation 
to prohibit or further regulate foreign acquisitions of United States 
banks on supervisory, community service, competitive or national 
interest grounds. To the contrary, such legislation would run counter 
to this nation's policy of non-intervention with respect to interna­
tional investment, and special restrictions on foreign acquisitions 
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could damaje the interests of u.s. banks abroad and perhaps those 
of other u.s. investors as well. It could also have an adverse 
effect on :he health of some financial institutions, since capital 
injections in cases well short of failure could be precluded by the 
sort of mo~atorium in effect from April I through June 30, 1980, 
under the )epository Institutions Deregulation and Monetary Control 
Act of 198). 

Yet t1e prohibition on interstate acquisitions by domestic 
BHCs has c~eated an anomalous situation which is difficult to 
justify on economic grounds. A foreign bank can purchase a U.S. 
bank, but a domestic bank which happens to be located in a different 
state is precluded from making a competing offer. Indeed, the 
combined e:fect of the Douglas Amendment and existing antitrust 
standards is that most of the largest banks in most states cannot 
be purchas~d by any bank other than a foreign one. The public 
interest i; not well served by a system which effectively limits 
to foreign institutions the opportunity to acquire or merge with 
many domes:ic banks. The interests of individual banking institu­
tions, inv~stors and the banking public would be enhanced by a 
framework ':>roviding danestic banks with greater flexibility in 
identifyinJ appropriate partners for merger or acquisition on an 
interstate basis. 

B. Tlrift Institution Competition 

The M=Fadden Act and Douglas Amendment restrict competition 
among bank3 but cannot insulate banks from the competitive impact 
of thrift Lnstitutions. Thrift institutions are nOe ~bject to 
the statutr)ry framework which governs geographic exr; ion by com­
mercial banks, but the thrifts' broadened asset and 1. _, ·ili ty powers 
will increasingly make them direct competitors on the retail side 
of the banking business. Recent legislation and regulatory reforms 
are expanding the capabilities of thrift institutions to offer new 
products and services -- such as NOW accounts, large CDs and con­
sumer lending -- competitive with those traditionally offered 
exclusively by commercial banks. Indeed, thrift institutions will 
increasingly look like retail-oriented banks in the future. As 
these powers are implemented, the effects of the banks' competitive 
disadvantage vis-a-vis geographic expansion will become more visible. 

Traditionally, the Federal Home Loan Bank Board (FHLBB), which 
determines the branching authority of Federally-chartered savings 
and loan associations (S&Ls), had established branching powers for 
these institutions in each state similar to the branching restric­
tions on state-chartered S&Ls, savings banks, banks, and BHCs. 
But as of January I, 1980, the FHLBB has permitted full intrastate 
branching by Federally-chartered S&Ls in all states. Moreover, 
while the FHLBB has not yet approved establishment of S&L branches 
outside the home state, it is considering a proposal to allow 
Federal S&Ls headquartered in the Washington, D.C. SMSA to estab­
lish branches throughout the District of Columbia and the parts of 
Maryland and Virginia in the SMSA. If S&Ls in the Washington, D.C. 
SMSA are freed from existing restraints on geographic expansion 
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within the SMSA, the Administration believes that this action wo lld 
serve the public interest and provide useful information on the 
impact of a less restricted statutory frame~rk. 

Mutual savings banks (MSBs) generally are state-chartered 
institutions subject to state branching restrictions. Recent 
legislation permits MSBs to obtain Federal charters which would 
allow MSBs, with FHLBB approval, to branch anywhere intrastate 
despite a more restrictive state law. Credit unions are mutual 
institutions limited to groups with a common bond or affinity ant 
therefore tend to be small, local organizations with one office~ 
however, if the common bond requirement is satisfied, a credit 
union may branch nationwide or even worldwide. For example, the 
Navy Credit Union, with alm::>st Sl billion in assets, has worlciwiie 
offices. 

c. Nondepository Institution Competition 

Perhaps the most dramatic change in the st~ucture of the 
financial services industry has been the recent and accelerating 
penetration of what was formerly the "banking" business by non­
depository institutions. Brokerage firms can compete for "depos:.ts" 
nationwide by paying interest on idle balances in a customer's 
brokerage account. This process has moved a significant step 
further through the development of a "cash management account", 
which allows an account holder to draw interest on idle balances 
to access the account for third-party-payment purposes by means 
of a-check-like instrument, and to draw credit against the account 
by means of a credit card. 

Money market mutual funds have become an important element 
in the competition for savers' funds. The money fund has in effect 
reduced the minimum denomination of a bank certificate of deposit 
from $100,000 to as little as $500 but without interest rate re­
strictions. Money funds issue what is in effect a liquid liability 
to savers and use the proceeds to purchase bank certificates of 
deposit and other high-yield, short-term, relatively riskless instru­
ments. Many money funds allow deposits in almost any amount and 
most funds offer checking services -- so that the customer enjoys 
many characteristics of an interest-bearing transaction deposit, 
though one which is not Federally insured. Finance companies and 
retailers with a nationwide presence make loans to individuals and 
businesses, and such companies may issue uninsured, small-denomina­
tion, deposit-like liabilities in competition with banks. Mortgage 
companies, insurance corporations and credit card companies also 
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offer F~oducts and services similar to those of banks with little 
or no s)vernmental constraints on geographical expansion. As the 
range c; nondeoository institutions in the "banking" business 
broadenl, their freedom to apply new technologies without geographic 
limitat~ons will provide them with an increasingly critical competi­
tive adlantage in the 1980s. 

D. Technological Advance 

Ne.-' technologies have the potential to virtually eliminate time 
and spa·~e restrictions on the delivery of financial services. Just 
as the ~elephone and airplane induced the liberalization of geo­
graphic restraints on the wholesale side of banking, off-premise 
electrolic devices are straining geographic limits on the retail 
side. 1ecent advances in transportation, communication and com­
puter t!chnology have made physical proximity to the customer a 
less imJ lortant cons ideration in the market for financial services. 
Because a customer has access to most banking functions without even 
enterin( I the traditional brick-and-mortar branch, geographic re­
stricti( ,ns based on the location of physical branches are no longer 
an effective means of limiting the range of banking markets. Yet 
the app:.ica tion of the McFadden Act to cover electronic banking 
facilit:es produces distortions, inefficiencies and discrimination 
against the retail customer. 

Toc.ay, bank customers need no longer queue up at their local 
bran~h to conduct their banking business. Billions of dollars are 
transfeIred almost instantaneously to the other side of the world 
through sophisticated electronic networks; automated teller machines 
(ATMs) provide round-the-clock service and relieve customer con­
gestion at banks; deposits are made by mail, or automatically from 
payroll departments using electronic tapes; customers can use the 
telephone to transfer funds among accounts or between institutions; 
in the 1980s, the consumer will be able to engage in telephone and 
television banking through computers at horne. Over the corning decade 
the combination of card, telephone and mail systems is likely to be 
developed to provide all the banking functions currently performed 
by brick-and-mortar branches. 

In addition to its contribution to pressures for consolidation 
which were cited earlier, this technological revolution has three major 
implications. First, technology will be a major catalyst in extending 
the "banking" business beyond depository institutions to include non­
traditional participants ranging from retail chains to department 
stores to large corporations such as oil, telephone or television 
companies. Second, the ever more sophisticated and versatile technology 
available to those who choose to use it will widen the gap between the 
banking services the public demands, and the services many commercial 
banks can offer. The wider the gap becomes, the greater the incentive 
will be for financial institutions not subject to geographic restraints 
to pursue the opportunities presented. 
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Finally, these new technologies have the potential to ren Ice 
costs and provide increased customer convenience; but the cost· 
convenience promise has not yet begun to be fully realized, in 
pa~ due to regulatory distortions. A recent court ruling has 
determined electronic funds transfer (EFT) terminals to be bra lches 
for purposes of determining permissible placement of automated teller 
machines (ATMs) and, indeed, most ATMs are located at the site of 
a physical branch. Thus, the Federal statutes, as interpreted by 
the courts, have slowed the development of cost-saving, conven.ence­
enhancing financial service innovations -- to the detriment bo~h 
of bankers and their customers. Such limitations are most res~ric­
tive on household, small business and agricultural customers. Large 
corporations have access to competitive national -- even world~ide -­
markets for their borrowing needs, via commercial paper, accep:ance 
financing, or loans from a worldwide network of money center b~nks, 
and for invesL~ent alternatives such as repurchase agreements, large 
negotiable CDs and other market instruments. Thus, such large~ cor­
porations typically do not depend on physical proximity of a b~ick­
and-mortar branch or ATM facility to conduct their financial blsiness. 

IV. Geographic Expansion and Public Poli~y Issues 

Several additional issues must be considered in the analysis 
of geographical restrictions ann the prospects of liberalizati')n: 
competition and concentration, crenit availability and service to 
the .local community, the survival of small banks, the safety ald 
soundness of the banking system, and the dual banking system. 
The report finds that liberalization (1) could improve competitive 
conditions in local markets and, subject to the establishment of 
appropriate controls, would not raise significantly the risk of 
undue concentration of economic power; (2) would increase the range 
of financial services available to local communities but would have 
little impact on credit availability; (3) does not pose a significant 
threat to the viability of the small bank as an institution; (4) would 
not have a material impact on the safety and stability of the banking 
system; and (5) need not threaten the vitality of the dual banking 
system. 

A. Competition and Concentration 

The empirical studies of banking markets cited in the research 
compendium generally support the theoretical proposition that price 
and quality performance in banking is improved through greater actual 
and potential competition promoted by low barriers to entry, and 
through lower concentration of economic power in the relevant markets 
for banking services. Existing restraints on geographical expansion 
create artificial, arbitrary barriers to entry and therefore are 
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anti-c)Mpetitive. On the other hand, relaxation of these restraints 
could lead to increased concentration in some markets. 

fLgher levels of concentration have been found statewide and 
in SMS\s in states which permit branching than in either limited 
branch Lng or unit banking states. However, even if liberalized 
geogra~hic expansion does increase market concentration in some 
cases, the :negative competitive effects of increased extant con­
centration likely are outweighen by the new entry potential in a 
jurisdiction which permits branching. That is, an aggressive firm 
can achieve a substantial market share in a free-branching environ­
ment, but such a firm must continue to offer low prices and high 
qualit/ in view of the potential new entry (i.e., a new branch) by 
an outside rival. The beneficial impacts on bank performance of 
liberalized entry are likely to be most substantial in those states 
where intrastate limits are now most restrictive. For example, 
compar~ to single-office banks in statewide branching states, 
single-office banks in unit branching states were found to have 
lower Jperating costs and pay lower interest to depositors, but 
charge similar rates to borrowers; that is, they have used their 
protec:ed market status to earn higher rates of return. Liberaliza­
tion of restrictions on multi-office expansion would remove the 
protec:ive barriers to entry -- immediately increasing potential 
competition in all local markets, and, with de novo and foothold 
entry, eventually increasing actual competition-.----

Q~ite apart from the traditional debate over the impact of 
multi~)ffice structure on concentration and competitive performance 
of retail banking in local markets, a concern has been expressed 
about the effects of concentration on national banking markets. 
This concern prompts some to worry about increased concentration 
leading to anti-competitive behavior in wholesale banking and, on 
a more philosophical level, about undue concentration. 

Such concern is not consistent with recent historical trends, 
however. The domestic commercial bank share of both national and 
world markets for banking and financial services has been on the 
decline in recent years, despite liberalization in many states of 
intrastate banking laws. The commercial bank share of financial 
assets at depository institutions generally has also dropped. While 
these trends might be altered by the liberalization of existing 
geographic restraints, and while the potential for unrestricted 
branching leading to a possibly undesirable increase in national 
concentration in banking cannot be ignored, it is not a compelling 
reason to maintain the current inefficient and inequitable restric­
tions. The prevention of undesirable concentration in both local 
and national banking markets can be addressed more effectively 
through alternative legal mechanisms, the most important of which 
is the body of antitrust laws. 

When the Douglas Amendment was enacted, there was some question 
whether banking was subject to the antitrust provisions of the 
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Sherman and Clayton Acts. These issues were resolved thrOt3h court 
decisions and legislation in the 1960s, making it clear th,t bank 
expansion through acquisition was subject to the antitrust laws and, 
in addition, to antitrust criteria which are applied in thf first 
instance by the bank regulatory agencies. By dealing directly with 
competition in individual markets, these antitrust constra:nts 
are a more sophisticated means of dealing with market concEntration 
than are artificial state boundaries. In considering appl:cations 
for branches, ~ergers or acquisitions, the bank regulatory agencies 
must consider the eff~cts of the proposed transaction on e:isting 
competition in the relevant market areas, as well as on potential 
competition and probable future competition. MoreOVer, the regu­
lators consider the effects on the "convenience and needs" of the 
~ank customers, the financial condition of the expanding bi nk and 

if applicable -- that of the bank to be acquired, and tl,e effects 
on the financial conditions of other banks. 

Some question may remain as to whether the present bo!.y 0 f 
antitrust laws as interpreted by the courts would apply in the 
case of a large bank or BHC acquiring another bank with sullstantial 
market share in another geographical market where no exist: ,ng local 
competition is eliminated.!} Such reservations suggest tha". it is 
undesirable to move immediately to unrestricted nationwide branching. 
A more moderate liberalization initially should include sa:eguards 
designed to complement existing antitrust laws, thereby al..owing 
the pro-competitive aspects of intra- and interstate expan!;ion to 
develop while minimizing the prospect of a significant inc:~ease 
in nationwide concentration. Such safeguards cc<,:ld includl!, for 
exa'mple, limits on regions or product markets t::: be entere.l or on 
the size or market share of banks in new geograp":-,ical markHts that 
might be acquired, in other than emergency circumstances. 

B. Service to Local Communities 

Multi-office expansion has been shown to be ~ssociated with 
more bank offices per capita and a wider range of financial services 
for local communities. Studies also suggest that bank expansion, 
on balance, can result in a greater proportion of loans to locally 
limited customers than where expansion is limited. Moreover, there 

!J The Bank Holding Company Act expressly calls for consideration 
of "undue" concentration in acquisitions of nonbanking firms, and the 
Federal Reserve has applied this consideration to deny acquisition of 
nonbanking entities by bank holding companies. Since 1967, eleven 
cases have been brought before the courts to prevent mergers of banks 
in different markets on the basis of elimination of potential competi­
tion; none has been successful. 
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is no evidence to support the claim th~t banks Jse outlying branches 
to transfer funds to head offices in urban are,s~ rather, banks 
transfer funds among rural offices as dictated by needs.!; These 
findings, combined with findings regarding more competitive bank 
price and profitability performance in statewice branching states 
versus unit banking states, demonstrate that tre convenience and 
needs of the community may be enhanced through a liberalization 
of geographic restraints. 

C. Viability of Small Banks 

While concern has been expressed that ge~raphic liberaliza­
tion could lead to the disappearance of the sm,ll bank, such concern 
is not supported by evidence from the past. Economies of scale, 
if any, have been small, have diminished rapidJy with size (with 
little improvement in efficiency for banks abo\e $50 million), and 
have varied with organizational structure and {roduct line. Further­
more, Where branching laws have been liberaliZEd, smaller banks have 
survived and even prospered under the pressure~ of new entry. More 
directly, the present broad mix of large and sl1,all, unit and branch, 
and independent and affiliated banks existing ,;,s competitors in the 
same markets is ample testimony to the ability of small banks to 
compete with large institutions. fi.,.....H~' {~'XaJ1lp1~espil,e 

~1.~i.911!D6i_v:,ke~~~_~~~~.5· 
indepeR,htP9 _:i;. ha_._elf~~i.~:tU~i'iaxni-aj,s 
a!TJQQg~e J e a:ii j l!ilhlll!lil tet~a JNM"J...J'e ~r;.M~~ 1ilWPtif.l'lft~"'d.y.:ha1::j;,~red 
bank~ Further evidence of the staying power vf efficient small 
banks with a hold on local loyalties is found in the resistance met 
by the New York City banks in their efforts to penetrate the upstate 
New York markets after state branching laws were liberalized in the 
early 1970s. In sum, permitting multi-office expansion would result 
in a banking industry more diversified as to size, services rendered, 
and organizational structures. 

Y Furthermore, recent legislation-'is designed explicitly to 
i~duce insured institutions to meet the credit needs of the local 
communities in which.theyare chartered. The Community Reinvestment 
,-- : of 1977 (CRA) -directs the bank supervisory agencies to consider 
an instit,ut'it:in'~ s CRA record in evaluating any application for a 
charter';" deposit insurance, branch or other deposit facility, office 
'r'elocation, merger, or acquisition. CRA also requires that, in 
connection with the examination of a financial institution, the 
appropriate supervisory agency shall "assess the institution's 
record and encourage it to meet the credit needs of its entire 
community, including low- and moderate-income neighborhoods, con­
sistent with safe and sound operation of such institution." 
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This is not to suggest that relaxation of geographic restraints 
would not bring about any structural changes including a reduction 
in the number of banks. Clearly, it would. However, structural 
change will occur with or without the relaxation of geographic 
restraints in response to market forces. Without relaxation of 
geographic restraints, the response to these forces will be less 
efficient than otherwise. With relaxed geographic restraints, 
commercial banks will have additional alternatives for maintaining 
or enhancing market share and aChieving economies through geographic 
expansion, internally or by affiliation with other banks, large or 
small. Competition in banking would be protected by the antitrust 
laws, increased potential competition from banks, and increased 
competition from nonbank competitors. 

D. Safety and Stability of the Banking System 

Multi-office expansion does not have any appreciable effect 
on the safety and soundness of individual banks. Theoretically, 
geographical diversification, other things equal, ought to reduce 
risk; however, empirical studies are inconclusive on this point. 
More broadly, liberalization may in fact lead to greater continuity 
and stability in financial markets generally. Weak or failing 
banks could be acquired or merged into existing banks with no 
interruptions or inconvenience in the provision of banking services 
to bank customers in the local communities, an opportunity not 
available if only unit banking is permitted. Moreover, the merger 
partners available in the presence of wider branching authority 
may be more consistent with antitrust considerations. 

E. The Dual Bankina Svstem .. . 

It is frequently argued that a change in existing geographic 
restraints would severely damage the dual bankin(~ system. Of fore­
most importance is the recognition that the dual banking system is 
not dependent upon state authority Over geographic limits on bank 
expansion. The essence of the dual banking system lies in its pro­
vision of alternative routes of entry into the business of banking 
and alternative sources of regulation and supervision. The relaxa­
tion of geographic restraints need not in any way jeopardize this 
system • 

Furthermore, liberalization of geographic restraints can be 
accomplished in ways that have virtually no impact on the existing 
prerogatives, responsibilities and activities of state bank regula­
tors -- namely, through modification of the Douglas Amendment. By 
this avenue, the benefits of relaxed geographic restraints could 
be achieved while continuing to allow affiliated banks to choose 
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being ste ;dily eroded by market forces. But to the extent that re­
straints In branch banking succeed in impeding the expansion of 
retail de losit taking and related activities, those restraints are 
anti-comp,titive. And to the extent that the restraints are 
circumven.ed, that circumvention entails a cost which will weaken 
earnings >r be passed on to bank customers. McFadden Act restraints 
also impo;e inequities on banks vis-a-vis their nonbank competitors 
and on th! average customer vis-a-vis wealthy individuals and major 
corporatilns, for whom geographic convenience is frequently a rela­
tively un_mportant factor in establishing banking relationships. 

The adverse effects of branching limitations are most pro­
nounced i1 those states which continue to place tight restrictions 
on geogra>hic expansion by their banks. If these restrictions 
continue, banks in those states may find themselves at a serious 
competiti'e disadvantage in the evolving financial services environ­
ment. In these markets in particular, significant improvements in 
bank comp' !ti tion and performance could be achieved through the 
relaxatiol of restraints on intrastate multi-office banking. There­
fore, the Administration strongly urges those states to enhance the 
opportuni.ies for consumers of bank services by liberalizing restric­
tions on ._ntrastate geographic expansion. In addition, in principle 
the Admin_stration expresses its support for interstate reciprocal 
compacts, although this support is tempered by the recognition that 
arrangements which will be perceived as equitable by two or more 
states art! not easily achieved. 

As pi!rt of a phased liberalization of existing geographic 
restraint:;, this report has recommended that the Congress focus 
initially on relaxation of the Douglas Amendment. However, over 
the longer term, the Administration recommends that the Congress 
consider what changes in the MCFadden Act as it applies to brick­
and-mortar facilities might be appropriate in view of the findings 
of this report. For example, the Congress might consider permitting 
unlimited intrastate branching or interstate branching within 
"natural market areas" such as SMS.lt..s for Federally-chartered insti­
tutions. 

2. The Administration believes that the deployment of EFT 
terminals ought to be subject to less onerous geographic restrictions 
than those imposed on brick-and-mortar branches, ann that this 
modification of the McFadden Act should be undertaken along with 
liberalization of the Douglas Amendment in the first phase of 
geographic deregulation. 

Initially, deployment of EFT terminals should be permitted on 
a statewide basis and within St1SAs which cross state lines for all 
banking services, including deposit taking. Nationwide EFT deploy­
ment should be permissible at a later date. 
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The expanded deployment of EFT terminals would bring added :on­
venience to the banking public and, given sufficient volume, EFT 
networks should result in cost savings to both financial institu:ions 
and their customers. EFT terminal deployment would not directly alter 
the dual banking system~ state agencies still would regulate the 
expansion of state-chartered firms and still would, at least at :his 
time, determine the banking structure with respect to brick-and­
mortar branches in their respective states. 

There is some concern that liberalization of EFT deployment 
restrictions would tend to benefit the larger banks that can take 
advantage of scale economies. In fact, the great majority of EF1' 
terminals at present, and probably in the immediate future, are 
off-line, self-contained units to which scale economies do not 
significantly apply. Also, sharing of EFT networks among deposi~ory 
institutions would mitigate any tendency for EFT development to 
foster a concentration of resources, and appropriate antitrust 
standards could ~ designed to minimize any such tendency. 

3. Interstate BHC acquisitions to accommodate the "failing 
bank- problem should be authorized. , 

Enactment of legislation to permit the interstate purchase ~f 
a financially troubled or failing bank by another domestic bank ~r 
BHC could substantially ease the regulatory problem of findi~g a 
suitable merger partner for a troubled firm, especially if the 
distressed bank is a large one. Each of the Federal depository 
institution regulatory agencies supports enactment of such legisla­
tion, which also would eliminate the present anomaly whereby foreign 
banks, but not out-of-state domestic banks, may be candidates to 
purChase a distressed institution. 

It is critically important that acquisitions of financially 
troubled institutions be accomplished in a manner which is effi­
cient and which promotes competition or at least does not signifi­
cantly increase concentration. Thus, the statutory framework should 
give the Federal deposit insurance agencies the widest possible 
latitude in effecting a merger between a troubled and a healthy 
institution -- and this means choosing from the largest possible 
pool of -marriage partners,· including out-of-state partners. 

A preferred method of achieving this end would be to adopt 
the draft legislation proposed by the Federal Financial Institu­
tions Examination Council in early 1980. The proposed bill -- the 
"emergency bank acquisition bill- -- would expand the flexibility 
of the Federal regulatory agencies when deciding the disposition of 
large failing depository institutions and when otherwise extending 
assistance to troubled institutions. 

The bill would amend the Bank Holding Company Act and the 
Savings and Loan Holding Company Act, authorizing the Federal 

· . 
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Reserve Board and the Federal Home Loan Bank Board to permit 
interst ,te holding company acquisitions in certain extraordinary 
situati lns. Such a situation would exist if the Examination 
Council determined, with at least four members concurring, that 
an intr,state alternative was not feasible for the acquisition of 
a large insured commercial bank, savings and loan association, 
or mutull savings bank in receivership~ i.e., a commercial bank 
with aSiets in excess of $1.5 billion, a thrift with assets in 
excess )f $1 billion, or one of the three largest such banks or 
thrifts in the state. 

Ot-."1er provisions of the proposed legislation would give the 
regulat)ry agencies more flexibility in extending assistance to 

• trouble,! depos i tory institutions. For example, the FDIC would be 
authori;ed to make loans to, purchase assets of, and make deposits 
in an i lsured bank which might otherwise be in danger of closing. 
The FHL:IB would be allowed to suspend temporarily the requirement 
that th! Federal Home Loan Banks semiannually carry to their 
reserve accounts 20 percent of net earnings. It would also be 
able to authorize the regional Banks to make dividend (or other) 
payment; to their members out of their reserves, and to charter a 
Federal stock savings bank or S&L to acquire an association or 
savings bank in receivership. The NCUA would be authorized to act 
as cons(~rva tor for a failed insured credit union, while the Share 
Insuran,:e Fund and the Central Liquidity Facility would gain flexi­
bility:or the purpose of assisting troubled member institutions. 
The authority of the National Credit Union Administration to permit 
the mercer of a troubled credit union with another CU also would 
be extended by this legislation. 

In view of the pressures which the current economic and finan­
cial environment is likely to impose on many depository institutions, 
the Administration believes that the Congress will ultimately 
want to consider preserving the authority of the regulators to 
permit mergers between healthy bank and thrift institutions. 
opportunities for cross-industry mergers and acquisitions would 
provide depository institutions with a degree of flexibility which 
may prove vital in the difficult competitive climate likely to 
characterize the financial services industry in the 19805. Over 
the immediate term, however, the Administration regards the enact­
ment of the limited "failing bank" legislation described above as 
critically important. 
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My name is Dutch Omdahl, President of First Bank West 

Billings, a 20-year old active Bank with assets of 

$37,500,000. My Bank is an affiliate of First Bank System. 

In January of this year it was my pleasure to visit with 

Bankers east and northeast of Billings from Hysham to Glen­

dive to Sidney, Culbertson, Wolf Point, and Malta to name a 

few of the Bank towns in the area on which I called. In 

spite of utterances to the contrary, I found eight- Indepen­

dent Bankers who found no fault with facility Banking as pro­

posed under HB 183. 

As a country boy from Starkweather and Devi1's Lake, 

North Dakota, the son of an Independent Banker and a 

correspondent banker for the First of Minneapolis, I have 

seen what facility banking can do for communities. They 

have 70 odd facility banks in the state of North Dakota. 

As far as our Bank is concerned, we want the ability to 

better serve existing and potential customers in our area. 

Twenty years ago ours was in all practicality, the only 

financial institution on the west end. Today, there are two 

Savings and Loan branches, three credit unions and two other 

banks. It is particularly important that we have the 

opportunity to expand in a facility way to compete with those 

brillKTIes of the Savings and Loans as well as with the Credit 

Unions. 

HB183 will not have any effect on Independent Banks in 

Laurel, Worden, Scobey, Stevensville, Hysham, Libby, and 

the like. 

And finally, HBl83 is not a Branch Banking Bill as 

some would have you believe. 

Thank you! ! 
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DEPARTMENT OF COMMERCE 

January 26, 1981 

500 Metro Square Building 
St. Paul, Minnesota 55101 

The Honorable Jay Fabrega 
Chairman, Business and Industry Committee 
Montana House of Representatives 
State Capitol 
Helena, Hontana 59601 

Dear Chairman Fabrega: 

This is in response to your request for information as to the experience of 
Minnesota's detached facility law. 

Minnesota banks are permitted to operate two detached facilities, at dis­
tances not to exceed 25 miles from the main banking office. This law has 
been in effect since August 1, 1977. Prior to that time, a bank in Hinne­
sota was restricted to only one detached facility, at a location limited to 
3,000 feet from the main office. 

While I was not Commissioner of Banks at that time, I do know that the 1977 
detached facility bill was extremely controversial; in fact, it passed the 
House of Representatives by just the bare majority needed. It was lobbied 
and debated as a big bank vs. small bank proposal. 

There are 760 commercial banks in Hinnesota including both state and national 
charters. 137 (18%) of these banks are affiliated with multi-bank holding 
companies. It is interesting to note which banks have made the greatest use 
of the detached banking facility law. Of the 268 detached facility applica­
tions (state and national charters combined) since the law took effect in 
1977, 181 (67.5%) have been made by independent banks or those banks not 
affiliated with multi-bank holding companies. 253 applications have been 
approved, of which 187 are now opened. Of the total approved applications, 
170 (67.2%) were made by independent banks. In other words, the non­
affiliated or independent banks have utilized our state's detached facility 
authority by a ratio of two to one over banks affiliated with the multi-bank 
holding companies • 

Minnesota, like Montana, had historically been a "unit banking" state. Its 
prohibition of branch banking was enacted in 1923. We are now considered a 

AN EQUAL OPPORTUNITY EMPLOYER 
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limited branch banking state as a result of a law passed in 1980, supported 
by the Minnesota Bankers Association, which permits a detached facility to 
provide all of the services available at the main banking house. 

It is my impression that the experience of our detached facility law clearly 
demonstrates that it has met a need both for the banking industry in our 
state as well as those who use its services. 

I hope this has been responsive to your question. Should you need any 
additional information, please do not hesitate to contact me. 

L~~~ 
Michael J. PinL 
Commissioner of Banks 

MJP:sd 



SENATE BILL 5 BPANCH BANKING 

Senate Bill 5 is a compromlse product of a~ interIm study 

committee on Branching of Financial Institutions, a committee 

recommended by the legislature two years ago. Senator Regan was 

chairperson of the committee which met five times and took test-

irnony two times from representatives of the institutions concerned. 

I signed as d co-sponsor of the bill, but somehow in the pre-

filing process my name appeared on the bill as the lead sponsor, 

so I will present the bill. 

It is only fair to recognize here, as in the study report, 

that there are divided philosophical as well as economic opinions 

on the matter of branching and there are studies which suggest 

support for the different opinions. In general, -as you will hear, 

state independent banks oppose the concept, the holding company 

banks generally favor the idea. 

It should also be noted that the Depository De-regulation 

and Monetary Control Act of 1980 is landmark l~qislation by the 
-::.-. 

Congress, homogenizing financial institutions including banks, 

savings and loan and credit unIons. 

John Heinman, comptrolier of the currency, has -~uggested 

a change in the 1934 McFadden Act, which prohibits interstate 

banking. The Carter Administration, in a White House staff 

report, which President Carter approved, declared "The Adminis-

tration regards existing geographic limitations as achronistic 

in the competitive market plan of the 1980s". The report also 

suggests the first step would be to change the so-called Doug~s 

Amendment to the Bank Holding Company Act of 1956 ":!1ich prohibits 

bank-holding companies from acquiring out-at-state ban~s unless 
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laws of the host-state pecifically permits such entry. 

There surely can be no doubt that the future of banking 

is going to see changes, and even now, federally chartered 

savings and loan and crEdit unions can branch. It is unreason-

able to think that the rrivelages granted these competitive 

institutions will be deried the competing banking industry. 

It will be only a matter of time; this bill would, in a very 

limited way, allow Montana banks to move in the direction 

which is so obvious to any objective observer. 

In the Federal Reserve Quarterly Review of the spring of 

1980, a study was printej after bein9 ordered by the Federal 

Reserve, which should be objective on branching in Montana. The 

report indicated ythat t~e trenc is toward allowing some form 

of branching. Today, 21 states and the District of Columbia 

permit branching anywhere within their borders; 16 states have 

limited branching, a~d 13 states prohibit branching. 

The conclusions reached in the Federal Reserve study are 

interesting in that they review the common fears: 

1. Branch banY-s siphon funds out of the rural areas. 

2. Branch banks are less efficient than unit banks. 

3. Large banks drive small banks out of business. 

4. Branching leads to bank concentration. 

They found that all four fears about branching are un­

warranted. 
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In Montana we have a very diversified bankina system. 

1. The family owned and operated banks; 2. A system where a 

family owns the bank with hire¢ management; 3. community owned 

banks; 4. A single owner chain banks; 5. In-state holding 

company banks, and; 6. Out-of-state holdinq company banks. 

Now what does the compromise SB 5 propose? 

At present, with approval of the state banking department 

a bank may operate a detached drive-in and walk~up facility, but 

the facility must be within 1000 feet of the main banking house. 

The bill would allow one additional facility if the population 

of the horne town or city is less than 50,000-~---two additional 

if the population is over 50,000. 

A bank may establish a branch or branches if it meets the 

popu.la.tion test. 

A bank ln a city of over 50,000 may establish one branch 

bank and one additional detached.facility, or two branches, or two 

detached facilities, but no more. 

.~ . 
A reduction ln population would not void the facilities 

established. .-
The branch or detached f~cility may not be closer than 

1500 feet to any previously existing bank, nor more than 3 miles 

form the city limits of the main bank. 

A branch is defined as an office furnishinc the same 

services as the bank's horne office. 
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Further, the st ~te banking board shall approve an applic­

ation for a branch unl ~ss there is a compelling reason to deny 

the request, but compe:ition is not a compelling reason for 

disapproval. 

As I indicated, this is a compromise bill that would 

grant some extensions Jut, frankly, fails to meet some needs 

where non-bank communi:ies are more than 3 miles from the home 

city---I see a real ne,!d to extend the limi::. to at lea5t be l.n 

the country to serve slch communities as Troy, Montana, Lakeside, 

Montana, and I am sure there are others. This bill would allow 

better service to the public in the fast growing areas where 

shopping centers are rapidly becoming important centers of 

economic activity. 

This is not an easy bill, and it is only a partial solution 

to a major problem which is likely to bQ r@solved by federal 

actions, but unitl then we might serve our people well by moving 

in that direction. 

The primary issue before us is not protecting one system 

over another, but what is in the best publis interest, and how 

might the public be served better. The dec~sion at the moment 

is in your hands. 
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SENATE cn·MI'I'I'EE BUSINESS AND INDUSTRY 

Date February 18, 198_1 ______________ ~Bill No.~4~4~5 ____ _ Ti.Ire 11 : 4 3 a. m. 

Hazelbaker x 

Goodover x 

Dover x 

Kolstad x 

Lee x 

Blaylock x 

Boylan I x 
, 

Regan x 

, 

M. Hiller Frank W. Hazelbaker 
Sec:ret.a.Iy 

~on: Senator Kolstad moved that Senate Bill 445 be given a 

"DO Pass". The committee voted unanimously to give Senate Bill 

445 a "Do Pass". 

(include ero..>gh infomat.ic:m on notion-p..1t· with yellCM cxpy of 
exmnittee re.port.) 




