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REVENUE ACT OF 1962

WEDNESDAY, APRIL 11, 10683

U.S. SeNnaATE,
CoxpITTEE ON FINANCE,
Washington, D.O.
The committes met, pursuant to recess, at 10:15 a.m,, in room 2221,
Now Senate Office Iiuilding, Senator flarry F. Byrd (chairman)

presiding,
Present: Senators Byrd, Kerr, Long, Anderson, Douglas, Gore,

Hartke, Williams, Bennett, Curtis, and Morton.

Also present ; Elizabeth B. Springer, committee clerk; and Colin F.
Stam and L. M, Woodworth, of the Joint Committee on Internal
Revenue Taxation,

The Cratraan. The committee will come to order.

The first witness is Joseph Welman, of the American Bankers Asso-

ciation. Come nround and take a seat.

STATEMENT OF JOSEPH C. WELMAN, PRESIDENT, BANK OF KEN-
NETT, KENNETT, MO., APPEARING ON BEHALF OF THE AMERICAN
BANKERS ASSOCIATION; ACCOMPANIED BY OHARLES WALKER,
EXECUTIVE VICE PRESIDENT OF THE AMERICAN BANKERS AS-
SOCIATION; AND CHARLES MoNEILL, DIRECTOR OF THE WASH-
INGTON OFFICE OF THE AMERIOAN BANKERS ASSOCIATION

Mr. WeLaaN, Mr, Chairman and gentlemen of the committee, thank

you very much for the px'ivile¥e of apPeaﬁng before you today.

fy name is Joseph C. Welman. 1 am president of the Bank of
Kennett, IXennett, Mo., and I am a past president of the American
Bankers Association,

My bank is o small count(;'g bank, with total assets of $18 million
and located in a town of 9,000 people. Iam ap})earingtoduﬁ to pre-
sent the views of the American Bankers Assoc . 10850,
the Revenue Act of 1962,

Our association represents 18,142 commercial banks, or 98 percent
of all commercial banks in the country, I might note that the t
ma{oricy of commercial banks are of relatively small size, with four-
fifths having less than $10 million in deposits.
I have accompanying me and I should like to present Dr. Charles
Walker, executive vice president of the American Bankers Association
and Mr, Charles McNeill, director of the Washington office of the
American Bankers Association.

Sfln;ztor AnpersoN. Did you say you were not now president of the

ation on H.

1187



1188 REVENUB ACT OF 1063

Mr, WeLnmaN, No,sir;Iama past ‘:resident.

Senator AnpersoN. How far past

Mr, WeLnman, 1957, 1058,

Senator ANDErsoN, Who is the present president {

Mr. Weraan. Mr. Sam Fleming of Nashville, Tenn.

Senator ANDERsON. How large 18 his bank?{

Mr. WeLMaN. I think, sir, it is about $200 million,

Senator ANpErsoN, Is there any significance in the fact they picked
out n rather small bank to present the attitude of rather large banks?

Mr. WEerLaan. I don't know, sir,

Senator ANpersoN. It isa good psychology problem.

Mr, WeLMAN. Perhaps so.

This bill reflects a great amount of dedicated effort on the part of
many persons. Although there are sections which we believe should
be amended, we commend the members of the House Ways and Means
Committee, and the other individuals and agencies concerned, for the
work which has been done.

I will direct my remarks to the two sections of H.R. 10650 which are
of particular interest to commercial bankers: first, section 19, dealin
with tax withholding on dividends and interest; second, section 8,
dealing with the proposed taxation of savings and loan associntions
and mutual savings banks,

With respect to the latter section, I should point out that re{:resonm-
tives of the five banker organizations which will be heard on this issue
have divided the subject matter so that your committee may have
bofore it, at the conclusion of the testimony, the full story with respect
to taxation of the mutual institutions,

Mr, Albig, representing the Independent Bankers Association, will
discuss this matter with primary reference to community banks; Mr.
Stoddard, representing the Roth committee, will analyze the effect
upon housing of the taxation of mutual institutions; Mr, Tark, repre-
senting the Bankers Committee for Tax E(Huu.lit{, will discuss the
gfpro riateness of the bad-debt formula provided for in this bill; and

r. Freeman, resmresenting the Association of Ressrve City Bankers,
will summarize the commercial bank position on section 8 of this bill.

SECTION 19

The American Bankers Association fully recognizes the imperative
necessnti' of reaching all taxable income and the fact that some interest
and dividends are now unreported and escape taxation. .
'We believe that all reasonable mensures should be taken to collect
income taxes due on interest and dividend . receipts.

Howoever, we do not believe that it has been demonstrated that the
withholding Proposnl incorporated in section 10 is the necessary or
best means of accomplishing this result at thié time, ‘

The association believes failure to report interest and dividends is,
in most instances, not deliberate; that such failure arises through
misunderstanding of the law or inadvertence on the part of taxpayers,

Most savings account depositors in commercial banks and most
shareholders in mutual financial institutions elect to have their interest

‘or dividends retained in their accounts rather than paid to them.
In this manner they augment their savings. It is quite easy, there-
fore, for some of them to overlook reporting this type of income.
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As Internal Revenue Commissioner Caplin pointed out recently
during a television appearance, “much” of the Treasury’s loss of reve-
nue in this aren is “due to sheer ignorance.”

The American Bankers Association believes that the problem can
Inrgely be solved by education, Consistent with this view, the Ameri-
can Bankers Association, the State bankers associations, and other
nssociations representing payers of interest and dividgn(,ls have co-

operated with the Treasury Department by urging their members to
notify their depositors and shareholders that interest and dividends
paid or credited constitute taxable income and should be reported.

This educational program was started early in 1960 and continued
in 1061 and 1962, . .

Results of an educational program of this kind are necessarily
cumulative, and we are convinced that this program will substantially
reduce the failure to 1‘9{:011 and the consequent revenue loss.

Wo earnestly believe that your committee and the Congress should
have the benefit of the results of several years of the educational pro-
gram before forcing the financinl community and millions of taxpayers
to adjust to the complicated requirements of interest and dividend
withholdinﬁ.

Another development which should lead to substantial improvement
in the re‘porting of interest and dividend income is the application of
automatic data processing, which Internal Revenue is now putting
into operation, .

Our nssociation supported the Treasury’s request for legislative
authority to provide nccount numbers to taxpayers, and we are also
cooperatin in putting such an account numbering system into effect,

This will be a costly and time-consuming operation for banks and
other payers of interest and dividends, but we do not question the
need for it. We believe, however, that automatic data processing,
together with taxpayer account numbers, will enable Internal Revenue
to make cffective use of information returns, supplied by payers of
interest and dividends, and that such use will obviate the need for
withholdin(ﬁ.

Withholding will create severe opemt.ing and cost problems for the
‘banks, particularly the smaller banks throughout the country, in
denlin{x with both the Government and their customers with respect
to savings accounts, Government and corporate bonds, trust accounts,
and stock transfer and dividend paying os)erations.

In addition, taxpayers will encounter difficulties in complying with
this intricate system.

Of even greater significance are the hardship for savers, holders of
Qovernment and corporate bonds, beneflciaries of trusts, and share-
holders of corporations which would result from overwithholding.

A detailed statement setting forth the position of the Amorican
Bankers Association is being{ Prepamd, and I request the permission
of the chairman to submit this statement for insertion in the record
at the time that your committee hears witnesses testifying on section

19 of this bill, co o
The CuarMan. Witheut objection the insertion will be made at the

time section 19 is considered. B
Mr, WeLstan, To summarize, the American Bankers Association be-

lieves that taxpayer education combined with the use of automatie

/
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data procossing and other measures available to the Treasury will
close 510 reporting gap without subjecting millions of individuals to
the many difficulties and hardships resulting from a cumbersome
withholding system, ‘ '

Senator LoNa. Might I ask a question at that point, Mr. Chairman?

The CnalrmMaN, Senator Long, .

Senator Lona. Might I ask whether you people might not be able
to come up with a proposal of your own as to a way that this thing
could be administered without the kind of burden that you anticipate
on the banks? The kind of thing I have in mind is perhaps beforo
you ever compute what the interest will be on each, what the tax
will be on interest on each account, that you just take your overall
amount that is going to be paid on interest and make, let us say, a
20-percent deduction and then have the account reflect what the pay-
ment is after intorest has been withheld on everything.

So doing that you would be in position of having made a single
adjustment, Then one would just put an asterisk on a receipt that
you send to him on any interest payments. They have 20 por-
cent coming to them and let them worry about getting that with the
internal revenue collector.

That is just one thought that occurred to me, but have you people
undertaken to study all alternatives along that line or would you say
that this might be handled with a minimum burden on the banks?

Mr. WeLamaN. Yes, sir, Senator.

The association has been working with the Treasury Department.
We have had numerous conferences and numerous committee meot-
ings in an attempt to find all of the means we can to make withholding
simpler if it is adopted, and what you are saying is, of course, a pro-
vision in the bill,

We can’t, however, avoid the necessity of computing the interest. on
cach individual savings account. It eventually has to be entered in
their books and many of us, particularly in the small banks, believe we
are dutybound, even if not egally 8o, to inform the depositors of the
deduction and the amount of the gross interest and the amount de-
ducted, and I suspect we will probably do that.

Senator Lona, Well, the thought occurs to me in the absence of any-
body doing anything about it if I have an account in that bank for
my daughter, that your statements in the absence of any application
on her part for n refund, would entitle her to a tax credit.

Mr. WeLMAN, Yes, sir,

Senator Lone. In the amount of 20 Eereenb of everyt.hing paid her
on interest during the period of time that that money had with-
held by the Government. The money is on saving anyhow and on
behalf of my daughter I am not going to apply for that providing we
don’t lose the money by not applying. ;

It is a savings that is there as far as I am concerned, I am satisfied
with the Government owing it to me, providing the follow is there
when the time for payment comes, and ft— -

Mr, WELMAN, we are more concerned with the question of
mrwithholding than with those who may owe that much or more

We think we still will have the problem of ndviéin all of our 52
million savers in the commercial banking system of 5113 deduction.

L 4
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In addition, we would still have the problem of the gross-up that is
contemplated in the various proposals which would cause much con-
fusion to many of them, and since they will only receive a net credit
on their book they will have to compute what the gross interest was.

Senator Lona. The thought that occurs to me instead of giving 4
percent that you miﬁht give, let’s say, 8.2 and as far as you are con-
cerned the other eight-tenths of 1 percent could be taken out before
you ever start coml'),uting on the individual account at all,

It is taken off the gross,

Mpr, Weraan, Taken off & net rate?

Senator Lona, Yes. .

If you are going to pay on 4 percent just make n simple calculation
and take out 20 percent, then you are payingon 8.2.

Mr. WeLnan, Of course, we will be paying on various rates, Some
savings accounts are 814 and some are 4, and it will be complicated.
There will still be some exemption certificates,

Senator Lona, If gou bunch them up you are still making 2 com-
putations instead of 200,000,

Mr. WeLyAN, Approximately 16 percent of our savers in the com-
mercial banking system will be minors and they will be able to file
an exemption certificate.

Senator Lona. You can do it that way, What I am talking about
is there are other ways of doing it instead of computing on
account. You could simply have it so that you take out what the
withholding is before you ever make the next computation.

So far as a minor is concerned any minor who has a saving account
in that bank does not represent a person who has an income that
he has to spend in the next quarter and the result would be for the
Government merely to owe the money to them., )

Mr. WeLMAN. We are very much interested in working with the
Treasury in any way we can to make this chore easier and to accom-
plish the collection of tax. We just feel that this particular proposal
i8 very burdensome and we unfortunately have no good alternative
to offer to them. '

Weare explorinf every possibility of it.
Senator Lona. If you become convinced this proposal is going to

become law I hope you will put your best minds to work in admin.
istering it in the best way. '

Mpr. WeLaaN, T assure you we will,
i We believe, therefore, that legislative action is not necessary at this

ime. ‘ 4

If, however, your committee and the Congress should conclude that
withholding on dividends and interest is necessary at this time, we
suggest certain amendments to H.R. 10650 which we believe would
be helpful in reducing the problems and expense of such a system.

These amendments, several of which I shall mention briefly, will
be covered in detail in the supf)lemental statement to which I referred
which will be submitted for insertion in the record when section 19
isunder consideration,

First, the bill provides that exemption certificates filed on the basis
of nonlfnbili::{ for tax must be renewed each year; we strongly believe
that such certificates should be good until revoked by the taxpayer.

/
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Otlwr:lvise, the burden of ndministration would be significantly in-

oreased,

Second, we suggest that the provision of the bill which permits
individuals to fille exemption cortificates for dividend income be broad-
ened to include charities, colleges, and other tax-exemgt organizations,

Third, we believe that exemption certificates should be made avail-
able to tax-exempt organizations and to nontaxable individuals regard-
less of whether they hold their investments directly or through a trust
orother fiduciary relationship,

If corporate fiducinries and other trustees could be authorized by
Treasury regulations to file exemption certificates with payers of
intorest and dividends, the trustee could act as withholding agent in
each case and remit to the Treasury on behalf of taxable beneficiaries
but provide for full exemption for nontaxable individuals or tax-

exempt beneficinries, ‘

Fourth, inasmuch as institution of a comprehensive withholding
system will bo a complicated and time-consumin operation, we be-
lieve that it is essentinl that a reasonable time be afforded before with-

_holding would become effective,

" " Ifthis section shotild become law, many of the equipment and person-
nel changes could not be made until regulations were issued by the
Treasury spelling out certain withholding requirements,

Payers of interest and dividends would need at least 1 full year to
prepare for withholding. We therefore urge that the effective date
for section 19 should be not earlier than January 1, 1964,

In this connection, we note that commercial banks and other financinl
institutions will ineur substantinl exgenses this year in preparing
their records to include account numbers for income tax reporting
purposes.

These amendmetns would ense to some extent. the burdens which
withholding would place upon the payers of interest and dividends.
However, their adoption would not remove the basic difficulties in-
herent in the withholding proposal, nor would it alter our original
conclusion that withholding is neither the necessary nor the best
method of nccomplishing the objective of complete reporting of inter-
est and dividends.

Section 8 of this bill removes the virtual exemption from Federa)
income taxes now enjoyed by savings and loan nssocintions and mutual
savings banks and substitutes instead of formula which would tax, at
a maximum, 40 percent of the net income of these institutions at
regular corporate rates.

While the American Bankers Association believes that such a pro-
vision is o definite improvement, we are nevertheless firmly of the
opinion that this measure falls far short of the gonls of removing tax
Inequities and of providing adequate tax revenues from mutual savings
banks and savings and loan associations. p

This mutual savings industry is large: and rapidly growing larger.
Its totn] assets at the end of 1961 were $125 billion,

It had total savings of $109 billion, far more, incidentally, than the

76 billion of savings and time deposits (excluding Government and

nterbank deposits) held by commercial banks.

Savings and lonan associations have incrensed their total nssets 827
percent, over the past decade; mutual savings bank nssets have risen

883 percent.
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In contrast, commercial bank assets have grown during this period
by only 62 percent. In short, the mutual savings industry is neither
underprivileged nor struggling, and there is no reason why it should
continue to escape its tax responsibilities.

Under existing law, savings and loan associations and mutual sav-
ings banks pay only a negligible amount of Federal income tax.
While you are aware of the tax shelter enjoyed by the mutual institu-
tions, gerlm 8 a few illustrations might be helpful.

In 1960, the 4,700 savings and loan associations which are members
of the Fedoral Home Loan Bank system reported a net income after
the payment of dividends of $564 million, but paid Federal income tax
of only $4 million, or seven-tenths of 1 percent of net income,

Insured mutual s:win%s banks had net income of $169 million in
1960, but paid Federal income tax of only $447,000, or about one-
quarter of 1 percent of net income, This contrasts sharply with the
commercial banks, which in 1960 paid $1.8 billion in Federal income
taxes on a net income of $3.8 billion.

Senator Lona. Let me ask this question if I might.

Mr. WerMAN, Yes,

Senator Lona, What, if any, is the reason for distinction of the two
types of taxation? Does the Federal home loan gystem stand on any
basis, a a taxpayer, different from the commercial banks?

Mr. Weraan, Tho difference, sir, is, of course, in reserves for bad
debts that have been permitted in the past. That of the mutual sav-
ings institutions being 12 percent of their share accounts or deposits
which has provided virtually complete tax exemption for their net.
income, whereas commercial banks have about a 2.4-percent bad debt
reserve on uninsured loans )l)ermitted them on the average.

Senator Lona, How do the losses compare on the twof Are their
losses higher than yourst

Mr. WerLMAN, No, sir; we don’t think so. I think the figures will
appear in our suppiementary memorandums,

enator Lona, All right. '

Mr, WrLyaN, The oxtent of the mutual’s tax advantage is perhaps
more readily seen in figures for individual cities

For example, not one penny of Federal income tax was paid in 1960
by any member savings and loan association in Richmond, Va.; New

rleans, La. ; Miami, F'la. ; Topeka, IXans. ; Nashville, Tenn. ; Augusta,
Ga.; South ﬁend, Ind.; Little Rock, Ark.; Duluth, Minn ;’Wilming-
ton, Del.; or Louisville, Ky., to mention only o few of the 45 major
metropoli‘tan areas in which this was the case.

In most other metropolitan areas the average tax paid by each mem-
ber associntion was negligible.

For example: In Oklahoma City, the average tax paid by member
associntions was $182; in Salt Lake City, $6,600; in Omaha, $429; in
Chicago, $188; and in Baltimore, $580. _

Perhaps the best illustration which I can give of the favored tax
position of the mutual institutions is one based on my own experience.

My bank is, as I noted, a relatively small institution with $13 million
in assets. In 1060, we paid Federal income tax of $92,801,

This tax was 9 times greater than the total combined ﬁqdeml income
tax paid in 1080 by all 126 member savings and loan associations in the

/
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State of Missouri, though these associations had combined savings of
$1.4 billion and net income after dividends of more than $14 million.

As o matter of fact, if you include all the member savings and loan
associntions in the neighboring States of Arkansns{ Towa, Nebraska,
and Tennessee, our small bank would still have paid 214 times more
Federal income tax than the total pald by all of these associations
combined.

The reason the mutual institutions puﬁ only negligible taxes was
the inclusion, in 1951, of a provision in the revenue act of that year,
permitting them to transfer tax free to bad debt reserves all income
remaining after the payment of dividends so long as their total re-
serves, surplus, and undivided profits do not exceed 12 percent of
share nccounts or deposits,

That is the point that you asked about, Senator, This 12-percent
limit is not predicated upon loss experience nor upon the amount of
risk assets, but, instead, applies to total shars accounts or deposits. It
permits the mutual institutions to treat virtually all of their net in-
come as tax-free additions to reserves and thus provides a mtgor tax
ghelter for one of the most profitable and fastest growing industries

in the United States.
Senator AnpersoNn., Could I ask a question there?

Mr, WeLMAN, Yes,
Senator AnpersoN, If you did not allow the building and loan asso-

ciation to transfer this 12 percent to reserves, it would be available for
dividends; wouldn't it ?

Mr. WEeLMAN. A certain portion,
Senator AnpersoN. What do you mean by “a certain portion”{

Mr., Weraan, Well, I think, of necessity, with supervision of the
sort they have, they would have toset aside some of it.

Senator Anperson. That is what I was going to ask you, If you
want to free them all why don’t you also provide that they can also
pay all of this out in dividends, the maximum amount in earnings?
As I understand it, the Federal Government wouldn’t let them pay
more than a certain amount because the banks don’t like that kind of
competition; isn't that right? They can pay all of it,

Mr. Wensman. There are perhaps some regulations for a minor por-
tion of it to be withheld for bad debts,

Senator Anperson. I bring you bad tidings. I am told they are not
allowed to pay out more. If you have other information, I would like
to have it because we have some building and loans in my hometown,
I don’t happen to have any interest in any of them so I can speak very

freely.
Th% bi Albu%uerque Federal Savings & Loan has deposits, I think
of $50 million; there are three fair-sized banks in our communitydts

think the Albuquer?lue Federal Savings & Loan retains more pro
than all of them—all of the three put together and probably o good

many others.
But they now have a dividend, I think, of some kind, of 414 percent,

if they didn’t have this they miaht goup tob.
Do you think the Federal (Government would permit them to go

uptol?
er. Weraan, Could I refer this question to Mr. MeNeill who is
more familiar with the technical details as to.what they are’ per-

mitted {
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Senator ANDERSON. You can refer it to anybody you want to, All
I am told is that the building and loans are told that the Federal of
Albuquerque was setting the policy and they couldn’t pay more even
though they wanted to guy more,

Mr. Weraman. Would you answer that, Mr. McNeill

Senator ANDERsON, I just want to know if the bank earnings po-
sition is you would have to have this 12 percent made available for
dividends, you would have no objection no matter how large the
dividend went.

Mr. McNEeiLL, Senator Anderson, as a matter of law I think it
is clear that the Federal savings and loan associations are not limited

in the amount they can :3: out,
Senator ANpErsoN. I didn’t say as a matter of law, As a matter

of regulation they are, aren’t they ‘
Mr. McNemL., Not as a matter of regulation ; no, sir.

Senator AnorrsoN. What keeps them from it #
Mr. McNEewL. Their own business management, knowing what they

can pay.
chm};or ANbErsoN. Pardon me for 1 minute.
Are you telling us here the Home Loan Bank, that the bank over

in Little Rock, doesn’t tell the bankers association in Albuquerque

how much they can Yay outf )
Mr. McNemL, They make recommendations and suggestions but

they have no authority by law or regulations,
enator ANDERSON, And those regulations have the force of law?

Mr, MoNEemLL. They haven't so far, sir.

Senator AnpersoN, Can you name any building and loans that
are violatilr:lg the instructions of the Federal Reserve grogp?

Mr, MoNEmLL, They are not violating instructions, Suggestions
have been made that appeared in the press on frequent occasions that
the Home Loan Bank Board did not like to sce dividend rates of the
savings and loan associations increasing. But you have seen reports
in the press on frequent occasionis, particularly from the west const,
and in the local aren, increases of a quarter and a half percent within
the last few months,

Senator ANpersoN. Then the American Bankers Association would
have no objection to taking this 12 percent and paying it out in
dividends? )

Mr. MoNEmLL, Senator Anderson, we don't believe that would be
the result, Asamatter of sound management——

Senator AnprrsoN, What would you do, just leave it there to be
taxes? As long as it is paid out in dividends you can’t tax 52

percent of it,
Mr. McNE1Lr, They also have to have sound management to run

a sound institution,
I wouldn’t want them to endanger the safety of their associations

by paying it all out in dividends.
enator ANpersoN, Which side are you on? Do you want it kept

in there for safety or do you want it taxed out?
Mr. MoN~EiLL, Some has to be retained but we say that can be done

after payment of taxes, sir,
Senator AnprrsoN. You want to tax the whole amount that is

available for dividends?
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Mr, MoNzuL, No, sir.
Senator ANDERsON. But this reserve is available for dividends.

Mr. MoNEeiLL. No, siv.  'Whatever amount is retained after a rea-
sonable bad debt reserve, however, that reserve is determined, there
also should be a further retention, but that can bo done after payment
of Federal income tnxes,

Senator Anpkrson, Two percent would be sufficient, wouldn’t it ?

Mr, McNewLL, The Treasury report to the Ways and Means Com-
mittee indicated that they considered an adequate bad debt reserve on
the basis of experience would be comewhere botween 2 and 8 percent.

Senator AxprrsoN. Well, I didn’t know that. I just guessed 2

nercent would be sufficient,

Now, thgy have 12¢

Mr. MoNEL, The Treasury estimated an average of about 24, per-
cont overnll,

Senator A~prrsox. If they have 2 percent and they put that, and
they have 12 you wouldn’t mind the other 10 percent being put out in

dividends? .
Mr., McNen, They would be able as far as the law is concerned,

if they decided. ' .
Senator Axprrson. I didn’t say able to, would you mind them doing

it?

Mr. MoNEew.. No; we wouldn't like that,

Senator Axpersox, That is all T want to get at.

Mr. WeLsax, The mutuals, like other businesses, should be per-
mitted an adequate bad-debt reserve to which reasonable additions
can be made, tax free: they should, like other businesses, provide for
the remainder of their surplus and veserve needs out of after-tax
income,

The bill would permit them to choose hetween adding to bad-debt
reserves in each year an amount equal, in effect, to 3 percent of their
net loan growth or 60 percent of their net income.

Even thoueh the 3 percent of loan growth is more than can be justi-
fied by industry experience (and, incidentally, is more than is per-
mitted the average commercinl bank), it is apparent that most insti-
tutions will choose to be taxed on the still more favorable basis of 40
percent of net income,

The allownnce of 60 percent tax-exempt income as provided in this
bill has no rolntionshi‘) to the ndequacy of bad-debt reserves, nor is it
predicated upon actual loss experience,

To illustrate, if this bill had been law in 1960, member savings and
loan associations could have placed $338 million to reserves tax free,
vet their net losses were less than $10 million,

Similarly, insured mutual savings banks could have placed 101 mil-
lion tax-free dollars to reserves for bad debts in 1060, yet their net
losses during the year were less than £2 million.,

At present growth rates, the mutual institutions in the first 2 years
of taxation under this bill would be able to make tax-free additions to
reserves of approximately $1.2 billion, an amount which would sub-
stantially exceed the total losses taken by all operating and failed
savings and loan associations and by all operating and closed mutual
gavings banks for the last third of a century, including the entire pe-

riod of the great depression,
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Although there can be no justification for tax-free loss reserves of
this magnitude, one argument is nevertheless advanced to justify the
formula now contained in section 8,

It is claimed that to subject the mutual institutions to fair taxation
might cause them to reduce dividend rates and thus reduce the flow of
funds to the mortgage market, in which they are mu{or lenders.

This argument 18 not valid, Because of the rapid growth in net
income of the mutual institutions, there is little reason to expect a
downward adjustment in dividend rates if an equitable tax formula
were adopted.

This was pointed out, for example, in a recent Trensury statement to
Representative Keogh, at which time it was also noted that oven if
taxed the rising net income of these institutions would permit many to
continue to raise dividend rates.

Certainly, taxation will have some impact on the mutual institu-
tions; it has an impact on any profitmaking bu-iness, but we doubt that
most mutuals will reduce dividend rates ns n result of being taxed.

Second, with respect to the housing issue, it is notable that there is
neither a present. nor anticipated shortage of housing funds,

The Housing and Home Finance Agency has estimated that durin
the deeade of the 1060's the supply of funds available for housing will
exceed the demand by more than $20 billion,

Even savings and loan spokesmen have expressed concern over the
fact that they have not been able to find a sufficient volume of mort-
gages in which to invest their funds,

his is reflected in reports of the Federal Home Loan Bank Board
which indicate that for much of the past year savings and loan nssoci-
ations have been investing an inereasing proportion of their savings in
loans for purposes other than the purchase or construction of homes.

There i<, in fact, no reason to be concerned over housing if this pros-
perous mutual savings industry pays its fair share of taxes.

Certainly, other businesses are able to serve the needs of their cus-
tomers and still pay taxes. I am confident that an industry as large
and as vigorous as the mutual savings industry will be able to pay
taxes and prosper.,

In short, the housing argument is nothing more than an attempt to
frighten the public and the Congress into permitting the mutual insti-
tutions to continue to enjoy almost complete freedom from Federal
income taxes.

It is an emotional argument which is dissipated when the facts are
examined. It should not divert attention from the real question, which
is: The amount of tax which should reasonably be paid by a $125
hillion industry.

An equitable tax formula would provide that the mutual institutions
be given no greater bad-debt allowance than can be justified to the
Treasury on the basis of loss experience.

In our opinion a bad-debt formula so determined probably would
{)mt- ]:liﬂ‘er significantly from that now applicable to the commercial

anks.

However, determination of the formula should be a matter for the
Treasury and the mutual institutions to work out, and we could not
object if the mutual institutions were able to justify, on the basis of

‘

82190-=02-=pt, 4ol
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experience, more favorable reserve allowances than are now permitted
the commercial banks,

As noted previously, the bill provides that the mutual institutions
may elect each year to have their bad-debt reserve allowance based on
either 8 percent of loans or 60 percent of net income,

‘We have no particular quarrel with the 8-percent-of-loans approach,
although it appears to us to be more than experience would jusify.

However, to permit 60 percent of income to go tax free to reserves
and tax only 40 percent of income is clearly inappropriate,

There is no question that if nondiscriminatory tax treatment is to be
obtained in_accordance with President Kennedy’s recommendation a
]arggr percentage of the mutual institutions’ net income should be
taxed.

Wa note that in his testimony before your committee last week Secre-
tary Dillon suggested that taxation of two-thirds of the mutuals’ net
incoml;a, after payment of dividends, would be a more equitable ap-
proach.

‘We agree with this conclusion and regard his recommendation as a
significant improvement over the formula now incorporated in the bill,

he Treasury proposal, as the Secretary noted—
would permit tax-free additions to reserves of amounts well in excess of bad.
deb::t :‘-fservo needs and would allow, in effect, substantial tax-free additlons to
capital,

It is clear, therefore, that the formula proposed by the Treasury,
while approaching tax uniformi% is nevertheless still quite favor-
able to the mutual institutions. We believe that it represents the ir-
reducible minimum of net income which can be taxed and still ap-
Hroach the twin goals of adequate tax revenues and equity among

nancial institutions,

This, gentlomen, concludes my formal statement and I would like
to request permission to submit several supporting memorandums and
tables to be included in the record with my testimony. These memo-
randums and tables cover, respectively, annual loss data of commercial
banks and mutual savings institutions from 1030 to 1960, the analysis
of the offect of availability of mortgage funds of the taxation of
mutual savings institutions, and Federal income tax paid by Federal
Home Loan Bank members and loan associations in metropolitan
areas in 1960,

The American Bankers Association is also interested in section 8 of
the bill relating to the allowance of reductions for income tax purposes
of expenses incurred in making appearances, submitting material and
communicating with respect to legislative matters and I request per-
mission to submit a separate statement in the record setting forth the
association’s position in support of this section,

The Cramryan. Without objection,

Mr, WeLMmanN, Yes, sir,

Senator Lono. Do I understand that these statements will be.printed
in the record ?

The CHARMAN. Yes,

Senator AnpersoN. Will we have a chance to come back and ques-
tion them on them?

Sup%ose he files a statement sayinf; lobbying is a wonderful institu-
tion, Would we be able to question him? ’
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The Cramraan, Do you want him to come back later onf

Senator AnpersoN. I think we ought to have the opportunity of
having him come back. .

The Cuarman. I am certain he would be glad to come if the com-
mittee desires him to come and if Senator Anderson wants him to
Oome.

Senator AnpersoN. Why did you leave it out?
Mr, Weraan. I haveit here, '
Senator ANpErsoN, Why don’t you submit it ?
Mr, WerLyan, I will submit it now,

Senator ANpERsoN. The lobbying statement ?

Mr. WeLMaN, May I read it, sir? .
Senator ANpensoN. As far as I am concerned, I will be glad to have

it!
Would the Chairman object to his reading it ¢
The Criamryan. I have no objection to his reading it.
Mr, Weratan. Section 8 of H.R, 10650 amends section 162 of the

Internal Revenue Code—
Senator Bennerr. Mr. Chairman, can we identify the location in

the statement {

Senator AnpensoN. The very last part, the very last two pages.

Mr. WeLaaN, The very last part of the supplementary material.

Senator BENNETT. Oh, yes, thank you.

Mr., Werxan. Section 8 of H.R. 10650 amends section 162 of the
Internal Revenue Code to make it clear that ordinary and necessary
expenses incurred in making appearances, submitting material, or
communicating with respect to legislative matters at the National,
State or local level will be allowed as deductions for Federal income
tax purposes and that the portion of dues paid or incurred with respect
to any organization of which a taxpayer is a member which is attrib-
utable to the expenses of such activities will likewise be deductible by
the taxpayer,

Current regulations of the Treasury Department relating to ex-
enses incurred with respect to legislative matters require the disal-
owance of n deduction for the portion of dues and other };‘ayments to

any organization, a “substantial part” of the activities of which consist
oftiolggying to the extent that such amounts are “attributable to” these
activities,

The determination as to whether activities of this type are a sub-
stantial gart of the overall activities of a multipurpose organization
is most difficult, as the term “substantial” is a term of uncertain
apxlication. '

Also, segregating and classifying expenses incurred in connection
with such activities present serious difficulties,

The report of the Committee on Ways and Means point out that:
It 18 also desirable that taxpayers who have information bearing on the im-

ggct of present laws or proposed legislation, on their trades or busineases, not
discouraged in making information available to the Members of Congress

or legislators at other levels of government.
The report further states that

In many cases making sure that legislators are aware of the effect of proposed
legislation may be essentlal to the very existence of a business.
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Therefore, it is the view of the American Bankers Association that
this is desirable and needed legislation and is in the public interest.

The CHAIRMAN, Mr, Welman, in your statement you say :

Wo belleve, however, that automatic data processing, together with taxm&zr

account numbers, will enable Internal Revenue to make effective use of
mation returns, supplied by payers of interest and dividends, and that such

use will obviate the need for withholding.

Now, I had the privilege of handling the bill that established the
so-called numbering process, and I was authorized by the Trensury
to say to thefSenate that if the bill passed that I could say that it would
bring on to the tax rolls $5 billion which is not now taxed, and I am
concerned about this particular question as to what extent the number-
ing process will avoid the withholding,

would like to ask yon, ns a representative of the American Bankers
Association, when you submit your statement on section 19, to give
to the committee your justification for the statement you have made
here: namely, that the numbering process, combined with the auto-
matic dnta processing, will bring about a situation where there will be
no evasion of taxes with respect to the banks both in dividends and
in interest.  As T understand it, of course, you report your dividends
now.

Mr, WeLMAN, Yes, sir,

'I‘hg Cramryan, What about the interest, the savings accounts, and
80 on

Mr. Weraman. The interest paid in amounts of more than $600 to
any one person or individual ave reported, but not below this figure.

The Crraryan, T menn the individual who has a savings nccount.:
is that reported, the earnings on that savings account or is it added
to the account ?

Mr. WEeLMAN. No,sir: not unless they are more than $600,

The CrtarmaN. T mean do you make reports now on the interest
before it is paid to the owner of the savings account ?

Mr. WermaN, No. Some banks do report to the individual, and
some don’t. The depositors come in and get the information. But to
the Government we report only when the interest amounts to more
than $600. '

The Cuatrman. Well, you think you can sustain by a report in
detail your statement here?

Mr. Weraran, Well, may I say, siv, that onr thinking is that we are
also relying upon the edueational efforts that have been made and
are now being made, together with nationwide publicity that has
been given to this entire matter of paying on interest and dividends.
The varions periodieals are now showing pictures of automatic data
processing machines: there are a great many articles and discussions
on radio and television. The effectiveness of this publicity, together
with the automatic data processing and our educational efforts only
started in 1980, have not yet been fully evaluated. For example, we
;lon’g know the results of the past year or how much improvement there
18 been,

We believe it is substantial and we believe that cumulative effects of
that education along with this automatie data processing and the ef-
forts being made by the Government, the Treasury itself, and the
publicity that is nationwide; all of those things combined will go n
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long way toward closinq the gap between the amount which has been
paid and which should have been paid on dividends and interest.

The Cuaryan, I am more concerned, not by the propaganda and
so forth, but with your statement that you have a system whereby you
can report to the ury those taxable items, both in dividends and
interest, and whereby he Treasury then can take that list and assign
it to the numbers and avoid any evasion of taxes?

Mr, WeLman, It certajnly would be far easier for us to report than
it would be to go through the withholding exemption certificates and
all of the processing necessary in that connection,

| We$%16% not now reporting amount of interest paid unless it is more
than .

The Cxaryman. I am not speaking about the $600 figure, If a per-
son has a savings account, is it added to his account or is the money
paid to the person who has a savings account

Mr, WeLymaN, It is generally added to the account, Senator, and
some banks do require a fee for handling it but it is not reported
unless the amount of interest involved is $600 for the year,

The Cuaryan, Well, that is taxable under the law when it is added
to the account, is it not {

Mr, WeryaN. Yes, sir; that is correct, sir,

The Cuarman. Theroe is no report made of that by the banks to
the Internal Revenue?

Mr. WeLMAN. No, sir; that is correct.

In my own bank we send each year, at the end of the year or the
first month of the new year, a notice to these people calling attention
to the fact that the interest that has been credited to their account
or paid to them on time or savings deposit is taxable and should be
r(;p(]n'ted. We believe that we are ‘];flst now beginning to see the effects
of that. ‘

The Cuamyan. I am not talking about the propaganda, the pub-
licity, or anything else. I am asking you, as a banker, whether you
can make such reports to the Internal Revenue that will enable the
Internal Revenue to combine this income on the basis of the number-
ing bill, and thereby not have tax evasion,

fr. WVerstan. T believe that the American Bankers Association
recommends one alternative which would substantially lower this
$600 reporting and I don’t know that it is—

The Cramman. The $600, that is one thing. But T am correct in
the fact that you do not report the interest?

Mr, Weraan, That is correct,

The Ciairaan, The savings intorest ?

Mr. WeLaan, That is correct.

The Cuamryran. Can you make those reports in such a way that
the numbering process will operata and thereby it will be added to the
income of the person who has a particular number$

Mr. Wenaan. Ishould say it would be possible and that it would be
preferable to the withholding of the sort proposed but we would be
glad to submit any further information you would like to have.

The Cuamatan, Would you care to make up a study of whether
or not the taxation that should be paid in dividends and in interest
thatt. ac%rue through the banls can avoid tax evasion by the numbering
system . ‘

’
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Mr, WeLatan. May I ask Dr. Walker to answer that question?

The Cramaan, I mean escape from taxation,

Mr, WeLaan. If I may, sir, I would like to ask Dr. Walker to
answer that question,

Mr. WaLrEr. Yes, sir; we shall be glad to do so, Senator, and we
will attempt to include it in our supplemental statement that you
have permitted to be submitted, .

The Crarrman, Make it inclusive and leave all this talk about
propaganda out; I want to know actually whether it can be incor-
porated by the Internal Revenue on the numbering basis, and thereby
prevent any recipient of interest of the banks or dividends from
evading taxes; is that clear?

Mr, Warker, Yes, sir.,

Senator Kerr. Would the Senator yield

Thoe CHAIRMAN, Yes.
Senator Kerr, I apologize for not having been here sooner.,

Would it be all right with the chairman if he went ahead and put
the propaﬁtmdu in and put it in in an appendix? [Laughter.}

After all, Mr. Chairman, it seoms to be & rather harsh rule to entirel
exclude it, but if it is added as an appendix and properly identified,
would that be acceptable?

The Criamatan, It would be entirely acceptable, but give the other
information first. [Laughter,]

Put the propaganda at the bottom,

I have no further questions,

You have a very clear statement, sir.,

Senator?

Senator Kenr, No questions,

The Crairman, Senator Willinms?

Senator Wirriams, I have no questions at this time,

The Crairaan, Senator Andersonf

Senator Anperson, The newspaper carries a story of the fact that
United States Steel is going to incrense the price of steel. I judge
from your statement you approve all q;lrts of this bill except the two
things to which you take exception. You say the bill reflects a great
amount of dedicated effort.

You are generally in approval of it then?

Mr. WeLMAN. Senator, we have no official position on the other
sections of the bill except these two that we have testified about.

Senator Anperson, Wouldn’t it be helpful if you did have a
‘position on them ¢

Mr. WeLman. Well, sir, possibly.

Senator Anperson. Here is United States Steel saying they are
" going to raise the price of steel,

The investment credit would give them maybe a hundred million
dollars the first year on plans they have already drawn up and had
ap%oved by the board of directors last year.

y give them a hundred million dollars for incentive to do what
they have already planned to do.
oesn’t the American Bankers Association have a feeling on that?

Mr. Weraan. May I ask Dr. Walker to give you any information

he has? I don’t believe we have any position on the other sections,

ol
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Senator AnpersoN. Don’t you have any feeling, I said? I didn’t
say position, [Laughter.}

Senator Kerr, Or a little propaganda? [Laughter.]

Senator AnpersoN, Thank you, Senator Kerr. [Laughter.]

Mr, Weraan, Iam sure various bankers have various feelings on it,

Senator ANDERSON. The bankers have been writing me with great
regularity and thei have feelings on a great many things.

Vhy don’t they have some feelings on this?

Mr., Wargen, If I might supplement Mr., Welman’s comment.
Other parts of the bill have ben discussed at least informally by vari-
ous committees of the association. But as he stated, no formal posi-
tion has been taken on sections of this bill other than section 8 and
section 19, I think one reason for this is that the association in the

ast has concentrated its policy positions upon items of very direct
nterest to banking such as section 8 and such as section 19,

However, the association is in the process of broadening its poli:;ly

Eositions, and we were pleased to Hresent n position on the trade
ill last week to the House Ways and Means Committee but we have
not been able to work out positions on the other parts of the tax bill,

‘We hope in the future to be able to bronden out in that respect.

Senator ANpErsoN. Certainly the use of investment credit is as
much down in the line of banking as a trade policy, isn’t it?

Mr. WarLgen, It is a matter of which one we got to first, Senator.
Investment credit is important and it was discussed.

I would report that there is a considerable divided view on this
portion of the bill amoni; bankers throughout the country.

t Senator ANpersoN. The New York Times of April 8 carried o news
story:

Bell Systom sets new high, Its profit was $1,843,870,000 a year.

Now, this investment credit would give them, as a regulated utility,
only getting 8 percent, only about $104 million. Their profits were
up & hundred million dollars above last year.
th.Doe?s the Bankers Association believe that is a good or a bad

ing :

Mr, WaLkER, I think the association would be reluctant to com-
?}ent on the profits of a particular industry. I think the associa-

jon—

Senator AnpErsoN. The telephone company has a deposit in every
town, hasn’t it ¢ [Lutlﬁhter.

Mr, WaLker. I would think we would be reluctant to comment even
on those that don’t have deposits, =

Senator ANpersoN. Let me ¥et down to whether or not they have;
they may have. The bill as it passed the House gives a man who
acquires a breeding bull investment credit for his assistance to pro-
ductivity, If he pays $50,000 for a breeding bull, and if his profits
are sufficient, he can take off $3,5600 of that cost because he has con-
tributed to productivity. ,

Have you got any feelinion that? [Laughter.]

Mr. WaLrer, No, siri‘l ave no feeling on it.

Senator AnpersoN. Thave, I think itisa bad provision. [Laughter.]

I was very much touched when they were telling how much taxes
the Bank of Missouri paid. Some of us subscribe to devices that tell

4
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us what we ought to do to watch our taxpayments, and I spend mone
for one or two of these services. In one that I got, da April 9,
it says:

Dollar savings tax credit on the way. Big new Investment credit passes
House. Itcan touch your tax bill by thousands of dollars. '

Now, along with trying to get out of paying taxes, don’t you think
we oug’ht. to try to avoid these things that reduce these amounts by so
much money? Doesn’t the Bankers Association watch that?

Mr. WrLaan, Certainly the Bankers Association favors everybody
uymg a fair share of the taxes. T don't feel I am personally capa-
le of having a very profound opinion on this investment credit because

I'simply don’t understand it. )

. Senator AnpersonN, Well, I probably shouldn't have gotten into
it, but I Zust remember that bankers write me regularly about how
things get out of hand back here. I do not have any stock in a build-
ing and lonn association or mutual savings bank, T do have a little
bank stock that I hang on to, and they write me fully and I just hoped
that the American Bankers Association might come in and say that a
tax bill designed to Flug loopholes which loses revenue is a bad bill.

Mr. WEeLMaNn, Well, sir, I want to agree with Dr, Walker's com-
ment that the association should take a more nctive position on a
great many more things than they have, and I am very pleased to
see him moving in that direction in his official position with the
association,

Senator Axpenson, Well, I appreciate it, too, I think that is fine,
becnuse there is a furniture amendment in this bill, investment oredit
for buying furniture for a new motel or hotel. o

I see new signs up every day where new motels are being created.
The old motels change because they are having a hard time getting
along with the new ones, Yet they are setting up new competitors
in this investment credit by telling them to build a new motel.

Don’t the investment bankers think that is bad?

Mr, WeLyaN. I didn’t know that was in the bill, )

Senator AnprrsoN. That is one of the real fine things in the bill
representing this dedicated effort that you are talking about. I have
no other questions.

Senator Kerr. May I make an observation, Mr. Chairman?

The Citamrman, Senator Kerr,

Senator Kern. I would say to the representatives of the American
Bankers Ascociation that I find R}yself in disagreement with the
distinguished Senator from New Mexico more often than not, but
I can understand how the American Bankers Association might feel
that they could tend to their own business better if they didn’t try
to tend to everybody else’s also,

Mr, WeraaN. Yes, sir; that is correct, sir.

I thirik there is & very fine line between what does and does not
very strongly involve the public interest.

The Cuatraan. If I might be permitted to make the. statement
there, I think the American Bankers Association is very much inter-
ested in any provision of the tax bill that will lose $1,400 million
annually in revenue, that is what this 8-percent credit will do.
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Senator Krrr, I will tell the chairman how we can recover that
is to compel the bankers to pay 5 percent interest on savings an
not let municipals be eligible for purchase b{ banks. [Laughter.]

We could recoup more than that amount of money just like that.

Couldn’t we, Mr, Witness#

My, WeLMAN. I am sure we could, sir,

Senator ANDErsoN, Mr, Chairman, if we are going to get into
;hli)% r‘uestion, I only want to point out I want you to comment on
0 n L]

Ygu &ink this lobbying is a good thing and ought to be permitted
articularly this communicating with respect to legislative mattersf

o have a taxpayers association in my State of New Mexico. When
I was a newspaper reporter 40-some years ago up at the State capital,
I think the taxpayers association was solely supported by the Santa
Fe Railroad and the Southern Pacific Railroad.

Now, they broadened the base, they take in all the banks and a lot
of other individunls in it. They are conductigg a steady campaign
of lobbying on bills that are now gending in the Congress.

If you think that it is o good thing that they stay in their own
fleld, perhaps they should.

“(’;l;y did you get into the lobbying field ; why do you think that is so
00
g Mr, WeLnman. We, of course, are not affected by this bill because we
have been checked regularly and only a minor portion of our expenses
are for lobbying. .

Senator ANnpereoN, That is exactly what Senator Kerr said, you
should attend to your own business, Now you get off into somebody
else’s business. Why are you off in that?

Mr. WeLyaN. We felt this represented the public interest by makin
it clear that expense for presentation of testimony and gathering o
datn and furnishing it to the Congress in an effort to clarify various
itoms of legislation is a deductible item,

Senator ANpersoN. Did you ever check how many hotel suites in
this town are regularly reserved by certain groups?

Mr. WeLMAN. No, sir; I haven't.

Senator ANDERSON., Well, do you think they all have to have people
hero all the time entertaining Members of the Congress{

My, WeLMAN. T wouldn’t think so.

Senator AnpersoN. That is why I don’t understand why you think
this lobbying provision issuch a good provision?

Mr, WeLyaN. Our desire was that it be clarified and perhaps it is
too broad in the sense we stated it. As I say we are not affected di-
rectly. We thought the problems would be clarified, and we think
we should have proper regulations to keep it within bounds and it
should be within bounds,

The Cnairaan. Senator Williams?

Senator WiLL1aMs. No questions.

The Crrairaan. Senator Curtis?

Senator Curms. I am glad to have your statement and I won't ¢
to touch on everything that is in it but in reference to the withhold-
ing on dividends and interest, yon oppose the withholding on both
dividends and interest, do you not ¢

Mr. WenLnaN, Yes, sir,
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Senator Curris. Now, I wonder if your technical staff has made
any computation in reference to a college endowment fund, its own-
orshi;l)) of stock with a corpus of a million dollars, some of them
guhv o a lot more and some u lot less, but an illustration of a million

ollars,

If the withholdin%tnx is applied to those dividends, and then it is
refunded afterward because as I understand there is no provision for
them to be exempt from withholding, at average rates of earnings on
stock and average rates of earning on the money they are deprived
of here, I would like to know how much loss would be suffered by a
fi'olloge?ondowment fund on the basis of a million dollars of stock for

renr

ifu’. WerLyaN, Senator Curtis, may I ask Dr. Walker to answer
that since it involves study and some effort on the part of the

association? ' .

Mr. Warxer, We will be glad to prepare it. '

Senator Curris, I want the mat iematics on it if he will submit it
at o later time, _

My, Warker. Yes, sir. .

S’I‘he information referred to was later received for the record as
follows:)

A common stock portfollo of $1 million at current prices yields about $80,000
{»or year. Of this amount, £6,000 (20 percent) would be withheld by the payers,
t the portfollo were held by a tax-exempt organization, such as a college,
exemption certificates would not be avallable. Assuming refunds were avall-
able by the end of the quarter in which the dividends were payable, the organ«
fzation would be deprived of the use of $6,000 for one-fourth of the year, or an
avernge of £1,500 during each quarter. It could have earned, at present stock
vlelds, an additional $45 per year on this amonnt, if the income withheld had
been intended for reinvestment. The organization would also have the addi-
tlonal expense of filing four times each year for refund of the amounts withheld.

Senator Curris. Now, in reference to savings and loan associations,
do you make a distinction between the mutuals and the stocks?

Mrv. Wreraran, No, sir: we have not, sir,

Senator Cvrris. Is it then your position that they should be treated
exactly thesame?

Mr. WerLaaN. Yes, sir,

Senator C'vrris. Now, in reference to the figures you quoted upon
the enrnings of savings and loan associations, is that before the pay-
ment of dividends?

Mr, Weryan, No, sir: that is after the payment of dividends.

Senator Curtis. After the payment of dividends?

Mr, WerLMAN. Yes,sir.

Senator Cuvrr1s. And what is the tax status of the amounts of in-
t?rest. lmid by banks, not the amount of interest but what is the tax
status .

Mr. WenMman, It is deductible, the same as savings and loan and
the interest paid by mutual savings banks.

Senator Curris. For the purpose of taxation you feel’ that they
should be so regarded, both of them alike?

Mr, WeraaN, Yes, sir; that is correct, sir,

Senator Curtis, Yes. Now, in reference to a bad debt reserve, if the
formula ultimately agreed upon would be based solely upon new loans
made as it was suggested at one time, would that not be inflationary?
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Mr. Weryan. I don't believe it would, sir. ' .

Senator Curris. What I mean, if you put an association in a posi-
tion that the more lonns they made in a given year the less their
tax would be, we would be penalizing the conservative operation as
against the other one, would it not ?

My, Weraan. On the other hand, sir, the more income there would
be; the more it would generate income which would be taxed.

Senator Cuntis. My question does not quarrel with the imposition
of tho tax. I think tho tax should be increased, but my question is
in writing the formula it was suggested at one time that it be based
upon the new loans, Wouldn't it follow that savings and loan asso-
ciations would have an inducement to make more Ioans in order to
lower their tax?

Mr., WeLyan, Perhaps, There might be a small element of that
existing, However, I would still depend primoerily on the manage-
;no‘nt, the supervision, and the record of lending in the mutual
ndustry.

Sennt)or Curris, But net profit probably would be a better thin
to gear the taxation to than how much was loaned; is that correct

Mr, WeLyan. Wo believe, sir, that loss, bad debt reserves geared
to actunl experience, would be preferable to the percent of profits.
A bad debt reserve should be more applicable to the risk taken on the
amount of loans.

Senator Curris, You think the bad debt reserve for commercial
banks, the country’s banks, should be increased or do you think it is
adequate?

Mr, Weraan, There again we have quite a divided opinion among
our members, I persona lﬂ think that with the supervision and the
earning yo“:er of the banks that it is ndequate. .\ great many of
my friends disngree with me.

Senator Curris. We do have a problem in agricultural areas where
farming has become so expensive, agricultural loans to individual
family-sized operations have become so large, they have to go out-
side of their community for banking credit; isn't that true?

My, Wrearan, In some areas, yes; that is correct, In some areas,
country banks are obtaining the participation of city banks and getting
their help in expanding agriculture,

In my own case we are doing that. We are making a great many
larger loans than we used to make in this kind of thing nn(f, of course,
we contend that our loans made to farmers on cottonpickers and corn-
pickers and combines, tractors, and equipment, and sometimes mules
and things of that sort, are just as risky, if not more so, than the
mortgage loans made by a mutual institution. And we do think we
are subjected to as much risk as the mutuals, I Personnlly, feol the
bad debt reserve we have and the ability to replace them when we
have had losses is adequate. In addition, we still protect the banks
with supervision,

Senator Curris, But your community is a community of 9,0007?

Mr. Weraran. Yes, sir; that is correct, sir,

Senator Curris. I do not know what the average size of the com-
munities served by our country banks in Nebraska is but I am sure
it is much, much less than that.

Mr, Wrratan, The average, yes, sir, would be less,
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Senator Curris, Even our county seat banks serve a territory of a

lesser population than 9,000, . '
T will not take more time but 1 would appjreciate that tabhulation
with reference to the college endowment funds. .

Mr. Werayan, Yes, sir,

The Cinamyan, Senator Douglas?

Senator Dovaras. Mr, Welman, conld you tell me the approximato
totnl amonnt of loans by commercial banks on home mortgnges?

My, Weearan, May T ask My, MeNeill or Dr. Walker if he has that
information, please, sir? '

Mr, Warker, Tt is vight at $20 billion for residential and $29 million
for total mortgnges, sir, 1 will get the exact figure for you.

Senator Dovaras, What would be the volume of loans on homes of
the savings and loan nssocintions and the mutual savings banks?
,é:mntor. At

Mre, Warken, T will get those figures in just a moment
the end of 1961, savings and loan associntions had almost $69 hillion
in total mortgage louns: FILA, VA, and conventional.

Senator Dovaras, And the mutual savings banks?

Mr, Warker, For the savings banks as of the latest Federal Reserve

bulletin at the end of September 1961, the figure was almost $26
billion in residentinl mortgages,

Senator Dovaras, The two together has 895 billion or approxi-
mately five times the volume of lonns of the commereinl banks.

Me, Warken, And the commereinl bank figure is almost $21 billion
rather than $20 billion I stated,

Senator Dovaras, T is still almost five times,  So that the gavings
and loan asscocintions and mutual savings banks nre bearing some
80 percent of the burden or buziness of providing for individual
homeownership; isn't that tyue?

Mr, Warxer, Of those three types of institutions.  There are also
n number of other lenders in the home niortgage field. particularly
insnreance companies and individuals,

Senator Dovaras. Now, what is the total investment of the banks
of the country excluding mutual savings banks in State and municipal
honds?

Mr, Warker, T wonld say close ta $20 hillion but T would like to
cheek that figure,

Senator Doveras, I think that is approximately acenrate. T will
nccept that figure: Now, when a bank sells as State or munieipal
hond at a losg, how is this loss treated for tax purposes?

Mr, Warkenr, Tsthisa non-Federal Government hond ¢

Senator Dovaras, Yes: that isvight,

Mr. Waiker 1 would have to ask Mr, MeNeill,

Senator Dovaras, Tf you sell a State and municipal hond at a loss,
how ig this handled for tax purposes?

M, Warnker. Ordinary #nss deductions,

Senator Dovaras, And. therefore, you save 52 percent of the loss:

i+ that correet? '
Mr. Warker. Tf you are in that tax bracket, yes: we have n number

of banks—-
4
Senator Dovaras. T mean as a corporation you wounld pay 52 per-

cent : isn’t that time, except if you were a very small hank?
Mr. Warkenr. That is correet, .
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Senator Douaras, Or take an average figure, say, 51 percent ?

Mr. WaLker, Forty-nine. ' .

Senator Douaras. éo if you have a loss, this reduces the ordinary
amount of corporate tax which you otherwise would pay and you
effect n snving of 51, 52 percent of the loss? o

Now, suppose you sell a Government bond at a gain, is this treated
ns income or as capital gains?

Mr, WaLker., Capital gains, sir.

Senator Dovar.as. And in this event you pay only n maximum of
25 percent; isn’t that true?

Mr. Warxer., That is correct, sir.

Senator Kenr., ‘T'o the Federal Government.
- Now, then, do you think this is tax equality, getting]' 52 percent or

51 percent credit on a loss on Governments, or other losses but only
pu{in%% percent upona gain{ '

fr. Warker, This is a provision, as I am sure the Senator is aware,

that was introduced in the Internal Revenue Codo in 1942 under the
support of the Treasury, Mr, Randolph Paul, in particular, supported
this provision, to add to the breg md‘thowcérmnnce particularly
of the Government securitiesmarket. It was ilhﬁcgﬁmtion of the
fact that commercial bgaks rather than being long-ter ﬁinvestors in
theso types of instryments, more often are lending inst b\tions and

these are held as secgfidary reserves, G .
With respect tg4he tax unifop n‘itﬁ' aspeet, \\Muld point %t?\thnt

the institutions &hich we ape“discupsing here todgy, the savingy and
loan and mutuydl sm'ing:?’banks hate the same_sort of tax treatiyent
provided to them. =T a

Senator Dguaras. 1 understamd,” But coltainly thie cpisis of 1042
has been regroved, At that (:’{ At was very mporf&nt to getin

iy
market for (fovernment, bonds afd jt was quite cledr that the s)olitic 1
situation wap such thdt \Nul nat fingnce the war by taxation, anil
u large portion of it had to~he fitanced py- bonds."~So_the Goverii-
ment. wanted to prombte a_mgrket for the hopds such ns Secretar
Chase did diring the (ivil Wariwhen he'éreatéd.-the banking systes,

Now, that dnergencylisovet. ... 7
If you belidye in tax'eqtality, should-thére not be equality in fhe
treatment of lo\ses ag well as gains? .-~ ‘ :

Mr. Warker\I think, “‘i"mi‘%”‘" due 1pspeel.-we might disagrée on
1y, - . .

¢
>

the definition of tax uniform : ‘
Equality? ™. _: ‘

Mr, Warkenr, Tax‘equality. //

Senator Dovaras. equality, -

My, Warker, But I wotdd say that the Treasur {))(pm't ment with
respect to this rather significaint~tax yevision.proposal nov re the
committee has not seen fit to ask é&"n change in thi jenlar
provision.

Senator Dovaras. T know.

You are sufliciently acquainted with the legislative process, aren’t

you, Dr. Walker, to know that Senators are not mere robots. They
are privileged to have ideas of their own, and even though the
Treasury has not suggested it, I am raising the question as to whether
it would not be a very good thing in the interest of tax equality to
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have equal treatment given to losses on Government bonds as well as
to gnins,

fr. Warker, Well, our view of tax equality is for comget.ing in-
stitutions to have equal treatment under the tax laws and they do
on this provision.

Senator Dovaras, Well, of course, there is a question ns to the pro-
portion of the savings and loan funds which ave invested in State and
municipal bonds as compared to the proportion of banking funds,

Now, you say the commercial banks have approximately $20 hillion
in Stato and municipal bonds,

What })ercentngo of total bank loans and investments are in this
category

Mr, Warxer. Of total bank lonns and investments?

Senator Dovaras, Yes; I think that is right. )

Mr, Warxer. I would have to check that, It looks to be approxi-
matoly 10 percent, but I would like to check it for the record. (The
witness Inter suppiiod the figure ns 9 percent as of June 30, 1961.)

Senator Dovaras. What about Federal honds?

Mr., Warxer, Federal bonds amount to $82 billion out of a total
lonus and securities of $200 billion or about close to 30 percent

Senator Dovaras, Now, do you have the same tax treatment in the
caso of Iederal bonds?

Mr. Warker, That is correct, and that was the major reason for
that amendment to the code in 1942, as we noted.

Senator Dovaras, So that the combination of the Federal bonds
.and the State bonds form $78 billion out of $200 billion or approxi-
. mately 40 percent ?

Mr, Wanken, Yes, sir, :

Senator Dovaras. And on these you get a credit of 52 percent on
losses and only pay 25 percent on gains{

Mr. Warken, That. is correct.

Senator Dovaras, Isn't this quite a tax privilege which is given to
the banking system?

My, Warker, I would say it is a difference in tax treatment and it.
cortninly contributes to the stability of the performance of the Gov-
ernment securities market which I think is highly important.

Senator Dovaras. Do you know what proportion of the funds of
the building and loan nssociations are invested in national bonds and
Statoe and local bonds?

Mr, Warker, Well, I can answer the State and local honds rather
quickly. They would hold a very negligible proportion of those be-
icmlse of their tax position, they would not. be interested in tax-exempt

ncome,

Senator Dovaras, And what about the Federal bonds?

Mr. WarLger, The Federal bonds, T think were approximately 7 or
8 percent. of their nssets. :

‘hat. I would like to check.

(The following was later received for the record:)

On December 81, 1901, savings and loan assoclations had total assets of
$52,061 million, of which $5,181 million, or 6.8 percent, consisted of U.8. Govern-
ment obligntions.
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Senator Douvaras, So that this favorable treatment on taxation of
bonds affects 40 percont of the loans of private banks but only 7 or 8
percent of the loans of the building and loan associations{

Mr, Warxen, Well, we would look at their portfolio distribution
as o matter of choice on their part, and I would think that in part or
significantly, it has been influenced by their overall favorable tax
trentment with respect to all of their operations.

Senator Dovaras, T am for the general principle of tax equality
moderated by the principle of mutuality. But since the question of
tax equality has been raised, here is a trentment which certainly favors
the privato banks of the country as compared to the building and
loan associations and the mutual savings banks so that the difference
m m.\'l?tion of profits is not all one way, that is the point I am trying
to make.

Mr, Warker, Wo would have no objection to their building up their
portfolios of Government and/or State and local securities,

Senator Dovaras. Would you have any objection to changing the
tax provision so that the gains on the sale of Government honds would

a———————

be taxed as income ? . ~—.

Mr. WarLxer, Yes, sir; we wouttl, I

Senator Dovaras, Since jiis eredited as a loss, would yo\whave any
objection to having the goifis taxed as income ! AN

My, WarLken, Yes, sv,) we would,

Senator Dovaras, {\ oll, now, woutdn't—isn’t t?u?abjection a Vip-
intion of the princip)é of tax equaHy ? | :

Mr. Warker, NAt as I ay speukin{f of tax equdlity heroe today,
Senator, T e

I do believe tht it is fair among competing ﬁmmcinl’insgit,ntions.

Senator Dovagas. Suppose the sayifigs and loan associatians were
to come in and spy they would be willing to have the gains treated as
ordinary incomef wouldy u‘hwj cttie % e . !

Mr. Warken. {It is their righz\l ay ‘what thigy like in'that respect.

I would not agree with them, t@nt-\}t is proper for that to be done;
no. , e

Senator Dovar\s. Mny I hsk this question; - a3 /

You are an expdpionced student of monetaryTatters, both academic /
and practical—ean Yanks create credit? .- 7 ;

My, Warkenr, They can create por@y ; yes, sir. ;

Senator Dovaras, 'Rhey can créate money. I am glad'that is estab-
lished. [Laughter.] T s

Admitted. What is the reserve that you have to have againét this
money in terms of Government, bonds; what proportionf -~

Mr, Warker, Well, there i5™ng_reserve requirement-for Federal
Reserve member banks in terms of Gevernment-bonds. Th a
eash reserve requirement of——

Senator Dovaras. We have a fractional reserve system.

Mr. Warxer. Correct.

S]m;utor Dovaras. What is that fraction ; approximately about one-
sixth

Mr, Warker. About 15 percent. It varies for location of banks

Senator Dovaras. So that on the purchase of $15 of Government
bonds you can create & hundred dollars of credit or money; is that

right ¢

t
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Mr, WaLkEeR, No, sir,

Senator Dovar.as, I mean the system as a wholef

Mr. WaLger. No, sir; it doesn't relate to your purchase of Gov-
crnment bonds, _It means for every dollar of extra cash or reserves a
member bank has or can get hold of, it can expand its own loans and
investments——

Senator Dovar.as. How do you get that reserve?

Mr. Warker., You get that reserve from certain basic sources, such

as an increase in your gold stock, a decline in currency in circulation
or an incrense in Federal reserve purchases of securities from the
banking system, or loans to the banking system,

Senator Dovaras. That is not credited to your accounts?

Mr, Warker. It is credited to the bank’s account. If Mr, Welman's
hank, or let’s say some other bank, were to borrow directly from a
Federal Reserve bank, yes, that would be credited to the account of

that particular bank,
Senator Dovavas. Precisely so. . o
Mr. WaLger. But Government securitics are not necessarily in-

volved in that transaction f ) '
Senator Dovaras. No; but I mean that is credited to your nccount;
isn‘t that true?

Mr. Warker. Yes, sir. .
Senator Dovaoras. And if you have a credit of $15 or $15 million,

that permits you to create a hundred dollars or a hundred million
dollars of credit, isn't that true?

Mr. WaLkER. Yes, sirj the banking system can create it.

Senator Dovaras. The banking system. '

This is quite n privilege. You are acquainted with the clause in the
Constitution which says Congress shall have the power to coin money
and t‘eﬁmlnte the value thereof. That is in the Constitution, isn’t it!

M. Warker. That is correct, sir,

Senator Dotaras. This is a privilege which we delegate to the pri-
vate banking system with the rationing of the total amount in the
hands of the Federal Reserve System; isn't this true?

Mr. WALRER. Yes, sir.

Senator Detaris. That is the major portion of the business which
the private banks in the country do; isn't that true?

Mr, Warger., Well, sir, I am not sure how to interpret——

Senator Dovatas. The major portion of the commercial bank sys-
tem,

Mr, Warker. Thisis part of the bank’s operation.

Senator Dovaras. And a large part of the deposits in the savings
h]anks m'e? derivative from the accounts of the commercial banks; isn't
that true

Mr, WaLger. Derivative from money-creation activity: yes.

Senator Dovar.as. That is right, :

Do the savings and loans associations have this privilege?

Mr., WaLker. Not to create anything that circulates as money.
They can create obligations which are close to money.

Senator Doveras, T understand,
But it is very different from a checking account and I want to con-

rratulate you, Dr. Walker, for the frankness with which you have
identified the creation of commereial credit and “money.”
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Now, I'think it is very important that this fact is established and
I want to congratulate you on the honesty and frankness with:which
you answered the question and now I want to ask, Is there any.com-
parable privilege which is given to the savings and loan associations?

Mr, WaLker, The privilege of creatingmoney?- -~ - - =~ -

Senator Douvaras, Credit. C

Mr. Warxer, Ilike theterm “money.” ool s

Senator Douaras. All vight. You identified credit as money,

b Mr. Warker, I think of credit in terms of an individual’s ability to
OrTow, :

No, sir; they don’t have that comparable grivilege because they are

got lisubjected to the comparable responsibility and requirements of
ankKs., T

Senator Douaras, Iunderstand,

In other words, the mutual savings system and the building and
loan associations are in the nature of savings banks where the deposit
comes first and the loan is made later. |

Whereas in the commercial banking system the loan comes first,
and the deposit comes later, or the two take place simultaneously, isn't
that true? But it is the loan that creates the deposit.

Mr. Warken. Throughout the banking system with respect to the
demand deposit operation; but we are more concerned with respect
to tax uniformity of that portion of the commercial banking business
which is directly comparable with the mutual institutions, namely
the more than $80 billion of time and savings accounts. Commercia
banks are department stores of finance and the demand deposit opera-
tion, while it is the majority of our operation, this other $80 billion is

highly important,

enator Doueras. I understand ; I understand.

But so far as the commercial banking is concerned, Con has
iven you the power of creating money, and, with the Federal Reserve

ystem getting a commission of 15 cents on the dollar; isn’t that true{
Mr. WaLker. I would question the commission aspect. The Federal
Reserve actually creates and controls those reserves which provide the
basis for monetary creation. .
Senator Dovaras. It creates the credit which you use to draw inter-
est upon ; isn’t that true? o -
Mr. Warger. Which we use in the process of the lending function.
q S::mto; Dovoras. Which you lend and draw interest upon; isn't
1at true : S
Mr. WaLger, We draw interest upon our assets, our earning assets
which result in part from that. -

Senator DouaLas, Yes. :
Those are based at 624 times of the amount of Government bonds

credited to your account in the Federal Reserve banks; isn’t that true?

Mr. Warken, The total demand deposits; yes. But what I would
point out in that respect, Senator, is that the demand deposit function
18 often viewed, particuiax;ly for classroom purposes, in the way you
and I are discussing it this morning, But in the actual-day-to-day
workaday operations of the commercial banking system it is & highly
co_mmm.we atmosphere with respect to the extent of which banks
will be able to attract and hold these funds.

82100——62--pt, =8
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Senator Dougras. I understand that. But the banking system as a
whole is given this great privilege? ) »

Mr, WaLker, But most of the activity has to do not with the rising
amount of demand deposits but with the allocations of deposits among
the existing institutions, That is the main function commercial banks

serve in the money system.,

On that side of it.
Senator Dougras. I am not proposing to abolish the commercial

banking system, let me make that clear; but I do think that in decid-
ing, in passing fudgment, on the relative taxation of savings and loan
institutions, on the one hand, and the Srivate banking system, on the
other, that these two differences should be kept very clearly in mind.
We should not concentrate our attention entirely upon this 52 percent
for the banks on the one hand, and the reserves which are tax exempt
on the other which are set up for the savings and loan institutions,
wouldn’t you say thatt

Mr, WaLkEr. No, sir; we would disagree with that. Our demand
deposit function, Senator, if I might point it out.i)is the most expensive
operation of a commercial bank. Commercial banks as a group are
involved with administering the demand deposit accounts, the clerks,
the amount of bookwork and paperwork.

Senator Douaras. Wait a minute, I am not suggesting that you
don’t have expenses in allocating who is to get the total amount that is
created. I understand that and I am not saying that your gross
profit is a net profit by any means.

I simply say that Congress and the Government has conferred a
Ereat favor upon you. Of course, if you don’t want to be in the

anking business you can resign and give it up but I always thought
a bank was quite attractive to a considerable number of people and,
therefore, Congress has done very well by you.

Mr. WaLger. Well, sir, I think the bankers would say that if you
compared their rate of profits on capital with practically all other
business they come out toward the low end of the spectrum.

Senator Douaras. I see. I would be very interested in knowing

that. .
Mr. Warker. I would, too.

Senator Dougras. That is all.

The CHAIRMAN. Senator Bennett.

Senator Benxerr. Thank you, Mr. Chairman.

Earlier this morning, the Senator from New Mexico raised a ve
interesting problem that I would like to pursue a minute or two. He
raises the question as to whether or not savings and loan associations
couldn’t escape the tax if it were increased by simply paying more to
their depositors, and I would like to get some sgeci ¢ information in
the record in order that the committee may understand whether this
is a real prospect or not. .

Can you put back into the record, if they are not contained in your
testimony or these various exhibits, the approximate relationship
between the volume of time deposits that go into the savings and loan
and mutual savings areas as compared with the time deposits that go
into the commercial banks.

Mr. Wermax. May I see if Dr. Walker can answer that

Mr. Warker. The total figures at the end of 1061 were: for the
mutual institutions, $§109 billion of total savings accounts and deposits,
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and if you would like the breakdown, about $71 billion in savings
and loan associations, and $38 billion in mutual savings banks.

For commercial banks the figure for savings and time dtiposits of
individuals, Parmershi s, and corporations at the end of 1961 was
approximately $76 billion which includes, unfortunately, some non-
sa\éings accounts; that is, some deposits of business corporations
and so on,

Senator Bennerr. Do you have any idea what proportion of the
$76 billion would be represented by those nonthrift accountsf

Mr. WaLgeRr. Our latest ﬁ%ures indicate that roughly $10 billion
orso; we will get a more exact figure for the record, )

(Tile witness later supplied the figure as $11 hillion of nonindivid-
ual savings held in total savings and time dei)osits of individuals,
partnerships, and corporations as of June 30, 196 } L.

Senator BeNNerT. So roughly $65 or $66 billion are going into
the commercial savings. So their volume of business is not double
yours but it is considerably higher.

For the record, have you any estimate as to the average or the
current or the traditionally higher rates the suvings and loan asso-
ciations have pnid compared with those that the banks have paid?
How much more have they been able to pay than you{

Mr. WaLker. Yes, sir; we have figures on that. Here we get into
statistical difficulty with respect to what they offer and what is the
effective rate paid.

Senator BENNETT. Yes, . .
Mr, WaLger, The avemgfe effective return to savers for savings

and loan associations—the latest figures we have are for 1060—was
g.sgggrwnt, and the rate for commercial banks was 2.56 percent
in .
Both of those figures have gone up considerably since then and
we will be glad to get the latest and submit it for the record.
Senator Bexxerr. But on the basis of that they have been able to
offer a rate approximately 50-percent higher than yours and have
attracted something less than double the amount of the savers’ money ¢
Mr. Warker. And growing at a very rapid rate over the past 10

years; yes, sir. ..
Senator Bennerr. Has the relatlons}ur of rate been such that they
have been growing at 8 much more rapid rate than you have?

Mr. WaLkeR, Yes, sir.

Senator Bexnerr. So that we could e before too long that
their d‘e?osits would be double yours, and this is a prospect?

Mr. WaLker, Yes, sir,

Senator BeNNETT. So they have heen able to compete effectively!

Mr. WaLgerR. Yes, sir. ‘

Senator Bexnerr. The next question is going to be a little more
difficult to answer: According to Jour testimony, they had, the 4,700
savings and loan associations had, net income after the [t)ayment of
dividends of $564 million. Suppose we were to follow the idea of
the Senator from New Mexico and assume that in order to protect
themselves if the bill only required them or only permitted them to
set up a 3-percent reserve tax free instead of 12 percent, so they
wonld now then have that additional amount, how much could they
increase their payment to savers out of that difference? I assume
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the whole difference—no; they would have to take some of this $504

million and: put it into reserves, Under the presont situation, they

are fres to do what they please as long as it doesn’t exceed 12 percent.
- Can Kgu do a caloulation for us and give us an impression of how

znucltx't ?y could increase this effective rate and still not be subject to
axationf"

Mr, WaLker, And still not be subject to taxation .

Senator BENNETT. Yes. AsIunderstood the approach of my friend
from New Mexico it was that they could pay this out as dividends or
A G

Senator ANpeErsoN, Dividends,

Senator BennNerr. Yes; as dividends, They are now paying 50
percent more as dividends than you can pay as interest,

This was the effective situation in 1960. Now, by how much could
they increase that rate if they decided to go this route and avoid
taxation by paying more out in dividends?

Mr. WaLker, Well, you ask how much, First of all, you can ask
how much of net income they could pay out and avoid paying any

taxes. Theg would have to pay out all.
i.%l,lc;nat'or eNNETT. They would have to pay out all of the $560
million

Mr. WaLker, Except that which went under the 8 percent Rx;wision.

Senator BenNerT. That is the point I wanted to get at. uming
they decided to go that route by how much would they raise this rate,
on the average, they are paying the depositors?

Mr. WaLeer. We can figure that ?mckl if we can get earnings
before dividends and see how much this would increase their dividend

payout.
Senator BenNert. I am trying to estimate the magnitude of this

prospect.

Mr. Warxer. Member savings and loan associations had about $2.7
dbilljgn gf& earnings before dividends and paid out about $2.2 billion in

ividen

If you paid out an extra $500 million you would increase the rate by
about 25 percent. That is horseback i ﬁ

Senator Bennerr. Yes. So roughly calling this 3.86, a 4-percent
rate for easy figuring, they could go up to & pem%x;? increase the rate
25 percent and on the average pay out 5 percent before they began to

run into difficulty.
Mr. WarLxer. I would like to be able to check that, but it seems to

be accurate,
(The following was later received for the record:)

In 1960 member savings and loan associations had net income of $2,743 mil-
lton, of which $2,184 million was pald in dividends and £550 million was retained
in reserve or surplus accounts. Average savings capital for the year was
£50,614 million, so that the effective dividend rate was 3.86 percent. If all funds
retained were pald out in dividends, the effective rate would have been 4.85
percent. If an amount equal to 3 percent of loan growth were retained ($208
millfon) and the remainder ($351 million) paid out in dividends, the effective

rate would have been 4.48 percent.
Senator Bexyerr. I am just trying to get an approximation of this
business,

It would be interesting to try to speculate as to how many more
savers they wounld attract on that basis since they already have a 50-
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reent advantage over you now, There has been some substantial
nerease in the rates offered by savings and loan associations since the
Federal Reserve permitted you to raise your rate to 4 percent.

Do you know of any that have reached b percentf .

Mr. Warker, I do not believe I know of any federally insured
associntions that have reached 5. I know of 4.78, and I think I
heard of some 4.8s, There may be some 55, 'There are a number of
5s in the nonfederally insured institutions,

Senator Bennerr, So some of these are now approaching this

limit ¢
Mr. Warker, Well, we would have to look at the particular

institutions,

Senator BeNnerr, Yes; I realize that. We are talking generalities,
and these would not necessarily be borne out, and obviously the man-
agement of each institution is going to make its own decision on the
basis of its own local situation and its own basic attitude toward its

m;gonsibility.
o you want me to yield
o oo s Tt o hoso paying 481 Tho higheet T
ould you supply us a list of those paying 4. o highes ow
is 4.6. Vhere is?t?oco,ted? g -
Mr. Warker, In California, I know a number have gone to 4.75
in the lnst weeks but I think there is a 4.8,
(The following was later received for the record :)

The New York Times of Sunday, April 8, 1062, carried in its financial section
advertisements from the following savings and loan associations, with the indi-

cated dividend rates:

Percent
Rio Hondo Savings & Loan Assoclation, South Gate, Callf....cceeeeaunn.. 4,15
First Western Savings & Loan Assoclation, Las Vegas, NeVee.ceecvecen.. 4,75
United Savings & L.oan Assoclation, Inglewood, Calif....... mnanemnn-- 4.18
Mutual Savings & I.oan Association of Alhambra, Albambra, Callf....... 4,176
Fidelity Federal Savings & loan Assoclation, Glendale, Callf..... wmmaea 410
Atlantic Savings & Loan Assoclation, Los Angeles, Callf.oaceuea-.. cmeen 4

State Mutual Savings & Loan Association, Los Angeles, Callf...cceccnaen- 4, 1
Mountain Savings & Loan Assoclation, Boulder, COl0eecccavencncancaae. 4. 75
World Savings & Loan Association, Los Angeles, Calif...eeaen.. waneanen 410

San Diego Federal Savings & Loan Association, San Dlego, Callf........ 4.60
Claremont Savlnfn & Loan Association, Claremont, Callf. - o cceeeaa.. 4.7
Southern Federal S8avings & Loan Association, I.os Angeles, Calif......... 4.0

World Savingas & Loan Assoclation, Denver, Colo.. - 4,176
Peoples Federal 8avings & Loan Association, Inglewood, Califacccananua. 4,75

Trans-World Savings & Loan Association, Ontarlo, Callf..a...ca.. SRR A 1
Victory Savings & Lean Assoclation, North Hollywood, Califeeeuceecane.a. 4. 75
American Savings & {0an Assoclation, Whittler, Calif.. - - 4.1
Citrus Belt Savings & L.oan Association, Riverside, Calif. 470
San Gorgonlo Savings & Loan Assocliation, Banning, Calif 4.76
E1 Dorado Savings & Joan Association, Placerville, Callf......... wemwaan 4
Ploneer Investors Savings & Loan Association, San Francisco, Calif..... 4.7
Home Mutual Savings & Ioan Association, San ¥rancisco, Calif....n-.... 4.7
Berkeley Savings & Loan Assoc. ation, Berkeley, Calif - 4,76
Sacramento Savings & Loan Assoclation, Sacramento, Callf..necacncean. 4,78
Nevada Savings & Loan Association, Las Vegas, Nev.. - 4,75
Lytton Savings & Loan Association, Hollywood, Calif - 4,80
Ventura Savings & Loan Assoclation, Ventura, Calif........... PR 4.7
Broadway Federal Savings & Loan Association, Los Angeles, Calif. ... -— 4.1

Sterling Savings & Loan Association, La Habra, Callfueceancacaceanee.. 4.78
Mutual Savings & Loan Association—Pasadena, Pasadena, Calif........ 4.76

) H
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Senator ANpEnsoN. Since this was in the last few weeks I wouldn’t
know it. Thank you. .
Senator BENNETT. I have been happy to yield. It becomes an in-
teresting question for management as to whether they are going to
tmy money to the stockholder or to pay more taxes, and mixed up in
hat is the question of how much additional business can they attract {
It would seem to me that, faced with the responsibility of prudent
management, with an advantage already 50 percent, that they might
oreate more problems for themselves than they would confer benefits
on their depositors if the rates generally began to push upward toward

B percent,

I}ewould think this would have a tendency to push the mortgage
rates up. Even though they had this margin theoretically, this might
tend to push the mortgage rates up and might defeat the very purpose,
because it is pretty hard to understand how an institution can pay b
Yzercent on deposits and loan the money for 6, Since the Federal

eserve raised the rate for commercial banks, and the savings and loan
associations have responded and raised their rates, has this tended
to 1&ut ressure upward on the rates for mortgages?

r. WALRER, Our most recent figures indicate the contrary. As
many commercial banks have entered the home mortgage market. in
order to pay the higher rates there actually has been some softening
of rates on conventional mortgages.

Fractionally these rates are in the first few days of March and there
has been some softenigg down in the last couple of months,

Senator BenNerT, Has this been influenced by the fact that these
inoreased rates on deposits have caused banks to turn very sharply
toward tax-free bonds and thus reduced the amount of money that 1s
available for mortgages? -

Mr, WALKER. Vgeﬁfno, sir; I would disagree with that. They have
turned somewhat toward tax-free bonds and this is indicated by the
favorable performance of the municipal bond market as yields have
tended to decline and prices rise. But I know a number of banks
that have turned strongly into the mortgage area. They are looking
for mom;]ages all over the country, ey are looking for new per-
sonnel to handle the mortgages they will be making. And at the same
time the American Bankers Association is conducting studies and
antioipating in studies to propose legislation which we think will

mprove the mortgage market so more banks and other lenders can
enter into it.

Now, I think it is this aggressive entry into the market by com-
mercial banks which has been a very significant factor in the easing
off of the conventional mortgage rate.

Senator BenNerr, That is all I have, Mr, Chairman.

The CHAIRMAN, Senator Morton ? .

Senator MorToN. No questions,

The CuammMaN, Senator Hartke$

Senator Harrgr. In regard to that last statement, you say an ag-
gressive entry; to what extent? '

Mr. WaLgER, Senator Hartke, we have no precise figures on the
extent and we will not have until the bankinﬁ data start becoming
available in the weeks ahead, I could speak of individual banks that

I know of that are aggressively seeking loans, and—
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Senator Hartre. I would like to have them.

Mr, WaLKER., Yes, sir,

Senator HarTxe, I would like to have the names of those, yes.
Mr, WaLker. I could give you the names, yes. I know of partic-

ular banks being very aggressive.

Senator Harrke. You could supp?*
Mr. WaLker, Yes, sir, I could and I would like also to point to a

statement by the current president of the U.S. Savings and Loan
League, who has stated recently that “comg:tition from the commer-
cinl banks in the home mortgage fleld may be a more serious threat to
associations than the new bank savings rates,” meaning that the com-
petition is going to be so severe that it is going to be hard to find good
mox;lt:,%ages to put the savers’' money in. That drives rates down.

(The following was later received for the record:)

The following list of banks was submitted for the record. S8ince it would
be Impractical to list all the commercial banks which, as of April 1, 1062, had

evidenced an increasing interest in mortgage investment as a result of their
abllity to make higher Interest payments, the banks listed below were selected

those.

on the basis of geogras)hical location to reflect the wide national extent of this

Interest in mortgage lending,

partial compilation, with banks chosen at random

It should be emphasized that this is only a

and should not be considered

representative of anything but a small fraction of banks in this category.

Unlon Trust Co., Washington, D.O.

First American National Bank, Nash-
ville, Tenn.

Oltizens and Southern National Bank,
Atlanta, Ga,

Merchants National Bank & Trust Co,,
Indianapolls, Ind,

Mgﬂuﬁacturera National Bank, Detroit,

ch,

First National Bank, Little Rock, Ark.

Northwestern National Bank, Minne-
apolis, Minn,

First National Bank & Trust Co., Okla-
homa Oity, Okla,

Third National Bank, Nashville, Tenn,

OChase Manhattan Bank, New York,

Oorﬁm'erce Trust Co., Kangas City, Mo,
Denver United States Natlonal Bank,
Denver Colo.

State Natfonal Bank, El Paso, Tex.

Fort Worth Natlonal Bank, Fort
Worth, Tex,

Natlonal Bank of Toledo, Toledo, Ohlo

North Carolina National Bank, Char-

lotte, N.O.
Marine Natlional Exchange Bank, Mil-

. waukee, Wis,
Clty National Bank & Trust Co., Kan-

sas Clity, Mo.
Peoples National Bank, Seattle, Wash,
Walker Bank & Trust Co., Sait Lake

COity, Utah
First ﬁutlonai Bank of Chicago, Chi.

cago, .
First National City Bank of New York,
New York, N.Y.

The list of banks aggressively entering the mortgage market is in-

cluded in the appendix.
Senator HartkE. I am not op

ed to driving interest rates down,

I want you to know that; it is all right with me, I would like to see
that competition get a little tougher, I would like to see more homes

built,

I just wondered
Mr, WALKER,

You said many have turned strongly into the mortgage area, and
}Il‘ﬁon what basis you make the statement{ .
is is primarily on the basis of discussions with

individual bankers and we can support this not only with reference

to individual banks but we can also suiplt)ort that
the press and journalists which are poin

th articles from
ing this out.

I remember articles in the last couple of months in the New York

Times, the Wall Street

Journal, and various other papers about how

banks are moving more aggressively into this fleld.
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Senator HARTKE, Unfortunatel{, for the benefit of those people
who are getting mortgnges on their homes, statements by newspapers
are notloans, are they . .

- Mr. WaLger., Yes, sir; but that is reflected in the rate they pay
which is going down according to official Government figures,

Senator HARTRE, You have no estimate whatsoever of the extent to
which the commercial banks since the first of the year have entered into
the mortgage fleld?

Mr, WarLker. All I can say now is that it has been considerable and
we will have figures as these banking data are compiled to indicate
this; we will certainly supply them to you as they become available,

Senator Harrre, What if I would say as an assumption it is about
$200 million, would it be far from wrong—increase in the mortgages
that have been done by commercial banks since the first of the year?

Mr. Warger. I wonld not want to say, sir. ‘

Senator HARTRE. Assuming that that statement is correct for the
moment, and subject to your verification—I think you will find out it
is pretty close to right—will you tell me what has heen the extent of
the incrense in time and savings deposits by the commereinl banks
sinco the first of the year? .

Mr, Warker, Those have been very substantial, and I can get some
recent figures for yon. We don’t have specific figures on that. We do
know that both in commercial banks and in savings and loan associa-
tions, there has been a substantial increase in time and savings ac-
goun{s, and I understand in January the increase in commercial ﬁnks
is believed to be very substantinl, e

Senator Harrke. You have no estimate as to that amount$

Mr. WaLker. As to that amount, no, sir, I do not, but I will cor-
tnir’tll‘g get it. ‘

(The following was later received for the record:)

Data for all commercial banks showing savings and time deposits of ind}-
viduals, partnerships, and cory‘oratlons. real estate mortgages, and muniecipal
obligations are not yet avallable for the first quarter of 1062. However, these
data are avallable for weekly reporting Federal Reserve member banks.

Savings and time deposits of individuals, partnerships, and corporations in
weekly reporting Federal Reserve member banks in lending citles increased
from $36,038 million on December 27, 1061, to $80,248 million on March 28, 1962,
or by $3,215 million. Of this increase only $1,557 million consisted.of regular
savings deposits, while $1,658 million consisted of “other time" deposits, much
of which may not be suitable for mortgage investment,

Weekly reporting member bank investments in real estate mortgages incrensed
from $18,309 million on December 27, 1081, to $18,620 million on March 28, 1062,
orb 1 milllon, “Other securities” increased from $12,240 mitlion to $18,204
mtillion, or by $1,084 million,

As noted, these data do not cover all:commercial banks. So far as real estate
mortgages are concerned, the data above do not show total mortgage loahs made
by commercial banks during this period, but simply the net increase in port.
foltos. Nonfarm mortgage record of $20,000 or less i{n commercial banks
exceeded $400 million in January alone, and were probably well in excess of
81 billion during the first 8 months of 1962, Further, real estate loan data do
not include other loans made to finance the acquisition of mortgages, such as
those to mortgage lending companies, nor do they include installment repair and
modernization loans, or loans made directly to the home building industry, such

nis construction loans, _
~ Senator Harrre, If I would (five a statement that it is approxi-
mately $8.5 to $8.6 billion, would you think that would be far from

wrong, the increase? .
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Mr, WarLker. I have heard figures in that range,

Senator Harrke. That has been a reported figure, is that right?

Mr, WALKER, Yes.

Senator Harrrr, Now, what has been the incrense in the amount of
investment by commercial banks in line with what Senator Douglas
was talking about a few moments ago, in investment in tax exempt
securities?

Mr, WaLxer. Tam sorry, I don't have the figures.

Senator Harrks, If I would sar, make the assumption that was in
the neighborhood of about $1 billion, would you feel that would be

fairly accurate?
Mr. Warker. T could not criticize it until the actual figures are

released.

Senator HARTEE. You could not. So what we have in substance
hore since the first 8 months of the year, then, is an increase in about
$8.5 billion in increase in time and savings deposits by the banks;
an inorease in investment in tax exempt securities of about a billion
dollars; an increase in commercial, by the commercial banks in the
field of mortgages for homes of about $200 million, not billion but
million  then I wonder how I can take this statement, there is no fact,
no reason, to be concerned over housing,

Tf the prosperous mutual savings industry pays its fair share of
taxes, I am frank with you, I can’t see how it has any relation to hous-

ing,
%Ir. WaLger. Cannot see what? How this statement has any rela-

tion to housing?

Senator HARTRE. Yes,

Mr, WaLger. Well, we simplg' point out the development in the
housing market, the statement by leaders in the housing industry,
and statements from the lending industry that they are looking ag-
gressively for loans, t}iat the housing market is not suffering because
of the lack of availability of credit, Quite the contrary, because of a
decline in family formations and other factors, the actual demand for
housing has slackened up.

Senator HarTrEe. Then in this statement here, you don’t mean ex-
nctly what you say, at lenst what I understood you to say; that is,
that there is, in fact, no reason to be concerned about housing.

Mr. Warker. We don’t mean that at all. 'We mean that if this tax
which we recommend, fair tax treatment of competing institutions is
Eassed that there is no reason to be concerned that the housing mar-

et will suffer as & result.

Senator Harrre, But there is an estimate by Senator Sparkman, I
believe, that we are going to need about how many houses—are you
familiar with these estimates every year, say, for the next 10 years.

Mr., Warger. I don’t remember his Speoihcally, I do remember
some that were worked up by the Housing and Home Finance Agency
and submitted to his committee, I think, last year,

Senator Hartrn, That is right, and it was estimated we would need
abouttt; million and & half to 2 million homes every year, is that
correc

Mr. Warxer, It was a little under that, It wasn’t a million and a
half to two, it was an average of a little more than & million and a

half. '
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Senator HarTkE. Let’s assume a million and o half,
| Wh(%re is the money going to come from for the million and a half
10mes

Mr. WarLker, The Housing and Home Agenocy as part of that par-
ticular study also analyzed the sources of mortgage funds and con-
cluded that over that decade as a whole there would be a substantial
surplus of mortgage funds for that period.

here would be $112 billion needed to finance the homes that they
snw as necessary over that period but there wonld be $184 billion avail-
able for that. purpose.

Senator HArTkE. Yes, but you have increased here in the commer-
cinl banks in this field alone by the fact these time and savings depos-
its over $314 billion, and instead of going into housing it is going
into tnx-exempt securities.

I don’t think that is going to gmduce many homes,

Mr. Warker, Well, T would make two points in that respect, sir.
First of all, when you have an overall increase in savings deposit
rates nt commercinl banks as you did in 1962, and as you did in early
1057, yon often get a quick shift of funds in the same bank from

demand deposits to savings accounts, .
These are not necessarily true long-term funds for investment in

recidentinl mortgnges.

Tn the second place, we would point out very strongly, that it takes
o great denl more than a residentinl mortgage to make a house a home
in the strict sense of the term. Commercial bank and other institu-
tions purchases of municipal securities is highly important because a
very large portion of these securities are used to finance schools, sew-
ag? systems, roads and the other components that go into the making
of homes,

Finally, we would point out that to stock a home with the goods
that are needed for comfortable living, commercial bank consumer
credit is very important. So we would take issue with the argument
that simply because in a given period of time our time and savings
deposits went up so much but mortlgages didn’t that the homebuilding
or homeownership industry was being slighted.

Senator HARTRE. I am not being eritieal. T am merely trying to
find out how you come to the conelusion on the housing and taxation
statement, section 6, in saying this offer looks to the fact that the recent
change of interest rate cetlings for commercinl banks will snubstantially
incrense the flow of funds to the mortgage market and I didn’s see how
an increase of $200 million out of an inerease of, say, time and savings
deposits of $314 billion roughly is substantially increasing the flow of
fimds to the mm‘t{m ge market,

Mr. Warrer, Well, sir, if T might put it this way: The fiqures I
have seen for the first couple of months of the year indicate that our
competitors have suffered no loss of inflow of savings.

Now, that amount of money is still available for mortgages, Evi-
dently this increase in commercial banks was a net inerease, and if you
add that to what the others are doing, you have a net increase in total
mortgage loans,

Senator Harrrr. But youn are talking ab6ut something else tiow.
That is not what you said in the statement, You didn’t say anything
here abont what they were doing in this business, You said here this
would substantially increase the flow of funds to the mortgage market.
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I don’t think that anyone is going to contend that $200 million is a

substantial portion of $814 billion,
Mr, WaLker. But it is a substantial increase in the flow of funds to

the mortgage market.

Senator Harrkn, $200 million, |
Mr, WarLker, $200 million net total in 1 month is substantial.
Senator HArTEE, Three months,
Mr. Warker, That is substantial, too.
a Senat%r HarTee., Out of $314 billion increase in time and savings
eposits

r. WALRER. Let me say first of all, the one figure that I would
have to look at olosely is the $200 million. These figures on hank
mortgnge loans and residential loans are usually only available on the
call dates and we won’t have those figures for the first quarter of this

year until the end of this year.
Senator HArtkE, In your supplemental statement you say :

Many commercial banks, faced with higher costs because of increased savings
rates, are being compelled to move more aggressively into the residential mort.
gage area in order to obtain the needed higher yields.

Don’t you think a more informative statement. would be that they
};alviz?been compelled by virtue of this to move into the tax-exempt

ol

Mr. WarLker, No, sir; all I can say on that is when the actual figures
are finally available, I think you will see a combination of an increase
both in bank holdings of municipals and in bank residentinl mortgages.

T am convinced of that,

Senator Harrrr, Well, the investments so far have been about one-
fifth of the investment into mortgages and four-fifths into tax-exempt

securities, isn’t that true?
Mr, Warker. Sir, I would have to look at the mortgage figures, I

would like to know the source of your figures because so far as I know
we have not been able to obtain figures on the first quarter, ‘
Senator Hartrn, What I am really driving at is this increase in the
interest rate for time and saving deposits for commercial banks have
not, in fact, resulted in an increase in mortgages, isn’t that truet
Mr, Warker. No, sir; I think it has. You say it hasn’t resulted in
a large increase, as large as you would expect. '
Senator FARTRE. Substantial,
Mr. Warker. I say it has resulted in a substantial increase.

Senator Harrrp, All right,
I think that is fair, ns long as we just understand we differ on what.

is substantial. I just think $200 million out of $814 billion is not
substantial compared to $1 billion out of $814 billion, ‘
I think we can ngree upon that, that $200 million is at least one-fifth

the size of $1 billion,
Mr. WarLker. I would ngree on that and I would also emphasize that

I think we are performing a service not only to the economy, but to
homeownership in buying municipal securities. ,
Senator Harrre. I am not in any way, I hope, inferring that you
don’ti perform services t6 the country. Iet me ask you one other
question, . ‘
Suppose this tax bill is passed either in the form in which it is now
or in the form of the tax the Treasury or you suggest on a 66%4-percent

/
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basis, do you think this will have any effect upon the establishment of
any new savings and loan institutions? '

. WaLKer. I wonld think that on a judgment basis, to the extent
that you have a tax provision such as they now enjoy, that there would
be the continued rapid establishment of those when the chartering
authorities permit. , L

It has been a rapidly growing and profitable industry, and it is
?bvi?u:d that it will tend to be more profitable the more the tax escape
nvolved,

Senator Hartrs, One final question on & different matter.

In view of all of the attempts we have had in the field of govern-
mental support of housing, of FHA, and so forth, a substantial portion
is yet done by conventional mortgage loans without support of the
Government,

Do you know what that percentage is?

Mr. WaLker. I think I could get it for you in just A moment. I
would say over 50 Xevcent, but I would just be guessing at it. I would
have tocheck it. A very substantial proportionjyes.

You see the savinf;s and loan are primarily conventional lenders,
for example. They lend relatively verﬁ' little now in FHA and GI.

Senator HARTEE. It might be as high as 6694 ?

Mr. Warker. Well, I would expect it probably would.

Senator Harrke. Fine.

How do you account for this fact ?

Mr. Warker. How do yon account for the fact?

Well, without stepping on any {mrticular toes, I think that the
fivst of all, there is not so much, shall 1 say, complication involve(f
from the standpoint of meeting the Government’s requirements, red-
tape, to go through the conventional route as perhaps the FFLA route,

Secondly, you have a eguestion of competitive interest rate levels
i}*lu\n you have controll rates, regulated rates, under the GI and

Thirdly, in this prosperous economy we have had since the depres-
sion of the 1930's, a good conventional mortgage properly amortized.
It isa very safe investment for a lending institution.

As a consequence the guarantee and insurance of the FHA and the
GI is not nearly so attractive as it would be, The total figures You
are asking for on one- to four-family property at the end of last
September was $150 billion in mortgage loans of which $59 billion
was QGovernment underwritten, FHA or GI, and $02 billion was con-
ventional; 99 out of 150 is the proportion.

Senator Harrge. Allright; thank you,

Would you agree with the statement of our distinguished chairman
that it appears that the interest rates are going to be pegged for a
long time in the future ata verg' high rate?

Mr. WaLger, On what, sir

Senator Hartke. Overall interest rates in tlic United States.

Mr. WaLken. Idisagree that they are pegged.

Senator Harrke. Would you agree then that the interest rates
themselves, which are going to—I do not know what word you want
to use, I do not want to get into n question of semantics with you as
you did with Senator Douglas on money and credit——

»
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Mr, Warker, Well, I would say if we have a prosperous, rapidly
growing economy, which we hope to have, and which this tax bill is
nimed at in many respects, that there will, in the future, be & stron
demand for savings, and the interest rate is simply the reaction o
the supply and demand for savings. . ‘

So if we have a prosperous economy, I think we will tend to have
somewhat higher rates than we had in the 1980’s, when we had & de-
pressed economy. Low interest rates express a depressed condition.

Senator Harree. Our distinguished chairman—I do not want to
get off this too far—but he said the increase in the governmental bond
rate, extending it over a considerable period of time by the present
action of repurchase of those which are not presently due, extending
them to o greater time, is, in fact, an underwriting of a long-term in-
orease in interest rates.

Would you agree with that statement . .

Mr. WaLker, As much as I respect the chairman—and the chair-
man remembers, I think, that I was part of the official family that
devised this sort of operation in 1959—it is my judgment that ad-
vance refunding, judiciously used under the provisions provided by
the Congress and this committee, can help lengthen out the Federal
debt which is, to me, the first pressing problem of debt management.
I do not think that a debt, properly managed that way, will result
in any higlh{er interest rates than you would have normaily.

Senator HArrke, Thank you.
The CuamrmaN. Senator Hartke, the Chair is not conscious that he

has made any prediction that we will always have high interest rates.

Senator Harrre, I did not mean to infer that.

The Cunamratan, That is what I understood you to say.

Senator HarTrE. I said I understood the chairman’s position—I
understood the chairman’s position was by this action. what you were
doing was putting a floor on the long-term rate of interest.

The CraraaN, I assume you are referring to refunding; advance
refunding.

Senator HArTKE. That is right.

The CriairMAN. That is an entirely different question.

The Chair took the position, and still takes it, that you cannot pre-
dict 10 years from now or 20 years from now what the interest rate
will be and, in his judgment, interest is more or less a commodity and
is governed by the law of supply and demand of the money. .

o0 you agree with that{

Mr. WaLkzr, I agree with that, that the interest rate is a reflection
of sup%y and demand for money.

The CiramrMaN, The Chair was opposed to or was critical of this
refunding whereby you take bonds that were 2.5 percent, and before
they were due, 10 years before they were due, and replace them with
bonds that pa’ld 3.5 percent, and then you could do the same thing
with these particular bonds 10 years from now, and the Chair thought
if they purchased the bonds at 2.5 percent, that that figure should
continue until the bonds matured. That was the basis for what I said.

I am not looking forward with any anticipation or any desire for
higher interest rates any more than the law of st(xipply and demand
will require. That is what the Senator understood.

Senator Harrke. I understood. ‘

e T A et T S 2 ok L
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The CrairMaN, Any further questions?
Senator Kerr. I would like to ask one question, The Senator from

Illinois was talking to you about the reserves a bank had to have with
the Federal Reserve in order to determine the amount or the extent
of its lending capacity, The question was asked as to the relationshi
of the Federal bonds owned by the banks, and, I believe, you answere
that they had no relationship to the reserves,

Mr. WarLker. Not legally; no,sir,
Senator Kerr. And the deposit of Federal bonds by a member

bank with the Federal Reserve System does not incrense its reserve
which determines its lending capacity or limits?

Mr, WarLker, No, sir. I did not say that or did not mean to imply
that, The member banks can, among other methods, borrow from the
Federal Reserve banks and get extra reserves, and Federal bonds can
serve as security for such lonns,

Senator Kegr, I understand that.

Mvr, WALKER. So can commercial—

Senator Kerr. I was not referring to that operation.

Mr. Warker. No, sir, 4
Senator Kerr. I was referring to what I understood him to sm,yf

that the deposit of the bonds by the member banks with the Federa
Reserve would in some way affect its effective reserves, and if it did

I wanted to know about it. I did not know about it.
Mr. WALkEr. I did not understand that from the Senator’s state-

ment,
Senator Kerr. The only way that I understand that a bank can
have a reserve in the Federal Reserve System is to make a deposit of
funds that it has or borrow from the Federal Reserve by discounting
notes that it has.

Mr, WaLker., Or on Government securities.

Senator Kerr, Sir{ '

Mr, WALKER. Excuse me, or on Government securities as collateral.

Senator Kerr. Or borrowing money from the Federal Reserve with

Federal bonds as collateral,
Mr, WALKER, Yes, sir,
Senator Kerr. Are those the three ways that create reserves? Is

there any other w%y they can create a reserve{
Mr. Warker. They cannot overtly create a reserve. They have

reserves created partly—

Senator Kerr. Is there any other way they can get a reserve?

Mr. WALKER. Yes, sir. If their customers decide to hold less cash,
less $20 bills, and so on, and deposit those in the bank and build up
their bank accounts, the commercial banks will send those funds to
the Federal Reserve bank, and the reserves will be increased.

Senator Kerr, Well, they deposit it in the Federal Reserve,

Mr. WaLker. That is correct. g

Senator Kerr. Well, that is what I said; they deposit funds in the
Federal Reserve and get reserves; they discount notes to the Federal
(lll‘esexa'e, which constitutes reserves, or they borrow money from it

irectly.

Mr, WALEER, Yes, sir.

Senator Kerr. And there is no other way to get a reserve?!
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Mr. WaLker, No, sir. They may have more to lend if the Federal
Resorve reduces the percentage requirements, . .

Senator Krrr. I understand it, but they would lend it on the basis
* of their reserves and the relationship the Federal Reserve presoribes
the reserves shall have to their lending capacity. ‘

Mr. WALKER, Yes, sir.
Senator Kerr. Now, you said the banks could create money, not

credit. Did I understand you to say that? ,

Mr, WaLker, Yes, sir, But I would not push this. It is mainly a
definitional distinction,

Senator Kerr, I just wanted you to deflne money.

Mr. WaLkER, I define money as that which is genera]ly acceptable
in exchange for goods and services, That would include both bank
demand deposits and the currency which is issued by the Federal
Government,

Senator Kerr, Do you happen to have any currency in your pocket ?

Mr, WALKER. Yes,sir.

Senator Kerr. I wonder if you would lay a piece or two of it up
on the table and see what it says.

Mr. WaLkeR, Yes,sir,

Senator KCERR, Mafrbe a $1and o $5 and a $10 and a $20.

Mr. WaLker, Well, they say different things,

Senator Kenr, Lot us see what they say.

I\thf'1 Warker. The $5 bill states—this particular $5 bill is a silver
certificate.

Senator Kerr, What does it say?

Mr. WALkER, Itsaysthat— :

This certifies thore is on deposit in the Treasury of the United States of Amer-
lca $5 in silver payable to the bearer on demand,

Senator Kerr, Isthat correct{
Mr, WALKER, Yes,sir.
Senator Kerr, Wasn’t there an action taken recently that changed

that situation some?
Mr. Warker. I do not believe so with respect to these particular $5

bills. There are still five silver dollars or $5 of bullion there valued
Mhtihﬁ official price. They discontinued their sales of silver, I believe,
which——
; Stel?attgr Kerr, But you can still go down and get five silver dollars
or tha
Mr, WaLker, Yes, sir.
Senator Kerr. And that is what you could get with that?
Mr. WaLkER, Yes, sir,
Senator Kerr. Then that is a piece of paper with reference to which
,}'oui c;mld get what is sometimes called hard money or hard cash
orit
Mr, WaLkER. Yes, sir,
Senator Kerr, All right, Now, what other kind of notes are there,
what other kinds of cash or billsdo you have?
Mr. Warker, Ithink Ihave a Federal Reserve note for $10; yes.
Senator Kerr, What does it say ¢
Mr, WALRER. It says—

The United States of America will pay to the bearer on demand $10.

3R RN ARG S Mt T houTe
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Senator Kerr, Suppose you took that down to the U.S., Treasury

and demanded the $10. What would you get )
Mr. WarLker. They could give me any sort of legal tender. I think

legally theiy(' could give me my note right back,
enator Kerr, Well, could they give you anything else except that

or another one like it )
Mr. Warker, They could give me pennies, nickels, dimes, silver
certificates, U.S. notes.
Senator Kerr. If they had them.
Mr, WALKER. Yes,sir. . '
Senator Kerr, There is a very limited amount of silver certificates,

iathere not ?
Mr, WaLker. Yes, sir; they are limited. I do not remember the

total figure, ‘ .
Senator Kerr, Well, the total currency outstanding is how much?
Mr. WaLker. It is around $30 billion in circulation. I would have

to check the exact figures, . .
. Senator KErr, at percentage of it is in the form of silver cer-

tificates?

Mr. WarLker. The percentage in value is very small. The percent-
ai%le of the number of pieces because of the number of $1 and $5 cer-
tificates is very ]arfe.

Senator Kerr. I understand. I am talking about the total.

~Mr. WaLker. I would have to check that. It issmall.

Senator Kerr, It is not over 10 percent, isit{ _

Mr., Warker. I would doubt that it is over 10 percent. We will
have it in just a moment,

Ig? currency outstanding, silver certificates are a little better than
$2 billion.

Senator Kerr. It is about 624 percent.

Mr. WaLker, Yes, sir. :

Senator Kerr. Now outside of Federal Reserve notes, what other
kinds of currency are there?

Mr. WALkER, The oxilry other kind of current currencﬁv, you might
call it, I think, is the U.S. note, the old greenback of the Civil War

days.

genapor Kerr. That is what Lincoln issued during the Civil War.
It is still outstanding.

Mr. WaLger. Yes, sir; in the amount of——

Senator Kerr. That is something under $100 million, is it not$

Mr. WaLkER. No, sir. I believe it is larger than that, $347 million

maximum,

Senator Kerr. $347 million. U.S.notes?

Mr. WaLker, Yes,sir.

Senator Kerr. Have you got one of them?

Mr. WaLkER. I do not know. They ‘are red seal $5 bills; also $2
bills are U.S. notes.
" %enl?tor Kerr. Here is one of them, Mr. Reporter, be sure that I get
it back.

Mr, WaLker. Yes, sir.

Senator Kerr, ' What does it say?

Mr. Warker. Itsaysthesameasthe others. Itsays:

The United States of America will pay to the bearer'on demand §8.
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Senator Kerr. Now, what other kind of currency is there!
Mr. WaLker. Well, there are still technically in circulation some
old types of currency which are obsolete, but have not been pulled out

of circulation,
Senator Krrr, Which have not been sent in for exchange, such as

national bank notes.
Mr. WaLxer. National bank notes.
Senator Kerr. I saw one the other day, and what did they say?
Mr. WaLker. Sir, I do not know what the national bank notes

say.

%enator Kurr. Well, the point I am getting around to is this: Is
that anything but a demand note {

Mr, WaLkER. No, sir. I would say you are right, It is a demand
note.
Senator Kerr.,_And nothing else?

Mr. WALKER, Yes,sir,

iSemt;t;;)r Kzer. And, therefore, if that is money it is a form of credit,
isit no

Mr, WaLger. Yes,sir.
Senator Kenr, So that actually neither the Federal Reserve bank

nor any member of it can create anything but credit,.

Mr. Warker, I would not quarrel with that.

Senator Krrr, Because even if it could create money of the kind that
they put out, that within itself is a form of credit.

Mr, WALKER, Yes,

Senator Kerr. And is nothing but a demand note; isn’t that correct ?

Mr. WALKER, Yos, sir. .

Senator Kerr, Non-interest-bearing demand notes.

Mr. WaLkER. Yes,sir. )

Senator Kerr. That and nothing more,

Mr. Warker. Yes,sir,

Senator Kerr, That isall.

Senator Dovaras. Will the Senator yield ? ‘

Senator Kerr. Yes,
Senator Dovoras. I am glad to have the Senator from Oklahoma

establishing the particular identity of what is currency and what is

credit,

May I say if the Senator from Oklahoma will pay me in return for
a sale of goods, I will be glad to accept a check for $100 and deposit
it and treat it Just as I would five $20 bills,

Senator Keer, I afpreoiate that vote of confidence, but I would say
this to him, that if I wrote a check on a bank, and it were valid, it
would be because the bank owed me the money, which is credit, and
if I gave the check to the Senator and he accépted it, it would be-n
form of ¢redit, and if he took it down to the bank and fot five $20
bills for it, that would just be another form of ecredit. If he got a
deposit slip for it from the bank that would be just another form of

credit.
Senator Dovaras. The Senator from Illinols does not dispute the

position of the Senator from Oklahoma.
Senator Kerr, So that actually we operate our economy on the basis

of a managed system of oredit, the fountainhead of which is the Fed-
eral Reserve System, correct # , ‘
82190—62—pt, 4—4
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Mr. WALkER, Yes, sir. _Our monetary system is a credit system
under the Federal Reserve System.,

Senator Kerr, Well, our monetary system is o credit system. Our
bank deposit system is a credit system; our savings and loan deposit
system is & credit system ; our economy, the life, the stream of or flow
of that which keeps this economy operating, is managed credit.

Mr. WALRER, Yes,sir.,

Senator Kerr, Created, managed credit, and the fountainhead of
that isthe Federal Reserve System,

,Mr. Warker. Senator, I know you do not want to get into a long
discussion of the finer points of this, That portion of the credit sys-
tem which is reflected in, say, bank demand deposits is definitely
under the influence of the Federal Reserve or montetary authorities.
But each year the amount of credit that changes hands and, in a
sense, is created in other institutions such as the savings and loans and
so on, and the insurance companies, the many hundreds of billions
of dollars of credit of that type, are not under the direct influence
or control of the Federal Reserve éystem.

Senator Kerr, But it is the use of credit which was created by
the Federal Reserve System., )

Mr. WaLker, It was oreated at some stage as a basis of money.

Sengtor Kerr, In the record of the operations of the Federal Re-
serve System.

Mr, WALKER, Yes, sir,
Senator Kerr, And that is the only way it was created; that is

the only way it retains its identity as credit, and the only way it can
be augmented is by the operation of the Federal Reserve System
and its member banks, of course. But they operate in accordance
with the rules and decisions of the Federal Reserve System.

Mr, Warxer, With respect to the monetary portion; yes. Credit
can come into existence, though, without action of ‘the Federal

Reserve,

Senator Kerr, Well, how{
Mr. Warker, Well, sir, you and I could draw notes on each other

and endorse them and agree to sell them to somebody who trusted
your credit or my credit,

Senator Kerr., All right. What would we agree to pay #

Mr. Warxer. We could agree to pay these paper dollars we were
talking about,

Senator Kerr. Or we could agree to pay dollars. When we went
to get them to pay them we would have to get them with what was
made possible by the credit of the Federal Reserve operation, wouldn't
()

wel | ,
Mr. Warker, Inthat respect I agree fully, -
Mr, WeLmaN, Mr. Chairman, may I make only one point for the

record, that when I speak of banks creating money that is strictly
in the sense of money that is used in exchange normally. A legal
definition of money would be confined to paper money and coin.
- The Cramman. The Chair thanks the witnesses, They have been
frank and well-informed.

Senator MorTon, Could I ask one question, very briefly ¢

The CrHAmMAN, Yes.

L 4
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Senator Morron, Pursuing the Foint Senator Hartke made, when
was this change made in commercial banks?

Mr, Warker, Eftective J anualg 1 |

Senator MorToN, January 1, So really you have only had 8 months
in which to get this mortgage operation going

Mr. WaLkER, Yes,

Senator MorTon. Isn't it a fact that many banks have not been ag-
gressive because they can find adequate earnings to meet their costs,
interest costs and dividend requirements, elsewheref But I just
wanted to say I agree with you t oroughlir that many banks—I know
of many in Kentucky—are really becoming aggressive in the home
mortghage field, and 8 months is a short time to Est going. Most of
them have had to go out and hire a specialist or find a man who was
knowledgeable in this fleld.

Don't you think that according to the head of the savings and loan
association and others that this is goinﬁ to be a growing factor,
and isn’t it your judgment it will be if this rate structure continues
as it is, it will be quite a growing factor?

Mr. WaLker. Very definitely, and in the ABA we are emphasizing
this and trying to improve the flow of information to banks so they
can do better in investing in mortgages.

Senator MorTon. Also since the tax-free municipals are not as
attractively priced as they were 8 or 4 months ago, has not this sharp
move into tax-free bonds been just because the yield is not as at-
tractive, gone down, diminished ¢

Mr. WaLkER. I am not certain what has happened to the yield, but
there is certainly a self-corrective there that would take place.

Senator Morron. That isall, Mr, Chairman,

(The supplemental material on section 8 of Mr., Welman’s state-

ment follows:)

MEMORANDUM RE ANNUAL L088 DATA, COMMEROCIAL BANKS AND MUTUAL FINANOCIAYL,
INSTITUTIONS, 1080-60

In discussions relating to the appropriate level of bad-debt reserves for
mutual financlal institutions considerable use has been made of aggregate loss
data, particularly for the period 1930-48, Thus, the fact that mutual institu-
tlons took losses equal to approximately 18 to 20 percent of their loan portfolios
during this period i8 frequently cited as justification for the present statutory
bad-debt reserve allowance! However, little or no information has been pro-
vided on an annual hasis, apart from the suggestion that annual averages
based on the full period are inappropriate because the losses of mutual institu-
tions are concentrated in a fow years of the cycle This memorandum provides
annual data for the perlod 19080-45, as well as for the most recent 10-year period,
in an effort to throw light on: (1) the comparative loss of commercial banks and
the mutual institutions; and (2) the extent to which losses are bunched in the

case of each type of institution, ‘
Loss data, 1930-45~The attached schedule A provides comparative loss data
on loans, annually, for the three principal types of financial institutions compet-

ing for savings, For commerclal banks and savings and loan associations the
data were obtained from the authoritative study by Raymond W. Goldsmith “A

1 “Paxation of Mutual Savings Banks and Savings and Loan Associations: Hearings Be.
fore the Ways and Means mml&t e, Aug. 0 and 10, 1061, See pnrﬁglaﬂy the statement
b{ Henry A. Bubb, U.8. Sayings & Loan League, p. 73, and Bdward P. Clark, National Asso-
¢ %tlon of Mutual 8avings Banks, p. u{’o. ‘

Sece, for example, tho statements by Charles A Wellma& }iatlonal League of Insured
Savings Aasocl}tlons (hearings, op. clt., p. 828), and by Mr, Clark: “Losses are usually con-
oW £ oycla, Reserves must be bullt up in good years to meet

centrated in a ears of & lon
the large losses which we know v%m oceur in the depression years of the cycle” (hearings,

op. eit., p. 148).
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Study of Savings in the United States”; for mutual savings banks data were ob-
tained from Prof. John Lintner's “Mutual Savings Banks in the Savings and
Mortgage Market,” a study proposed and financed by the Mutual Savings Banks
Association of Massachusette.

The tabulations relate only to operating institutions and, so far as possible, to
losses on loans, Thus, the loss picture {8 not complete, particularly for commer-
cial banks in view of the thousands of failures durlng the depression and the
very heavy losses taken at that time on securities.* Nevertheless, the annual
loan loss figures for operating Institutions probably provide the most accurate
measure of the needed bad-debt reserve today.

It will be noted that for the full period 1930-4% losses taken by commercial
banks were equal to 18.8 percent of the average loan portfollo, whereas the losses
of the mutual institutions, on the same basis, are somewhat higher; 15.2 percent
for savings and loan associations and 17.8 percent for mutual savlnga anks.®
Differences among the three types of institutions are slight when the data are
placed on an annual average basis for the full period 1980-45; losses were 0.9
percent of loans for commercial banks; 0.0 percent for savings and loan associa-
tions; and 1.1 percent for mutual savings banks.

The most revealing plece of information shown In schedule A {8 the concen-
tration of losses in the case of commercial hanks, contrasted with the ability of
the mutual institutions (particularly the mutual savings banks) to spread their
losses over a much longer period of time. Thus, during the 5 worst years of the
perlod—1980 to 1934—commercial bank losses were equal to 8.0 percent of the
averaﬁe loan portfolio, whereas for savings and loan assoclations the loss dur-
ing th riod was 46 percent, and for mutual savings banks only 2.1 percent.
Indeed, the heaviest losses were not taken by mutual savings banks until 104243,
almost a full decade after the bottom of the depression,

It should also be noted that in no single year—including the worst years of
the depression—did the mutual institutions suffer a loss in excess of 2,9 percent
of loans. The worst loss year for savings and loan assoclations was 1085, when
losses were equal to 2.2 percent of mortgage loans. For mutual savings banks
the largest loss ratio was 2.9 percent, in 1048. In no year of this period from
1930 to 1945 did the losses of the mutual institutions ever approximate the bad-
debt reserve level presentlf provided by statute— equal to 12 percent of deposits
or, expressed in terrs of loans, about 12,5 percent of savings and loan associa-
tion loans and 16 percent of mutnal savings banks loans in 1960. By way of
contrast, in each of 2 years—19088 and 1984—commercial bank losses on loans
were larger, relative to the loan portfollo, than the bad-debt reserve of 2.4 per-
cent now permitted, on the average, for all commercial banks.

It is clear that the needed size of a bad-debt reserve depends on both the
magnitude and timing of the losses it must absorb. Thus, for example, when
Professor Lintner concluded that the depression experience might justify a loss
regerve for mutual savings banks of from 5 to 8 percent of uninsured loans (&
level far below the present statutory bad-debt 1imit), he qualified his conclusion
by pointing out that the length of the real estate cycle made it unnecessary to

aymond W. Goldsmith, “A Study of Savings in the United States” (Princeton, 1988
vol. John Lintner, “Mutual Savln:- Banks lg't;x avings an Mortga(n Market" (Bm):

ton, 1948),
+During’the 4 years 1080—88 almost 9 commor al bnnn suspended operations most
gwhlch‘uma ined permanently closed %x(i' 86‘ eportht pleseog. .”32) \llures
mntual say Jﬂ banks were neg'llplblo tota lng 10 duri R
"Bankln& and nourg 8 u-e :%‘ p 2&{ ltmo ?l g:}’n?nanrﬂ, 108 oouu%l
alle commercla {'banks durinc 450 yea old‘ Aot 18 pereent ot deposits I all ope .
d and losses 0 depositors alone totaled

ne banks lt the be
il tiC, i "":'a:'ﬁ o A "emcxi'.s;{:jgg

t §

clo bn 8 w somewhat larger t nn loms d ors
n 35 'bn i f perating commercial banks
lossea or 31 bmlon n mnrmes. acconnung lor lbont 86 percent of total net losses (Gold-

smith, o p. 65
i ' ﬂ.l be noted lhat mutual savings bank data relate only to Massachusetts savings
banks Annual data provided in the Goldo th smdy for all mutual savings banks are not
oggaldcred rellablo y oldnml . who states ‘‘No special significance should ba attached to
m]* ( B t, vol. II, p. 288). The Hamchuutts data should be reason-
ably repmemutlvo of the lndustry.
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have the full amount of even this reserve on hand at the beginning of the cycle.’
It is, therefore, quite ap?arent from schedule A that the bad-debt reserve now
provided for the mutual institutions is excessive. Put another way, if a reserve
limit of 12 percent of deposits can be justified for the mutual institutions on
the basis of the foregoing data, then a considerably larger bad-debt reserve is
jusgl%edtftt)’r the commercial banks, who took very heavy loan losses over a brief
period of time,

Losa data, 1951-80~8chedule B shows losses on loans taken by insured com-
mercial banks and insured mutual savings banks during each of the 10 years
l?lstll to 19060.,' Comparable data are not available for savings and loan asso-
ciations,

Toan losses have been extremely small during this period, averaging about
one-tonth of 1 percent of loans, ?or year, for insured commercial banks and three
one-thousandths of 1 percent of loans for insured mutual savings banks. How-
ever, although small for both types of lustitutions, it is apparent that losses
tnken by commercial banks are substantially larger, relative to total loans, than
is the case for mutunl savings banks., This is true for the period as a whofe and
tor each year within the perlod.

Schedule B also shows losses as a percentage of total deposits. It is of Interest,
therefore, that whereas mutual savings banks are permitted a bad-debt reserve
which can be as large as 12 percent of degoslts. the average aunual loss on
mortgage loans taken by these institutions has been only two one-thousandths
of 1 percent. The largest loss year was 1032, when losses were equal to only

five one-thousandths of 1 percent of deposits.

HoUsING AND TAXATION

An analysis of the effect on the avallability of mortgage funds of the taxation of
mutual savings institutions

During the past year, spokesmen for the mutual savings industry have asserted
that regular taxation of the savings and loan associations and mutual savings
banks will have serlous adverse effects on the avallability of funds for resi-
dential mortgages. As signs multig&y that the Congress and the administra.
tion are determined to enact long-needed tax reforms, this housing argument has
been pushed to the forufront almost to the exclusion of the traditional argu-
:nen%a n‘(llvanced to protect the mutuals from assuming their share of the Natlon's
ax burden.

In capsule form, the mutuals' argument is as follows: Payment of taxes by
savings and loans and mutual savings banks will require a substantial reduc-
tion in the dividend or interest rate; the figure most uently cited {8 one-half
of a percentage point. Such a reduction, it is alleged, will make mutual institu-
tlon accounts relaﬂvoltg less attractive and thus will divert a substantial volume
of new savings from these institutions to other savings media. The amount of
the diversion is roughly estimated by mutual spokesmen at upward of $6
billion per year. Almost all of the amount diverted will be lost to the housing
industry, the argument continues, since it will go either to savings media which
do not invest in residential mortgages—such as U.8, savings bonds—or to com-
mercial banks which invest, according to mutual spokeamen, only about 80 per-
cent of savings in residential mortgages. Finally, and most recently, mutual
spokesmen have claimed that the recent increase in maximum permissible rates
which banks can pay on savings has already begun to divert funds from their in.
stitutions, so that the impact of taxation will have an even greater adverse impact
on the availability of mortgage money.

Commercial bankers reject the foregoing argument entirely, believing honestly
that it represents nothing more than an attempt to frighten the Congrees into

$ Lintner, op. eit., p. 828,
*Lo tapfor ’n't'uml savings banks relate to mortgage loans, which comprise more

an da
than 09 percent of total Joans in mutual savings banks.
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taking no action on the administration’s proposal for fair taxation of the mutual
savings industry. The mutuals’ argument—
| (1) Is an undisguised plea for continued subsidy through the tax mecha.
nism}
(2)’ Exaggorates the effect of taxation on the mutual thrift institutions;
(8) Ignores the relationship between housing and economic activity

generally
(4) Ignores the fact that there is no present shortage of housing funds,

nor 18 there any anticipation of a shortage;
(8) Understates the contribution whicin commercial banks make to the

housing industry; and

(6) Overlooks the fact that the recent change in interest rate cellings
for commercial banks will substantially increase the flow of funds to the
mortgage market,

This paper discusses briefly each of these polnts.
1, Taw subsidy.—Reduced to its essentials, the mutual argument with respect

to housing is simply a demand for the continued subsidy of certain types of
financial institutions, Thus, the argument could be restated, as follows: “We
enjoy a Government subsidy to the extent that we are permitted to operate
virtually tax free. In return for this subsidy, we operate in such a manner
as to divert a large part of the Natlon's savings to ourselves, and then into
real estate mortgages. If our subsidy is taken away, we efther will not or

cannot carry out our part of the bargain.”

Subsidies for various purposes are not unsual, and in some cases may bhe
warranted. But if so, they should be open and nﬁovebourd; not hidden in the
tax structure, Certainly, a subsidy which favors some but not all of a group

of competitive institutions is inequitable.

8. Bffeot on dividends and savings—Taxatlon will have some effect on the
mutual institutions, just as it affects any profitmaking business. However, all
available evidence fndlcntea that the mutunl Institutions will be able to adjust
to taxation without the need for drastic cuts in dividend rates. As a matter of
fact, because net income of these institutions is increasing faster than savings
(due to reinvestment of maturing mortgages at currently higher yields), it is
unlikely that taxation will have any noticeable effect on dividend rates paid by
most {nstitutions,

This conclusion as to the impact of taxation on mutual institution dividenas
was recently confirmed by Treasury Department analysts. In a letter to Repre-
sentative Keogh on February 7, the Treasury, in discussiong the effect of an
equitable tax formula on mutual institutions, stated:

“The possible effects on dividends and interest rates do not appear to be
large enough to affect appreciably the growth in savings and share accounts.
Moreover, given the anticipated incrense over the next few years in average
rate of return on mortgages, i3 {¢ very likely that any effeot on interest or
dividend rates will appear as a smaller inorease in yields to depositors rather
than as an adsolute- decline in ylelds.” [Italle added.) :

8. Relationship between housing and general economio aotivity.—The mutual
argument pays no attention to the fact that a complex economic system must,
if it is to be prosperous, depend on financial institutions for prompt and effective
allocation of funds, It further fignores the fact that the housing industry is an
integral part of the econox%: t it can only prosper when the economy is
prosperous and growing. e crucial fault of the present method of taxing
financlal institutions is that, by permitting the mutual institutions to operate
virtually tax free, it promotes the diversion of savings from sectors of the
economy which funds may be badly needed to those institutions which, for the
most part, can only invest in a specific type of obligation. Thus, tax favoritism
enjoyed by the mutual institutions is basically detrimental to housing and to
every other industry, since it introduces rigldities and distortions into the
working of our free enterprise system, - .

4. Availadility of housing funds—\When opposing tax reform and raising the
specter of a shortage of housing funds, mutual spokesmen often neglect to point
out that, if anything, there is a surplus of money available for housing at the
present time and, indeed, a surplus is anticipated over the next decade, Thia




REVENUE ACT OF 1062 1235

18 due in part to the fact mentioned above: that the tax systems operates in such
a manner as to artifically divert a portion of the Nation's savings into certain
industries, regardless of the need for funds,

Projects prepared by the Housing and Home Finance Agency Indicate that

during the decade of the 1060's there will be an excess supply of mortgage
for the full 10 years, the excess supply will amount

funds in each year and that
to more than $20 billion, hecently the president of the U.S, Savings & Loan
League noted that, “the real, baslc housing demand has been satisfled for the

present, * * * [Savings and loan assoclations face the] * * * question of
where the loans are going to come from to keep our money invested.”

For much of the past year, savings and loan associations have been investing
an increasing proportions of savings in real estate loans other than those for
the construction or purchase of home, indicating again the ready availablity
of home mortgage funds. The Federal Home Loan Bank Board has repeatedly
called attention to this fact as, for example, in its January 1962 release:

“The most accelerated gain In mortgage activity during the opening month
of 1962 was reported for miscellaneous lending, a pattern evident since the sum-
mer of 1060, Lonns for a variety of purposes, such as financing alterations or re-
financing of existing home loans, financing apartments or land development,
ete,, together increased by almost three-fifths over January 1061 and comprised
one-third of overall lending contrasted with 20 percent in the previous year.”

It is ironical that the mutunl spokesmen feel compelled to raise the specter
of a shortage of housing funds as a time when they, themselves, are seeking
outlets for the investment of thelr savings.

5. Oommeroial dbank aotivity in the housing field.—Because commercinl banks
are not special purpose lenders, investing almost entirely in residential mortgages,
the mutual savings institutions have claimed that any diversion of savings to
the commerical banks will be detrimental to the housing industry. What Is
overlooked in their argument is the fact that commercial banks engage in a
variety of activities which are of direct concern to the welfare of the housing
industry and to the well-being of American homeowners,

The commercial banks have invested $20 billlon in residential real estate
mortgages and, in addition, have placed a substantial volume of funds in farm
mortgages and in other types of real estate mortgages. Also, commercial banks
are making an increasing volume of residential repair and modernization
installment loans. But, beyond this, commercial banks serve as an important
source of funds for institutions and agencles directly concerned with the housing
Industry. For example: The major share of the $19 billion invested by the
commercial banks in State and municipal obligations goes for such things as
streets, schools, and sewage systems; commercial banks provide a substantial
portion of the working funds used by mortgage companies who originate a large
percentage of resldential mortgages, particularly VA and FHA mortgages; the
‘ctongtruct’lon industry depends to an important degree on commercial banking for

8 financing.

6. Change in commerotal dbank intercst rate ceilings.—Despite claims of the
mutual spokesmen that the recent change in the maximum permissible rates
that commercial banks can pay on savings will ndversely affect the mutuals’
abllity to attract savings, recent reports from the Federnl Home Loan Board
show that savings and loan associations are contintiing to maintain a rapid rate
of growth, In January and February, the first 2 months following the change in
commercial bank rate cellings, new savings capital received by savings and loan
associations reached successive peaks, Net savings growth (l.e., after giving
effect to withdrawals) was substantial in January, aithough down from the
grecedlng January. In February, according to the Federal Home Loan Bank

oanrd, net savings growth reached an estimated $560 million, 5 percent greater
than timt reported for the same month last year, and the largest amount for nny

February of rates.
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It mutual savings spokesmen are sincerely concerned over the availlability
of funds for housing, they should welcome the recent action by supervisory
authorities in raising maximum permissible rates which commerclal banks can
pay on savings. Far from adding to the supposed “problem,” this action should
provide significant additional funds for residential mortgages. Many commercial
banks, faced with higher costs because of increased savings rates, are being com-
pelled to move more aggressively into the residential mortgage area in order to
obtain the needed higher ylelds,

The American Bankers Assocla-

This conclusion is based on more than theory.
tlon has recelved numerous reports of commercinl banks actlvely secking ways

and means of investing a larger proportion of savings in mortgages, The finan.
cial press i8 now beginning to reflect this story which, as a matter of fact, may
be the most dramatic development in the resldential mortgage market in 1962,
Thus, the Wall Street Journal commented on the impact of higher rates on
snvings in the following manner:

“Commercial hanks, paying in some cases a full percentage point more now
thun they were last year, are theinselves looking for higher yielding Investments
to compensate for this fncrense. As a result, many banks are moving much
deeper into the mortgage market than they ever ventured before” (Jan. 8, 1962).

In another report, a large New York City bank was described as expanding
{ts home mortgage lonn service by accepting, for the first time, applications for
home mortgnges at the personal credit department at each of the bank's 90
branches, As the Journal pointed out: “The bank saild it is stepping up its
mortgage lending to channel! for use by homeowners a larger portion of its
savings deposits, * * * Mortgages yleld higher returns than most other long.
term Investments of banks; returns will be applied to the bank’s increasing
Interest costs’ (Jan. 11, 1902).

But perhaps the most convineing ovidence of the real impact of the recent
charge in bank interest rates is the reaction of savings and loan assoclations,
In a speech on March 1, 1002 before savings and loan executives, the president
of the U.8, Savings and Loan T.engue conceded that “assoctations did not do too
badly” in the competition fer savings since the change {8 permissible in commer-
cial bank noter. He then went on to point out that commerclal banks were
aggressively seeking mortgages and stated: “Competition from the commercial
hanks in the home mortgage fleld may be more serlous to assoclations than the
new hank savings rates” (American Banker, Mar. 2, 1062).

Conclusion~—The housing argument advanced by mutual spokesmen has no
Justification on cconomic grounds and, in fact, has no relevance to the tax
fluestion, In essence, it is a last-ditch effort to avold taxes, based on an exag-
gerated appraisal of tax impact and & gross understatement of the very signifi.
cant contribution which commercial banking makes to the grosperlty and vitality
of the housing industry. It should not be permitted to obscure the basic ques.
tion : How much longer should a 8125-billion industry operate virtually tax free?



REVENUE ACT OF 1062

1237

Federal income tae paid by FHLB member savings and loan associations in
metropolitan areas 10ith 5 or more associations, 1060

[Full dollar amounts)
Federal Income tax pald
State and metropolitan area Number of | Net Income !
assoclations Per Institu-
Total tion
(average)
Alabama; Birminghom......eeuvereeenreennene 10 $1, 608, 000 $1,000 $100
Arizona: PhocnIX. .eveneeeenneenvecacaennn venne L 1, 601, 000 5, 000 1,000
Arkansas;

Fort Bmith. .. eeccuerreecencneeasennecneas [ 804, 000 0 0

Iczlt)t‘l!o R(')ck-Noﬂh Little Rock..cuvueerencrenes 0 623, 000 0 0
allfornia: .

Los Angeles-Long Beach........ weeavsesane 108 74, 069, 000 301, 000 2,867

S0craniento. ....eeeee.n. carerens ceenscmans 7 , 224, 000 8, 000 1,143

8an Bernardino-Riverside-Ontario...-..... 16 075, 000 87, 000 3, 163

881 DICBO...ccgunurecrecrssconcrcananeensen 13 8, 696, 000 23, 000 1,709

£an Prancisco-Oakjand. . ..o 00l illloll 37| 18744,000 438,000 13,135

B8N J080. e veuterecerteatennsonennsscansones 10 8. 095, 000 , 000 5,000

BLOCKION. . ueeracnsranrerenncnncracensscnns ] 780, 000 23,000 4,600
Colorado; Denver.. ...... veeranerssssnnsnasnoes 19 8, 437,000 6, 000 310
Connecticut:

FIAROPOItenseececrenrvessvnvecvassanenceasn s 149, 000 2,000 400

HArtlord. .......cceepennrrsorecceravosacecs 8 1,168,000 1,000 128
Delawaro: Wilmington, b9.- % OO 9 414,000 0 0
Dll;rlc of Columbia; Washington, D.0.

Md, VA, eaiaicerenrecrveennrenroscnecanee 44 9, 402,000 U] cevesnsassann .
Florida:

Fort Lauderdale-Hollywood. .cccoveeneen.. ] 3, 483, 000 0 0

Jacksonville.....ceveeerevnacecvacsencooenas 7 1,223, 000 0 0

MIBM. e ieeceirnearranreretesnvrnnnceces 18] 10,848,000 0 0

e e I 11| I B

83§, 2 ete L} ¢ - £

Weal Palta Deacho e 7] 1,014,000 "0 0
Qeorgla:

AlANtA, o .eciennecrtcnccsecosccacaracanes 19 , 743, 000 20, 000 1,053

Augusts, G8,-8.0..ccecrncenevsncnreccecsces ) 437, 000 0 0

Cojumbiuis, G8.-Al8..cccereeceecceccncacnans 5 427, 000 12,000 2,400
Hawall: Honolulu..........2IL 0Tl 7] 1,004,000 0 0

Champaign-Urbana......v.eenceennaas veame 1 243,000 1,000 143

Chicgg0ieeeerarannancncee veesesansasesanana 268 38, 198, 000 80, 000 168

Peorla..... cosecrrsssunntnsavansensasrannans 18 1, 680, 000 8,000 333
mmﬁprlncﬂeld... .......... cescecavasrroncunces 10 879,000 11,000 1,100

na;

Evansville, Ind.cK¥..e.ceeeereannncnnnnnnas [ 8§06, 000 8,000 550

Qary-Hammond-East Chicog0.eeeeeerceeee 18 1, 349, 000 48,000 2, 500

Indiana eesensessrssassscsccnsssanssian 16 , $90, 000 17,000 1,003

Bouth Bend...ceeeevevncnraecrnnsencorscns 7 681, 000 0 0
I “'rmeHaum..‘............................ 6 233,000 0 0
owa:

Davenport-Rock Island-Moline, lowa-Iil... 0 788, 000 0 0

D08 MOMIOR.csescerersomessmmetre e 9| 1,663000 0 0
. Waterloo..ceueusieiecceniintianenannncnenes 6 579,000 0 0
Kansas:

POPCKB. ceateecnecctanccannecoccnnncannnens 3 2, 368, 000 0 0
. Wichlta,..uociriicneicaseucacnrenccanscenns ] 443,000 18,000 1.778
Kentucky: Louisville, Ky, Indec..eeeernnennn. 1 2, 141,000 0
Loulsiana:

Baton ROUBD..ceaecrencenavacasensioenennns ? 445,000 0 0

NOW Orleans..oceecesacecccecncsceecennnans 32 4, 385,000 0 0
Malne: Portland...ceveeneceescenencnes veevasas 8 ) 67,000 8,375
Maryland: Baltimore...cocceeecnresessecnaacen 66 7,656,000 35,000 830
Massachusetts:

BOSION. caraeecrnscncecsenncncassssncananne 101 6, 098, 000 55,000 548

BrocKtoN..c.cceancenceonaanssonarnanncncans 7 507, 000 0 0

Lawrence-Haverhill Mass,-N, 9 338, 000 0 0

sprlnxneld-Chlcopee-Holyoke... 10 348, 000 0 0
Michigan! Dotroltee.eeeecscrancorsrenenensanns 21 , 888, 000 2,000 05
Minnesota:

Duluth-Superior, Minn.Wis......ccoeuuve. ] 569, 0 0
I M‘Ln‘ncapol T T 18|  8420,000 16,000 2,550
Missour!:

Kansas Clty, Mo.-Kansas........... vesean . P 3, 497,000 33,000 1,170

8t. Louls, Mo.l)...e..nnninaann.. . .. ] , 732, 2,000 27
. Springfeld........c.oL 0Tl Il il 8 851, 0 0
Nebraska: Omaha, Nebr.lowa.......... . 7 1, 116, 000 3,000 420
New Jersoy:

Atlantie City..ee........ ] 492,000 0 v

JOrsoy Clty . ceeraaamicieenneccencncainonas . 14 2, 392, 000 0 0

NeWArK. . neuiicocisccarancesnncancasananse 7 7,833, 0 0

Paterson-Clifton-Passai......... 82| 8 457,000 1,000 19

TrODLONeeecceeeransamenscesscsnnnnnncn weesl 18 488 7,000 838

Bee footnotes at end of table.
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Federal income taw paid by FHLB member savings and loan assooiations in
metropolitan areas with 8 or more assooiations, 1960—Continued

(Full dollar amounts)
Foderal Income tax pald
State and motropolitan area Numbher of | NetIncome!
associations Per institu.
Total tion
(average)
Now K‘"k’s henectady-T 0| 087,000
rany-Schenectady-Troy........ reverevas A
o e LA » 1 0000 |  $101,009 8,611
New York Oityeeeererennans v va—— 102 | 20,045,000 57.888 550
Rochester.......... vesmsressecaseacsmsnens o [} 1.666,% 6, 1,000
?}rracuw ............................ veeean . 7 840, 1,000 143
fca-Rom core 8 387, 000 1.008 187
North Cnrolina. “Cireonsboro- IR Polnt. .. ... 0 684, 000 0
North Dakota: Fargo-Moorhead, N. Dak..
Oh\'ﬂnn..... ...................... creemsanenn . ) 501, 000 1,000 200
o:
Akron.......... feebesseasseccscsnsvananen 10 1,768, 0¢ 52,000 8, 200
........... 13 1, 488, 13, 000 1,000
Clncinnatl Ohlo-Ky ..................... e 197 6, 347, 000 138, 000 701
Cleveland...o.eveeeienvnanennns N 40 13, 810, 000 68, 000 1,650
Columhus..,.....................‘ ........ . 20 8,033.888 87,000 , 350
.................. 2 2,58, 7,000 304
"nmllton-\ﬂddloto\\ ........... 8 004, 000 0 0
Rteubenville-W omon. omo-w Va. 5 438, 000 58,000 11,000
01ed0..coeeessenn [] 1,954, 000 0 0
Youngstown-Warren. ... .oeeomes veeeaee . 8 2,049,000 13,000 1,628
Oklahoma:
gklahoma (o] 11 N ‘f} }m(ooo 2,000 égg
grenon. g’:rtland. Ore.s \fnsh 12 2.‘1’83,538 ?‘333 83
ennsylv

Yenwwn Bethlehom-Easton, Pa 0] 324, 000 10, 000 n

ltoona teeoreseresssaiscancasaans '] 4317, 000 1,000 imn
lmrrlsburg .......... ] 590, 000 0 0

wecesesssesas cracasecaracecunn ] 401, 000 0 0
gpuodelphlo. Penn.-NJ ....... tereneasaons 257 11, 888, 000 44,000 171
ttsh urg .......... ecssavscnsacases 142 8, 844, 000 25, 000 176
.............................. 8 376, 000 0 0
Wllkos- arre-linzieton....... 8 563, 000 0 0
Rhode Island: Provldenoe-l’nwtuokel, Rl.
Mass.......... wtseecertcssncnsasnracucscncane 9 1, 196, 000 0 0
Sout Carolina:
Columbln...coveareeemararnsacecocaiacacan . 7 753, 000 0 0
Omcnvlllo...................... ......... aee [} 641, 000 0 0
\{em hi8e . eeeeennenns cessenssnces ceecnen . [} 1, 020, 000 0 0
Nashgllle.... ..... eescerecatsantnsnsecarane 0 1, 499, 000 0 0
Noaumont-Pon Arthure e oeeeciencianane.. ? 604, 000 27,000 3,857

allas....oanaenaen ceteessessactcusasvinsans 23 3, 030, 000 88, 000 3,200
Fort Worth. o.meoooe o oo ? 9011, 000 9&000 13,5711

ouStoN..coueunee eetencasectsntacacsinnnse 10 9, 336, 000 16, 000 , 000
San Antonlo............................... ) 1,123, 000 8, 000 1,600
Wichita Falls....... teaseeracacecncas § 233, 000 008 0

Utal: 'sm Lake Olty..eoeemeemanines 8| 9,878,000 82, 6,500
nia:

orfolk-Portsmouth.c..coacenvianennnnanes 8 1, 157, 000 2, 000 250

chmond. cccviciaroiccnsncascconanccacans 8 862, 000 0 0

Washington:
0810, cuue e intaneintacniacncornincanns ae 20 2.63].000 20, 000 1,000
AN0aeecncesacascansesncacnassaccnnse 8 1,459, 000 0 0
BOOMB..cueceacassocsacnosassansencacasnan 1] , 014, 0 0
West Virginia:
Hunt ngton. A{l,llnnd. W. Va..Ky.-Ohlo.... 10 657.000 8, 000 800
Wheeling, W. Va..Oho....cccanerciiicanne 10 681, 000 101, 000 10,100
Wlsoonsln'

Madison. . c.iieiiiiieiaicianenasaaciacinnns [} 1, 317.000 0 0
MIIWAUKEE.nesnemomnsmeesanoeearennenne 63| 10,622,000 11, 000 176
Racine.......... 6 600.000 0 0

Total (member associations in metropoll~

tan arcas with five or more member

ANOCIAtIONS) .. L. iiiiaianaan 2,858 | 419,837,000 2,478, 000 069
'I‘otal (all member associations in the

United BLates).eeceacenncansacacacannse 4,604 | 563,703,000 4, 160, 000 886

I apt lncomwlm Federal income tax but after payment of dividends,

Notz.—Components will not add to totals due to rounding,

Source: Federal Home Loan Bank Board, “Combined Flnancial ﬂtatemonu, 1060,"
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ScHEDULE A.—Losses on loans—Oommeroifal banks, savings and loan assoolations,
and mutual savings banks, 1930-45

[Operating institutions)
Savings and loan asso- Mulual savings banks
Commercial banks, clations, net losscs, (Massachusatts), net
net losses on loaus total g:as on morflue
Year or period
Amount ! | Peroent An‘;ount 3 | Percont of | Amount ! | Peroent of
(millfons) [ of total | (millions) mongnp (thousands) niortg
loans ¢ loans

1930..0ecmnenrnanacaconnnnn $238 0.7 $3 0.03 143, 0.2
1931........ 887 1.2 43 N d? .8
1939, ne| 33 Bl 1s '8
1934.... 816 33 4 1.2 2 933 .6
Total, 1930-84 0. ........ 3,121 8.9 205 4.0 25,678 2.1
1088, 0e.ccnsccncnrvenccncenenns 243 1.6 70 2.3 8,300 .8
ioag.: " '3 2] 18 i 9
1938, 05 8 4 N ofaal' %1
1939.... 72 4 53 1.4 14,208 1.4
608 3.7 237 8.9 49, 898 4.8

49 .8 8 1.8 16, 530 .
34 .3 43 1.9 19, 301 H
12 N 38 .8 28,08 a7
] Wl px ] 8 28,91 2.9
1 . 1 28 N ] 13,178 1.8
1 .08 + +.1 002 9
Total, 104045 1......... 5 .3 177 3.9 108,018 11.8
Total, 1030-45 0. ........ 3,786 13.8 [14) 183 163,472 17.8

! Ro ond W, Goldnnnh " udy of Bavings in the Uni d Bum" (Prinoceton University Press:

1083) vol 1, V'C apl ains and of Operating Commer J’ 631, QGoldsmith’s uumaws

very powbly nfndersmw commerol net losaes. For omnplo DIb ata on net chargeafls of op?

!n{x commercla bankl from 1930 through 1040 show tou nlet che?eom of $3.5 billion whmu oldsmith
imates of ca Hlom for the umo perlod total Terenoe may be attributable to tbo

fact that Ooldsm mlled on Federal Romve member bhnk ioss data in preparing his ostimates and these

banks may have had a mom ravorablo om exporlenoo t nonmember banks, (S8e¢ Annual Report of

FDIO for 1040, p, 68, and Qoldsmith, o dp 650.)
¥ Percent based on average of beginn x and end of year total loans, Data from Qoldsmith, op oit., p.

¥ Qoldsmith, op. ' Capital Gainl and Losses of Operating S8avings and Loan Anooml ' p, «5.
Figures include 006.000 ? surplus of closed assoclations and these overstate somewha losses for
| lossos are assumed here to be applicable to real estate loans lince no breakdown

operalhy; Imtltutlom.
in the caao of l of commercial banks—of losses arising out of other asse
Peroent bwd on average of boginning and end of yoar mortgoge loans, Data trom doldnnltb. op,

D, 436,
fhmn Lintner, ** Mutual Savlngo Banks In the Bavings and Monmio Market'" (Harvard University:
1048), x{)p. %83 and 304, Dala relate only to Massachusetts mutual vings bankt and represent amount
shown intner (p, 283) a8 “Total net losses on foreclosed real es ummcoln %‘m" plus loms
on loans not in foreclosure, The latter amount totaled $27,500,000 for the period 1031-46 (p. 304) and has bee!
stributed here by yoar in the same annual proportions as losses on foreclosed real ostate, for which annual

da.ta aro avallable,
Poroent based on beginning and ond of year mo\ estate loans, Dats from Lintner, op. oit,, p. 278,
on estate not {n foreclosure

Includes an estimated amount of losses
uted by relatlnx total lossos for the period indicated to the snnual aversge of loans

> Peroantages oo
oulatandlng during Fbo period
Notg.~-Memoranda; Avemgo annual peroent loss: Percent
Commercia] banks................ cosasessasns cesesonconsan sascesssassacsosnsscsnsscasarsaccans 0,86
Bavings and loan 8ssociations..........cceeueeavnees tesecnsensans cemcannansesan erennens veanees ¢ 83

Mutual savings banks. .....ovcinennnieaereiennens ceecavanncacan cvnees teasurasanransasnenns
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ScrenvLe B.—Loan loss caperience of insured commeroial banks and insured
mutual savings banks, 1851-60

(Amounts In thousands)

Insured commercial banks Insured mutual savings banks

!Net losses as percent of—! Net reallzed] Net losses usi percent of—
Josses on —

Year Net losses

and charge- real estate
offson |Totalloans| Totalde. { mortgaze | Total real | Total de.
loans ! anddis- | posits? | Joans? estate mort| posis?
oounts $ gage Joans?
Peeend | Percent Pereent | Peueent
$208, 349 0.18 . 0. 0 §1,208 0.008 0.004
53,433 .08 ! N 170 .00 . 001
61,056 08 ; .3 4 003 .
73,866 .08 .04 773 L0085 N
92,068 IR .08 422 003 on
49,403 071 (3 424 003 N/
4, 368 07 .03 L V7] PO SOOI
58,028 .09 .03 4(199)]...... O DO
3,732 .08 i .2 K37 .0} L5
tveveesneennessasaesnnes 34,878 .08 ! .2 LIP1} 7] e cesesane
Total, 1931-00........... mmi Ky .04 ! 3,509 | . 003 .on

1 Losees and chargeofls on joans (Including losses charzed (o reserve accounts) minus recoveries on loans
(uacludlnz recoveries credited to reserve accounts),

ﬁ:'mxel of figures reported at be;lnnlnr. middle, and end of year.
¥ Realized losees on real estate mortgage loans ncluding losses charved to valuation adjustment provi.
sions) plus direct writedowns on real estate mortgages, minus realized profits and recoveries on real estats
mortgage loans (including recoveries credited to valuation adjustment provisions) plus negative writedowns

on real estate mortgages.
4 Realited profits and recoveries exceeded realized losses.

Nors.~Comparable annual data are not available for savings and loan associations.
Source: Annual Reports of the Federal Deposit Insurance Corporation 190-4). Dats on direct writs.
downs for insured mutual savings banks provided by FDIC in a special tabulation.
The Ciairaax. The committee will recess until 2:30 this afternoon,
(Whereupon, at 12:30 p.m., the committee recessed, to reconvene

at 2:30 p.m., this same day.)
AFTERNOON SESSION

The CaairMaN. The committee will come to order.

The first witness is Mr. Reed H. \Albig, Independent Bankers
Association.

Take a seat, sir.

STATEMENT OF REED H. ALBIG, PRESIDENT, INDEPENDENT
BANKERS ASSOCIATION; ACCOMPANIED BY RALPH L. ZAUR,
CHAIRMAN, COMMITTEE ON SAVINGS AND LOAN ASSOCIATIONS;
AND PAUL D. LAGOMARCINO, ATTORNEY, COUNSEL TO THE COM-
MITTEE OR SAVINGS AND LOAR ASSOCIATIORS

Mr. Arsie. Thank you, Mr. Chairman.

May I present my associates who are with me. Mr. Ralph L. Zaun,
who is executive vice president of the Grafton State Bank, in Grafton,
Wis.; he is chairman of our Cowmmittee on Savings and Loan Asso-
ciations: and Mr. Paul D. Lagomarcino. who is ecounsel to that com-
mittee, attorney in Washington. _

3{{ name is Reed H. Albig. I am president of the National Bank
of McKeesport, Pa. I appear before you today as president of the
Independent Bankers Association. .

.The Independent Bankers Association is a nationwide association
of 6,000 independent community banks. Since 1930, the association
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I represent has been the spokesman for the Nation's smaller banking
instltu]tionls, presenting the thinking of American bankers at the grass.
roots level.

My 'I’resentnt.‘on shall be directed to two subjects:
A. The withholding provisions of H.R. 10650 established an un-

necessarily complex and unwieldy machinery to correct a problem
better solved by simpler means,

B. It is unfair virtually to exempt the mutual institutions—the
savings and loan associations and mutual savings banks—from Fed-
ceral income tax or to tax them, as would H.R, 10650, as if they some-
how earned a dollar containing only 40 cents, when the banks with
which they compete pay a heavy tax load on a dollar containing a
full 100 cents.  Furthermore, the virtual tax exemption of the mutuals
restricts the ability of the commercial banker to serve the varied
credit needs of his community and thereby limits flexibility in the
financial structure of the Nation.

No matter has hiFher priority among the community bunkers than
achieving tax equality with the mutua) institutions with which the

bankers compete. '
A. Let me discuss briefly the withholding of interest under ILR,

10650,

The withholding on interest creates many problems for the bunk-
ing industry—the segregation of accounts, special treatment of nc-
counts not withheld for those under 18, accounts not withhald for
tax-exempt groups, accounts not withheld where no tax will be due
for the year—although it may have to be withheld the year follow-
ing—accounts of persons growing out of the under 18 group--to
name a few.

All of these require a great amount of special and personal handling,
and accordingly, time and expense—not only tn set up the savings
accounts to comply with the law initially, but attention and han-
dling on a continuing day-to-day basis as the character of the accounts
and the depositors change with the passage of time.

To any bank, and especially to the small community bank where
income and stafl are also small—sometimes a literal handful of employ-
ce3 only—the requirements of withholding constitute a substantial
burden. Qur member banks are extremely vocal in their opposition
toit,

They feel that other alternatives exist which should be explored bhe-
fore withholding is imposed upon them. One alternative wonld be a
simple question on the tax form requiring the taxpayer to indicate
“Yes” or “No"” if he had declared his income from interest. This
would eliminate the argument that this income had not been declared
due to oversight or i%nomnm. This method is currently nsed in the
tax form in schedule C which asks the taxpayer if he claimed a dedne-
tion for expenses in connection with a pleasure boat, a fishing camp or a
hunting lodge, or the like.  Another question asks if a deduction was
claimed for the attendance of the taxpayer's family at a business meet-
ing or convention. This technique—which both mskes the taxpayer
aware of a possible tax problem and also flags the attention of the
Internal Revenus Service to the manner in which it was handled—eon-
stitutes a less complicated answer to taxing interest than withholding,

We do not quarrel with the position taken by the Treasury Depart-
ment that interest income should be effectively taxed. We do feel
that other forms of income should be effectively taxed as well, however.,

N O
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B. The income of the mutual savings banks and the savings and loan
associations should be effectively taxed, too—just as the few dollars of
interest income of the factory worker, the farmer, and the clerk, Wh
should these persons pay tax on 100 cents of every dollar of their small
income when the savings and loans and mutual savings banks—a
$126 billion industry—will have to pz:fy tax on only 40 cents of every
dollar of their two-thirds of a billion dollars a year income?

Furthermore, how can you expect the banker to welcome the prospect
of being saddled with withholding on the one hand, and, on the other
hand, in the very same bill find himself sorely discriminated against by
having his competitor pay tax on only 40 cents of each dollar of his

income? ,
H.R. 10650 in this respect is unjust and it is unrealistic in its present

form,

None of the community banks are asking this committee to reduce
the Federal income tax that the lnw requires them to pay. They do
ask, however, that these requirements of the law be made to apply to
their competitors as well as to themselves, Other financial institutions
by their experience have shown it is possible to pay income tax on
enrnings, to build adequate reserves, and yet to pay attractive rates
tosavers,

It is our position that prompt action is necessary to correct the in-
equities which exist in the comparative tax positions of the commercial
banks and the mutual institutions with which they compete for sav-
ings and for loans,

his fact was recognized by the Congress in 1051. The Revenue
Act of 1951 was being considered under circumstances remarkably
similar to those today. The 1951 act was drawn to increase revenues
to help pay for national defense expenditures, then in Korea, instead
of the global cold war commitments and Vietnams of today. The
Clon ge(ais.s then decided that the mutuals should pay tax as everyone
else did.

However, the 1951 act did not achieve its goal. The revenue raised
has been insignificant—only $6 million in 1960 from loan associations
and less than one-half million from savings banks.

Today the need for revenue is as strong, if not more so, than it was
10 years ago. The Treasury estimate o .’Tuly 1961 that tax equality
would return over $400 million additional revenue in.1968 and over
$500 million additional revenue in 1965 would go far to help meet
that revenue need.

Furthermore, the discrimination is more in need of correction now
than it was then, because since 1950 share accounts in savings and
Joan associations have more than quadrupled. This increase has been
the result of the ability of the associations to pay higher rates for
savings than to commereinl banks and this in turn has been made

ossible largely by the associations’ virtual freedom from paying
meome tax.

In the 10-year period between 1051 and 1980, the insured commercial
banks paid total Federal tax of $9 billion, or at an effective rate of
40.8 percent of taxable income. In contrast, all insured mutual
savings banks in this entire 10-year period paid total Federal income
tax of only $10 million, or an effective rate of 0.8 percent of their tax-
able income, /

During the same period, all savings and loan associations paid
total Federal income tax of only $47 million on taxable income of $8.7

t e o e e i

St by e s aef et gea eny r g ek



REVENUE ACT OF 1062 1243

billion, or at & rate of 1.8 percent of taxable income, The combined
tax paid by both types of mutual institutions during this 10-year
period as a percent of their combined taxable income, averages only
a little over 1.1 percent, as against the 40.8 percent paid by the com-
mercial banks, .

As the Treasury report of July 1961 on “The Taxation of Mutual
Savings Banks and Savings and Loan Associations” states, this dis-
crimination is not justified on any of the grounds which have been
historically urged as the bases for continuing the tax exemption of
the mutual institutions. Today, of all major financial institutions,
the mutual savings banks and the savings and loan associations—with
combined assets of $125 billion in 1961—were the only ones not paying
their share of the Federal tax burden,

The corzsetitive impact of the tax exemption of the mutuals can
he measured by a comparison of their growth in assets with the growth
in assets of commercial banks. Since the end of World War II, the
savings and loan industry has doubled its assets approximately every
3 ?rea.rs-from $8.7 billion in 1945, to $16.8 billion in 1960, to $87.5
biflion in 1955, to $82 billion at the end of 1961. In 1961 mutual
savings banks had assets of $42.8 billion. Total assets for both types
of institutions at the end of 1061 were about $128 billion.

Let us turn to the chart entitled “77 Times More Tax Is Paid by
Banks” which is designated “Appendix A.” You will recognize on
the back of your papers that chart by the blue cover.

This chart provides important data at both the National and the
State level.

At the national level, the chart shows that in the year 1960, the
loan associations had a resource growth of 12.7 percent as against 3.0
yercent for commercial banks. As you have been told, in 1960 mem-
ser loan associations in the country paid total Federal income tax of
only $4.2 million, ns against $1.8 billion by commercial banks.

Let us next consider this question of competitive impact at the
State level. The chart shows that in 28 States out of 50 in 1960—
or almost half—the tweragle savings and loan was larger than the
average commercial bank. I am certain that, by now, in a majority of
S.tfitgs, tll{m average savings and loan is larger than the average commer-
cial bank.

From the standpoint of Federal income tax, the tabulation shows
that in some States the savings and loans paid no Federal income tax
whatever. This wasso in Alaska, Delaware, Hawaii, Idaho, Montana,
and Rhode Island.

All loan associations paid total Federal income tax of $1,000 or
less in Alabama, Oregon, South Dakota, and Vermont.

The average savings and loan in Towa paid a Federal income tax
of only $26 and it was almost twice the size of the average bank; in
Missouri it paid $80 and it was about one-third larger than the aver-
age bank; in Mississippi it paid a Federal tax bill—in total—of $118
and it was also larger than the average bank; in Connecticut, $150,
and in New Jersey, $70.

Closer to the immediate experience of all of you, the 24 loan_asso-
ciations and their many branches here in the District of Columbis, at
the end of 1060 had resources totaling $1.25 billion, had an average
size of $52 million, and yet paid not 1 single cent in Federal income

tax.
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How has this tax exemption of the mutuals affected their ﬁrowth
at the community level? The answer is that it has enabled them to
maintain a rate of growth many times that of banks in the same com-
munity,

'l‘lmynttnched tabulation designated “Appendix B” contains a list
of savings and loan associations and commercial banks and their as-
sets in various communities in both 1954 and 1959. In most cases, the
nssets of these competing institutions were very similar in 1954, I
might say that was the principal area of selectivity in choosing these
institutions at random from the services, to select institutions which
were of approximately the same size in 1954 and then compare them
with the most recent figures and see how this came out,

By 1059, however, the similarity no longer existed; the assets of
the loan associations far outdistanced their taxpaying commercial
bank competitors.

Senator BENNETT, Is that true for all of them as well as for the
average! Were there any that dropped behind?

Mr. Zauvx. We know of none.

Mr. Lacoxarcivo. I put the appendix in, and I know of none where
that is true,

Senator WiLrLiays. When you speak of the assets of these associn-
tions, are you speaking of the deposits or of the net worth, book value?

Mr. Aunia. Both, total assets,

Senator WiLLiays. There is a difference.

Mr. Aubio. Total assets in banks, total assets of the savings and
loan associations.

Senator WiLriaams. Yes. But are you referring to the total assets
as representing the amount on hand in deposits, including that?

Mr. Aubic. In the case of the banks, the amount of deposits plus
the capital,

Senator WiLLIams. Yes.

Mr. Arsie. In the case of savings and loans, the amounts of their
share accounts plus their reserve accounts.

Senator WiLLraxs. If you subtract the deposits and take the net of
each, how would they compare {

Mr. Avrsie. I have not tried that calculation, so I do not know,

The Cnamuay. I would like to ask, have you got a table which
shows the comparison with the taxes as compared to what the House
bill had on the building and loans? These figures you have given do
not compare with the House bill, which is—do they or do they nnt?
The House bill increased the building and loan tax, did it not? The
figures you give, are they on a basis of the past or are they——

Mr. Ausio. These are on the basis of the past, Mr. Chairman.

The Cramyan. Have you got a table comparing it to the House

billi
Mr. Ausie. Have we worked a table comparing it to the House bill?

No, sir.

Mr. Lacomarciyo. These are historical data based on the asset
growths from 1954 to 1939, and what we have attempted to show were
situations where you had a savings and loan association and a com-
mercial bank of roughly comparable size in 1954 and then we have
attempted to show what has happened under 5 years of virtual tax
exemption on the part of the savings and loan asséciations.

»
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The Cramtax, I just wondered if you had a figure here, a table
here, showing the tax on banks as compnred to the House bill on build-

ill[imld loans.
Mr. Anpra. No, sir,

The ('nnamryaN. You have not got it?

My, Anste. No,sir; we have not,

Senator Benxerr, May I, just at this point, Mr, Albig, inquire, in
your testimony I think you made a statement that is an inadvertence,
tnd I do not think you wonld want it to stand.

You said that from 1051 to 1960 the commercial banks paid tax at
the rate of 40.8 percent,

Mr. Avrpio. Of taxable income.

Senator Benyerr, Taxable income,

Mr. Aupi. Yes, sir,

sSenator Bexserr, Don't yvou mean their total income?

Mr. Zavs. No; net taxable income, sir.

Senator BExNETT, That is the net taxable income,

Mr. Zaun, Yes, sir, That is the tax rate as applied to the net tax-

able income,
Senator Bennxerr, OK, ‘
senator Curris. What rate is that of the net income?

Mr. Zavy, Senator Curtig, would you give me that question again?
Did you relate it to gross income?

Senator Curtis. No. T think my term which I want is total net
income as contrasted to taxable income, I mean the income after all
expenses are deducted, but not the deduction of any tax exemptions.

Mr. Zacx, The figure you are trying to get at would be the figure
we used as net income plus tax-exempt income which would be munic-
ipal bonds. I think the figure that you are asking about would he
the equivalent of that figure. We do not have that in our calcula-
tions. However, it would not be difficult to get it.

Senator Curris. You can supply it at a later time,

Mr. Zavuy. Yes; we could indeed.

It would include capital gains income, yes.

(The information referred to follows:)

Enrninga, expenses and Federal income taz, paid dy insured commercial banky
in the United States in 1960
{In thousands of dollars]

1. Current operating earnings, tota) ..o v ccmemmannn 10, 723, Hdh
2. Current operating expenses, totala oo cmeecccmmanna 8, 032, 820
3. Net current operating earnIDEH . v ve v oreeeconameeee e n————— 3,790, 725
1. Recoveries, transfers from reserve accounts, profits.ceeevccecwnn- i74, 820
O e e ettt e vcmscndm e —m————m————— 4, 348, 551
' Loszses, chargeoffs and traniafers to reserve aCCOUNLH..ouceennanas 078, 422
. Net profita before Income tAXES. cunn e ccccncncanccocnans - 3,887,120
7. Federal Income tax pald.. e cccmcmcnccnrceocccnanccnmns 1, 800, H10
Federal fncome tax pald as a percentage of net profits before taxes .
(T8 ) et eccancccccmasaaccrcncmcanamee——n——— .- 88. 4

Senator WiLLrays. This 40 percent which you figure as the tax
rate on your taxable income, is that arrived at by an averagin
process of what portion of your income would be in capital gaing an

the rest in 52 percent ?
82100—062~pt. 4B
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This ?40 percent was arrived at as an averaging process, is that
correct.

Mr. ZauNn. That is correct, It is an average of all of the States that
are here shown, It is the national average.

Senator WirLiaas. I think the question they were trying to estab-
lish is how you arrived at this 40 percent, when there is no such figure
in the rate. It is an averaging of the bli-percent capital gains and
52 percent of the other, and enforcing the manner in which you pay

1t.

Senator Bennerr, Plus an averaging of those banks which earned
only enough money to be in the 25- or 30-percent bracket.

Mr, ZauN., Yes. Actually we did not average rate. 'We applied to

et tho 40.8, we applied the dollars paid to the amount of net operat-
1ng income, which arrives at that percentage figure,
enator WiLLiaMs, You mean your net taxable income.

Mr. Zaun. Yes, sir,

Now, that wmﬁd, of course, include the capital gnins.

Senator WrLriams, That would include your capital gains and a

ortion of which you paid a 52-percent rate or a 30-percent rate if it
18 in o smaller institution,

Mr. ZAuN. Yes,sir,

Senator Wirriams, One other question while we are at it.

Do you have the figures here which would show the comparison
of the assets with your institutions on a net worth basis, or would
they be available, after the deposits are checked off as against your
linbilities? ,

Mur, Zaun, We can furnish those.

Mr, Arsra, We can furnish those.

Senator Wirrniams, I wish you would, You can furnish it later,
just go ahead.

(The information referred to follows:)

Comparison of capttal accounts of all commercial banks and general and unallo-
cated reserves of all savings and loan assoclations for tho years 1965-60

[Dollars in mlm\ons]

193560

1088 1056 1057 1058 1059 1060 | poroentago

incroase

Commercial bank capital accounts!...... $13, 300 {816,302 (817,368 [$18, 480 [$10, 850 [$20, 080 87.2
Bavings and loan general and unallocated

[ T T RN 2,687 2,050 3,303 | 3,845 | 4,887 | 4,082 $04.8

V Bource: Federal Reserve bulleting,

1 Bourco: U,8. S8avings and Loan Leaguo facts books,

3 This peroontage would bo substantially higher, except for the fact that the savings and loan associations
allocated 20.8 percont of net income to reserves in 1958, but In the years following allocated deoreasing per-
contages, 80 that only 23.4 percont of net tncome was allocated to reserves in 1060,

Mr, Atnta, May I proceed? *

Senator Wirriams, Yes. . )

Mr. Arma, I would point out on appendix B, gentlemen, if I
may digress from the testimony for a second, to indieate a fow of
these examples, I will not undertake to read all of them, you ma

ick any of them at random that you would like, but take No. 3,

uardian Savings & Loan Association in Denver was in 1054 a $10
million institution. In 1089 it had grown to $44.million, a growth
rate of 174 percent. The Colorado State Bank in the same city, a
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$156 million institution, by 1959 had grown to $18 million, a growth

rate of 20 percent,
I will not read more of these. They nll reflect the same kind of

cox}‘l{mmtive growth pattern,

These examples are not unique nor are they isolated ones. The
examples were picked at random, but they are representative of the
situntion throughout the entire country,

In the case of the smaller community bank or the country bank,
the mutual institution which competes with it is usually not even
located in the town or village where the bank is located.  The com-
petition is nonetheless g'ust as real; the dollar still leaves the com-
munity, By means of save-by-mail plans, giveaway advertising
campaigns, and account brokers, mutuals in large cities are able to
compete for and to draw savings deposits from small communities
hundreds of miles away.

These savings deposits are of vital importance to the entire com-
mereial banking system, and particularly to the smaller community
bank. On December 81, 1960, time deposits constituted 82,0 percent
of all deposits in all insured commercial banks and 88,5 percent in
insured commercial banks with deposits of under $10 million. The
savings deposit is, therefore, particularly important to the smaller
commercial banks with assets under $10 million, which constitute
82 percent of all commercial banks in the Nation. In the country
banks with assets of only $1 or $2 million, this percentage is fre-
quently much higher than the 38.5-percent average,

Since the nonmetropolitan banks rely more heavily upon savings
deposits for their lending and investment activities than do the metro-
yolitan banks, the loss of these deposits is especially injurious to them.,
JWhen the community banker does not have savings deposits, his abil-
ity to serve the many and varied credit needs of his community is
impaired. If you do not have the funds, you cannot make loans.

10 community bank operating outside the metropolitan centers is

very likely to have in its note case more loans which are made in the
starting of a business, or to expand, or to add machinery, or perhaps
fixtures, or a new buiiding, as well as those for working capital pur-
poses. 'The banker makes such loans from available savin deposits
]which because of their stability traditionally encourage this type of
onn,
The virtual tax exemption accorded the mutual institutions not
only limits the ability of the banker to serve the community, but it also
impedes halanced economic growth. Our citizens have the right to
expect that we will serve all their economic needs: a home mortgage,
home improvement loan, commercial loan, consumer loan or other
installment loan, term loan to a sinaller business, construction loan
automobile loan or, in fact, any type of loan which the people and
the community need, Itisour job and our duty to be a source of credit
for every person and for every aspect of community life,

However, in order to promote vigorous growth in every area of
the community’s economy, the banks must obtain sufficient funds to be
able to channel credit into those areas which need it the most at the

particular time. ,
This can be assured only when competition for savings money-is on

a more equitable basis,
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CONCLUSION

In considering the question of an appropriate bad debt reserve for
mutunl savings banks and savings and loan associations, sight is too
ofton lost of one very important factor, and I direct your attention
to it. It is this: operating under the umbrella of the exnstmg 12-per-
cent formula, these institutions over the last 10 years have been able
to ncerue vast dollar reserves bearing no relation whatever to their
actual loss experience, which, in fact, has been negligible, ‘

The competitive importance of these reserves to the loan associn-
tions has been made cllear in the remarks of Dr. Husband, General
Mannger of the Federal Savings and Loan Insurance Corporation:

iverybody believes in having a healthy reserve position, but all too often
something seems to stand in the way, Elther the reserves are used to absorb
losses or real estate sold or rapid growth makes the goal difficult to achleve. Ad-
mitting the Influence of both these factors, it may be sald in all frankness that
the rate of dividends pald on savings 18 probably the chief harrier. Prond of
their tradition of paying a higher rate, many savings and loan assoclations have

hold fast to the practice.
Analyzing the value of a strong reservo position, thero is a tendency to recog-

nize its use only for purposes of absorbing losses, Without minimfzing tn any
way the importance of this particular benefit, there is need to recognlze the car-
rying power which Jarge reserves give to current operations. Providing a source
of free capltal, reserves may well be a factor of grent marginal significance in
the competitive struggle which {8 now going on and which will intensity in the
days nhead. There are institutions today whose reserves earn enough to pay all
operating expenses—a comforting advantage of no means proportion, (Federal
Home Loan Bank Board Digest, January 1061, p. 6.)

At the g)resem. time these reserves bear no relation to the loss expe-
rience of the mutual institutions. According to the T'reasury Depart-
ment Report of July 1981 the reserves of the mutual savings banks are
24 percent of uninsured loans and the reserves of the savings and loan
nssocintions are 9.4 percent of their uninsured loans. By way of com-
parison, the average cominercial bank is allowed a bad debt reserve of
np{)roxlmnt.oly 2.4 percent of uninsured loans.

have said the losses of savings of savings and loan associations are
negligible and I base this on the testimony of E. Norman Strunk,
execitive vice president of the U.S. Savings & Loan League, in the
hearings before the Treasury Department’s Inter-Agency Committce
in May 1061,  Mr. Strunk testified that losses have been “very nominal
in the last 20 years” and also there have been “virtually no losses in the
last 18 ?'ems.” At another point, it was stated that there has been “an
unusually long period of low real estate forec]osure experience.”

In the light of these statements, what possible justification exists

for exempting 60 percent of the income oP the loan associntions from
income tax?
., Vo can find no reason based in experience—and we seriously doubt
if anyone ean—for permitting the savings banks and savings and loan
associations to be taxed as if they earned a dollar containing less than
100 cents, when no other finaneial institution, no business, and no
person is accorded any such tax bonanza,

What is so unique about these institutions that everyone else in the
country, down to tho smallest wage earner, should have to pay more
tax than he otherwise would, because this great $125 billion industry
resists as strenuously as it possibly can the paymént of its proportion-
ate share of the national tax bill. . '



REVENUE ACT OF 1062 1249

These institutions should be given an annual deduction for a bad
debt reserve based upon their actual loss experience. But, there is no
justificntion whatever for the unfair tax preference shown in ILR,
10650,

(‘'The appendixes referred to follow :)

APPENDIX A
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No. Resource  Orots X of
of Totol Averoge Qrowth  Operaling Taxes fo Dlvldoni
Banks  Resowrces Size '60.'59 Income Net Inc. Pold
Alobama 238 2,259,547 9,494 4.5% 101,533 4.5% ”,M ID,!!‘V*;‘ J1.0% 5,903
Alatke 9 187,665 20,852 10.6% 10,762 57% Y 1 S ‘,\QIB,.,-\ 38.0% a7
Arlzono 9 1,332,087 148,010 1n.as 72,050 5.4% A7 % 1 S 3,746 i N 5018
Arkansos 232 1,351,476 5,825 5.3% 55,864 4.1% A8487 . 1 4,226 ‘{#. 26.8% 4,226
Californio 112 24,158,878 233,560 3.4% 1,252,373 l.G_S_ 348737 “7 083 % 39.3% 94,879
Colorado 162 2112903 13,043 3.9% 98,967 475 .. 31,893 . 887 '”\, 369% 6,301
Connecticut 81 2,579,035 42,279 3.4% 125,249 4.9 1K 7/ 30.943 I oun 8,223
Oelaware 19 726,531 40,870 8.6% 36,154 47% 16.723 2309t '§ 46.6% 4,730
D. of Columbio 2 1,636,204 136,350 0.9% 67,791 4.1% © 2!.929 N '10,562 & » 48.6% 5519
Florida 304 5,220,379 17,172 3.6% 230,537 4.4% -+ 88,460 . 36.9% 11,278
Georgla ‘363 3,180,466 8,762 5.2% 157,552 5.0% ,;g 38.9% 11,320
Howail 7 722,401 103,200 93.8% 34,587 4.8% A 4208 2,17
Idoho 32 694,532 21,704 2.0% 33,644 4.8% 3 30.4% 2,3
Nlinols 960 18,768,382 19,550 1% 752,475 4.0 -\, 38.3% 47,482
Indiana 437 5,104,475 11,681 3.6% 212,597 4.2% 39.9% 11,831
fowo 635 3,205,549 5,190 0.4% 141,696 43% +20.9% 91724
Konsas 583 2,525,007 4,3 3.9% 105,146 4.2% 30.1% 6,648
Kenlucky 345 2,473,766 2,170 2.1% 101,178 4.1% 37.1% 7,244
Lovislana 189 3,168,103 16,762 2.6% 129,275  4.1% 36.4% 6,607
Malne 42 695,761 16,566 4.6% 34,021 A X 2,249
Maryland 132 2,486,788 43% 104,748 7326
Mossachuselis 166 4.0% 286,102 26,686
Michigan 378 4.4% 414,892 2608
Minnssolo 679 . 209,596 13,506
Mississippl 191 63,459
Missourl 610 2 . K , o1 42.
Montona 19 . 3,77 ; 30.5%
Nebraska 392 . . ] : : TN
Nevado 7 082 ) 427%
New Hampshite 70 § - 26.3% ',ISO
New Jorsey 250 7,709,435 30,838 48X 330,863 43 \ 28.3% 21,140
New Mexico 55 749,138 13,621 3.5% 35,103 4.7% 3 . 3 39.6% 1,970
New York 390 48,971,695 125,568 445 2,029,303 41% > . 40.5% 211,78
No. Carolina 182 3,098,170 17,023 4.6% 140,197 4.5% d 368.1%, 9.137
No. Dakola 153 702,419 4,59 0.5% 33,723 4.8% L R ,
io 84 12,279,262 21,026 42X 518,154 4.2% 1Y X )3 419% 32,718
Oklchomo 386 2,867,449 7,429 4.0% 120,001 425 2. 40,458 36.7%
Oregon 49 2,184,813 44,588 1.8% 99,761 4.6% 29,446 ., 37.4%
Pennsylvonlo (1] 15,755,784 22,600 3K 694,521 4.4% | B 37.0%
Rhode Island 8 962,023 '20 253 4.0_XL 48,349 5.0% . § < le “ 41.1%
%5. Corolina 139 1,105,826 7956  4.4% 51,053  4.6% ‘ N 35.6%
So. Dakolo 174 794,517 4,566 1.1% 38,049 4.6% )] ) |
Tennessee 91 3,503,700 12,040 4.6% 148,57 4.2% . 40.3%
Texos 990 12,806,270 12936 - 3.4% 516,781 4.0% :'i,} 39.1%
Utah 46 1,047,927 22,781 5.0% 49,645 4.7% 39.5% 4,207
Vermont 55 440,303 8,006 3.4% 21,259 -4.8% 26.1% 1,149
Virginio 305 3,537,536 11,598 3.0% 161,746  4.6%
Washington 85 2,978,652 35,043 2.3% 143,136 48%
West Virginlo 181 1,410,661 7.794 3.1% 59,121 4%
Wisconsin 554 4,893,264 8003 4.0% 195,439 4.0%
Wyoming 55 440911 8,017 3.0% 19,599 4.4%
United States 13,118 24438408 X
121 F— . Compiled by Committes on Savings & Loan Assoclalions;
4 Iasured banks 8 97% of ofall banks. independent Bankers Assoclation. RalphL. Zaun, Chalrmany

.
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Resource  Gross  Oross Ine. Xof
Totol Averoge Growih  Opersting  os0X Tanes to Dividends No. of
Retources  Site 105150 Income  Before Nettoe, Pod sat
Retources . Asosr.
465,451 11,352 15.6% 25,524 5.5% . 0.005% 15,169 41 - Alabomo
14,423 4,808 19.2% (4] 8.3% None 399 3 Alasko
282,369 31,374 16.9% 16,379 5.8% 0.06% 8,178 9 Aritona
312,850 6,257 16.3% 15,619 $.0% 0.15% 9,995 50° Atkantos
10,752,230 44,067 18.3% 641,420 6.0% 0.21% 364,928 244 Californla
838,728 16,129 14.7% 45,837 5.5% 0.16% 27,332 52 Celorado
700,289 17,507 92.2% 33,589 48% 0.03% 19,647 40 Connecticut
31,841 3,980 7.4% 1,592 $.0% None 927 8 Daloware
1,252,127 52,380 10.9% 62,308 5.0% None 39,965 24 D. of Columbie
3.231,494 29,113 14.5% 122,211 5.5% 0.02% 103,292 AL Florido
1,077,583 11,587 10.6% §7,832 5.4% 0.10% 34,772 93 Georgla
136,064 19,436 17.5% 8,065 59% 3,934 7 Hawali
160,266 17,807 8.7% 8,199 S.1% 5,198 9 Idaho
6,678,968 14,363 2% 341,278 5.1% 205,725 485 Hlitnols
1,799,755 !0 525 11.3% 91,399 5.1% 56,302 171 Indiona
777,884 9,724 14.1% 37,842 49% 24,444 80 lowo
826,144 8,606 13.6% 41,769 5.4% 25,837 96 Kansas
804,260 9,139 14.2% 40,751 5.1% 22,215 88 Kentucky
942,500 10,959 10.3% 49,550 5.3% 30,949 86 Louvlslono
101,183 4,047 12.0% 4,839 4.8% 3,036 25 Malne
1,308,052 15,210 5.6% 65,992 5.0% 0.07% 41,691 86 Marylond
2,004,782 11,588 6.5% 90,836 4.5% 0.14% 58,337 173 Massochuselty
1,841,572 27,082 12.5% 92,285 0.03% 83,097 68 Michigon
1,483,759 24,729 12.3% 73,867 0.09% 48,514 60 Minnesola
282,257 8,302 13.4% 14,447 0.03% 9,246 34 Mississippl
1,750,022 13896  12.8% 91,705 0.01% 55039 126 Minsourl
125,872 8,991 6.7% 6,340 None 3,626 14 Montono
394,823 10,390 18.4% 18,673 12,362 38 Nebroska
§3,667 13,417 15.7% 3,143 1,677 4 Nevodo
160,743 7,654 10.8% 7,730 4,792 21 New Hompshire
2,686,245 11,385 11.5% 127,430 79,854 236 New Jorsoy
122,907 8,237 14.3% 9,046 ,853 21 New Mexico
4,754,306 22,748 11.4% 225,525 138,276 209 New York
1,349,061 8328  147x 68,260 ,172 162 . No. Carolino
196,245 16,395 14.7% 9,836 5,756 12 Notth Dokoto
6,146,274 13,276 9.6% 316,034 194,220 483 Ohio
721,151 13,355 12.5% 36,930 23,526 54 Olohoma
466,004 17,923 16.3% 24,617 14,129 26 Otegon
3,530,818 7418 2 173,148 105,521 476 Pennsylvanio
264,751 29,417 7.1% 12,367 7,929 9 Rhode Islond
638,630 9,123 11.4% 32,361 20,456 70 So, Coroling
82,653 6,358 15.0% 4,037 2,504 13 South Dakoto
743,103 14,021 15.5% 38,034 23,991 53 Tennesses
2,508,872 10,768 170 129,365 § 80,838 233 Toxos
334,622 2231 10.0% 18,833 5.6% 9,870 15 Utoh
44,458 5,557 2,152 Vermont
685,409 Virginio .
1,275,956 Wathington
219,173 Waest Vieginla
1,749,263 Wisconsin
7 Wyoming
United Stotes

1 Members of Home Loan Bank System having 875 of resources of all Federal and State uvlnp and Loan Assoclations.

¢ Less (han $500.

S
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APPENDIX B

[In millions of dollars]
Institution and city Assetsuxof | Assetsasof | Percent of
June 30, 1054 | June 30, 1959 growth
1. Southern Federal 8avings & Loan Association, Pine Bluff,
APK . et et eee e aiaesacasaesaacnan 8.7 10.3 122.0
Natlonal Bank of Commerce, Pine Blufl, Ark. 17.8 23.1 32.0
2. \\rst Coast Ravings & Loan Assoclation, Sacramen
................................................ . 4.0, 30.2 055.0
Merchants National Bank, Sacramento, Cailf.... .. 0200. i 19.0 21.3 12.0
3. Colorarlo Federal 8avings & Loan Association, Denver, ;
Colo., and Guardian Savings & Loan Association, Den. |
e S S ; 16.4 44.9 174.0
Colorado State Bank, Denver, Colo. ... 10711707770 i 15.0 18.0 2.0
1. Kfmkuku- Federal ‘Jmlnﬂs & Loan Assonclatlon, Knnka- |
| TN | | PSSO i 25.0 46.3 85.0
City \otlonal Bank, Kankakee, - ..000 0000000000000 i 2.1 25,6 11.0
5. Muncie Federal Havlnys& Loun Assix: “latlon, Munele, Ind | 18. 4 2.5 £9.8
Merchants Trust Co. O Muncle, Ind . . oo ..., ; 10.9 20.0 18.2
6. Perpetual Savings & loan Asyxlmon. Cedar uaplvls,
JOW . i iisi et arasiasoassorcscsansasscsnanananens 10.6 20.0 §9.0
Guaranty Bank & Trust Co,, Crdar Raplds, Iowa. ....... 12.8 13.7 7.0
I8 HM Federal Savings & Loan Aswociation of Lexington, j 6o e 10.0
Lex nmon I-’edual Savings & Lmn Assoclation, Lexing. |
N SR 1] 1 T . S R PR 0.8 14.0 1.0
" fentml unnkolLf-xlngton 1S N 6.7 0.4 13.0
i Second National Bank & Trust Co.of Lexington, Ky...... 5.8 12.0 3.0
R 8. First Federal Savings & Loan Association of Frankfort,
i N PSP 3.2 7.3 128.0
State Nationa) Bank of Frankfort, Ky . ... .coooiiaoaaal. 5.2 7.3 40.0
R 9, Lafayette Building Assoclalion.l.ala)eue. | F U 0.7 21.9 1885
1 Home Building & Loan Association, Lafayette, La........ 7.0 21.4 .2
o First National Bank of Lafayette, La-_............. 00 0. 2.3 31.0 32.7
'8 10. Ben Fronklin Federal Savings ‘& Loan Associatlon, St.
o Paul, MIND . .o ceieiacciaaccciancuscsnaoas 10,7 2.6 1o.5
& Northern }ederal Savings & Toan Association, &t. Paul,
vi MY 51 1 s D IO 12.1 2. 5. 119. 4
2 Commercml State Bank, 8t. Paul, Minn. .. ....... 16. 4 0.4 243
¥ First Grand Avenue State Bank, 8t. Paul, Minn.. 1.9 11.6 45.6
& {1. Occidental Bullding & Loan Association, Omaha, .- 9.6 18.0 67.0
’ Commercial Savings & Toan Asymmlon, Omsha, Nebr. . 1.3 543 199. 4
North Side Bank, Omaha, Nebr_ . ...co.ocuaa.... aee 9.9 13.1 32.5
Packers Natlonal’ Bank, Omaha, Nebr e 1.8 15.7 37.1
12. Chaves County -’aﬂngs & Loan Association, Rosweil,
Y £ U tenecoann 3.6 6.3 74.6
Roswell State Bank, Roswell, N. .\lex.... ........ ........’ 62| 10. 1 61.3
First National Bank, Roswell, N. Mex.......22002 0277770 2.6 | 27.9 5.4
13. First Fed»n! Savines & Loan Association and Jlancock I
Savings & Loan Co., Findlay, Ohjo......... ereeeenesann ; s 15.8 0.0
Ohio Bank and “aﬂnu Co., Findlay, Ohjo....coeenn..... 10.41 13.3 24,0
11. Pioneer Federal Savings & Loan Assnciation, Baker, Oreg.! 221 54 145.0
First Federal Savings & Loan Aswclation, The ﬁaun, l i
OFP€ .« eeernssssmrersmnsenemnsmnnsmannassssnsonsanans ! 1.3 2.1 62.0
\alley National Bank, Milton-Freewater, Oreg........... i 2.6 290! 12.0
13. First Federal Savings & Loan Association and Willlama- i :
rt Fuderal Savinzs & Loan Association, Willlamsport, | , o 0.3 % 40
...................................................... L% 2.3! .
wavlmzs Institution of Willlamsport, Willlamsport, Pa. _..: 4.2, 4.45, 6.0
16. llomr- Federal Savings & loan Assciation, xmmm, s : !
TONN .. eeieeacaeeecscsoscsososacssscsnassonssranscons 31, 63.0 103.0
Bamk of Knosille, and Tennesses Valley Hank, Knox. | | g
L2110 13 TSRS 80.6 | 33.6 ¢ 28.0
15, Ogden’ Fed@ral Building & Loan Assciatlon, Ogden, ! i )
[0 Y S, 0.1 .5 102.2
oeden First Federsl Savings & Loan Association, Ogden, | oyl 1 ! 0.1
................................................. i 51 .
H.mk of Ctah, Ozden, Ctah...e.eeeezceeeaeanesannnn. 72 12.2 8.8
Comtmnertial Security Bank, Ogden, Utah. .. .............. 20.6 42.1 42.4
18. First Federal Savinzs & Loan Associatkm. Madison, Wia.| 5.9 11.5 95.0
Madison Bank & Trist Co., Madison, Wia, ..o ooiaa... 6.2 10.7 72.0
19. Oshkosh Javings & Loan .\swhtion, '0shkosh, “13......‘ 0.9 3.7 i 117.0
Oshkosh National Bank, Oshkosh, Wis_ . ........... wreoen 10.7 { 12. 4 ; 180

Mr. Aveis. Mr. Chairman, with your permission, I would like to
insert into the record our rebuttal testimony bhefore the Inter-Agency
(‘ommittee inasmuch as I do not believe it will be in the record of the
House proceedings on this, and also a letter dated August 19, 1961,

BB, . e . PO +
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directed to Chairman Mills of the Committece on Ways and Means,
following the henrings before the Ways and Means Committee.
The Cuiaryan. Without objection, the insertion will be made.

('The documents referred to follow :)
INDEPENDENT BANKERS ASSOCIATION

REBUTTAL TO REMARKS OF THE SAVINGS AND LOAN ASSOOIATIONS AND MUTUAL
SAVINGS BANKS BEFORE THE INTER-AGENCY COMMITTEE

A, THE MUTUAL INSTITUTIONS DID NOT PROVIDE THE CANDID TYPE OF TESTIMONY
DEMANDED IN HEARINGS OF THIS NATURE

A reading of the transcript of the presentation of the mutual institutlons be-
fore the Inter-Agency Committee shows that a true rebuttal on the facts has
been made virtually impossible. The presentation was characterized by a com-
plete fallure to supply concrete facts in those areas where the mutuals should
have the facts and where the facts would be of vital importance to the establish-
ment of an appropriate tax formula. The hearings were also marked by a failure
to supply any information upon the effects of the Harrison-Curtis bills on these
operations or to consider any alternatives to them. The transcript does not show
the candid and open type of testimony the Treasury has a right to expect in pro.
ceedings called to assist in preparing important legislation.

Thus, the transeript shows that in connection with the question of the probable
percentage of bad debt losses in any future depression, it would “be ditieult to
estimate that with precision” (198). It was not known ‘“with preeision what
our loan losses were in the thirties according to the Treasury tax formula® (196).
As a matter of fact, no detailed depression-dollar experience of any kind was
ever supplied, despite the fact their whole case rests upon building a reserve for
some future depression. The mutuals did not think they could make any real
estimate *‘on the possible percentage of loss on FHA-insured or VA-guaranteed
loans” (179-180). .

As to how much it might be necessary to reduce dividends or interest rates-
and yet maintain additions to reserves, the transcript shows that this, too, is
a “difficult question to answer with any preciston” (183). As to the effect of a
rate reduction on their deposit and share account growth, “ift would be varied”
(184). And, despite the fact they resist the Harrison-Curtis bills vigorously,
they purport not to know the effect of the bills upon them (212-214).

Moreover, although Assistant Secretary Surrey repeatedly warned that the
burden was upon these institutions to establish their right to further tax exemp-
tion or to come up with an alternative proposal, no support was given to any
measure other than the existing 12-percent reserve provision (200, 201, 211, 214,

218, 227, et al.).

B. THE 12-PERCENT BAD-DEBT RESERVE 18 EXCESSIVE, BOTH IN THE LIGHT OF PAST
EXPERIENCE AND FOR ANY FUTURE DEPRESSION

The transcript contains no record whatever of the bad-debt dollar loss of the
mutuals. According to Mr. Strunk, executive vice president of the U.S. Savings
& Loan League: “I don't know where the records would be to permit you to
go back and study, because our institutions haven't kept records of that kind
that would be needed to make that kind of a determination” (340). This
astounding statement must be measured in the light of the fact that loan associa-
tions have flled Federal tax returns for almost 10 years, this bad-debt reserve
is the one single factor responsible for the virtuitl tax exemption of these insti-
tutions and for their vast growth due to their ability to pay higher rates than
oher institutions, and the almost certain knowledge this entire area of tax law
must eventually be subject to review by the Treasury Department and the Con-
gress. In the light of these facts, this statement is incredible.

1. There has bdeen virtually no dbad-debt losses of mutuals in recent years

Although exact data is not provided, general statements in transeript indicate
bad-debt losses of the miituals have been insignificant for a substantial period of
time. Mr, Strunk says losses have been “very nominal in the last 20 years”
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(322) and there have been “virtually no losses in the last 15 years” (347). At
another polnt, it is stated that there has been “an unusually long perlod of low
real estate foreclosure experlence” (248).

Certalnly, this is borne out by facts available elsewhere, In the perlod
1055-59, Inclusive, member savings and loan assoclations allocated an average
of $435 million in tax-free income to reserves; during the same perlod, the actual
charges agalnst these reserves averaged under $4 million per year. This means
that their actual loss experience charged against reserves—bad debt and from
other sources—was less than 1 percent of the amount allocated.

These reserves under existing law have no relationship to their bad-debt ex-
perience. At the present tlme, the reserves of mutual savings banks are 22
percent of risk assets and, under the 12-percent formula, that reserve can he
buflt to 2814 percent of risk assets. I'or the savings and loans, the reserves
constitute 9 percent of risk assets and can be bullt as high as 18 percent (23).
By way of comparison, the average commercial bank is allowed a bad-debt re-
serve of approximately 2.4 percent of risk assets.

This difference cannot be justified by the different natures of the two types
of institutions. The bad-debt losses of savings and loans, for example, are not
completely unrelated to those of commerclal banks. According to Mr. Strunk,
speaking of the 20-year period upon which commercial hanks are permitted to
base thelr bad-debt formula: “Our average annual losses apparently in that
period are not much different from commercial banks, as I understand what
somebody said the figures are” (821). No such figures have been supplied and,
in fact, we are told elsewhere they do not exist.

The transcript does show that the loss experience of both a small commerefal
bank and one stock savings bank, which performs essentially the same functions
as the mutual savings banks, has been virtually nil (62, 65, 109),

2. Depression experience in the 1930°s 1cill not support continuance of the
12-percent reserve provision

Since there is no basis whatever in the actual loss experience of the mutuiily
going back over a perifod of 20 or 275 years to justify the vast amouht of
reserves they have built up, the mutuals base thelr argument largely on de-
pression experience in the early 1930's.

The savings and loan associations attempt to justify a 12-percent bad-debt
reserve largely upon a study of the loss experience of mutual savings banks in
Massachusetts between 1930 and 1945. This study was made by Professor
Lintner of Harvard University and the results of it appear in his book, “Mutual
Savings Banks in the Savings and Mortgage Markets” (1948). Professor
Lintner reported a 17.4-percent loss on average mortgage portfolio by those
Massachusetts institutions in those years.

This loss figure does not support the present 12-percent reserve provision.
The 17.4-percent loss figure is an aggregate loss figure for the full 15-year period
involved. On an annuil basis, the lnss rate would be 1.16 percent.

Moreover, Professor Lintner's recommendation of a maximum mortgage
evaluation reserve was:

“s ¢ ¢ the maximum mortgage evaluation reserve which would be required
over another depression might be on the order of b percent to 8 percent of
outstanding uninsured portfolios” (at p. 811).

It is important to recognize also that this recommended reserve is based on
uninsured portfolios. It is also important to compare this data with com-
mercial banks loss experience of approximately 16 percent during only 3 years
of the depression periond, according to Mr. Greensides of the FDIC (207).

It depression experience of the 1930's was a completely valld comparison,
it would show injury to all segments of the banking business, Economic injury
is not limited to one type of institution or to one type of loan. If the 2.4-
percent reserve of risk assets of commercial banks today is adequate to see
them through any period of financial depression, why are the mutual insti-
tutions so different that they need a reserve on risk assets of between four
and nine times greater. A depression is not that selective.

3. The economic setting today provides more safeguards against depression
than that which preceded the depression of the 1930's

The depression experience i8 not a sound measure of any future depression

experience, because the facts today are just not comparable to those of the
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1930's, Moreover sufeguards exist today, which did not exist in the 1930's,
to soften the impact of any future depression.

(1) FHA-insured and VA-guaranteed mortgages.

(2) Mortgage protectfon fnsurance.

(3) Amortization mortgages.
(4) Bank deposits and loan association share accounts not frozen be.

cause of Federal deposit insurance and Federal savings and loan insurance.

(6) Unemployment compensation.

(8) The Government will participate actively to prime the economy
and provide welfare in a manner not even contemplated 30 years ago.

(7) Bank assets are not as committed to loans in connection with stock
market speculation. According to the Schweiger & McGee study, “Chicago
Banking” (1061) : “By 1929, many of these banks [in Illinois] were heavily
involved in the stock market speculation of the time. As of June 1929,
State-chartered commercial banks in Illinois, as a group, had more than
30 percent of assets in loans with securities as collateral. As a group,
national banks in Illinois were somewhat more restrained with only 20
percent of assets of this type of loan.”

In contrast, at the end of March 1961, loans to New York Stock Exchange
firms secured by other than U.S. Government obligations totaled $3.6 billion
and loans to brokers and dealers on the same security totaled $1.9 billion,
or a total of $5.5 billlon against total commercial bank assets of $248 billion.

(8) Bank regulation is more effective. *“The bhanking collapse in the
early 1930's again was in large part the result of insufficient regulation.
and control of banks.” (Kent, “Money and Banking” (1947)), quoted in
Senate Report 106, 56th Congress, 1st session. Banks cannot be said to
hie underregulated now.

The depression experience of the 1930's not only does not support a 12-
percent reserve, but any future losses will not even be as large due to
the various safeguards existing today.

Moreover, it is worthy of mention that in New York State, where mutual
savings banks are strongest, these institutions actually increased their

deposits between 1030 and 1935 by 8 percent.

C. THE TAXATION OF THE MUTCALS WOULD NOT PUT A COMPLETE STOP TO THEIR
GROWTH

Effective taxation of the mutuals would affect their interest and dividend
rate by about one-quarter of 1 percent, and, in return, the Federal Governinent
would receive additional tax revenue of about $300 million per year.

According to their testimony, & one-quarter percent reduction in rate would
make it “impossible to maintain the housing and remain solvent.” (328) : “under
most circumstances. put a complete stop to their growth.” (177): and would
almost eause “a crisis in the home mortgage market.” (269).

Of course, the one-quarter percent would do none of these. These unsupported
statements can be intended only to confuse. At the present time, the tran-
seript shows the spread in interest rates favors the mutuals by about 115
percent. The average commercial bank rate on time deposits is 2.56 percent
and the average rate of the savings and loans is 4.02 percent (258). A reduc-
tion of one-quarter percent would still leave a spread of 11 percent.

D. A 12-PERCENT RESERVE IS NOT REQUIRED, DUE TO ASSERTED HIGHER PERCENTAGE
LOAN PRACTICES

The argument has also been made in transcript that large reserves are
necessary because “many of the savings and loans are making loans up to 90 per-
cent of value for 25 years,” (298). Despite the assertion, in actual fact. only a
very small amount of these loans have been made.

Anthnritv was given Federal savings and loan associations in October 1958
to make conventional home loans in excess of 80 percent of the appraised
value of the property. Between October 1938 and the end of June 1960. thé
total of all these loans amounted to only £146 miilion.

Moreover, quoting from the report of the Operating Analysis Division of
the Federal Home Loan Bank Board :

“When viewed in relation to all new loans granted by these institutions in
the first half of 1060, the higher percentage mortgages c-ompneed only 1.5 pencent
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of the '$2.6 billion made for the construction and purchase of new and existing
homes."”

Furthermore, relevant data falls to disclose any trend toward substantinl
fncrenses In these types of loans, Such loans totaled only $30.6 million in the
first half of 1960, as against $38.6 million in the first half of 1959, or an inerease
of 2.4 percent. A comparison of the second quarter of 1960 with the second
quarter of 1959 shows a decrease in such loans of 5.9 percent.

Accordingly, the impact of these 90-percent loans on the reserves of the loan
assoclations is lterally insignificant.

One loan association spokesman alsn stated: “* ¢ # [n the lasgt depression,
I can remember the loans that we made which were 10- and 12-year loans and they
were for 65 percent of the property. Now the great bulk of our loans are over
75 percent,” (345). This experlence {s atypleal. At the end of 1959, according
to reports of the Federal Home Toan Bank Board, the ratio of loans to purchase
price for all Insured savings and loan associations wag 66.6 percent,

E. THE MUTUAL INSTITUTIONS PAY A VERY BMALL FBACTION OF THF INCOME TAX
PAID BY COMMERCIAL BANKSH

In transcript, the mutual revive thelr “generation” argument, §.e., that they
generate more income tax per $1,000 of assets than do comiuercial banks (298).
This argument {8 an old and weary one, based on 4 false prerise and repudfated
many times. Nevertheless, it has to be answered, for otherwise, by repetition
alone, it might, in time, gain acceptance,

Since table A, which is referred to on page 249 of the transcript and which
contains their computations, has not been made a part of the record, other dnta
will be used for rebuttal. In either event, regardless of the year used, the
argument and the rehuttal to It are the same.

How do the mutuals support their argument that they generate more income

tax than commercial banks.
(1) Find the Federal income tax pald by the associations and by the com-

mercial banks.

i2) Find the estimated Federal Income tax paid by the sharecholders of loan
associations on dividend payments to them and by time depositors and stock-
holders on interest and dividends pald by commercial hanks, assusning a 2/0)-
percent tax bracket in each case.

(3) In each case, total the actual and estimated tax paid (paragraph (1) plus
paragraph (2) above) and apply the resulting figure against the assets of the
assoclation and of the commercial banks,

Data for 1956, the year ordinarily cited by the associations to support this
argument, show that the total of the Federal income taxes paid by the loan as-
sociations and the estimated amount pald by their shareholders was £35.02
per £1,000 of assets. The Federal income tax paid by the commerclial banks anid
the estimated amounts paid by their savings depositors and stockholiders was
&4 57 per $1,000 of assets,

Does this mean that the United States “‘realizes more income tax” from loan
associations than from commercial institutions? No, of course, it doesn't—if
total tax dollars s to be the test.

From the standpoint of total tax dollars involvedd, 1956 data reveals that loan
associations actually paid Federal income tax of $5.07 million and fnsired rom-
mercial institutions paid $770 million in that year. If the estimated tax paid
by shareholder of loan associations 1% to be taken fntn aceount (and this pro-
cedore 8 pot sound in determining the tax paid by an Institution itseif), it
would amount to $201.9 million as against the estimated Federal inomne tax
jaid by savings depositors and stockbolders of Insured oommercial fnstitntions
«f $254.6 milllon. The tntal tax paid, both actual and estimatsd, wonld b
£206.9 million for loan associations and $1.054.6 mililon tor commerdisl in-
stitutions.

The argument cannot be based, therefore, upon a comijarison of 1ax paid directly
by the respective types of institutions, or even by comparing the estimated tax
dollars paid by depoxitors and shareholders: it can only be made by tntaling
artual payment and estimated paymwnt and then relating thiv tital to assets,
This type of computation would he relevant if taxcs were levied on assets. An
income tax, howerver, is a tax on Income, Dot 0o assets,

It ghounld be noted that the mutual institntions’ formnla of rdating taxes
1aid to the assets of the paying institution even falls down If data for the year
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1058 i used instead of 1936. In 1058, commerelal banks paid £6.52 in Federal
83,62 per $1.000 of

Income tax per $1.000 of assets and loan assoeiations paid &
nssets. In terms of dollars. the combined actual and estimated income tax
pald by loan assoclations was $200.1 million, whereas commercial Institutions
would have piaid $1.6 billion.

However, all of these considerations are academic; this method of computing
tax paid is unsound in the first place, The tax paid by an institution does not
include the estimated tax paid by a person on the institution’s payments of
Interest or dividends to him. By this line of reasoning, one could add the tax
pald by a second person on payments of that same amount by the first person—
nd infinitum—until the tax was several times the amount of original distribution

itself,

F. THE TAX-FREE RESERVES OF LOAN ASSOCIATIONS ARE NOT OF GREAT VALUE IN THEIR
COMPETITION WITH OTHER INSTITUTIONS

Throughout the transeript. reference is made to the fact that reserves are set
aside and serve the sole purpose of providing a cushion against possible losses,
At one point, one speaker explaing the purpose of this deduetion from income in
these words: “It is for bad-debt lnsses, on investment losses, on real estate, and
whatever losses you may incur” (301).

However. as the same speaker has candidly stated in remarks to loan associn-
tions themselves, elsewhere, “withont miniimizing in any way the importance of
this particular benefit.”” these reserves are a factor of “‘great marginal significance
in the competitive struggle” because in some instittitions these reserves earn
enough to pay “all operating expenses.”

“Everybody believes in having a healthy reserve position. but all too often
something seems to stand in the way. Either the reserves are used to ahsorh
losses on real estate sold or rapid growth makes the goal difficult to achieve.
Admitting the influence of both these factors, it may be said in all frankness that
the rate of dividends paid on savings is probably the chief barrier., Proud of their
tradition of paying & higher rate, many savings and lonan associations have held
fast to the practice.

“Analyzing the value of a strong reserve position, there is a tendency to recog-
nize its use only for purposes of absorbing losses. Without minimizing in any
way the importance of this particular benefit, there is need to recognize the
carrying power which large reserve give to current operations. Providing a
source of free capital. reserves may well be a factor of great marginal significance
in the competitive struggle which is now going on and which will intensify the
days ahead. There are institutions today whose reserves earn enough to pay all
operating expenses—a comforting advantage of no mean proportion.” Federal
Home Loan Bank Board Digest (January 1961, p. 6).

G. IN THE COURSE OF THE HEARINGS A SNTUMBER OF STATEMENTS WERE MADE BY THE
MUTUAL INSTITUTIONS WHICH REQUIRE CLARIFICATION

1. It has been suggested that savings and loans may soon reach a tax-paying
status. In the period between 1958 and 1959 the reserves of loan associatinns.
as a percentage of savings capital, increased from 7.94 to S.04 percent.
or an average of 0.033 percent per year. At this rate of growth, the 12-percent
figure provided in section 393 of the code would not be reached until after well
over 100 years. or sometime late in the 21st century.

2. The transzcript contains references which are designed to make one conclude
that mntual institutions are small institutions serving the small saver. Aceord-
ingly, it is stated that half of savings and loan accounts are less than $900 (243).

However. the savings and loan associations and the mutual savings banks are
not the savings institutions of the small saver: the eommercial bank is, Data
for 1950 shows that the average savings account in a commereial bank is $1.000
as against $2,072 in a savings and loan and $1,566 in a mutual savings bank.

The mutual savings banks also refer to the fact that almost half of their
banks have assets of less than $20 million. However. in comparison, from the
standpoint of deposits. 12,236 commereial banks, or more than 90 percent of
the 13,472 commercial banks in the Nation had depasits of less than $20 million
at the end of 1960. Moreover, the insert following page 31 of the transcript
shows that the average loan association in 1969 svas larger than the average

i,
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commerciul bank in 22 States out of 50. Due to their rapld growth, it secis
sufe to conclude that the average loan associntion is larger than the average
commercial bank in a majority of States today.

4. It is asserted that the 12-percent reserve is a “celling on the bud debt
reserve additions of savings banks"” (140), The thought that reserves may not
be inereased under the Harrison-Curtis bills appears through the record. Of
course, it is erroneous. As Mr. Surrey remarked: “Well, you are not prevented
from accumulating reserves. You are asked to pny a tax on this reserve, which
is a different point. * * * From the standpoint of the proponents, the other
banks, they are asking that you not stop accumulating, but that you pay tax on it

like athers"” (210),
4. In transcript, reference is made to the study of Professors Schwelger and

McGee that :

“Lenst successful in attracting long-term savings into local financial institu-
tions are areas with unit commerclal banks, snvings and loan agsociations, credit
uniong, but no mutual savings banks” (235). [Emphasis added.)

In the sentence following, which wasg not quoted, the authors indicate that
these funds are not lost to the economy, however:

“In these areas, savers put relatively more reserves into other forms of sav-
ings, such as postal savings, savings honds, and cash.”

i". The suggestion was made in transeript that the savings deposit business is
not profitable to commereial banky, However, several studies of this question
have been made, which have indicated that the average return on prudently man-
aged savings dollars has approximated 1 percent. These studies have been made
by several organizations. There was the 1957 study of the New York State
Bankers Association and the Country Bank Operations Commission of the
American Bankery Association. A few years earlier the Kansas Bankers Asso-
ciation undertook a similar study. If you wish to go beyond that, there is the
1051 ABA countrywide survey of over 2,000 smaller banks. That study also
showed that the profits ranged from 0.8 percent to 1.5 and averaged 1.1 percent,
When we consider that net profit of a commerecinl bank typleally averages less
than 1 percent on deposits, we can see that there is little basis for the contention
that the savings deposit business is inherently unprofitable,

CONCLUSION

As Mr. Wallace asked at the hearing: “But now, however, you have got bil-
lion dollar institutions and a hundred-billion-dollar industry * * * (How) can
you justify a special tax treatment for a business enterprise of this size?”
1352-353). This is a question that commercial bankers have been asking them-
selves for years. There is absolutely no justification for the tax diserimination
between the commercial banks and the mutual institutions with which they
compete.

As mentioned previously, in about half of the Stateg, the savings and loan {s
larger than the commercial bank (81). It earns more Income on its resources
(ibid). It is growing faster than the commercial institutfons by almost four
times (ibld). The commercial banks serve the small savers, becatise average
savings accotints in commereial banks are half those of the savings and loan
and two-thirds those of savings banks. Why should these larger, more profit-
able mutuals serving the larger saver be tax exempt when the smaller com-
mercial banks pay taxes at the full corporate rates? Why, of all the major
financial institutions, should the savings and loans and the mutual savings
banks be exempt from Federal taxation?

Who can deny that housing is important to the national economy, but ft is
nonetheless only one sector of that economy, Money is needed to snpport all
the needs of all phases of the economy, not just one alone.

Moreover, although the loan associations speak as if they alone financed hous-
ing, in actual faet, the large majority—60 percent of housing itself—is financed
by nonsavings and loan institutions, and this does not take into account the
amount of money which commercial banks lend on projects incldent to the house
itself and furnishings and equipment to make it habitable.

As Mr. Freeman pointed out (34), the banks provided $18 billion of loans for
schools, streets, sewers, and lighting; $6 billlon for home furnishings, home im-
provement, and modernization; and $5 billlon for the construction and real
estate industries. Where the need exists, the commercial banking institutions

will provide the funds.
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To speak of home financing as a matter of “overriding fmportance” (252) to
the economy is to overstate the proposition out of all true proportion. Banks
have no “blas against residential mortgages” (274), as charged. Banks do
have a bias for supplying the credit needs of the entire economy.

The importance of the time deposit to the commercial bank should not be
underestimated. Time deposits are of vital importance to commercial banking
institutions, and particularly to the small commercial bank, The transcript
gtates that demand deposits constitute 70 percent of the deposits of commer-
clal banks and that only “80 percent of the money costs the banks either in-
terest to savings depositors or dividends to stockholders” (262).

In actual fact, on June 10, 1959, time deposits constituted 36 percent of all
deposits of individuals, partnerships, and corporations in the Nation’s 13,007
insured commercial banks. However, on that same date, time deposits con-
stituted 41.5 percent of all these deposits in the 10,0687 insured commercial
banks with deposits of less than $10 million. On June 15, 1060, time deposits
were 47.1 percent of all deposits of individuals, partnerships, and corporations
of all commercial banks. Accordingly, at the present time, time deposits and
demand deposits in the commercial banking system are of about equal Importance
to all banks and, it would seem fair to conclude, time deposits more important
than demand deposits to the smaller commercidl baftk. In fact, measuring the
relationship of the two types of deposits in insured banks against the latest
ratio of these deposits for all banks, time deposits constitute about 53 percent of
all deposits of individuals, partnerships and corporations in banks with deposits
under $10 million,

Since the smaller, nonmetropolitan banks rely more heavily upon time deposits
for their lending and Inhvesting activities than metropolitan banks, the loss of
their savings deposits to mutual institutions is especially injurious to them.

If the communiti banker does not have savings deposits, his ability to serve
the credit needs of his conimunity will be impaired.

As Mr. Surrey pointed out to the mutuél savings banks and loan assoclations:
“* » % von alone, of all mutual institutions, say you are not required to pay
taxes” (3829). Moreover, again in Mr, Surrey’s words, if the 12 percent reserve
were continued: “* * * of all the instititions in this country, you would be
the only major findticial activity free of taxes” (335).

There is no reason whatever for continuing the tax exemption of this hundred-
billion-dollar industry. The mutuals should pay taxes just like everybody else.

Respectfully subniitted.
REED ALBIG,

President, National Bank of McKeesport, Pa.; President, Independent
Bankers Assootation.
Rarepxa L. Zavux,
Ececutive Vice President, Grafton (Wis.) State Bank; Chalrman, Com-
n:mee on Savings & Loan Associations, Independent Bankers Associa-
tion.

Of Counsel

PAvuL D. LOGAMARCINO,
Attorney, Washington, D.C.; Oounsel to Committee on Savings & Loan

Associations, Independent Bankers Association.
May 26, 1961,

THE INDEPENDENT BANKERS ASSOCIATION,
McKeesport, Pa., August 19, 1961,

Hon, WiLsur D, M1LLs,
Chairman of the Committee on Ways and Means,

House of Representatives,

Washington, D.C.

Dear Mg. Mrris: Having had the benefit of listening to the arguments at the
hearings on August 9 and 10 and of talking with bankers about the country since,
then, and having had some time for reflective consideration, I write thig to share
with you my thinking about taxing mutual financial institutions.

I suppose it is easy to understand why bankers as lenders are very much
concerned about fiscal respounsibilitly. They want *to see that tax money is
provided to pay currently for increased appropriations for defense. Many
people talk with their bankers about the cost of government, and they too expect
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that provision will be made to pay the cost. Americans are a responsible people
and most bankers share my belief that our citizens manage very capably in plan-
ning their affairs.

People do expect that loopholes in the tax laws will be closed before any gen-
eral Increase in tax rates is imposed. Not many people knew about the tax
exemption of the mutuals before your committee hearings but now the word
is getting around pretty fast. The most often heard reaction is “How come?”
Taxpayers expect everyone to carry his share.

The arguments over taxing mutual financial associations and the effects of
doing so have been voluminously presented. I will not go all over them again.
Three arguments seem to stand out above all the others:

1. If the mutuals deduct all of the cost of the tax from the interest now paid
to thelr customers it would effect a reduction of from 14 to 14 percent.

Comment: Whether they deduct all of the tax cost from their customers
or absorb some or all of it will be a decision largely influenced by compe-

titlon and thelr own good business judgment.
2, A reduction of 34 to 4 percent will cause a slowdown in the flow of money

to them,
Comment: Perhaps so, but they will retain a considerable advantage in
the spread between the return they pay as compared to bank savings ac-
commnts and other forms of savings. We would anticipate that there may
be some shifting from savings and loan associations to mutual savings banks
because of greater assurance of availability, and we hope there will be some
flow into the commercial banks., We in the community banks especially
require these deposits in order that we can continue to do the job we are
expected to do in providing needed flexibility to serve the financial require-
ments of the community.

3. The money available for mortgages will dry up.
Comment: Money is and will be available from banks, pension funds,

insurance compinies, and private citizens. The savings and loans have
come into a dmoinant position in the residential mortgage field over the
past 10 years because of the amount of their available funds and the result:
ing urge to find investment combined with broader lending powers. The
banks, both commercial and mutual savings banks, have tried to meet this
challenge by emphasis on FHA and VA loans which may be made for a
higher percentage of appraisal, Insurance companies, too, have made FHA
and VA loans. And now, any citizen may become an insured holder, of FHA
mortgages. To the extent that savings money moves from savings and loans
into ‘mutual savings banks and commercial banks it will still be available
for mortgages including FHA and VA. I would remind you that there is
no statutory lmitation on the amount of FHA and VA loans which may be
owned by natlonal banks and most State banks as well. Pensfon funds and
px‘lvntetscitlzens may be reasonably expected to hold mortgages in increasing
nmoun .

Ag to the proposed tax, I have these thoughts :
1. It is not difficult of administration as is for example the withholding

tax. .
2. It will produce substantial revenue.
3. Treasury is well qualified and informed to establish a formula,
4. The contention that large segments of the business community are per-
niitted to compete under the protection of a tax umbrella will be qileted.
We presume to belleve that because we represent leadership of a large and
important segment of the financial life of our country that you and your col-
leagues respect our views. We are aware not only of the responsibility which
we have been chosen to assume but we regard equally the task and responsibility
which is yours. Admittedly, a proponent of this tax proposal, unwelcome as
it may be to those affected by it, I have written thus to you from a desire to be
helptal in that I can reflect to you what I am hearing, which things I am inter-
preting within the limits of my capacities,
Warm personal regards.

Sincerely,
' Rezp H. ArBia, President.

The Cuaraan, Have you concluded ?

Mr. Arsra. Yes.
The Cratrman. Senator Douglas?

82190—62—pt. 4——86
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Senator Dovaras. No questions,

The Crammyran. Senator Williams?

Senator Bennett ?

Senator Benxerr, I asked my questions.

The Cramaan. Senator Curtis?

Senator Curris. I have no questions,

The Cramryan, Thank you very much.

Mr. Arsra. Thank you, sir,

The Cratryan, The next witness is Mr. Frank P, Lindsey, Jr., o
behalf of the Georgia Bankers Association.

Please proceed, Mr, Lindsey.

STATEMENT OF FRANK P. LINDSEY, JR., ON BEHALF OF THE
GEORGIA BANKERS ASSOCIATION

Mr. Tanpsey. Mr, Chairman, members of the committee, as the
executive vice president of the éeorgia, Bankers Association,f[ would
like to submit a statement on behalf of the Georgia Bankers Associa-
tion. The Georgin Bankers Association is composed of 874 member
banks. Practically all commerecial banks in Georgia are members of
this association.

I would like to restrict my remarks to only two sections of the
Revenue Act of 1962, The sections to which I refer are section 8 and
section 19 of FL.R. 10650. The subject matter contained in sections 8
and 19 of H.R. 10650 have both been used as a basis for resolutions
adopted by the Georgia Bankers Association in anmial conventions in
years 1960 and 1961. During each of these years the Georgia Bankers
Association has passed resolutions endorsing the principle of tax
equality between all financial institutions and on the other hand, the
GBA has adopted resolutions in conventions in both those years in
opposition to mandatory withholding of taxes on interest and
dividends. : :

Georgin bankers were very much encouraged earlier this year when
they learned of the provisions in the pro&sed tax bill which was con-
sidered by the Ways and Means Committee of the House of Repre-
sentatives. It appeared from the tentative text that tax equality
between financial institiitions would be incorporated in the reventie
measure. Ve were, therefore, disappoifited in the fiial draft of H.R.
10650 when the provisions which were incorporated in the discussion
draft were amended so that mutual thrift institutions will have the
opportunity to take a deduction for amounts set aside in a loss reserve
on qualifying real property loans based on either of two alternatives.
One of these alternatives allows a deduction of 60 percent of taxable
income of an institution computed withotit-regard for any loss deduc-
tion. TIn effect this means that the actual tax rate for such muttials
will be 10 to 20 percent whereas commercial banks which are compet-
ing with the mutuals for the saver’s dollars will be paying an average
of over 35 percent.

Commerecial bankers in Georgia feel that section 8 of the bill should
be amended and strengthened.  The provision exemptinig 60 percent
of the net income from tax on the part of mutual thrift institutions is
completely unjustifiable and this exemption should be stricken from
the bill. Secretary Dillon has stated that this change would yield ad-
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ditional millions in taxes each year. Secretary Dillon has also stated
that he thought so-called thrift institutions should be made to pay a
tnx on about 80 percent of the net operating income.

Information from the combined financial statements of the Federal
Home Loan Bank Board in 1960 indicates that 19 major savings and
loan associations in Atlanta, Ga., having a total net income of $4,743,-
000 paid a total Federal income tax of only $20,000. This 1s an
avernge of $1,063 per institution. From this same source of informa-
tion, 16 is indicated that five savings and loan associations in Augusta.
Ga., and Sonth Carolina, having a net income in 1960 of $437,000 paid
no Federal income tax that year,

Some months ago President Kennedy in a speech to the American
people said:

I am certain that every American wants to pay his fair share (of taxes) and
not leave the burden of defending freedom entirely on those who bear arms.
IFor we have mortgaged our very future on this defense—and we cannot fail to

meet the payments.
On April 20 last year, President Kennedy said :

Contrary to the intention of Cohgress, substantinl income from certain coopera-
tive enterprises, reflecting business operations, is not being taxed to the coopera-
tive organization itself or its members. This situation must be correoted in a
manner that is fair and just to both the cooperatives and competing higinesses.
Members of the Georgia Bankers Association, as evidenced by resolu-
tions of 1960 and 1961, share the President’s views in this regard. We
feel that competnig finaneial institutions should be on the same tax
basis. We believe that tax laws should be equitable between finaneial
institutions and that if any subsidies are to be granted that they
shotld not be given by the prostitution of the tax law,

The withholding provision of H.R. 10650 which is contained in
section 19 of the bill 1s objected to by members of the Georgia Bankers
Association. Members of GBA in annual conventions during 1960
and 1961 passed resolutions in opposition to the requirement that taxes
be withheld from dividends and interest. There has been no change
in the official gositibn of GBA in thisregard.

Members of GBA are unatilinous in their belief that everyone shoiild
ay his fair share of taxes whether they be individual or corporate.
t would be inconsistent for members of GBA to endorse principals of

tax equality as contained in this bill and on the other hand be opposed
to everyone paying his share of the tax lond. We look forward to the
time when the budget will be balanced.

We realize that mahy taxpayers have avoided the payment of in-
come taxes on receipts from dividends and interest, Members of the
Georgia Bankers Association and members of the American Bankers
Association have cooperated with the Treasury Department for the’
past several years by enclosing with monthly statements notices calling
attention to the taxpayer’s responsibility in reporting income from
dividends and interest. We believe that this campaign has been bene-
ficial bt that it has not been given sufficient time to prove its value,

It is our belief that the provision for withholding taxes under this
bill is impractical both from the standpoint of individiial banks and
taxpayers generally. It is anticipated that if this provision is en-
acted that there will be many diffictilties indttrred in the arens of sav-
ings nccotiits, trusts, savings bonds and interest coupons. Due to the
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fact that there is no requirement that the payer of interest or dividends
notify the recipient of the amount of tax withheld, this in itself means
that an unlimited number of errors could occur in reporting amounts
withheld. The individual who receives dividends or interest. will have
to calculate on his own what he believes to be the amount withheld.

The additional work which will be required of banks and other
business organizations which pay interest or dividends will be tre-
mendous. It is suggested that if the withholding provision of this bill
is retained that some minimum limitations be specified to reduce the
number of accounts from which taxes must be withheld on dividends
and interest. A large Atlanta bank has stated that of 44,000 savings
accounts in that bank that they carefully estimate that 50 percent of
the owners of these accounts would not be in a bracket sufficiently high
for Federal income tax purposes.

Tt has been estimated that if withholding were limited to savings
accounts paying $48 or more of interest, practically all minor ac-
counts and the majority of accounts held by persons of 65 years and
over would be exempt from withholding. By setting the cutoff at
%48, this would almost eliminate the need for exemption certificates
as provided for in this bill. This would result in a reduced amount
of administrative expense to the Treasury Department in handling re-
mittals and certainly would reduce the number of individual refunds
to taxpayers. This in itself would be a savings to the Government.

As stated previously, the Georgia Bankers Association is opposed to
the withho]({ing provision of this bill. We realize, however, that if
this revenue measure is to be a balanced tax package some additional
revenue must be provided to offset some of the exemptions or credits
also allowed in the bill. If it is the concensus of the members of this
committee that the withholding provision must be incorporated in the
bill. we believe that certain corrective steps should be taken.

We respect fully request that the following changes be made and we
believe that they \\'013(1 simplify the administration and the practical
application of implementing this portion of the bill:

1. The requirement for annual filing of exemption certificates
should be abandoned. Banks should be permitted to rely upon such
certificates until revoked by the individual or organization.

2. Pension trust, other tax-exempt organizations and individuals not
liable for the payment of income tax should be permitted the same
exemption certificate procedure for individuals and interest.

3. Exemption certificates should be made available for nontaxable
trust. beneficiaries hy making bank trustees and nominees the with-
holding agents.

4. In the case of interest coupons on bearer bonds, the first receiving
bank shonld withhold the necessary amount of tax from the individ-
ual, but should remit. the coupons for collection at par, retaining the
amount withheld for later transmission to the Treasury.

5. Banks should be adequately compensated for the additional costs
of withholding. ,

6. The effective date of any withholding provisions should be de-
layed so that the payers of interest and dividends have at least a year
to adjust their operations to handle withholdin

7. That accounts receiving less than $48 anfiually from interest or
dividends not he subject to withholding. . :
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This statement is a brief résumé of the collective views of the mem-
bers of the Georgia Bankers Association. The membership of GBA
respect fully request that the opinions expressed in this statement be
taken into consideration by members of the committee in their delib-
erations on the Revenue Act of 1962 (H.R. 10850).

The CuairyaN. Thank you, Mr, Lindsey.

Mr. Linpsey. Thank you.

The Ciratrman. The next witness is Mr. Howard J. Stoddard, Roth
Committee for Tax Equality.

Will you proceed, sir, Mr, Stoddard.

STATEMENT OF HOWARD J. STODDARD, CHAIRMAN OF THE BOARD,
MICHIGAN NATIONAL BANK

Mr. Stopparp. Mr. Chairman and members of the Senate Finance
Committee, my name is Howard J. Stoddard. I am chairman of
fhe board of the MichiganbNaggnal Bank, with headqu&rte;]rs in
ansing, and operating 18 banki g‘u‘!ﬂcea-m 8 outstate Michigan
cities. % am also chairm the Michigan Bank; NW., in Detr%it,
operating 12 bankin ces in that city, My testimony is being
given on behalf of tie Roth committee, one of the earlie

] ) b.groups en-
gaged in the S:f?‘ gle to achieve tax /justice \E\\l\fld equaht%{:tween

competing finangial institutions: ™ A
The two bapks over which I have executive flirection have total

assets of app oximatel); 800 million, of whiclr'some $290 milllon is
invested in peal estate mortgages, largely-Homes, thits making\our
banks majorfholders of residentiz] ortgagesin MicKigah.

President/ Kennedy, in his tg¥ fhessage to Congression April 20,
1961, reconfmended, among otlief {things, the ¢oprectioniof inequities
in the pregent tax lows™\On o‘§ the most glaring hasibeen the in-
equality off taxation| which™has ®xisted ‘between e¢ommercial banks,
savings banks, and davings and loan asgociations, as shown by the

following 1§-year statement o t\{x payméits (in-millions) : poderat
. R : v M e

d/‘/ \\M%‘ RS tazes

Insured colpmercial banks._...__.___ e e e e $p, 066

Insured mwual savings banks.. .eo__ 3 . N, [ 10

All savings aud loan assoclafionS ... ... b ————————————— < 47

5 message, withoul, ind‘-jcntingwthé actual additional
Federal revenues'gs set forth in"a report by the Feder? reasury
several months ago, yhich would be received (estimated 4t $416 mil-
lion) covered the situdtign as follows: A

Some of the most important ty of private savlngs.aﬁ lending-{pstitutions
in the country are accorded tax-d le-peservd provis?ua,. VEDRA substan- .
tially reduce or eliminate their Federal income tax liability. TR provisions
should be reviewed with the aim of assuring nondiscriminatory~‘treatment.
Remedial legislation in these flelds would enlarge the revenue and contribute

to a fair and sound tax structure.

The mutual savings banks and savitgs and loan associations, with
assets of $125 billion have, since the President’s message, kept up a
constant. drumfire of opposition to being made subject to just and
equitable taxation, Every argument which they have advanced to
preserve their virtual tax-free status has been fully and completely
answered, eitlier by bankitig groups or the Treasury Department

BEST AVAILABLE COPY
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Report of July 1961 to the House Ways and Means Committee, How-
ever, it is our purpose to analyze the residential mortgage require-
ments of this country, and determine whether or not, the claims which
they make in this regard for a virtual tax-free status are justified on
the grounds of a national economic policy.

One of the last remaining justifications for their continued refusal
to bear their fair share of the national tax burden is an emotional ap-
peal, unsupported by factual evidence. They claim that taxation
would cause a reduetion in the interest and dividends which they can
pay to savers, thus curtailing the flow of funds into the residential
mortgage market. This in turn, so they allege, would result in fewer
homes being built, and thus lead to a serious depression in our econ-
omy. There is snbstantial evidence that the payment of tax by the
mufual thrift institutions would not snﬂiciont}y affect their dividend
payments as to cause any appreciable change in their savings and share
erowth. Indeed, the most authoritative analysis of this subject pre-
pared by the Treasury indicates that the likely effect of the payment of
equitable taxes would be merely to slow the annual increase in the
dividend rates witnessed in recent years. Thus, there could be no
significant dislocation in the flow of funds to the mutual savings
institutions,

The savings and loan associations have spent millions of dollars
in advertising—ecalling attention to the role they play as the major
source of funds for home construction. It is obvious that if com-
mercial banks could treat morteage income on a tax-free basis, which
in effect. is what savings and loans can do, there would be a virtunal
Niagara flow of funds into such loans. . However, to claim a position
of public virtue because of a tax subsidy, is sheer sophistry.

Summary of residential mortgage financing for the period of
1950-59: 11.6 million units were built during this period at a cost of
%158 billion. The average cost per unit in 1959 was $13,240. Due to cash
payments, amortization, and despite loans on existing properties, the
increase in the mortgage debt was but 65 percent of construction
expenditures. The debt grew $102 billion, from $45 billion to $147
billion, and was divided as follows:

[Dollars in billions]
Jon. 1, 1950 Jan, 1, 1060
Lender . —
Amount Percent Amount Percent

Savings and loan associations.................. $11. 4 35.4 $52.0 35, 4
Mutual savingshanks....... ... .............. [ X] 12.4 2.6 15.3
Commercial banks. ... . ... .. ccoiioiaa. 8.7 19.3 20.4 13.8
Tife Insurance companies............cccccoioane 8.4 18. 27.2 18.5
Individualand other...... ... ... ... ....... 10.9 24.2 24.3 17.0
N1 £ NS 45.0 100.0 147.0 100.0

The above table, which applies only to residential mortgages, is very
misleading, inasmuch as a home itself is not complete without sewers,
sidewalks, streets, furniture, and household appliances, as well as an
environment, of schools and public buildings. If the loans which
the comercial banks made in these areas weré added to the above totals,
then the lending of banks for the creation and maintenance of family
dwelling units would doubtless be larger than-that of any other.
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FORECAST FOR 'THE PERIOD 10060-09

Three major studies have recently been made to estimate the volume
of residential mortgage construction and mortgage financing require-
ments for the 1960’s. One study was by the SC%IOOI of Business of the
University of Michigan; another by the School of Business of the
University of Indiana. The third was by the Federal Housing and
IHome Finance Agency.

The Michigan study estimate was 13.7 million units for the 1960
decade; the Indiana stugdy 13.5 million, and the Housing and IHome
Finance Agency 16 million units. The studies indicate that there will
bo an adequate supply of mortgage funds forthcoming in the decade
of the 1960’s to mcet the needs of the anticipated housing demand.
The Housing and Home Finance Agency report, the most detailed
of these studies, indicates that there will be a substantial surplus of
mortgage funds available. The agency estimates that after the
financing of the 16 million new housing units anticipated for the 1960’s
there will still be $21.4 Dbillion surplus-fumds—available to finance
mortgages. This is a considerable”Sum of money, and n~nore than

adequate margin of safety ;o meeting the housing denmnd\(<Ihe

Nation.

Since 1959 the numbe% nonfarm housing sfarts-has been below
Housing and Home Fiyance Agency estimate, Thus;the surplus
funds may well be gre Zer than tﬁ/eaﬁency nticipates,

A further indicatign of the piore than adequate supﬁ{y of residen-
tinl mortgage funds/is the fact that savings and-Igan associations have
been devoting an igereasing propor‘fim:df» heiv Tending to loans for
purposes other than the purchase or ¢émstrudfion of homes. i\s the
Federal Home Lopn Bank Board in%?r‘;‘ted in its Jamdary 1962 re-
lease on mortgage Jending n ti&m\: ; ST S '

The most acceleratied gain in nortgngeéactivity ‘during the ‘opening month of
1962 was reported foR miscellahepus lendlﬁ,g pattern evident since the summer

a
of 19060. Loans for a variety of \purposes; é’gch as finfiicing’ alterations or refi-
nancing of existing hoes, financipg appftments or land dgv"elépm ts, et cetera,
together increased by\ almost thyee-fifths ov&aﬁﬁﬁ y 1661, and etomprised
one-third of overall len@ing contrasted with 20 per in the previous years.

Thus, it becomes apparent that tlle,saviﬁgs nd loans recognize the -
slowing rate of growti\in the demafid for housing. Thiswas empha;’

sized in a recent address by C. El . Knapp, former president of
the United States Saving\& Loan League, wlio said: ya

The real, basie housing demant\as been satisfled for the present.,ff'ou see
the evidence of this in the vacaney r g, the number of realtor listings and the
length of time it takes now for a buildei~to_gell homes as com 1 with W
years ago. : e

The recent action of the Federal Reserve Board in raisin e
ceiling on the rate of interest which can be paid by commercial banks
to 4 percent will have a tremendous effect upon tﬁ’e residential mort-
gage market. In the first 2 months of 1962, the growth of savings
and time deposits in the commercial banks was more than $4 billion,
as compared with less than $2 billion in the same period for 1961. It
is true that a portion of this growth represented corporate funds
being invested in time certificates, but nevertheless we know that a
large amount of this is true savings deposits, of which the major
portion will be seeking investment in real estate mortgages.

f
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We now witness the giant commercial banks located in New York
Citiy vigorously organizing desartments to make mortgage loans,
and investing t{eir savings funds across the country and purchasing
mortgages as far away as California, Texas, and Florida. I note
that the president of the United States Savings & Loan League was
cognizant of this in his recent statement that “competition from the
commercial banks in the home mortiage market field may be a more
serious threat to associations than the new bank savings rates.”

I would like to attempt to answer, at this point, a question that
was posed by a member of the committee earlier this morning, that
of the growt?\ of time and savings deposits in banks, and how is it that
only €200 million has found its way into residential mortgage
financing?

The answer is very simple. This flow of funds came on suddenly,
came on unexpectedly. Banks had no inkling, prior to the Federal
Reserve raising of the ceiling on interest to 4 percent, as to what
would happen. The flow of funds assumed a proportion that we
have not been accustomed to in many years.

However, between the time you accept the deposits and the time you
put deposits to work there is naturally an interval. During this lag
banks could easily purchase, as many of them did, some tax-exempt
municipal securities. Others used the time to get ready to make
mortgage loans.

I would like to refer to just one case in Michigan. Our own bank
and the largest bank in the State of Michigan together purchased all
of the FHA- and VA-insured mortgages in Micﬁjgan owned by the
Federal National Mortgage Association, and this month we are taking
delivery on more than $100 million of such mortgages.

The reason for doing this is that there are not at the present time
existing in Michigan enough good residential mortgages to meet our
mortgage loan requirements, and this process is being repeated and
multiplied throughout the United States.

Senator BExNErT. What you are telling us is that you are going
into the secondary market rather than the primary market.

Mr. Stopparp. Because the loans are not available in the primary
inarket, we have to move into the secondary market ; yes.

Now, Mr. Chairman, T will continue with my prepared statement.
We must also remember that during most of the 1950 decade, the
average rate of return paid to the savers by mutual savings banks
and savings and loan associations was generally 1 percent higher
than that of commercial banks. There are three reasons for this
situation:

First, the Federal Reserve Board imposed a ceiling of 215 percent,
and finally to 3 percent—of course, it is now 4—which banks could pay
on savings accounts. No such limitation was imposed on Federal
savings and loan associations. -

Second, as already shown, the mutual savings banks and savings and
loan associations paid Federal income taxes of about 1 percent of
their net income, whereas banks paid 40 percent. Here again I might
say that one of the major reasons for this, the majority of the banks
in the United States are in the low bracket and pay at the most 85
percent, which has a tendency to bring the average down for all banks.
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That is the single ]ar%]est reason for this not being up to the 62 percent ;
the other, of course, the tax-exempt income on municipals.

In the year 1960, if the banks had been on the same tax basis as the
savings and loan associations, they could have paid 5 percent to their
ﬁa%ngs deposits and still shown the same earnings to their share-

olders.

In the year 1960 the banks in the United States paid Federal income
taxes of $1,884 million. Had they not paid that tax, they, like savings
and loans, could have paid it to their savings depositors. That sum of
$1.4 billion paid in taxes, added to the $1,785 million which the banks
did pay in interest on their deposits, would have permitted the com-
mercial banks to have paid at least 5 percent on their savings deposits
and still made as much return for their shareholders. ‘

I might also point out at this stage that the banking business is not
& high-profit business. From 1951 to 1960, inclusive, banks’ average
annual earnings on capital funds for a 10-year period were but 7.8
percent, almost 50 percent below the average of industrial corpo-
rations,

Of this amount, banks paid out in dividends to shareholders 3.6
gercent, and retained the balance to build up a surplus as protection

or the depositors.

The banking business, as such, is not the profitable industry that it
is often regarded when you compare it with other types of industries
in the United States.

Third, mutual savings banks and savings and loan associations, al-
though indicating to the public that their savings were available on
demand, never provided liquidity in their assets to meet heavy with-
drawals. As a matter of fact, on December 31, 1961, the mutual sav-
ings banks had 78 percent of their deposits in long-term mortgages,
and the savings and loan associations 97 percent of their share ac-
counts. Generations of lending experience by banks of deposit have
proven the wisdom of liquidity to meet unexpected withdrawals. The
combined assets of mutual savings banks and savings and loan asso-
ciations are almost equal to half those of commercial banks, yet neither
the management of the former nor the fovernmental supervisors have
urged a policy to establish overall liquidity such as has been done with
commercial banks. It is obvious that an institution must sacrifice
earnings in order to provide liquidity, and yet there has been a great
ghsgjqnty between commercial banks and savings and loan associations
In this respect. :

I might point out here that some of us in our schooldays received
the classical education in banking and economics which taught us
that a time deposit in a bank was one thing, and a checking account
or commercial deposit another. I would make the statement today
without fear of contradiction, that probably not one out of a hundred
American citizens today believes other than that he can go to his
bank, he can go to the mutual savings bank, he can go to his loan
association and he can get back his money any time he wants it.

This classical theory of investing demand money in long-term
obligations no longer exists, at least in the mind of the average Amer-
ican who makes a deposit or places his money in a share account.

The insured savings and loan associations, despite the commercial
bank competition for savings at the incrensed rates, report a net in-
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crease in savings for the first 2 months of 1962 of $1 billion, as com-
pared with $1.1 billion for the same period in 1961. The net in-
crease in deposits of mutual savings banks for the first 2 months of
1962 also compared well with 1961.

I sat throug,'h the hearing in the House Ways and Means Commit-
tee and heard one savings bank official after another testify that if
they were taxed it would cause them to reduce their dividend rate by
a half of 1 percent and, as a result, their institutions would cease to
attract money.

Since that date, the Federal Reserve has permitted banks to go from
3 percent to 4, far more than the one-half percent they were talking
about. Yet the savings and loan associations in the first 2 months of
this year came within $100 million of adding as much to their structure
as they did before.

If there is any one segment of the financial lending market in which
there is no shortage of funds for the foreseeable future, it is in the
residential mortgage area. The great danger is that such enormous
amounts will be seeking investment in these mortﬁnges that it will
lead to unsound lending practices. Commercial banks, except for
FHA- and VA-insured mortgages, are restricted at the most to month-
Iy amortized loans for ¥3 percent of the aplyl)raiw value of residential
properties, and for 20-yvear periods. On the other hand, savings and
loan associations are permitted to make conventional loans of 90 per-
cent of appraised value and for even longer maturity. In 1960 the
savings and loan associations made only 8 percent of their loans on
an insured basis. This is in sharp contrast with 36 percent of such
loans in 1946. It suggests a willingness to depart from sound lend-
ing standards in order to acquire volume and a higher rate of in-

terest.

" We listened to the testimony before the House Ways and Means
Committee. where the savings and loan associations and savings banks
were attempting to justify their 12-percent tax-free loss reserve.
They do not need it if they follow sound lending practices.

TIf theyv feel they must lend into these more extreme limits, the
FHA and the VA give them an insured mechanism by which to do
it. But they have not been using Government-insured loans. They
have left the FHA and the VA programs which have been picked up
largely by banks and other lenders. because they cannot make the
money loaning in the FHA and the VA field they can by making con-
ventional mortgage loans.

H.R. 10650, if adopted in its present form. would still not place the
commercial banks, mutual savings banks. and savings and lean asso-
ciations on a fair and competitive basis. - The eommercial banks have
been permitted to deduct from their earnings a reserve for loan losses.
before computing their Federal income tax. This reserve. which
averages for all commercial banks 2.4 percent, is computed on the
growth vear by year, of the risk loans made by the banks. One pro-
vision for taxation in H.R. 10650 gives to mutual savings banks and
savings and loan associations a similar right to set aside 3 percent of
their growth in all loans on an annual basis, before computing their
tax liability. As has already been shown. and will be emphasized in
additional testimony. this 3-percent formula is more than adequate as
A loss reserve, for a properly made, properly serviced, residential
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real estate mortgage is, next to a Government bond, the soundest asset

in this count?'. ) )
Here again I would like to give to the Finance Committee the benefit

of a personal experience. ) )

In 1933, the late Jesse Jones gave me the assignment of going to
Detroit, Mich., to determine how much the RFC could safely loan to a
closed bank in Detroit that had $156 million of residential mortgage

loans in its portfolio.
Our problem was to find out how much the RFC could loan safely

on $156 million of residential mortf;age loans,

Detroit at that time was not a pleasant place to be, About every-
thing that could happen had already happened to that community.
Please remember that these mortgage loans were all unamortized, they
were a straight 5-year loan; interest and taxes were delinquent;
people were out of employment. It was rather a dismal picture,

At the completion of our investigation we recommended, and the
RFC Board made, a loan of $148 million on the $156 million of resi-
dential mortgage loans in the city of Detroit.

We then proceeded to call these people in; we gave them a new 10-
year deal. We took the accumulation of taxes, interest, and insurance
and all their delinquencies, put them into a new loan, gave them 10
years on a monthly amortized basis to pay it, including taxes, interest,

and insurance.
The port folio paid out almost in full, and the Government got all ity

money back.

Even in the worst depression period the country has seen, no asset
in my experience as a banker hag held up better than a well-made, well-
serviced, residential mortgage loan. For anybody to tell yon that a
12-percent reserve for loan losses is required is pure fantasy without
any relation to facts at all.

The bill also provides an alternative, which gives an exemption of
60 ])err:ent of the net income of the mutual savings banks and savings
and loan associations, and taxes but 40 percent. We are wholly at a
lnss to understand the logic or fairness of this latter alternative, and
believe it should not he permitted to set a precedent in our Federal
tax structure. The Treasury Department has already claimed this
exception to be very excessive,’and if one were granted, it should be
for not more than one-third of the net income. There isnothing in the
history of mortgage financing in this eountry nor any foreseeable
future contingency which suggests but that a 3-percent reserve for
loan losses, based on annual growth in risk loans, is entirely adequate,

The Congress in 1951 recognized that a Federal tax should be im-
posed on mutual savings banks and savings and loan associations, It
was not contemplated when such legislative action was taken, that a
conference committee amendment in the form of a 12-percent reserve
for losses would practieally nullify the effect of the proposed taxation.
As early as 1951 the mutual savings banks and savings and loan asso-
ciations had become of age, and certainly with present assets of $125
billion, they are not entitled to such preferred status in the commu-
nity of American business corporations. They should no longer seek
to escape the responsibility of their fair and just share of the national
tax burden, and should not come to this committee pleading for fur-

ther relief.
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To summarize, the question we must answer is simply—will there
be a shortage of residential mortgage money if the mutual savin
hanks and savings and loan associations are subject to the same Fed-
eral income tax rates as are commercial banks? The answer is em-
phatically “No.” There will be no shortage of mortgage money dur-
ing the 1960 decade.

hank you.

The CraRMAN, Thank you very much, Mr. Stoddard.

Senator Kerr?

Senator Kerr. No questions.

The CHAIRMAN. Senator Bennett

Senator BENNETT. Mr. Chairman, I have a question or two.

First, I would like to welcome my friend Howard Stoddard before
the committee. He, like George Romney, is another Utahan trans-

planted to Michigan.
Mr. Stobparp. Oregonian, Senator, I am sorry. I married a Utah

girl, of which I am very proud.

Senator Bex~erT. George was born in Mexico, but if you pass
through Utah on the way, we claim you.

Mr. Stopparp. I would not say 1 would not have been proud to say
that, but I would not have been truthful.

Senator BENNETT. I still claim him. On pages 54 and 55 of the
bill there is a new definition of domestic building and loan associa-
tions. This new definition permits these associations to invest their
deposits in loans secured by an interest in real property of a resi-
dential nature, and in other loans authorized by section 5(c) of the
Home Owners Loan Act.

Does this new definition extend to the associations’ lending powers
they have never had before?

Mr. Stobparp. At the present time most associations can loan 20
percent of their assets in other than residential mortgadfje loans.
Within the last year or year and a half they have been rapidly filling
up this allocation because of their inability to get good conventional
mortgages, residential loans at the rate they want it. They have
moved into the motel field, the country club field, the apartment house
field. and many others. At the present time, most associations can—
I may be wrong on this, but I think that most associations can—loan
20 percent of their assets or their share accounts in other than one- to
four-family residential mort units.

I do not know whether this particular language adds to that or not.
I have a hunch it does, but that isall.

Senator BexNETT. Some savings and loan associations have a stock
base rather than being completely mutual.- Do you have any idea what
the proportion of the industry is that is represented by these stock

coxillpameﬂ )
r. STopparp. I did know it once. It is either 8 or 13 percent. I
think it is probably 13 percent. Most of them are located in the State of
California. There are many States which prohibit it.

In our own State of Michigan. for example. vou cannot have a stock
company. Inoticed in our neighboring State of Tllinois, many mutuals
recently have been toying with the idea 8f converting into stock
companies. :

-
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Senator BENNETT. I know it is permitted in my State of Utah, and
some of the mutuals have become stock companies,

Do the stock companies enjoy the same tax status as the mutual
companies?

r. Stopparp. They do.

Senator BENNETT. Turning over to the banking side, there are still,
I suppose, some stock saving banks?

r. STopparD, I believe there are; yes. ‘

Senator Bennerr. And they are taxed on the same basis as the
stock commercial banks? ‘

Mr. Stopparp. Yes. I think this committee will be fortunate to
hear from a man I met here today from Georgia who, I believe, oper-
ates éz stock savings bank. He is taxed just as commercial banks are
taxed. : ‘

Senator BENNETT. So we have some other areas of possible tax
inequity because of the changes in the pattern inside the two agencies.

Mr. Stopparp. That is correct.

Senator BENNETT. Maybe, Mr. Chairman, what we should do is to
consider a proposition to give commercial and stock savings banks the
right to pay a 40-percent tax on their Y_{oﬁts earned on mortgage
business, and provide equality that way. How would you like that?

Mr. Stopparp. Well, you would send me home happy if you want
to do that, but I'm afraid it wouldn’t raise much tax revenue.

Senator BEnNETT. I have no further comment.

The CraRMAN. Senator Douglas?

Senator DouaLas. No questions.

The CaamumAN. Senator Curtis?

Senator Curris. Mr. Stoddard, just so that I can be clear, in your
statement you say :

Second, as already shown, the mutual savings banks and savings and loan
associations paid Federal income taxes of about 1 percent of their net income,

whereas banks paid 40 percent.

Is this 40 percent of taxable income or what ?

Mr. Stooparp. Yes. The operating profit of commercial banks in
1960—this is from the Federal Deposit Insurance Corporation re-

rt—was 33,791 million. They had a nonoperating loss of $404 mil-
ion, leaving a gross profit of $3,387 million on which they paid income
taxes of $1,384 million. .

The income they get from municipal bonds is tax exempt, but I
yon}id like to point out, Senator, that there is no particular percentage
mn that.

We faced that problem in our own bank this year. The rate that
we could pay on savings was increased to 4 percent. We elected to
pa{‘} percent, and so notified our people.

e could then do one of two things: We could exchange some Gov-
ernment bonds we had, yielding us 3 percent, for some tax-exempt
municipals yielding us 3 percent, and in this way cut down our income
tax, or we could buy municipals, but we elected to go the other way.

We could go out and purchase $50 million of insured mortgages on
a sl ge;)rcent fyxeld basis in the secondary mortgage market, which we
did.  So the fact that you are exempt on a part of your income does
not help you much in the banking business because you can either take
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a 8-percent tax-exempt municipal or a 6-percent loan. It is six of one
or half a dozen of the other. ) .
Senator Curtis. I understand that. I just wanted to get it clear in
my mind as to what you referred to.
at are the restrictions on what Federal savings and loan com-
panies can loan money for? Are there any# )
Mr. Stopparp. Yes. As I understand it, 80 percent of their loans
have to be in the field of one- to four-fum'ﬁy residential living units,
and some 20 percent can be loaned for a defined class of other type

loans,
There are places that I do not think they can loan this 20 percent,

but they certainly can in the mortgage flald. _

Senator Curtis. What does that 20 percent have to consist of ¢

Mr. Stopparp. It is 20 percent either of the share accounts or of their
total assets, I am not quite sure, )

Senator CurTis. at can they loan it for?

Mr. Stobparp. They can loan it and take a mortgage on a property
of the United States Szee] Corp., for example.

Senator Curtis. But must 1t be real estate, a real estate mortgage?

Mr. Stopparp. I think it must be real estate; yes, sir. They can
make so-called title I FHA improvement loans, but that is related
closely to real estate. I would say, for practical purposes, in the real
estate field; yes, sir.

Senator Curtis. In other words, substantially all of it must be
made on real estate of some kind.

Mr. Stopparp. Yes. I think that is correct.

Senator Corris. What are the restrictions on a national bank?

Mr. Stopparp. The national banks can loan on insured mortgages,
FHA mortgages; there is no restriction as to the amount of our sav-
ings we can loan there.

enator Curtis. What else can they invest in ¢

Mr. Stopparp. We loan on every kind of imaginable thing for which
a human wants to borrow money from a bank.

Senator Curtis. Are they restricted in any investment and, if so,
what are they ¢ ,

Mr. Stobparp. Oh, yes. We are restricted as to the type of cor-
poraté bonds we can bug'.

Senator Curtis. And the percentages?

Mr. Stopparp. No, not necessarily. I did not finish my answer to
you fully, Senator.

Senator Curris, Excuse me.
Mr. Stopparp. We can only lend 60 percent of our savings and time

accounts in conventional mortgages. On FHA; however, there is no
restriction, ’

Senator BENNETT. You cannot invest in corporate stocks?

Mr. Sropparp. No; we cannot invest in corporate stocks, -

Senator Curtis. That is what I wanted to have you comment on.
What can you invest in and loan for and what can’t you ¢

Mr. Stopparp. We are denied, very properly, investment in stocks.
We cannot hold any stocks. Our limitation as to what we can invest
in real estate is confined to our own banking house and maybe a park-
ing lot next door. We cannot go out and buy raw and unimproved
land, or loan in that field, which many savings and-loans can.
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So, we have quite definite restrictions in the mortgage lending field
so far ag real estate is concerned. Other than that, the places in which
a bank loans money are so numerous that it would be impossible for me
or anyone else to sit here and go through a list of items on which we can
loan money.

Senator Kerr. Would the Senator yield ¢

Senator Curtis. Yes.

Senator Kerr. What percentage of your loanable funds can you
invest in real estate mortgages?

Mr. Srtopparp. For so-called conventional noninsured mortgages,
we can invest 60 percent of our time and savings deposits.

Senator Kerr. Sixty percent of your time and savin%s?

Mr. Stooparp. Yes, sir. If the bank had $100 million in time and
savings deposits, it could loan $60 million in residential and other real
estate mortgages.

Senator Kerr, Thank you.

Mr, Stooparp. That is the limitation, except for insured mortgages.
That was removed some time ago. It does not apply to FHA-insured
mortgages. It doesnot work against this percent.

Senator Kerr. And what you invest in insured mortgages is not
considered as against what you can lend; that is, the 60 percent of
your time and savings deposits in conventional mortgages?

Mr. Stopparp. That is correct, Senator Kerr; yes.

Senator Corms. Mr. Chairman, I shall not take more time.

Senator Kerr. Then I would like to ask another question. What
rate olf inte?rest do you have available now for conventional home mort-

age loans
8 r. Stopparp. Six percent is the going rate. If a man walks into
our office and puts up a good argument and has a good loan, and we
go down to 5.5, we do not let him go out of the door without going to
5.5. Basically in Michigan, the rate of interest is from 5.5 to 6 per-
cent on mortgage loans.

Senator Kerr. What period of time?
Mr. Stopparp. On conventional mortgages we can now go as long

as 20 years, providing the loan is amortized monthly: interest, prin-

cipal, taxes, and insurance.
enator Kerr. There is no big balance at the end of the term?

Mr. Stopparp. No.
Senator Kerr. It is completely amortized at the end?

Mr, Stopparp. Yes, sir.

Senator Kerr. Is the 6 percent on the remaining balance?

Mr. Stopparp, It is 6 percent on the unpaid balance.

It is an actual, “honest,” if I may use the expression [turning to
Senator Douglusj, disclosure of 6 percent; yes, sir.

Senator Dovaras. Thanhk you. I appreciate that very much, and
I wish the other bankers would take that to heart.

Senator Kerr, Thank you, sir,

The Crzamaan. Senator Hartke.

Senator Harrre. I did not hear you, I am sorry I was not here,
when dyOu,made the statement—outside of your statement here—in
regard to the time deposits which had increased in the first 8 months
for commereial banks, ,

7
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My, Stopparp. In the first 2 months, the time de%osits and savings
have increased some $4 billion in the commercial banks.

Senator Harree. $4 billion ?

My, Stopparp. Yes, sir. . .
Senator HarTEE. Do you have the amount that was increased in

the amount of nontaxable securities or government securities
Mr. Stopparp. No, I do not haveit.
Senator Kerr. In what, Senator?
Senator HarTkE. In tax-exempt bonds.
Senator Kerr, Municipals.
Senator Harrke. Municipal bonds or otlier similar bonds.

Senator Kerr. Tax-exempt. )
Senator Harrre. Tax-exempt securities. He said he did not have

that, as T understand it.

Mvr. Stopparp. No, I do not have the amount.

Senator Hartee. I am sorry I was not here again, but did you give
the amount that had been invested from your time deposits and sav-
ings in these first 3 months, and then as to mortgage loans?

Mr. Stopparp. Yes. I was curious, Senator, when I heard your
statement this morning about only $200 million going into mortgage
loans because our own bank and one other in Michigan have already
contracted for $100 million of residential mort%:a,ge loans.

Senator Hartre. Maybe you have done half the business.

My, Stopparn. I know one bank out on the west coast that is seek-
ing, at the moment, $200 million of good residential mortgage loans,
The timelag is such that I do not think you can take only 2 months
and use that as any guide to predict what will happen.

Senator HArTRE. I gather from what you said, though, these were
not in primary mortgages.

Mr. Stopparp. No, we cannot get the primary mortgages at the
moment.

Senator HARTKE. And yet you cannot get the primary mortgages,
but the banks are organizing an aggressive campaign to get them.

_ Mvr, StoppArp. Yes. When a bank is paying 4 percent on savings
it looks around to see where it can invest these savings, A bank
that can get a good 6-percent residential mortgage is going to get
that mortgage if it can. There is enough margin between the 4 and
the 6 percent to justify seeking that type of investment. »

t Senator HarTke. I understood you to say they were not available
0 you.

Mr. Stopparp. Not at the moment, no. Building during the win-
ter months is very slack in our country. We do not get building
underway until late April or May. -

Senator HarTkE. I see.

Mr, Sropparo. So the flow of mortgages into a bank at the mo-

ment is very low. .
Senator HarrkEe. Is there anticipation by the banks that it is going

to increase substantially ¢
Mr., Stopparp, As we examine the field in the State of Michigan,

which has a population of 8 million, the major reason we decided to
buy in the secondary market was because e did not believe in the
next year in Michigan there will be enough new mortgages offered

to banks to satisfy our loan requirements. -



REVENUE ACT OF 1962 1277

In other words, the supply of money will be substantially greater
than the demand for mortgage loans in the State of Michigan for
the coming year. :

Senator Harrke. In substance, then, what you are saying is you
are aggressively organizing your banf{ing activities to secure sec-
ondary mortgages. ,

Mr. Stopparp. Well you do not have to organize ag%ressive,ly to
do such, Senator, In periods when the demand exceeds the supply of
funds. The Federal National Mortgage Association has bought, I
think altogether over the years, some $12 billion of mortgages. They
have several billions now of unsold mortgages on hand, and at a price
they will sell those mortgages to banks or others who need them as
investment, ,

At the moment both the Federal National Mortgage Association
and the VA are out merchandising mortgages in their portfolios to
encourage the banks to buy them and carry them in the banks’ port-
folios where they really belong, anyhow.

Senator Harrre. You do not need an aggressive campaign to get
those funds out of their portfolio into yours.

Mr. Stopparp, No. That is just a question as to whether you pay
the price that they ask. :

Senator Harrke. You do not anticipate there is going to be any
substantial increase in the primary mortgage field ?

Mr. Stobparn. Quite to the contrary, I look for a slight decrease
lin the rate of interest that borrowers will have to pay on mortgage
oans.

Senator Harte. Then T am confused as to why you are aggres-
sively organizing to secure mortgage funds in the primary field which
are not going to be existent.

Mr. §'rommm). If we do not organize, Senator, to get these mort-
gages, somebody else will get them. We are going to pay 4 percent
on savings, and we want to get the 6 percent or 5.5 to 6 percent return
for investing these funds. It is just that simple with us,

Senator Harrxe. It sounds to me like what you are going to do is
go into the secondary mortgage field with an aggressive group in a
market which you, by your own admission, say does not exist.

Mr. Stobparp. Maybe I have not made myself clear.

I will just state the problem that our board had to face. In our
own bank, since the first of the year, our time and savings deposits
have increased $36 million. On that we are paying approximately 4
percent. We have to put that money to work. »

Senator Flarrke. You have got $36 million, is that right

Mr. Stopparp. Of an increase in deposits since the first of the year.

Senator Harrre. $36 million ¢

Mr. Sropparp. That is right.

Senator Harrrr., All right,.
Mr. Stobparp, We have to put that money to work, We can buy

tax-exempt municipals, which we decided not to do.
Senator Harrke., You decided not to do that$
Mr. Stopparo. That is correct.

Senator Harrke, All right.
Mpr. Stopbarn. We can go out and buy from FNMA, FHA, and VA

mortgages that will yield us 5.5 percent. We elected to do that.
82100—02—pt. 4~ —7 !
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So, a very substantial portion of this increase in deposits has already
been committed in that fleld. We have taken the mortgages away
from a Government instrumentality and put it back in the commercial
bank where it belongs. . .

Senator Harter. To what extent have you, at this present time,
either contracted for or committed yourself on the $36 million ¢

Mr. Sropparp. Our own bank and one other bank larger than ours
in Michigan have bought all of the VA and FHA mortgages now
available in the State of Michigan.

Senator Harrre. How much was that, do you know?

Mr. Stopparp. Better than $100 million.

Senator Harrke. $100 million.

Mr. Stopparp. Yes, sir; except we did not buy those on which they
are asking for a premium.

The mortgages of the Federal National Mortgage Association that
bear a 5.75 percent interest rate are selling at a premium of 102 or
103. We dig not buy those. In a few months we might be sorry we
did not, but we did not. We just bought those we thought we could

buy for less.
Senator Hartke. You paint a rather gloomy picture then for the

homebuilding industry.

Mr. Stopparp. Oh, no. Quite the contrary, the homebuilding in-
dustry will have all the money it needs. The homebuilding industry
isf going to have all the money it needs, as it has now. There is no lack
of money.

Homebuilding is not suffering anywhere in the United States today
because a homebuilder cannot get mortgnge money. Mortgage money
is out seeking builders to secure mortgage loans. We are chasing them
down every street we know of,

We follow the steam shovel around to the lots in every ~ommunity
when we see them, to try to see if we cannot make a mortgage loan,

Senator Harrke. But you do not see a substantial inerease in the
homebuilding rate in Michigan?

Mr. Stopparp. No. I would think that probably six—

Senator Kerr. He said an increase in the interest rate. I think he
said the interest rate.

Mr. Stopparp. I said interest rate.

Senator Harrke. Then I misunderstood you. I thought you told
me a few moments ago that you did not feel there was an opportunity
for investment in the primary mortgage field of a substantial nature
in Michigan, that it would be in the secondary market.

Mr. Stopparp. We have exhausted the secondary market. We are
going to have enough funds to do that and still loan all the funds in
the primary market that we can find placesto lend.

Senator HarTke. Then I asked a question which I thought maybe
I misunderstood you, as to how much you had invested so far in the .
primary market, isn’t that right, in the first 2 months?

Mr. Stooparp. Yes. We have obligated ourselves to purchase $50
million of insured mortgages.

Senator HArTkE. In the primary market? :

Mr. Stooparp. No; in the secondary market. . In the primary mar-
ket, at the end of February we had about $6 tillion of commitments
outstanding. I have not seen the March end-of-the-month figures.
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Mr. HarTke. $6 million?
~ Mr. Stopparp. There are people who come in and ask for loan com-

mitments in advance. We had about $6 million of such commitments;
¢s, 8ir. : :
y Senator HARTKE, My understanding, not in regard to the rate of
interest, but as to the rate of increase in the primary mortgage field,
was, you said, you did not anticipate an increase,
Mr. Stopparp, We will be confronted with the task of investing ap-
proximately $5 million & month in real estate mortgages during all of

1962.
Senator HArTke. Is that all, $5 million a month in the primary

market ¢ )
My, Stopparp. In the primary market, in addition to what we have

already done in the secondary market.

Senator Harrre., In addition to what you have done in the secon-
dary market.

Mr. Stopparp., That is right.

Senator Hartre. Which means in the next 9 months about $45 mil-
lion will go into the primary market, is that right ¢

Mr, Stobparp. Yes. But there is another factor that works against
our coming up with a more impressive increase. Mortgages are all on
an amortized basis, Even 20-year mortgages do not stay with the
lender for 20 years; the average is closer to 12 years. As a result each
month we have to make a very substantial volume of new mortgage
loans to just meet the payments we get in from the amortization of
the older ones.

Senator HARTKE. So, in substance, what you are saying is basically
you anticipate your portfolio is going to increase in the prima?r mort-
gage field since you have a substantial increase in time and deposits

0
which are availa{)le if you had the demand in the primaryl market

mortgage field. .
Mr. Stopparp, We live in a competitive world. If we get busy and

o out and get the mortgage loans and our competitor is not quite as
%usy and does not get them, we come off a little better than-he does.
That is just a matter of internal competition between banks and sav-
ings and loans. .

%senator Harrre. I have gone around several times, and I am go-
ing to ask you again, But what I have come out with as a conclusion,
and I just want you to know what you have left me with, you have
left me with the impression—perhaps not the other membérs of the
committee—that time deposits and savings have increased substan-
tially as a result of the increase in interest rates; that this basically
has gone into the secondary mortgage fleld and has presented, as far
as the primary mortgage field is concerned, that it is not going to have
any material effect on it whatsoever, not the question of the avail-
ability, but the actual investments so far ag the banking facilities that
you are controllin%Or that you see yourself,

Mr. Srooparp, Well, I guess I have not made my communication
as clear as I would like, Senator, aid I apologize for it. But what I
am saying is this: At the moment our incrense in time and savings de-
posits has exceeded our ability to place this mofey to work in the
primary mortgage field. Therefore, we went into the secondary

mortgage field.

/
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Now, as the year goes on we will be able to generate more new
mortgages in the primary field, and won’t be back again this year
in the secondary mortgage field. )

Senator Harrxne. I understand that, But you will have to do some-
thing about these additional funds which go into your time deposits
and your savings accounts and thus again it is going to present the
question again to your board of directors as to whether you are going
into tax exempt securities.

Mr, StoppARD, A iart of that answer is obvious today. The Govern-
ment bond market has become very strong in the last few months,
At the moment Government bonds are selling for the highest price
they have in many months, Many banks, taking on a 4-percent sav-
ings account at the moment and, not having any place to put it to
work, proceed to buy a Government bond on which they get a 4-per-
cent yield. So at least for the time being they are warehousing this
money and not having it cost them anything to warehouse it until they
can locate a more profitable place to invest it.

If they do not put it to work, they have a 4-percent cost which
goes against their earnings. There is a great deal of warehousing
right now on the part of banks, even in municipals,

ater on, if they can ﬁet a chance, to get a §oo 6-percent mortgage
many of them might be disposed to sell a municipal and put the money
to work in a mortgage—when they can get a good mortgage,

Senator Hartre., That is all.

Senator Bennerr, I have one more question, Mr. Chairman.

For the record, what is the Roth committee ¢ )

Mr. Stopparp. I am very pleased that you asked that. Mr. Arthur
Roth is here in attendance. He asked me to speak for the Roth
committes. We have been associated together for many years,

Early in our association work he felt that the mutual savings banks,
also members of the ABA, would not be haipy with the movement
to subject them to the same taxation to which commercial banks are
subjected. Mr. Roth brought the matter to the attention of the
American Bankers Associaion at their meeting in Chicago.

Many of us worked with him. It ended up that the mutual savings
banks were not invited to leave the association, but many of them
voluntarily did as the result of the action we took.

We felt it was diffictilt to set our association poligy if a large seg-
fnlxﬁ?t of tl&e membership was on a tax-free basis, and the others were

ly taxed.

Ir{the view of some of us who belonged to the association, it created
a rather difficult working arrangement. Therefore, the Roth com-
mittee came into existence, Thatis the background. .

Senator BENNETT. And the Roth committee is still in existence ?

Mr. Stopparp. It is, | . ,

Senator BEnnNeTr. What isits current funétion{ .

Mr. Stopparp, Working on securing, as nearly as we can, tax justice
or tax ﬁlaﬁ%between banks and savings and loans, and mutual sav-
ings banks, This is basically the same function it always has had.

%senator BennerT. Itisanarm of ABAY? ‘

Mr. Sropparp. No. It isan independent organization,

L[4
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I might introduce Mr. Arthur Roth. I will also say this: He has
the distinction of operating what many bankers consider the most
successful bank in the United States today. ’ )

As we look over the returns from all the larger banks, ]udﬁe‘sd by
the standards that we apply to the banking business, Mr. Roth ha
for many Jea,rs, operated one of the most successful, useful banks in
the United States. I am very pleased to be associated with him in the
Roth committee,

Senator BeNNETT. What is the name of his bank ¢

Mr. Stopparp. Pardon mef

Senator BENNETT. What is the name of hisbank ¢

Mr. Stopparp, The Franklin National Bank in Long Island, N.Y.

Senator Kerr, Where
r. Stopparp. Long Island. Its headquarters are at Franklin

M
S?Iare, Long Island.

e just handed me a statement at noon. His institution is not
small,  On March 81 the Franklin National Bank had total assets of
$876 million compared with $717 million a year ago, so he is doing
vex&y well,

he CrARMAN, Thank you very much, Mr. Stoddard. )

Mr. Stopparp. I might say that we have worked in complete unity
and harmony with the American Bankers Associntion and the three
other national groups representing banking, '

There has been a constructive exchange of views, give and take,
So far as this problem of tax equality, I think we can say ws are 100
percent united with these other associations,

The CuAmrMAN, Thank you very much, sir.

Mr. Stopparp. Thank you, sir, i

The CrairMAN. The next witness is Mr. L. Shirley Tark, Bankers
Committee for Tax Equality.

Proceed, Mr. Tark.

STATEMENT OF L. SHIRLEY TARK, BANKERS COMMITTEE FOR TAX
EQUALITY

Mr. Tark. Mr. Chairman and members of the committee, my
name is L. Shirley Tark. I am chairman of the executive com-
mittee of the Main State Bank of Chicago, Ill. I am here to express to
this most important committee of the Senate, the views of the Bank-
ers Committee for Tax Equality on a matter which concerns both the
balance between revenues and expenditures in this tax bill and the
competitive situation in the savings industry. :

Our committes represents nearly 6,000 commercial bankers through-
out the United States engaged in the field of commercial and savings
banking. Mr, Chairman, these bankers are good citizens, interested
in the affairs of their own communities, of their respective States and
of the Nation. Right now, on April 11, they are especially aware of
their role as taxpayers. As their representative, I come before you
today in su %ﬂ; of the conclusions contained in the Treasury Reﬁ)ort
of July 14,’5 1, which could have collected in 1963 some $416 million
in mitch needed Federal tax revenue by placing the savings and loan
associations and.inutyal savings banks on essentially the same tax
basis as the commercial banks, ~ S
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May I a%ain express my deep u&preciatiox} for the privilege of ap-
pearing before this committee on this, my third visit, In my first ap-
pearance for the Bankers Committes for Tax Equality in July 1951,
our presentation was directed to the fact that savings and loan asso-
ciations and mutual savings banks were not entitled to continued
tax exemﬁ)tion, first, because they were no longsr mutuals and second,
because they were oi)viously engaged in business for profit and in com-

etition with other taxpaying businesses, Passage of the Revenue
Act of 1951 validated these contentions.

In April 1964, the Bankers Committee’s testimony was directed to
the proposition that tl:e tax formula adopted in the Revenue Act of
1951 should be amended to tax effectively the net incomes of savin
and loan associations and mutual savings banks at the Federal level,
We pointed out that this objective could be accomplished by requirin
these institutions to determine their bad debt reserves in the identica
manner permitted commercial banks, The Bankers Committee has
stressed, continually, its objective of attaining tax equality through
legislation which would subject associations and savings banks to the
payment of Federal income taxes on the same basis as competing banks
rather than by legislation to relieve the commercial banks, them-
selves, from the payment of full taxes.

The original recommendations, submitted to the Ways and Means
Committee in the Treasury Department Report of July 1961, com-

letely affirmed the position of the Bankers Committee for Tax Equal:
1ty in its presentations to your committee in 1954, X

First, the Treasury concluded that—

This spectal bad-debt reserve provision has kept these institutions (mutual sav-
ings banks and savings and loan associations) virtually tax-exempt because they
may accumulate $12 tax free for each $100 of new deposits.

Second, the Treasury in its recommendations for taxation suggested

that these institutions—

be allowed to retain earnings tax free only in accordance with a bad-debt reserve
formula comparable to the formula applied to commercial banks; that is, their
bad-debt reserve celling would be limited to three times thelr average annual loss
experlence over the worst consecutive 20-year period since 1927,

The Treasury estimated that this would produce an average bad-
debt reserve ceiling of between 2 and 3 percent of uninsured loans
which would be comparable to the average ceiling of 2.4 percent
apghcable to conmercial banks.

hird, the Treasury noted the possibility of alternative methods of
taxation irieliding (2) full taxation, and (b), transition over a period
of either 2 or 4 years. B

The Ways and Means Committee, in its tentative decision to tax ina

more effective manher these mutual financial institutions, followed

substantially the Treasury suggestions. . .
In its release of January 30, 1962, the committee stated:

The committee tentatively decided on a system for taxing mutual savings
banks and savings and loan associations, When the new provisions become fully
effective (1968), such organizations would be allowed a loss deduction, in lien
of the present bad-debt reserve, equal to 3.5 percont of the net inerease in all loans
made during the year. Where such an organization can show, based upon its
past loss experience, a need for a higher rate, under appropriate formulas to be
developed by the Treasury Department, such higher rate could be used.



REVENUE ACT OF 1062 1283

A transition period of 8 years was provided at less than the full rate
of taxation. During the first year a tax equal to 50 percent of the
regu]ar tax would have been paid; 6624 percent the second year;
8314 percent the third year; and full tax the fourth year. New
assoiziations would be permitted to build reserves up to the 3.5-percent
level.

In subsequent deliberations, the Ways and Means Committee de-
arted from these conclusions it originally reached—frankly, we pre-
¥erred the original position of the commaittee, based on the Treasu
recommendations, to the formula which was evolved in H.R. 10650.
Our committee now su]gports the latest position of the Treasury as
outlined by Secretary Dillon before your committee on April 2, this
ear.
d The committee’s departure from its tentative decision, that is the
Ways and Means Committee, introduced the concept of a transfer of
tax-free income to a bad-debt reserve equal to 60 percent of taxable
income. This would include 60 percent of the income derived from
Government securities and Government-guaranteed loans. That is
not permitted to the banks. In so doing, the House committee followed
a most unusual tax theory by permitting the establishment of -un-
lim]ited reserves ! which bear little or no relation to experience or
reality.

The Treasury characterized the old reserve of 12 percent under the
1951 law as a tax-free reserve for “catastrophic contingencies.” How-
ever, even this reserve for catastrophic contingencies was subject to
limitations—albeit these limitations were placed so high as to be vir-
tually inoperative. H.R. 10650, providing for the perpetual accumula-
tion of unlimited tax-free bad-debt loss reserves, cannot be justified
on any theory, not even on the basis of the loss experience of the great
depression. The mutuals have cited a study made by Economist John
Lintner, of Harvard, to support their argument that they need maxi-
mum reserves,

This study, made for the Massachusetts savings banks of their ex-
perience during the 1930’s, shows even the present reserves to be ex-
cessive,

Professor Lintner’s study demonstrates that although the aggregate
net losses on mortgages were 17.4 percent of the annual average port-
folio outstanding during the years 1930-45, these losses actually
amounted to only 1.16 percent of the portfolio of unforeclosed mort-
gaé;es outstanding during each year of the period. It is especially sig-
nificant that these losses amounted to less than one-fourth of the cas
income provided from home mortgages during these same years.

Thus, across the board, the savings banks were able, easily, to absorb
their mortgage losses out of current income. .

A similar study of the experience of savin%a and loan associations
for the period between 1930 and 1945, made by Dr. Raymond Gold-
smith, of Princeton, indicates that their average annual loss amounted
toless than 1 percent of the average mortgage portfolio.

2 4Your committee's bill does not impose any overall celling on the amount which may
be accumulated by a mutual savings institution with respect to its reserve for losses on
qualifying real propert‘y loans. owever, your committee intends from time to time to
review the status of this reserve to be sure that the balances maintained in these reserves
remain reasonable in light of the overall requirements of the mutual savings institutions.”
g.al‘lept. 1447. Revenue Act of 1962, l,uport of the Committee on Ways and Means,
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Actually, there is little inherent risk in the making of properly
amortized real estate loans, the principal business of savings and
Joan associations. Mortgage loans today are incomparably safer than
heretofore; for since the days of the depression significant changes
have taken place in the economy and in the banking business itself.
These include the ever-increasing role of Government in economic
stabilization as well as the monthly amortization of mortgages,
monthly cash deposits, mortgage insurance, and deposit insurance.

May I refer to the report of the Committes on Finance, U.S. Senate
re the Revenue Act of 1951. Discussing the relative safety of real
estate loans then made by mutual financial institutions, the report

states:

In any case, the investment of funds in real estate today is not a sign of in-
security in view of the fact that an important segment of such loans are backed
by the Federal Government. * * * Moreover, even the other real-estate loans
are more secure than formerly wans the case because of the present general use
of “declining balance” loans in lieu of the older “fixed amount” loans,

In the interest of getting directly to the point, Mr. Chairman, let
us reduce this subject to its simplest form. What are we really talk-
ing about here? We are talking about financial instititions that have
assets of nearly $125 billion and net operating income after the pay-
ment of dividends approaching $1 billion. Yet, H.R. 10850, the reve-
nue bill of 1962 now before you, anticipates raising only $160 to $200
million in Federal income taxes from these so-called mutual thrift
institutions. This is the result of allowing these institutions unlimited
bad-debt loss revenues to which tax-free transfers can be added per-

tually at a rate equal to 60 percent of income. Why are they en-
titled to this new form of limited tax exemption? Is this tax prefer-
ential justified? The Ways and Means Committee points out that the
bad-debt reserves of mutual savings banks already have reached an
amount equal to 10 percent of their deposits and those of savings and
loan associations average 8 percent of their share accounts,

The Treasury Department has pointed out that savings and loan
associations and mutual savings banks should accumilate their neces-
sary reserves just as banks and other businesses—after taxes. The
6,000 bankers who constitute the Bankers Committee for Tax Equality
want just that—tax equality. ’

Our comntittes seeks no favors for commercial bankers at the coun-
try’s expense. We are not asking that tax equality be achieved by
raising the bad-debt reserve permitted the banks to equal that granted
the savings and loan associations. While otir Federal Government’s
need for revenue is so great it would be immoral for the banks to
seek egual ity by this method.

In fact, it seems apparent that our country’s nced for revenue is
so urgent that maximum taxation right now iy imperative. Every
single day we delay means a loss of between fialf and three-quarters of
& million dollars in tax revenues for defense and for the welfare of
our citizens, - '

I hope I have made our position clear from my testimony, We be-
lieve, as does the Secretary of the Treasur§, that the reserve provision
now contaihed in H.R. 10680 is far more gererous thin'is warranted
by any reasonable concept of a bad-debt reserve. The alternative de-
duction of an arbitrary 60 percent of the retained income of these
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organizations is obviously not related in any way to actual loss ex-
perience and can, in fact, be made in perpetuity. In effect, this latter
provision removes nearly one-half of their income from taxation and
n so doing greatly reduced the revenue to the Federal Government.

Since revenue is, of course, one of your committee’s prime considera-
tions, our group, while supporting Secretary Dillon’s current posi-
tion as outlined on April 2, wishes to call attention to the Secretary’s

revious recommendations contained in his report to the Ways and

eans Committee July 14, 1961. Under “Methods of Taxation” the
Treasury provides for: “(e¢) Full taxation” in a manner generally
comparable to that imposed on other corporations and financial insti-
tutions in particular; or () Transition,” under which mutual thrift
institutions would be allowed a “true” bad-debt reserve and in addition
would be allowed to deduct for tax purposes a diminishing percentage
of any additional retained earnings over a 2-year or a 4-year period
of transition. The first alternative (@) would produce more revenue
immediately than would H.R. 10850, The second alternative (b), at
the end of the transition period, would provide the same revenue as
alternative (a). Depending on the length of the transition period,
there would be a year or two when (5) would produce less revenue
than H.R. 10850, but only for a short period.

The Bankers Committes for Tax Equality also wishes to point out
the fact that the bill now before you, as well as Secretary Dillon’s
latest recommendation, would permit each mutual savings institution
to decide every year which formula would result in its paying the least
taxes. Government revenue would suffer accordingly. ‘

Myr. Chairman, on the issue of tax equality, the five national organi-
zations of the commercial banking industry join with President Ken-
nedy, who said in his budget message—
the tax-deductible reserve provisions applicable to mutual savings banks
and savings and loan assoclations shotild be amended to assure nondiscriminatory
taxation among competing finanecial institutions.

Having no desire to harm either the savings and loan associations
or the mutual savings banks, we would not want more. Knowing our
country’s need for revenue, we see no valid reason for stoppihg short
of the goal the President has set. ,

We thank you, Mr, Chairman, and members of the Senate Finance
Committee, for this o portunity to ap,gear today.

The Cuamrman. Thahk you, Mr. Tark.

" Senator Douglas. y |
Senator Douvar.as. Mr, Chairman, I have known Mr, Tark as a ve)
able batiker in Chicago. I was interested in many features of his
testimony, but I was impressed with the fact that he spent all of his
time discussing the taxes which'the savings and loan associations and
the mutual sa,vin%s banks should pay, and he did not touch on the
subject of withholding, whereas this morning the American Bankets
Association s&)ent a good deal'of its time on the subject of the 20-per-
cent withlislding taxes. \ . o .
; Its? that accidential, Mr. Tark, or do-you have opiniofis on the sub-
jec ( | , : '

Mr. TArg. I have a very decided opinion, Senator Douglas, -
Senator Doveras. I would be very glad if you woild now share
your opinions with us, You haye kept them under a bushel thus far,
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Mr. Targ. I had no intention of speaking on the subject of with-
holding, frankly, because I am not opposed to it.

Senator Douaras, Pardon {

Mr. Tark. Iam notopposed to withholding.

Senator Douaras. You are not opposed to withholding ¢

Mr, Tark. No, I did not intend to speak on it garticularly in
view of the fact that I had only 15 or 20 minutes, and I thought time

was so limited.
. Senator Doucras. If you are not opposed to it, are you in favor of

it?
Mr. Tark. You have given me that opportunity, if I may go on.

Senator Dovaras, Certainly. This is both unusual and very wel-
come,

Mr. Tark. I wrote out my answer in case one of you gentlemen
asked a question. May I read it to you?

Like the representatives of the commercial banks, the savings and
loans and mutual banks, I, too, support the basic premise that all
taxable income should be reported and paid. They all say that.
However——

Senator Doucras. Then they say “but.”

Mr. Tarr. However, whereas they find many objections to with-
holding, such as describing withholding as impractical, confusing,
irritating, and imposing unreasonable hardships and inequities on
widows, orphans and the tax-exempt institutions, and imposing an
undue burden and expense upon banks and others, whereas that is
their viewpoint after their basic agreement with the principle, I, on
the other hand, prefer to think of this problem from another view-
point.

I do not deny that there will be some inequities and injustices, Nor
do I dispute that there will be burdens imposed upon the payers,

I hope they will be kept to an absolute minimum. What concerns
me more is the basic facts that taxes should be levied fairly, honestly,
and without diserimination or favoritism, and that taxes should be
reported and paid by all alike. ,

Obviously, if a large segment can and do escape their responsibility,
others may justifiably rationalize that they are being victimized when
th% ipa?; their taxes in full, ‘

thholding does not impose a new tax liability where one does
not already exist. It is merely a mechanism of collection. Almost
100 percent of the people who will be affected by withholding are
already liable for the payment of taxes.
. Comparatively speaking, only a small segment will not be liable
for the payment of taxes withheld, and it is this little group that will
be inconvenienced and probably some of them will be hurt,

Those who oppose withliolding emphasize-that some people will
be hurt, and by so doing they have created an antagonism and an op-
position to the whole idea of withlf()ldin%. :

I prefer to stress that withholding is a means of collecting taxes
from those who-do not and would not otherwise pay them, and essen-
tially this law operates in a spirit of faifness to the large bulk of
Americans who do pay their taxes honestly. * 3

{
!
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I have appeared before you today submitting that the net incomes
of savings and loan associations and mutual banks should be taxed
similarly to that of banks and other financial institutions.

It would be inconsistent and inequitable for me to urge you to
adopt legislation looking to the collection of taxes from a grou
that are presently unfairly exempt from the payment thereof and,
at the same time, contend that I am opposed to legislation which is
aimed at collecting of taxes from those who are presently liable there-
for but are not paying them,

If evergone reported and paid his tax on interest and dividend
income, there would be no necessity for this legislation. However,
unfortunately, we know that this is not so.

Hence legisfation which is, to a degree, burdensome and obnoxious
must be passed to enforce collection of taxes from those who are less
than com})letely honest. Very likely, your committee will find ways
to simplify the withholding procedure and make it the least burden-
some possible,

However, I think the withholding section of the tax bill, procedur-
ally improved, if possible, should be passed, so taxes can be collected
star{:ing with 1968, and not be deferred for several years or indefi-
nitely.

Doyes that answer your question, Senator Douglas?

Senator Dovaras. I want to congratulate you upon that statement.
I hope that copies of it may be circulated to all the members of the
American Bankers’ Association so that they may read it in the morn-

ing,
% would like to ask is this statement simply submitted by you indi-
iv;ﬂiduallly ?or do you speak for the Bankers’ Committee for Tax
Jquality :
r. Targ, That is the position of the executive committee of Bank-
ers’ Committee for Tax Equality and of myself, personally.
Senator Doucras. So I understand you to say that the Bankers’
Committee for Tax Equality takes this position ¢
Mr. TArk.: Yes, that is right. That is the position of the Bank-
ers’ Committee for Tax Equality as adopted by the executive com-
mittee. We so testified last May, I think, or August, some time last
year before the Ways and Means Committee. A letter went forth to
all of our menibership telling them that I was going ‘to so testify.
Senator Dovaras, Did thay object? L
[LMr. }'II‘Ami. Oh, we might have had a handful of letters objecting.
aughter., _ .
I want to make this clear, Senator. You asked me did they ob-
ject. What I say will not make me poptlar with some of the bank- -
ers in back of me, nor will it make me popiilar with the mutual sav-

ings bankers, B :
Senator Dovaras. It makes you-very popular with the American

pegple, Mr, Tark. , ‘
. TARKE, I hope that will be recognized. When spokesmen come
before you and sit here and say to you “I speak for 80,000 members,”
“1 s%eak for 100,000 ' members,” to a great degree it is misleadinﬁ. The
big bulk of mémbership'in every organizatioh do not lead, they fol-
low. The so-called leadershig sets forth the policies, and then they
go out and sell those ideas to h/eir membership. They propagandize
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them, and thei' ublicize the ideas to them. For example, if you

yo out and tell the people how burdensome withholding 18 going to
and how terribly costlg' and expensive it is going to be, obviousl

those people out there in the grassroots are going to answer you bac

and agree that it is burdensome.
We wrote this letter I have referred to before telling them we,

the members of the executive committee, were going to support with-
holding. We cannot see how we can conscientiously ask for tax
equality vis-a-vis the savings and loan and mutual savings banks and,
simultaneously, say to you, “But, no, don’t you affect us in any way;
don’t you put a burden upon us; we will not assist you in co lectin%
a billion dollars of taxes that are going down the drain right now.

Last year I went around the country making talks on tax equality
at various bankers’ conventions and conferences, and so on, I had the
question put to me “Why are you for withholding?” And when I ex-
plained to them how the Treasury told us the mechanies of withhold-
Ing would work, in many instances almost 100 percent of the fears
which they had when they asked the (%wstion were dispelled.

I have no doubt there is going to be some burden, but T think that
is up to you gentlemen of the committee and the Treasury Department
to make it as smoothly operated as possible.

I will tell you what is going to make it a lot more difficult. The
original scheme of things advanced in the discussion on withholding
last year, called for a flat 20 percent to be withheld from the amount
of interest we would pay. It was a very simple thing to do that.

Senator Dovar.as. With no listing of individual names. °

Mr. Tark. No listing or reporting of names.

Senator Douvar.as. Or addresses or amounts deducted ¢

Mr. Tark. None of that at all. 'We did not talk particularly about
exemption certificates on the theory that it would be up to the Treasury
Department to put into effect an effective and efficient refund system.

Senator Douaras. In other words, there was no provision for ex-
emption of those over 65 or those under 18.

Mr. Tark. None at all. It was not in there. That original system
provided for a very easy method of doing it.

Then, along came the objection to the whole idea of withholding.
Some of those who objected started to stress the symg)athy approach,
and T do not blame them. Then came alon% people like myself who
are over 65 years of age, and who many feel should be given breaks
because they need them so badly, so they were given the right to file
an exemptioh certificate. Those under 18, and others are now allowed
exemption certificates, making it burdensome. , |

Senator Dovaras. Did not many of the banks urge that these
exemptions be granted? '

Mr. Tarr. Yes, noquestion about it. . . .
Senator Douvaras. Now that the exemptions have been granted at

their request they claim this would cause too great an adiniriistrative
burden on them. :

Mr. Tark. I agres with you on that, even though I make myself

very mg)opular. ‘ ,

‘The Cramman. Mr. Tark, were the membership of the Bankers’
Comniittee for Tax Equality—how many members have théy got?
! N . : ‘ :

’
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Mr. Targ. Approximately 6,000, Mr, Chairman. .

The CualRMAN., How many bankers? |

Mr. Tare. What isthat ¢

The Cuamrman. Of the total number of bankers.

Mr, Tarx. I would say in the United States it is between 14,000
and 15,000, There is a great overlapping, Mr, Chairman. The people
who are our members may also be members of ABA and of the IBA.,
There is an overla Xin because ABA will testify they represent
13,000 or 14,000; IBA, about 6,000, and our Bankers’ Committee for
Tax Equality about 6,000. There are of course not as many bankers
in the United States as the total represents. '

The Cnamrman. Did this expression come from a referendum to
6,000 bankers? .

Mr. Tare. No. We are essentially a committee, not an association.
‘We determine our membership by those who send 1n checks to support
ou’H)ro m. They are contributing members,

e CHAIRMAN. at I am trying to get at is how many bankers
voted in favor of the withholding plan?

Mr. Tark. We did not ask them that question. We told them that
the members of their executive committee were favoring withholding
[laughter] this may sound laughable, Mr. Chairman. v

The Cramryan. How could you speak for them then if you did
not ask them?

Mr, Tark. Mr. Chairman, the remarks I made a moment ago that
the other banking organizations do not have letters from all their
members on every position they take, either, Our officers adopted the
leadership viewpoint—we each reported back to our members that
we were going to testify in favor of withholding. They can write
in protest or resign if they do not like it. That is their privilege, and
I say to you, Mr. Chairman, that our executive committee is speaking
effectively for the bankers who are members of the Bankers’ Commit-
tee for Tax E(&uality. Senator Douglas, on our committee of the
Bankers’ Committee for Tax Equality, theﬁr are not all little fellows
like myself. Mr. Howard J. Stoddard who just now testified, and
My, Arthur Roth, whom he mentioned, are members of our commiittee.

Senator Douaras. Are they present in the room ¢

Mr. Tark. Yes, ‘

Senator Dodaras, Are they present in the room$¢

Mr, TArk, Yes,sir, Mr. Roth and Mr, Stoddard.” . .

Senator Douaras. You agree with Mr. Tark’s testimony on with-

holding? ,
Mr, %{orm Yes, we do'agree, and Franklin National is going to
appear before this committee as an individual bank next week andg say -
we are in favor of withlolding. ; . : o

Senator Dovaras. Mr; Stoddard ¢

Mr. Srovpard. I would like to read in the record, if I might, 4 state-
ment that oitr batik released, June 1, 1061, a copy of which was sent to
the gregldept of every bank in the United States. We first covered
the desirability of taxing savings -and loans. After that' we quoted
another portion of the President’s message, indicating the possibility
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of an increase in revenue of no less than $600 million by withholding

of interest and dividends,

I recommend the enactment of legislation to provide a 20-percent withholding
rate on corporate dividends and tax-investment-type interest, effective Janu-
ary 1, 1962, under a system which would not require the preparation: of with-
holding statements to be sent to the recipients.

Then the Michigan National Bank wrote:

We believe favorable congressional action on these two recommendations
should be taken at the same time. As bankers advocating a program to close tax
“loopholes,” we cannot, in good conscience, ask for favorable treatment of the
first recommendation without also supporting the second. If withholding is
broadly applied to all dividends and interest, it will not create any infavored
fnvestment medium and disturb the normal growth of savings deposits.

Senator Doucras. I want to congratulate you, Mr. Stoddard, and
I am glad that this supplement to your testimony has been brought

forward.
(The document referred to follows:)

MIOHIGAN NATIONAL BANK,
Lansing, Mioh., June 1, 1961,

To the Presidents, All Commeroial Banks in the United States.

GENTLEMEN : President Kennedy, in his tax message to Congress on April 20,
recommended, among other things, the correction of structural defects in the
present tax laws. One of the most glaring has been the inequality of taxation
- which has existed between commercial banks, savings and loan associations, and
mutual savings banks, as shown by the following 10-year statement (in mil-

lions) :

10-year period 1051-60 Taxable Federal Percent
income taxes
Insured commercial banks..... ceee $22,237 $9,060 40.8
Insured mutual Savings bANKS.-.. --woommsooonmon- 1,228 10 .8
All savings and 1oan 8sS0¢iatIoNS. .ceeeeecacmceccccncnancaaacs 3,760 47 | 1.3

The President’s message, without indicating the actual additional Federal
revenue which would be received (estimated at $300 million) covered the situa-
tion as follows:

“Some of the most important types of private savings and lending instiutions
in the country are accorded tax-deductible reserve provisions, which substan-
tially reduce or eliminate their Federal income tax liability. h‘hese provisions
should be reviewed with the aim of assuring nondiscriminatory treatment.
Remedial legislation in these flelds would enlarge the revenues and contribute to
a fair and sound tax structure.” _

Another portion of the President’s message, indleating an increase of no less
than $600 million by withholding of interest and dividends, was as follows

“I recommend the enactment of legislation to provide a 20-percent withholding
rate on corporate dividends and taxable investment type interest, effective Janu-
ary 1, 1962, under a system which would not reguire the preparation of with-
holding statements to be sent to the recipients.”

We believe favorable congressional action on these two recommendations
should be taken at the same time. As bankers advocating a proghtam to close
tax “loopholes,” we cannot, in good conscience, ask for favorable treatment of
the first recommendatioh withotit also supporting the second, If withholding
is broadly applied to all dividends and interest, it will not create any favored
investment medium and disturb the normal growth of savings deposits.

Sincerely yours, ’ . .
HowAgp J, SToDDARD, President.



REVENUE ACT OF 1062 1201

Statements of all insured commercial banks in the United States
{In millions of dollars—at yearend)

1951 1052 1053 | 1034 | 1055 | 1056 | 1057 | 1058 | 1050 | 1060

ASSETS
Cash and due from
banks. ..eeecean.. 44,242] 44,200 44,478| 43,235 40,560] 48,438] 48,210] 48,702] 490,211 51,902
U.8. securities...... 60, 509] 62,408} 62,473] 68,121 60.877 57,047 57,086 68, 789] 58,301 60,522
Total cash

and Govorn- .
ments.......... 10+, 841] 106, 707| 106, 951{ 111, 350| 107, 437] 106, 385| 105, 005] 114, 581 107,0WH 112,424
Othor securities....| 13,074] 13,873 14,370 16,021] 16,364] 15,987 7. 20,267] 20,192] 20,498

Loansand dis-

........... 58,185] 64,728] 68,2231 71,412| 83,027 01,692] 08,577] 100,087| 112,866} 119,878

Bunk bulldlngs
and realestate....| 1,315) 1,414] 1,520 1,647 1,854 2,070{ 2,315 2,572] 2,001 3,205
Other assets........ 848' 864 o8] 1,228 1180 1,542| 1,860 1,921 2,033 2,674
Total assets...... 178.263l 187, 586 192, 024 201.059’ 210,412' 217, 6761 223,310 239,428' 248, 594] 258,679

LIARILITIES

Commereial de-
posits. .....enu.-. 127,116] 132, 562| 133, 99| 139, 033] 148, 098 148.870 147, 160] 188, 599] 156, 314] 162, 160
Savlngs deposits...| 36,056 38,705] 41,484]) 44,276] 45,801] 48,100] 53,325] 59,870 62,607 66,834
Total de lts.... 163, 172] 171,857 175,083 183, 300 100, 880| 106, 479] 200, 485] 2 19 219,011 228,903
Other labflitles.—..| ~ 2,354 2,740] ~ 2,718 3,000 3,147] ~ 3,618] ~ 3,963 113 6,671

41

15, 16

)

Copltalstock.......[ 3.6/ 8,616 40000 4z 4o gl Bleol Als neo 6208
T a——— | pooal mesl eom| e rom T s g7l gamel 90l

»Un ivided profits..| 2,260| 2,807| 32,408] 2,653 2,776| 2,040 3,232] 3,467 3,633] 4,00
ROSErves........... L25| 1,368 1,414] 1,883 1,724f 2,008) 2,210 3482 32,633 3,870
Copltal funds....| 13,787] 13,489| 14,220] 15,350 16,276| 17,570 18,862 20,148| 31,403| 23,015

Total labilitles. .| 178,263 187, 538] 102, 024 201,659' mo,m] 217,676 m,slol m.m' 245,594| 258, 670

Nore.~(a) Loans and discounts are gross before deducting valuation reserves of $2,356,000,000 for 1960
and reserves aro increased (%éhls amount. (b) Statement does not include insured mutual savings banks

with deposits of $31,000,000,
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Barnings of all insured commeroial dapks in the United States
(In millions of dollars}
1051 | 1052 | 1053 | 1054 | 1055 | 1056 | 1057 | 1058 | 1950 | 1060
Interest on securi-

05 e mamcenncenn Jd 1,233] 1,878) 1,805 1,508 | 1,685 1,713 1,885 | 2,046 | 2,278 | 2,370
Toterest on loans...| 2,425 | 2,784 | 8,188 ] 8,263 | 8,607 | 4,413 | 4,083 5141 5,969 | 6807
Other income...... 787 m 823 013 996 | 1,106 | 1,233 | 1,314 | 1,422 1,647

Operating
oome..... 4,305 | 4,032 8,484 | 5,774 6,378 | 7,233 | 8,050 | 8,801 0,660 | 10,724
Interest on timo

OPOSitS.eenanan-a- * 388 458 535 618 678 806 1,141 1,381 1,880 1,785
Salares. .......... 1,350 | 1,405] 1,652 1,763 | 1,806 ( 2,003 | 2,268 | 2,400 | 2,877 | 2,788
Other expense...... 905 | 1,076 | 1,180 | 1,268 | 1,386 | 1,858 1,710 | 1,832 2,107

Operating
expense....[ 2,730 | 3,020 | 3,376 | 3,638 | 3,060 | 4,457 | 5119 5613 | 6,264 | 6,033
gpemtlng Jaroﬂt.... 1,665 | 1,003 | 2,108| 2138 | 2,418 | 32,775 | 2,031 | 2,888 38,405 8,701
onoperating
fncome......... ~226| ~-218| ~206 70| —468 | —~744| -850 85 (1,032 | ~—404
Qrossprofit..| 1,439 ) 1,685| 1,812] 2,215 1,050 | 2,031 | 2,372 | 2073 | 2873 3,387
Income taxes....... 831 695 786 | 008 4 814 98 | 1,271 8ss | 1,884
Net profit.......-.. 908 090 | 1,026 | 1,807 | 1,166 ] 1,217 | 1,874 1,702 | 1,488 2,003
Peroont on capital
funds?....oceo.o J 74 7.5 7.4 8.8 7.3 7.2 7.5 8.7 7.2 9.0
Dividends. ......... 419 42 i 517 566 617| 618 726 718 832
Porcent on capital
funds?........... 3.4 3.4 3.4 3.5 3.6 36| 37| 386 3.7 3.7
Addition to
capital
funds...... 4890 548 553 700 590 60| 66| o7 ns{ 1,1m
Namber of banks..| 13,455 | 13,430 | 13,433 | 13,323 | 13,237 | 13,218 | 13,165 | 13,124 | 13,114 | 13,128

8 Nonoperating income is the net between recoverles and losses, and {ncludes transfers to and from various

regerve accounts,

mg 1lted in large transfers to reserve accounts for the years 1051 to 1960,

See the following:

Average earnings on capital funds for 10-year perlod....
Average dividends on clt,;pltal funds for 1 yea?e perfod

The reserve method of accounting for losses in banks for Federal income tax purposes

7.8

ene

8.6
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Insured mutual savings danks
[In millions of dollars~At yearend)

1051 | 1053 | 1083 | 1054 | 1055 | 1056 | 1057 | 1088 | 1050 | 1060

ABSETS
O eos| 78| 0| 83| | 70| 7mo| 71| ess| 766
tios... ... 6.0 [ o483 ) gdr6| g1 4 5,618 | 5404 | 53218] 508{ 4,788
&%mfii 7133 ?;Igﬂ 13:3% n:gg 13173% 1%.’%3 1:7’2% 19,887 21,% 23',333
Other assets......... 283|810 341| 8ra| ‘417 488 ‘411 | b33
Total assots. ... 17,204 | 18,766 | 20,407 | 22,166 | 23,648 | 25,476 | 27,870 | 30,306 | 31,040 | 35,309
LIABILITIES

...... 16,868 | 16,785 | 18,383 | 10,885 | 21,237 | 23,888 | 28,022 | 27,27
X 0.90 8, '336 2, 35»3‘0 37-“3 28,811 31,%

omt:}-m tiea.... 83 133 1
Surplusacoounts!..| 1,843 | 1,885 | 1,081 | 2,005 | 2,106 | 2,324 | 2,608 2,680 | 2,860 | 8,315

Total liabities...| 17,204 | 18,760 | 20,407 | 22,156 | 23,648 | 25,476 | 27,870 | 30,300 | 81,040 | 35,309

fit after divi-
:;:'}ggls;;f ......... no| | o8| 18| mo| 18| 126 wmo| 0| 10
me
taxes ® 2 2 8 1 ) NN PR 1

Neuneomo

retained.... 119 7 06 108 109 122 126 189 170 150

Number of banks..| 202 206 210 218 220 223 2390 241 268 828
Percent increase in

total assets....... 7 9 9 8 7 8 9 9 5 n

1 Mortgage loans are gross before deducting valuation reserves of $217,000,000 for 1060 and surplus acoounts
increased by this amount,
Nore.—During 1060 noninsured banks with assets of $1,878 000,000 became {nsured banks,

" Millions

Net profit after dividends for 10-year period.... cetectcasecsarcassnscscannansancan $1,223
eral income tax for 10-year period.....ceeceaeaannn..... 10
1,218

Not income retained for 10-y6ar Period...ce.cacsceccncnccecacencncacccassccsasscsssansonssns

§2100—02—pt, 4—=8
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- All savings and: loan ‘agsociations
{In millfons of dollars—at ycarend)
1051 1052 1053 1054 1085 1956 1957 1058 1059 1080
ASSETS
ASH...ceerecccencee 1,082 ] 1,306 ) 1,500 1,962 | 2,085 | 2,116 | 2,163 | 2,671 | 2,180 2,718
V.8, Government
securities......... 1,606 1,711 1,0231 2,005] 2,319| 2,743 | 3,164 | 3,785 | 4,471 4, 586
Mortgage loans. . ..| 15,610 | 18,416 | 21,057 | 26,088 | 31,354 | 35, 719 ,060 | 45,478 | 53,087 | 60,084
Other assets........ 866 ,0721 1,258 1 1,433 | 1,778 | 2,203 2,767 | 3,144 3. 725 4,104
Total assets..| 10,164 | 22,585 | 26,638 | 31,508 | 37,533 | 42,781 | 48,053 | 64,978 | 63,472 | 71,489
LIABILITIES
Borrowed money... 884 034 | 1,014 1,522 1 43| 1,373 | 1,427 ] 2,134 2,101
Other labilitles.... 754 852 081 1,232 1,419 1,353 ] 1,803 l 881 | 2,403 2,162
g:«%::l aharesd eeeae| 16,073 | 10,143 | 22,778 | 27,164 | 32,058 37. 073 41,856 41,894 54,548 | 62,154
an
reServeS.cecancan. 1,453 ] 1,656 ] 1,805 2,180 | 2,834 ] 3,012 3,321 | 3,708 | 4,387 4,082
Total lia-
bilities..... 10,164 | 22,585 | 26,638 | 31,5608 | 37,533 | 42,781 | 48,053 | 54,978 | 63,472 | 71,480
Proft after divi-
I3 1 I S 184 208 24 201 360 483 313 481 597 601
Federal income
..................... 3 5 6 (] ] 4 (] 6 [}
Net income re-
talned 1. eeeune 184 203 239 283 354 478 309 475 591 595
Number of asso-
clations..... eeee] 5,095 6,004 6,012] 6,037] 6,071 | 6,136 6,169 ] 6,208 | 6,230 6,276
Percent increase in
total assets....... 14 18 18 18 19 14 12 14 15 13
1 Net income retained represents increas in “Profits and Reserves.'’
Total profit after dividends for lo-year 173 o (1 s DR RPIN 3,760
Federal income tax for 10-year period......... - - 47
3713

Net income retained for 10-year period..
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Growth of savings which pudlio regard as available on demand

(In millfons of dollars)
All All
% Moo | i | st | ot | i | 0 | o
ear reia vin sav 88
banks bankgs‘ as300ia- bontE
tions
1050. - ..s| 85,200 20,002 13,002 901 49, 600 8,038 123,730
1051.. 36,503 20, 880 16,107 1,082 49, 100 2,808 126, 569
1052..ccccnceccanen -eee] 39,831 22,678 19, 105 1,356 40, 100 2,650 134,210
1083, cencecnnnemcacancnacncaceas 42,001 24,345 22,846 1,691 49, 400 2,466 142,749
1084 e eeeccccacaaan 44,748 26, 288 27,252 2,022 49, 900 2,240 163,
1055 ccceececnacncccnncacoacccae 46,331 28,113 32,142 2,447 80, 300 1,000 161,328
10%6.... .| 48,5628 29, 985 87,148 2,014 50, 100 1,720 170,302
1057, ceeccccecnaceacacnenconaane 53,781 381,652 41,912 3,383 48,200 1,401 180,208
1058 -.| 60,020 33, 993 47,976 3,870 47,700 1,212 104,771
1059..cceecccnccacececcneceaccen 62,949 34,934 64,5883 4,438 45,900 1,016 203,
1060.ccececcencccccssnencsannace 67, 500 36,290 62,154 4,050 45,702 838 217,433
10-year growth. ....ceeeeeeaeann 432,300 | 416,288 | 448,162 | 44,040 | ~3,808 | —2,1900 | 04,702

Tne HARRISON-CURTIS BILLS

(H.R. 2899-2000)

Two identical bills seeking tax equality between commercial banks, mutual
savings banks, and savings and loan associations have been introduced in Con-
gress by Representative Burr P. Harrison of Virginia, and Representative Thomas
B. Curtis of Missouri.

Commercial banks, since the enactment of the Federal income tax law in 1913,
have been subject to its provisions, and like all comparable business enterprises
pay the regular rates on taxable income,

Mutunal savings banks and savings and loan associations were exempt from
Federal income taxes until 1951, Congress by that time had determined that
they were no longer “mutual societies of poor people to acquire small homes.”
As a result, they were made subject to income taxes and revenues of $150 mil-
lion were anticipated for 1052. Actually, only $5 million was received by the
U.S. Treasury.

The reason for this lesser amount was that a conference committee amend-
ment, never the subject of formal debate, permitted the establishment of a loss
reserve up to 12 percent of their deposit or share accounts, on a tax-free basis.
This completely nullified the original congressional intent. The reserve pro-
vision permitted practically all earnings to be diverted to reserves, thus depriving
the Treasury of an estimated $2 billion in taxes since 1952,

The Commissioner of Internal Revenue permits commercial banks to establish
a tax-free loss reserve based upon actual experience over a 20-year period. This
reserve is based upon “risk assets,” not deposits, and averages about 214 percent.
There i8 no justification for any difference in reserve formulas between the three
types of financial institutions,

The Senate Report No. 781 in 1951 clearly recognized thig situation when it
stated, “so long as they are exempt from income tax, mutual savings banks and
savings and loan associations enjoy the advantage of being able to finance their
growth out of earnings without incurring the tax liabilities paid by ordinary
corporations when they undertake to expand through the use of their own re- -
serves, The tax treatment provided by your committee would place mutuals on
a parity with their competitors.”

The Harrlson-Curtis bills now pending before Congress would eliminate this
12.percent reserve for loss provision, and reqtiire the mutual savings banks and
savings and loan assoclations, like commercial banks, to obtain from the Treas-
ury Department only that tax-free loss reserve on risk assets which is justified
by actual experience. It is estimated that if this is done, the U.S. Treasury
will receive approximately $300 millfon annually in additional taxes.

On the other hand, an objective study of the 10-year growth trend of commer-
clal banks, mutual savings banks, and savings and loan associations discloses that
unless this tax injustice i8 corrected, there will be a serious deterioration in

America’s fine commercial banking system. -

!
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Oomparison with your dank
Inchged Percent | Your | P t
g oroen
mercial bank
banks
B ABSETS
Cash ceeecasasscureransne $51, 003 20,08 [ceceeeevec]ornanannne
U.8. socuritfes. . .cooeeececonacavanas - .| 60,522 23,40 |eeecneei]oracoanans
U.8. guaranteed loans?, ——- I 7,267 X1 3 IO Rt
Risk froo as8ot8. ccecvceeces .| 110,601 46,27 leuemmnaa)oaeaenes
Other securitles. .. 20, 468 (37 3] PO IR
Loans and d1800UNIS . - ....oveemmmemmmsemnnnoons H2611 | 4384 [T
Bank building and real estate . 3,208 L2 |eceaeennac]oannencane
OLhOr 8S80L8.ecerocuccenreensannnmccasaccoscmasnecasonnnnannsans 2,674 103 |ececenencnforecencenn
Risk 883013.ccececccccnacracnenne 138,038 83.73 Jeeeecueancfomcanaannn
Total assets..... «| 258,670 | 100.00 |eeeeeeeaoifocannanannn
LIABILITIES
Commerolal deposits ceeessennnamonvenes 162, 159 6269 [eeerannccc)ocaacnannn
8avIngs AOPOSItS. cacecnraiecriomeencenataccancnnacacmencennanas 66,834 28.83 |ecnemeccc)ecnaennnnn
Total deposits. < ceeeeeucann- cavraancmcvscancans 228, 993 88.52 |eeeccccaccfenaannnnnn
Other Habilltles. .. cccccvemucccnccmenneccecccannnccancencncanaas 6,671 2.88 Jeaeeecnnii)eaincaans
(0771 7.1 [ OO ceee| 6,208 240 [cornnncc)enemannnn
suré)lus ........................................................ 9,916 3.83 |eeneecnece]encancennn
Undivided Profits.....oececaccoacaccmamccecacnmoecasracacanees 4,021 1,86 [eomecceanc)uamacunnn.
ROSOIVES. ceceemaccccnccconucacanncacecsmccnnarerccsssnanncansas 2,870 70 § 3 PR e
Capital funds. caeeeceeeencmcncamccceacuccsccaneonaaaaane 23,015 X1 1 O A
Total labilitles. . .. - - -] 258,670 | 100.00 [eececcveec]ecmanann-n
Porcent —Capital funds to rlsk assets...cceceeuccocamacavnece)omaanunnn. 16.56 |oceecreee]onnananaan
EARNINGS
INCOMO ON 108N8. .« ceoceeecccmecncsceaccnaccccsccannsccncaccane]ssncccance B.88 |eveaccraceoveccnnann
InCome 0N 88CUTIteS. . ccaacecencenccsecancacanccncaccanaveccnsaleccconanan
Net Income on total 889018, cueuvaccccacccavenccccnaccnsanncccnsfonccncnans
Net Inoome on capital funds. oo eenoeamooeieraacaacanns
Dividends on capital funds.... - —ee

1U.8. guaranteed loans include all FHA mortgages and 50 percent of QY moregal;es. Banks in makin
comparison should also give consideration to guaranteed portions of V loans, FHA title I and loans secure
% overnment bonds, as risk free ﬁgt!st.’ In this statement, Valuation reserve for losses on loans of $2,356,-

000 1s not deducted from loans, s included in reserves.

Senator Dovaras. I think this is going to do a great deal to im-
prove the image of bankers before the American public,

The CramrMAN. All I am asking, Mr. Tark, is simply for informa-
tion and I do not think I have gotten it yet. T have not yet taken any
f)osition with respect to this matter and I have gotten a great many
etters, hundreds, some thousands of them as chairman of this com-
mittee, and nearly all of them are opposed to the withholding.

How many bankers do you definitely si)eak for when you say that
your organization is in favor of the withholding?

Mr. I'ark. Mr. Chairman, we did not take a poll of that. In-
cidentally, we did not ask our member baiiks to write you letters tell-
inﬁ‘ﬂou they favored withholding, either. | ‘

e CramrMAN, But you have not. answeréd my question.

Mr. Tare. I donot know the answer. We took no poll. -

The CrmammaN, You were speaking for what is known as the
Bankers Committes for Tax Equality. " Erankly, I have never heard
of it. I do not say you are not a fine orgatiization, but I would like
to know when you say you speak for them, how fhany of your mem«
bership have requested you to speak to this commiittee in favor of
bank withholding? | .

L4
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My, Tar. We did not ask them to vote on it, we did not ask them
to writo you letters, ' :

The Cramman., How can you say then, that this Bankers Com-
Tlitte? for Tax Equality is for this if you did not communicate with
them ‘ ‘

Mr, Targ. Because we are set up as the executive committee, of this
Bankers Committee for Tax Equality. We oglerate sxmi_lar’ly as &
board of directors and as trustees. We set forth the policies.
b ’ﬂm C?HAIRMAN. Then you did not communicate with the other 6,000

ankers

Mr. Tark, We did communicate with them. We wrote that we, the
executive committee, were going to support withholding and of the
letters that went out, 6,000, only a handful responded saying, “We
are opposed to this.” "We had another handful saying “More strength
to you,” but we did not attempt to make a statistical survey.

he CHAIRMAN. You are saying to this committee, then, that these
6,000 members favor withholding '

Mr. Targ. I would not dare say that 6,000 members favor with-
holding, any more so than the IBA, the AﬁA, or the Mutual Savings
Bank Association can say that every member of theirs is opposed to
withholding. Neither one of us can say actually how many people
were for or against,

The CuArMAN. I am not criticizing anybody, but we sit on this
conimittee. We represent the people of the United States. I, for one,
so far as I am able to do it, desire to follow the wishes of the people
if it is possible to do it. Frequently, we cannot do it because there
is conflict of interest or conflict of opinion. I do not yet understand
how many bankers you definitely speak affirmatively for in favor of
withholding.

Mr. Tark. I shall answer as T did before, I do not know, because
we did not ask them to vote and send in an affirmative letter saying
“You are speaking for us on this matter of withholding.”

Tlie CuAmMAN, But I must tell you again that you have testified
that you are speaking for the Bankers Committee for Tax Equalit‘z.

Mr. Tark. That is right.  When the banker members of the Bank-
ers Committee receive notice of the position their excutive commiittee
intends to take and then contifiue to support us by sending in their
checks, they must be substantially in accord with our views.

. The CuamyAN. You are a sincere man; I do not question that, Is
it your iud%ment that the majority of these 6,000 bankers favor
withholding?

Mr. Tark. It is my personal judgment. I go further and say this
to you, that if it was clearly explained to them so that they really -
understood withholding, I think it would be far more than 75 per-

cent who would support it. ‘
The CuamrmMaN. Do you favor the exemptions in the House bill?

Mr. Tark. Do I favor what? |

The CuamyaN. The exemptions on withholdifig. Do you. favor
the u'le&remptioﬁs that were placed in the House bill as to those that
would—

Mr, Targ, Over 65 and the 18¢

The Cramman, That is right.

/
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Mr. Targ. I think these are reasonable.exemptions, but they have
made the procedure on withholding tax more burdensome. But they
are definitely within reason. I am not trying to tell this committee
or the House committee how to word the bill. I am merely askin
you to keep it procedurally as simple as you can. It can be worke
out.
The Cuamryxan., Well, you favor the House bill with exemptions,
then, do yout

Mr. Targ. That is right.

The Cuamryax, Thank you very much.

Senator Ccrris. Mr. Chairman, may I ask a question ¢

The CHARMAN, Senator Curtis.

Senator Curris. Are you a member of the American Bankers
Association ?

Mr. Tark. Yes, sir.

Senator Curris. Are you a member of the Independent Bankers

Association? . .
Mr, Tark. Yes, sir, I happen to be on their 45-man executive

council.
Senator Ccrris. Does the American Bankers Association have

periodic meetings of their membership?
Mr. Targ. Yes, they have a big convention once a year, and they
have their various divisional meetings periodically throughout the

year.
Senator Ccrris. Is their legislative position discussed at those

meetings?

Mr. Tark. I imagine so. I am not on their legislative committee.

Senator Ctrris. You have been at some of their meetings?

Mr. Tark. I have been invited to attend various of their meetings
at their own offices here in Washington.

Senator Ccrris. I am talking about their membership meetings.

Mr. Tark. I do not recall many votes taken in their meetings. The
only time I recall such a vote is when Mr. Roth’s amendment came up
seeking to disqualify mutual savings banks from membership in the
ABA. They had a vote on that issue.

Senator Ctrris. By mail? A

Mr. Tark. No, no, in person; only those present at the convention

voted.

Senator Ccrris. Do the Independent Bankers Association have pe-
riodic meetin

Mr. Tare. Yes,sir.

Senator Ccrris. Do they have annual meetings?

Mr. Targ. They have an annual meeting.

Senator Ccrris. How about your group of 6,000, do they have

meetin%s! .
Mr. Tark. No, we do not have convention meetings—we are more
of a committee than an all-round association.

Senator Ccrris. Have the 6,000 ever been——

Mr. Tar. To a convention, to a meeting? No. Our contact with
members is almost entirely by mail. We keep them informed as to
what our thinking is on the executive committee; what we propose to
do. And it is their privilege to write us their views in opposition or to

>
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drop out of our organization at any time they choose to by just not
sending us their contribution. It is as simple as all that, '

Senator Curris. But the IBA, do have regularly scheduled meet-
ings for communication with the members?

. Targ. Yes, and, Senator Curtis, I think maybe I o%l}t to ex-
plain something to you that will clarify this thing you are driving at.

The Bankers Committee for Tax Equality does not, attempt to oc-
cupy the position of a trade association in the banking industry--am
I speaking to Senator Curtis?. I

nator Curtis, Yes, ' . .
Mr. Tark. The bankers committee does not attempt to occu]zf' a
ition in the banking industry which is occupied by the Independent
mkers Association and the ABA.

Thirteen or fourteen years ago, our committee was organized, first
and foremost to seek tax equality. If and when Congress arrives at tax
equality, we will go out of existence as a bankers committee.

Senator Curtis. Now, this information that you sent to them stat-
in% that you were going to take a position for them in favor of with-
holding the tax on dividends and interest, was that a different letter
to each of the 6,000 members?

Mr. Tark. Yes,Ihaveone hereI canshow you.

Senator Curtis. Would you insert it in the record ¢

Mr. Tark. Yes, I would be glad to.

Senator Curris. How many banks in Nebraska on the committee
favor withholding of tax on dividends and interest?

Mr. Tark. I do not know positively how many of our members in
Nebraska favorit.

Senator Curtis. Do you know how many——

Mr. Tark. But I can tell you this, I can give you the numbers of
bankers in the State of Nebraska who continued to make their con-
tributions to this Bankers Committee after the mailing of that letter
which notified them that the members of their executive committee in-

tended to testify favoring withholding,
Senator Ctrris. Do you know any of them that do favor withhold-

ing on interest ?

Mr. Tark. No, as I stated, I did not attempt to poll them, and I did
not come here with letters that favor it. There are many bankers
that favor it.

But, for the State of Nebraska or any other State, we can tell you
exactly how many banks continue to contribute their support to this
committee knowing that we would testify, as we did last year, for
withholding.

Senator Curris. Do you not suppose that they regard the support
of your committee as an expenditure for tax equality H»ﬁmarily?

Mr. Tarx. I would say that that would be very complimentary.

Senator Ctrris. Is not that the idea that has been sold to them?

Mr. Targ. I do not know exactly what motivated them.

Senator Bex~err. Did i:ou change the name of your committee to
the Bankers Committee in Favor of Tax Equality and Withholding, or
is it thesame?

Mr. Tark. No, we are principally advocates of tax equality. We
stated to them in the letter, as we stated here today, our opinion that
we could not conscientiously contend for tax equality and stand op-
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posed to tax withholding. We notified’ them we were going to so

testify.

Senator BeNNerr. Who areé “we”{. : :

Mr. Tark, The spokesmen for the Bankers Committee for Tax
Equality. I appeared before your committee as far back as 1951.

enator Bennerr. I understand that you are spokesman for them

here, but you are one. When you say “we stated,” how big a group
met and decided that you were going to testify in favor of
withholding ¢

Mr. Tark. Let me read this letter to you. The executive committee
consisted then of R. E. Gormley, who is going to testify later today,

Arthur T. Roth, Mr, Stoddard, and myself.
On the 20th of May of 1961, we wrote the following letter to our

banker members:

DEeAR BANKER MEMBER AND FRIEND: On Friday, May 26, I shall appear as a
witness before the Committee on Ways and Means in support of withholding
the tax on dividends and interest. I shall do so as the executive head of the
Main State Bank of Chicago, IIl. Mr. Howard Stoddard, president of the
Michigan National Bank, will also appear. Mr. Arthur Roth of the Franklin
National Bank, Long Island, will have his comptroller testify. After careful
analysis and much thought each of us will support the Treasury recommenda-

tion on withholding.
This is a letter from me to them on this Bankers Committee

stationery.

The CratrmMaN., How many did that goto?

Mr. Tark. It went to about 6,000 members, .

The CaamyaN. How many favorable replies did you receive?

Mr. Targ. We received only 50 or 60 replies altogether. I did not
attempt to tabulate them. )

The CrARMAN. Would you have any objection to putting those re-
plies in the record ?

Mr. Tark. Mr. Chairman, T am not a paid executive of a committee,
I ama Chicago banker, and I actively— )

The CHAIRMAN. You came here to testify to certain facts. I am
not trying to embarrass you; I am trying to get the facts.

Mr. Tark. T realize that.

The CratrMaN. If the bankers want withholding, T would like to
know it and if they are opposed to it, I would like to know it, and I
shall make up my own opinion.

Now, if you sent letters to 6,000 bankers, I assume you got replies.
If they have replied to that letter, I can see no objection to putting

those replies into the record.
Mr. Tark. May I finish thigletter?
The Crramryan. Certainly. I thought you had finished.

Mr. Tark (reading) :

It is my firm conviction that the bankers of the country, the majority of whom
wish tax equality, cannot consistently urge the House Committee on Ways and
Means and the Treasury to adopt legislation to close this glaring loophole of tax
favoritism for the mutual savings banks and savings and loans and at the same
time oppose the closing of another loophole of even greater magnitude. 1In short,
I believe that our support of withholding is necessary if we are to preserve

the integrity of our posjtion.
It was in this context that the executive committee of the Bankers Commit-

tee on Tax Equality, by a vote of 3 to 1, directed that this organization recom-
mend to the bankers of the country that they support the Treasury in its pro-
gram of tax witholding on dividends and interest.

.. -,
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Messrs, Roth and Stoddard, and I, have had’ a' iumber of conferences with
Treasury officlals, Attached 18 a copy of an exchange of letters between the
Honorable Stanley 8. Surrey, Assistant Secretary of the Treasury, and myself.
You will undoubtedly be interested in the Treasury's enclosure, presenting the
most detailed analysis of the actual operation of withholding we have seen
anywhere. I am convinced this is a simple and workable plan and urge the

bankers of the country to support it.
Opponents of withholding have alleged there might be a loss of deposits in

banking institutions if withholding of the tax on interest is enacted. cannot
agree with that viewpoint, In my judgment, deposits leaving one institution
will have to go to another; and on balance, the banks will gain, I realize that
there will be some expense and additional work incurred by the banks of the
country, but considering the prineiples involved, including the closing of the
savings and loan and mutual savings bank loophole, I personally believe we have
no real alternative but to support the Treasury recommendation on withholding.

It has been estimated that eliminating the tax favoritism to savings and loan
and mutual banks will bring to the Treasury additional revenue of approxi-
mately $300 millfon and that the enactment of withholding which closes the
interest and dividend loophole will result in additional revenue of $600 to $900
miltion. In this day of world conflict, high defense expenditures, and domestic

problems, these sums will help our country materially.

Sincerely.

Senator BENNerT. Mr. Chairman, it seems to me that Mr. Tark is
talking for four people, three of whom agree and one who disagreed,
but not for 6,000 people as his statement alleges.

Is that a fair statement ¢

Mr. Targ. No, I donotthink itis.

The Cramryan. I imagine Mr. Tark must have gotten some replies.

Mr. Tarx. Wedid. Fifty or sixty. '

The CuamumaN. This is a very heated question. Would you object
to supplying the committee with some of those replies?

Mr. Tark. No, I have no objection. We shall supply them.

The CramyAN. Would you put them in the record ?

Mr. Tark. Yes. What I do when I get these reglies in my bank
office in Chicr go, they all go into a general file, and I have a space as
large as your platform full of letters from all over the country during
this entire period of 18 or 14 years. I do not attempt to run an asso-
ciation out of my bank’s office in Chicago. I have no secretaries or
employees running this for me. I have nothing to do with running
the Bankers Committee office here in Washington except as 8 member
of the executive committee.

The CrAmMAN. You do not seem to uriderstand what I said. You
speak for this committee.

Mr. Tark. Icertainly do.

The Cramryan. This committee is composed of 6,000 hankers. I
want to know if you speak for yourself, for this executive council of .
4, or for the 6,000 bankers?

Mr. Tark. We shall attempt to dig out the letters we got in the waly
of responses.  But I also want to put in the record my own humble
opinion that I speak as much for our committee’s membership as any
spokesman for an association who appears before you, today.

The Cramyan. I understand that. But I want to know if you
appear here representing a certain number of bankers.

r. TARk. Weshall submit the replies you asked for.

(The letters referred to follow:)
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BANKERS COMMITTEE
rFonr

Tax EQuaALITY

St 300 ¢ 2000 Conustont Aswny Paiding + Wasinagten 6, D C. » EXaxnes 30543

May 20, 1961

Dear Banker Member and Friend:

Oun Friday, May 26, 1 shall cppesr as a vitness
before the Committee on Ways aad Means in support of withhold-
ing the tax ou dividends and intersst. 1 shall do so as the
exscutive head of the Main State Baok of Chicago, Illinois.
Mr. Howard Stoddard, president of the Michigap Naticnal Bank,
will slso appear. Mr. Arthur Roth of the Franklin Mational
Bank, Long Islsnd, vill bave his comptreller teastify, After
careful analysis and much thought, each of us will support
the Treasury recommendation on withholding.

It is my firm conviction that tbe bankers of the
country, the majority of whos vish tax equality, cannot coun-
sistently urge the House Commiitee on Ways and Means and the
Treasury to adopt legislation to close this glaring loophole
of tax favoritiss for the mutual savings banks and “avings
and loans and at the same time cppose the closing of another
loophole of eve greatsr msgnitude. 1In short, I believe that
our support of withholding is necessary if we are to preserve
the integrity of ouLr positioo.

It was 1in this context that tbe Executive Comritces
of the Banksrs Comm{ttee on Tax Equality, by & vote of three
to one, directed that this organization recommend to the
bankers of the country that they support the Ireasury ia its
pxogram of tax withhelding oo divideods and icterest.

. . Messts. Roth and Stoddard, and I, have had s oumber
of conferences with Treasury officials. Attacbed 1is & copy
of an exchange of lettsrs betwean the Hoocrable Stanley S.
Surrey, Assistant Secrstary of the Tweasury, aod mysslf.
You will undoubtedly be interested in the Tressury's esclosure,
presecting the most decailed aaalysis of the sctual operatioe
of vithholding we bave seen auywiwre. I am coaviaced this
is a simple end worksble plan sod urge the benkers of the
country to support it.

Oppouents of withholding bave alleged there might
be a loss of deposits in banking institutions if withbolding
of the tax on irterest {s enacsd, I cannot agree with that

Sanastive Commtnne
L L COmagy
AR 1. SO
"1 3TORCAR
L Sem2Y Tast

VNG 3COTT
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Bankets Cemmittee for Tex Rquality
Hay 20, 1961 : t N

vnnoht. In 8y judgment, daposite leaving one institutica

bave to o to andther} and on balaics, the deuks will
uh. I realise that thers will be stus sxpenss and addie
tienal werk iscurred by the banks of the ceuntry, but censiders
1ag the principlss involved, including the closing of the
savingd and 1042 and sutual savings bank loophole, I putdomally
bolisve we have 00 resl sltersative but to support the Tyeasury
secomendation ou withholding,

It bas bean sutimated thet elininating the cax

nmtma to davings and loan and mutusi bauks will brieg
additional revenuve of imately

-mm and that the enactment of vithholding whish elosed
the iatarest and dividend ) 1s will result ia sdditional
reveast of §900 milliea to ailifoa: Ia this day of verld
mnm. defonse Gupenditures and domestic predlems,
thass sume i heip our esuntry utnm
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BANKERS COMMITTEE
rPOR

Tax EQuaLITY

Sty 300 + MO Queamstiont Avws Building ¢ Waskingtoa 6, D.C. o RXowstios 3-0548

DALY AN, i Casevtive Comminng
Mpa bty beak L ¢ comary
Chcoga, Muas AR 1, SO
ol _“[a‘? &, reden R L $100040
g L weary L
. 1. ORCOM, Muwtud

Foroons § Sustogns Bk appond
Clopor, Miow Mameo ey 12,1961 VENON 3001t

Tia Frontie Nurore/ Bent of
ATt Te T 1he Bosorable Staaley Survay
fm g Assistent Secratary

MOWN, Dear Mr. Surrey:

Ne
Giym Folly. Moo Yok

L 1 would appreciste receiving an outline of the modus
e operandi of withheld taxes as it sppliss to the paymsnt of futerest
oa savings sccounts by commsrcial banks, Would you also explain
the mechanics of claims for refunds by minors, by tax-exempt
Frlla Subrr-of institutions, and others.

fsoeh The procedure explained by your assistant, Nr. Rudoey,
[} seemed to be an uncomplicated one, 1 do hope that it will bde
€. FIIGUION. hewdew. poesible to use the "refund draft.," It would sisplify this

Cov. N brey operation.

mu-w
v Though you and Mr. Rudney bave fully informed me on

s Toke s the subject matter of withheld taxes on interest, for which I
1ation, yst 1 would like to receive &

Rt R written explanation so that I msy in turn tranemit this informa-
tion to our member banks, as well as other banks throughout the

Sarwsy Dose bush of Bans country.

ot bt s E
] My thanks to you for the time and interviews you have
oy v-od granted to me and Mesers. Roth, Stoddard snd Scott.

= TuU =S C© D

ey 1 et Most respectfully yours,

S5 Compmenott' LST:mb L. Shirley Tark
’ Co-Chairman
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TREASURY DEFPARTMENT,
Washington, May 17, 1961,
Mr. L. SHIRLEY TARK, '
Oochairman, Bankers Commitiee for Tam Bquality,
Washingion, D.O, . :

DEeAR MR, TARK: I welcome the opportunity you have given me in your letter
of May 12 to provide you with a brief explanation of the system of withholding
on interest and dividends proposed by Prosident Kennedy in his tax message
to the Congress on April 20. It occurs to me that some clarification of the sub-
ject may be of value. I belleve that any apprehension over excessive burdens of
withholding on the banks can be put to rest after careful consideration of the
detalls of the proposal,

President Kennedy recommended interest and dividend withholding as a neces-
sary step to_recover more than $600 million of revenue lost annually because of
nonreporting of interest and dividends and to eliminate an inequality in tax
burden which is patently unfair to those who pay all of their taxes. The Presi-
dent poiited out that nonreporting of interest and dividend income had not been
appreclably lessened by intensive educational programs., Nor can mass compli-
ance be attained effectively and economically by audit procedures utilizing
information returns, ,

On May 8, Treasury Secretary Dillon submitted the administration’s withhold-
ing plan to the Congress, The Secretary pointed out that the withholding system
is specifically designed to minimize the paperwork of payers of interest and
dividends. Payers would have substantially less to do under the proposal than
an employer does currently utder wage withholding. For example, the payer
would not be reqtiired to provide to interest and dividend recipients any with-
holding receipts, such as the W-2 form which now goes to wage earners. The
payer would be asked to withhold on a simple flat rate basis without exemp-
tions, Remittance to the Internal Revenue Service wouild be by lump sum with-
out requiring the listing of individual payees as is now required under wage with-
holding. No additional information reporting to the Service would be required
than i1s now required under existing law and regulations,

Secretary Dillon indicated that steps would be taken to alleviate any hardship
on nontaxable institutions and individuals by withholding, Provision would
be made to allow exempt institutions to offset currently the amounts withheld
from thelir interest and dividends against the amounts they withheld from their
employees for income and social security tax purposes. If this procedure is
insufficient to provide a full offset, quarterly refunds would be provided.

Interest paid on school savings accounts would not be withheld on, This
would eliminate overwithholding on more than 6 million children, almost all of
whom are nct subject to tax. However, if amounts were withheld from non-
taxable minors in other situations, provision would be made for the parent of a
dependent minor to claim credit on the parent’s annual tax return for amounts
withheld from the minor, if the parent so wishes. Individuals not subject to
tax (other than minors) would be allowed to claim refunds on a quarterly
basis. These refunds would be paid promxl)ltly.

Attached 1s an explanation of the withholding system, with 1llustrations of
its applicability to savings accoutit interest and savings bond interest,

As you know, we have worked closely with many banking and other groups in
the development of the withholding system. Moreover, the banking community
has more than demonstrated its public interest in working with the Treasury
to achieve a workable withholding system which would be effective in meeting
the nonreporting of interest and dividends. We appreciate very much their
cooperation,

Sincerely yours,

SrANLEY 8. SURREY, Assistant Secretary.

[Treasury Department enclosure to letter dated Ma; 17, 1961, from Assistant Secretary
Burrey to Mr., Tark]

HOW WITHHOLDING WOULD OPERATE

It is proposed that withholding be made applicable to dividends, interest on
savings accounts, interest on corporate bonds (registered and coupon), interest
on U.8. Government obligations (registered, coupon, and savings bonds). For

/
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practicable purposes it is desirable to exclude certain types of interest such as
interest paid by individuals, Government discount bills, ete,

One general rate of withholding, 20 percent, would be prescribed. The with-
holding agent would be the ultimate payer of interest or dividends at source,
Corporations (or thelr disbursing agents) would be the withholding agent on
dividend payments. The U.S. Government and corporation would be the with-
holding agents on bond interest. Banks would act as intermediate payers of
interest in the case of coupon interest and interest paid at redemption of savings
bonds. The intermediate payers would not be withholding agents. Banks would
simply pay coupon interest and savings bond interest on a net basis (80 percent
of gross). The bank would in turn be credited on a net basis by the ultimate
payers who would withhold tax. However, banks, as the ultimate payers, would
be the withholding agents in the case of interest paid on savings accounts.

The withholding agents would not be required to keep records of tax withheld
from each recipient, nor would the agent be required to provide withholiling
receipts to the reciplents. The withholding agent would merely remit to the
Internal Revenue Service 20 percent of the interest or dividends payable.

To account for the proper amount of interest on the tax return, the recipient
would include the gross amount of interest or dividends in income and claim as
a credit against tax lability the amount of tax withheld. Ior example, to
account for the proper amount of interest to be reported, the recipient would
make the following “gross up” computation with respect to interest on which
amounts have been withheld: (1) the net amount of interest received after
withholding: (2) the amount withheld, which at a 20-percent withholding rate
would be exactly one-quarter of the net amount recelved; and (3) the sum of
interest actually received and the amount withheld which is the gross amount
subject to tax. This gross amount woulll'be included in income, and the recipient
would take credit against his final tax liability for the amount of tax withheld
as he does for wage or salary withholding. The tax return would clearly indicate
the steps to be taken and give the necessary guidance to the taxpayer.

DEPOSIT INTEREST

Banks, say paylng quarterly 0.76 percent interest on deposits, would remit to
the Internal Revenue Service 20 percent of total interest credited to deposit

accounts for the qijarter. If $1 millioh is credited, the Internal Revenue Service-

would receive $200,000. It would not be necessary for the bank to determine the
total amount to be paid to the Government by adding up the amounts withheld
from each individual, ‘

The baank would credit each account at the rate of 0.8 percent quarterly. No
receipt for tax withheld would be required for each depositor. In actudl prac-
tice, the bank wotld not be required to make any additional computation for each
account than it does today.

The depositor earning $100 gross interest on his savings for the year wofild be
credited with $80 net after withholding. He would compute 25 percent of this
amount or $20 to determine the tax withheld. The sum of $80 recelved and $20

_withheld or $100 would be included in his adjusted gross income, After comptit-
ing his total tax lability, he would deduet eredits for the tax withheld on wages,
paymeiits on declaration of estimated tax, and the $20 withheld on interest. If
there are taxes due he wofild remit the balance due with his retuift, If there is an
overpaymetit, he would receive a refund. ‘

The comptitations would be the same if the individual received interest from
several sources. He would enter the net amouhts received from these sources

and wotld then “gross up” the totnl net receipts.
INTEREST ON U.S. SAVINGS BONDS

Banks and other agents authorized to redeem U.S. savings bonds would be
provided with tables that would show the amount to be paid at redemption as at
present. The net amotints will reflect 80 percent of interest earned up to
redemption. Assume that an individual redeems a $50 bond at maturity which
he purchased at $37.50. The amotilit of the Interest included in that $50 would
be $12.50, but the bank would pay the individual only 80 percent of that amount
or $10. Thus, the bank would reniit to him $47.560. The bank is a fiscal agent
of the U.S. Treasury and would act in the same manner as an intermediate payer
and, therefore, wotld not be the withholding agent. It would pay only the net
amount of interest on the savings bond. The biank woyld recover this net amount
from the U.8. Government. The Government would be the withholding agent
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transferring funds to the Internal Revenue account when the redeemed bonds
are recorded in the public debt account,.

In the typical case, most individuals would not have entered the amount of
interest from U.S. savings bonds on their annual returns as interest accrues,
Consequently, the total interest paid in the year of redemption would ordinarily
represent the correct amount of interest includfble in taxable income in that
year. In the relatively rare case where an individual accrued his interest
annually, withholding at redemption would be based on the total amount of
interest paid in the year of redemption. These few taxpayers would not include
in income in the year of redemption the amount of interest entered on prior year
returns, However, the full amount of tax withheld would be credited against

his tax lability in the year of redemption,

May 17, 1961,
MAIN STATE BANK,
Ohicago, IlL., April 17, 1962,

Hon, HARRY F', BYRD,
Senate Finance Oommittee,
Senate Ofice Building, Washington, D.C. ]

DEAR M, CHAIRMAN: When I testified before the Finance Committee last
Wednesday you requested for insertion in the record some of the replies which
I had received to the letter we mailed to approximately 6,000 subscribing mem-
bers of the Bankers Committee for Tax Equality on the subject of withholding.
Ag you will remember, this is the letter which informed them that the members
of their executive comthittee intended to testify before the House Committee on
Ways and Means in favor of withholding.

After a search, I have found just a few letters, although it seems to me we
recelved some 55 or 60 replies altogether. It will be observed that opposition
to withholding was expressed by these writers. ‘

As I testified, this handful of replies from a mailing to nearly 6,000 members
led us to belleve that the bankers were much less opposed to the idea of with-
holding than we had antieipated. This response was one of the smallest we have
secured from a mailing to this list, Only last month, nearly 700 of our members
replied to a general mailing,

The fact still remains, however, as I tried to develop in my testimony, that
bankers who oppose withholding are inclined to change their minds when they
are more fully informed. I have foiind this to be true in speaking to banker
groups. Since I rettirned from the hearings in Washington, I received phonhe
calls from two bankers in Illinois—one from Sterling, and the other from Deer-
field. Both of these gentlemen were strongly opposed to withholding at the start
of our conversation. When I explained the contemplated methods and proce-
dures of withholding, they saw the matter in a differenit light—and I enclose
letters from each of these bankers stating their support for withholding. This
bears out my testimony in response to a question, “I go further and say this to
you, that if it was clearly explained to them so they really understood with-
holding, I tliink it would be far more than 75 percent that would support it.”

May I express my appreciatioh, Senator Byrd, for your courtesy and that of
your committee when I appeared before you on the issue of tax equality for com-
peting financlidl institutions during which I discussed withholding, While I
realize there 13 a tremendous amount of opposition to withholding, I felt it was
my duty to explain to the committee that this opposition was not as deep rooted
as I had originiilly been led to believe. Once the facts are in the bankers’
hands, they seem more willing to accept withholding in the interest of securing
revenue for the country and contemporaneously, a just solution to the problems
created by tax inequality.

Sincerely,
L. SHIRLEY TARK.
P.S.—BEnclosed are coples of letters referred to in the second paragraph above.

1SThe) 12 letters submitted by Mr. Tark with this commuriieation

ollow:

MUNROE AND OrtAMBLISS NATIONAL BANK,

Ocala, Fla., April 24, 1961,

Mr. L. SHIRLEY TARK,

Cochairman, Bankers Commitice for Tax Equality, ,

Connecticut Avenue Building, Suite 500, Washington, D.C, : :
DeAR Mr. TARK: We have read your Jetter of April 22, thoroughly, and under-

stand that you are supporting a measure to reqtiire ail banks to wigih‘bld tax on

their savings interest which they pay to their custoiers,
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If you know anything about the operation of an ordinary bank, you would cer-
tainly have more commonsense than to endorse a bill of this kind. ,

Yours very truly,
DEwITY GRIFFIN, President.

TuE CrrizeNs NATIONAL BANK,
Covington, Va., May 26, 1961.

Mpr. L. SHIRLEY TARK,
Cochairman, Bankers Committee for Tax Equality,

1000 Conneotiout Avenue, Washington, D.O.

DEAr MR. TARK: We appreciate the copy of your letter of May 12, 1961, ad-
dressed to the Honorable Stanley Surrey, and the attachments.

As I understand from your letter of May 20, 1961, your committee is recom-
mending that we support the Treasury in the program of tax withliolding on
dividends and interest. This seems to be based on the premise that there will
be legislation passed to close the glaring loophole of tax favoritism for the mutual
savings banks and savings and loan associations. I would be partietlarly in-
terested in knowing what assurance we have that this loophole will be closed.

Respectfully yours,
Monrris H, HUDSON,
First Vice President.

City NATIONAL BANK & TRUST Co. OF ROCKFORD,
Rockford, 111, May 27, 1961,

Mpr, L, SHIRLEY TARK,
Cochairman, Bankers Committee for Tav Equality,
Main State Bank, Ohicago, I1l.

DEAR Mr. TARK : It was interesting to receive your recent letter regarding the
two vital subjects of “Withholding on Interest and Dividends” and “Tax Equal-
ity.” We comnpliment you on your presentation. R

We understand that your position in this regard is due to your desire to
evidence cooperation to further your desire to secure tax equality. However,
nowhere in the information furnished on the subject, is there any indication
that submission to withholdiig would secure tax equality. Of course, this
could not be expected as it would be impossible to secure any commitinent from
Congress. Therefore, it would appear more sound to secure tax equality before
submitting to a suggestion which, in our opinion, would work to the detriment
and a hardship on your staff, your directors, your stockholders, and your
customers,

We commend you on your efforts to secure tax equality which subject has been
the point of effort of many organizations including your own. We helieve that
substantial progress has been made and therefore, we urge you to reconsider your
present and contemplated stand and return to the original aim of your organiza-
tion. We sincerely hope that you will reconsider and use your best efforts to

defeat the withholding proposal.
Yours very truly, CHARES SUMMERFIELD,
President and Trust Officer.

May 24, 1061,

Hon, A. S, HERLONG, JT.
Member of Congress,

Washington, D.C. ‘
Dear Syp: I am writing to complithent you on your stand concerfilng the

proposal of the administration for the tax treatment of dividend and interest
income, and to urge you to stick to your guns in opposition to this legislation.
I was amazed to receive in this morting’s mail information which indicated
that some of my banker friends were not opposed to this legislation. I assure
you these gentlemen represent a very small percentage of the banking industry.
It is my belief that some are being misled into thinking that the oversimplifica-
tion of collecting this tax, as explained by the Treasury Department, will mean
that banks will be put to little trouble and expense., Nothing could be further
from the truth. I am convinced that if this legislation is enacted, banks will
lose some of their savings accounts, and will be put'to tremendous expense and

fnconvenience,
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Again, I want to congratulate you for what some people call “Intestinal forti-
tude.” I think, “guts” is a better word, and if we had more men of your caliber
in Congress, this country would be in much sounder condition.

Just remember when you open those several hundred griping letters each day,
there are thousands of your constituents who admire your courage, but do not
burden you with letters.

Kindest regards and'best wishes for your continued success.

Sincerely, Henay O, COLEMAN

Tax CrrizEns BANK op TIDION,
Tieton, Ga., May 25, 1961.

Mr. L. SHIRLEY TARK,
President, Main State Bank,
Ohicago, )'ll.

DEAR MR, TABK: We in the smaller country banks of Georgia are not very
well versed in the tax equality movement that you and your cominittee are so
diligently fighting for but we do believe in the basic thought—that of equality
between commercial banks and the savings and loan institutions of our coun-
try. e
In your recent letters concerning withholding taxes on savings accounts we
are appalled at the idea of your committee favoring such a law by the Govern-
ment. It is not our wish for our bank to become directly or indirectly responsi-
ble for the payment or collection of any individual or corporation income tax,
We feel that regardless of the simplicity of the system, it will eventually become
80 engrossed by redtape that it would be undesirable to us as a collection agency
and undesirable to our depositors. =

If this is some type concession that we must make to the party in power, to
receive the type tax equality that is rightfully ours to begin with, then I feel
that the original battle for equality is lost and we must be resigned to the fact
that commercial banks will never again be in the competitive field for the
American public's savings dollar,

In short, I am not in favor of any plan whereby our bank would be required
to withhold any taxes on the dividend or interest due one of our depositors.

Very truly yours,
' J. GrADY COLEMAN, Oashier.

SeouriTy STATE BANK,
Plentywood, Mont., May 25, 1961,

Mr. L. SHIRLEY TARK,
Main State Bank, Ohicago, Il

Dear Mz, TARk: I am equally surprised and disappointed to read your letter
of May 20th in which you stated that you were going to testify as a witness before
thc:l ?otxgmltt'tee on Ways and Means in support of withholding the tax on dividends
and interes

It is my personal opinion that a great deal more could be accomplished by your-
self as a member of the executive committee of the bankers committee for tax
equality by continuing to elevate or reduce the competitive advantages of savings
I:;md k;oan associations over banks, rather than making additional concessions for

anks.

Yours very truly
' Duane M, TUOKER, President.

THRE FARMERS STATE BANK,
Waupaca, Wis., May 26, 1962,

Mr, L. SHIRLEY TARK,
President, Main State Bank,
Ohicago, IN. . .
Dear Mr. Tark: I sincerely hope that the triumvirate of Tark, SBtoddard,
and Roth were not successful today in convincing the Ways and Means Commit-
tee that you were speaking for all of the bankers in the country in supporting
the withholding. ‘
Really now are you three smart bankers guilible enough to think if the
bankers are mealymouthed about withholding that it is going to make one fota
of difference on the tax equality 1ssue? ,

82190—62—pt. 4-—9
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-Did iy;ou ever see a Government plan- whi¢h 'was: simple? Oh, hell, why
get my blood pressure up—just take us off your mailing list, ‘
When, as and if we get withliolding which we probably will thanks to do-
gooders and are saddled with the extra work to say nothing of making savings
less attractive to the average person you will long be rethembered I am sure.

Very truly yours,
v HARrrY W. RAWSON, President.
June 5, 1061.

Mr. ARTHUR T\ RoTH,
Franklin National Bank,
Mineola, Long Island, N.Y,

DEeAR MR, Roriu: I regret very much to read In the June § issue of the
“American Banker” of the resignations of Mr. Gormley from the executive
committee and the executive council of the Bankers Committee for Tax Equality.
I %lm also considerably alarmed over the reasons given by Mr. Gormley for his
actions,

I think Mr. Gormley's position is well taken with reference to the saving
and loan assoclations absorbing the tax. Further, the withholding of dividends
and interest will drive an enormous amount of funds out of saviigs accounts
into tax-exempt securities.

BEven in a small institution such as ours, we have observed the same trend
taking place. It seems that the Qovernment is ill advised in attempting this
withholding as the public will not stand “hitched” as long as there is an out to
relieve themselves of the tax lability. ‘

It is only the small investor that will be caught and hurt because the vast
majority of the small investors do not keep an account accurate enough ‘to
file a claim for refund., Further, tlils is a wonderful opportutiity for the

Government to increase its payroll,
: Yery truly yours,
B, A. WALTER,
President, Glenwood State Bank,

TexAs BANK & TrusT CO.,, OF DALLAS,
Dallas, Tew., May 30, 1961.

MR, L. SHIRLEY TARK,
Oochairman, Bankers Oommittee for Taw Equality,
Main State Bank, Chicago, 111.

DeAR Mg, TArk: I have a copy of your letter of May 12 to Mr, Stanley Sur-
rey, Assistant Secretary, Départinent of the Treasur%, Washington, D.C., and
also a copy of the cireular letter sent out on May 20 by you to bankers. I am
surprised to learn that your Committee for Tax Equality is advocating the pas-
sage of a law requiring the withholding of tax on dividends and interest as
proposed by President Kennedy.

This, in my opinion, would be the worst 1aw we could possibly pass, and I
. don't understand why any banker would be for it. The expense would be ter-

rible, and the detail and redtape would be interminable; I have already written
our Senators and Congressmen that I am very much opposed to the passage of

this law for many reasons.

Sincerely yours,
P. B, (JACK) GARRETT,
Vice Chairman of the Board.

———— o

THE CATONSVILEE NATIONAL BANK,
Catonsville, Md., May 24, 1961.

Mg, L. SHIRLEY TAERK, : ’
President, i ’
Main State Bank, Ohicago, Ill. _

DEAR MR, TARK : T have gone over the lterature sent otit by the Bankers Com-
mittee for Tax Equality which gives certain information on the withholding
of dividends and interest. : ! ,

I cannot agree with you that this plece.of legislation should be passed for
the simple reason that it will create quite a burden on'the many banks of this

4
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cothtry who-are already perforniing mqn’a? freo services fot the Federal Gov-
ernment. In addition, it will work a hhrdshi on*manﬁlwldows,'widowers, and
people who are unfamiliar with thg;tiw and thereby will not file for a return of
money that has‘been withheld by tne banks even though their income would not
be sufficlent to pagw taxes. . A , ‘ N

In addition to the abow:, I am sure that the financial institutions will be
annoyed continunously hy‘depositors seeking information as to how much money
had been withheld aud pald to the Federal Government, - o

I feel quite sure’that the Government is talking about “peanuts” when they
claim that an enormous amount of taxes on interest and dividend income is not
belng recgived. Basieally, people are honest and X do not believe there are too
many {nstances whereih people take the chance and not report their in¢ome and
pay taxes on same, .

1 am hoping that the varlous bankers’ assoclations will fight this piece of legis-
lation and see that it is defeated for the many banks of this country. .

Very truly yours,
IRWIN P. TrAIL, President.

SECURITY STATE BANK,
Albert Lea, Minn., April 24, 1961.

Mr. L. SHIRLBY TARK,
Oochairman, Bankers Committee for Tao Bquality,
1000 Connecticut Avenue, Washington, D.O.

DeAr MR, Tark: I have your communication in regard to. the President's
proposed tux program,

I thihk the 20-percent withholding on dividends and interest would involve a
tremendous amount of work especially for ldrge corporations that are paying

dividends and interest on a quarterly basis, , .
Bven a small institution like ours which issue automatic certificates of ‘de-.

posit with interest payable twice n year and interest on savings on a quarterly
basis, it would be cause for an awful lot of extra work. I do not favor the law.
If taxes are imposed ipon cooperatives, I definitely feel such taxes should
apply to savings and loans and mutudl savibgs banks. ’
Very truly yours, o
A. 8. Lunp, Prestdent.
CAPITAL FINANCE CoRP,,
Columbus, Ohlo, June 6, 1961. - .
Mr, L. SHIrLEY TARK, .
Main State Bank, Ohicago, Ill. ‘
DEAR MR. TARrK : Vernon Scott sent me a copy of the testimony that you, Mr.
Stoddard and Mr. Sadlik presented before the House Ways and Means Com-

mittee, : .
This note is just to state that we—and I think practically all the people that

I know in our industry who are interested in tax equality-—are with you gentle-

men 100 percent, o
Sorry to note in recent issues of the American Bahker that Mr. Gormley

and some other members of ABA have registered opposition to the Treasury’s

proposal for withholding,
With best wishes, I am,
Sincerely yotirs,

L. J. INGRAM, Prestdent.
Senator BenNerr. This is a vote, Mr. Chairman., '
The Cuamrman, The committee will recess while we go and vote.
Recess was taken,) ‘ ' ‘
enator BENNETT (presiding). Gentlemen, having voted and until
the chairthan comes to throw me out, I shall be happy to make it
possible for us to cotitinue this testimony. L
The next withess is Mr. Gaylord Freeman, Mr. Freeman, I see that
you have some large cliarts on the easel to illustrite your statement.
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STATEMENT OF GAYLORD A, FREEMAN, JR., VICE CHAIRMAN, THE
FIRST NATIONAL BANK OF CHICAGO, ON BEHALF OF THE ASS0-
CIATION OF RESERVE CITY BANKERS; ACCOMPANIED BY WIL-
LIAM J. KORSVIK, VICE PRESIDENT, A. ROBERT ABBOUD, ASSIST-
ANT VICE PRESIDENT, AND HENRY GRON, THE FIRST NATIONAL

BARK OF CHICAGO

Mr. Freeman, Senator Bennett, I am Gaylord Freeman, vice chair-
man of the First National Bank of Chicago, and I appear here toda,
on behalf of the Association of Reserve City Bankers. I have wit
me today William Korsvik and Robert Abboud of our bank, who will
help me with the charts, and Henry Gron, who prepared the charts,

though my testimony is some 40 pages in length, I have 10
minutes, 8o I shall just cover the first 10 pages and the conclusion. I

should like to make two points.
Senator BENNETT. Your complete statement will be made a part of

the record followiix‘g your testimony.
Mr, FreemanN. First, the present bill represents a great advance, two,
to achieve equity and raise the revenue needed, it should go even

further.

Some of the witnesses have used the figure, $125 billion as the assets
of the mutual institutions, and that, indeed, was the figure at the end
of 1961. I shall use the figures as of the end of 1960, because we have
complete figures for that time, )

As of that time, this industry, with assets of over $100 billion, with
net income after the payment of all interest and dividends of over
$700 mi]lion,dpaid Federal income taxes of less than $56 million. This
multibillion-dollar industry paid taxes of less than five one-thou-
sandths of 1 percent of assets, less than one-eighth of 1 percent of net

rofits before dividends, and less than 1 percent of net profits after

ividends. It is obvious that despite the efforts of the Congress in
1951, this industry has remained, in the words of the Secretary of the
Treasury, virtually tax exempt.

Asa fraphic example of this exemption, I would call your attention
to the fact that the 402 savings and loan associations in 45 major
metro%itan areas listed in my statement with total savings in excess
of $7,400 million, and profits after all interest and dividends of more
than $65 million, did not pay $1 in Federal income taxes.

Coming closer to home, I would point out that the 24 savings and
loan associations in Washington, D.C., and the additional 20 in the
metropolitan area, 44 savings and loan associations in all with total
savings in excess of $1 billion, and with Fproﬁts after all interest and
dividends of $9 million, paici a total Federal income tax of $500.
Yet, despite this obvious inequity, it has taken a great deal of cou
on the part of President Kennedy to urge legislation which would
enlarge the revenues and contribute te a fair and sound tax structure,
and it has taken courage on the part of the Secretary of the Treasury
to recommend nondiscriminatory treatment,

It has taken courage on the part of the House Ways and Means
Committee—and the entire House of Representatives—to pass the bill
in its present form. It reflects courage and considerable wisdom, but

¢
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to achieve the revenue that is needed and to accomplish tax equality,
it should go much further.

I must confess that in reading section 8, I have some dificulty with
the text and with the numerous cross-references, but I would under-
stand that this provides that a mutual—a savings and loan association
or a mutual savings bank—can deduct from taxable inéome, first a
reasonable addition to reserves in respect of nonqualifying loans
which is quite a;;propriate, plus, on qualifying loans, the greater o
3 percent of its loans outstanding, or 60 percent of taxable income,
which means that it will pay taxes on only 40 percent of the income,
or, as a last resort, it can always have a reasonable reserve,

Senator Bennprr. May I interrupt at this point, Mr, Freeman?

Mr. Freeman, Yes, sir,

Senator Bennerr. Will you define nonqualifying loans?

Mr, Freeman. The qualifying loans are all real estate loans on
which they are allowed o 3 percent reserve. This would include a
loan on a small family home or theoretically a loan of $100 million
to General Motors secured by a mortgage on their plant,

Senator BexNerr. Before you leave that, one other question. On
the nonqualifying loans, are they the so-called 20 percent that have
heen referred to earlier in today’s testimony ?

Mr. Frerman, Yes, they would include those—some unsecured and
passhook loans, Actually, there are very few of them in the savings
and loan associations, The great majority of them are qualifying, so
that this provision, though quite appropriate, will be relatively unim-
portant in the total picture,

This bill would provide a much better arrangement than at present,
but it has two shortcomings.

In the first place, it produces less revenue than the Secretary’s
original proposal. T believe that the staff of the joint committee said
that it would produce about $160 million. The Secretary’s estimate
was $200 million, as against what the Treasury asked of $400 million,
So it produces less than half the revenue that has been requested.

Secondly, it continues to provide a preference to the mutuals over
all other taxpaying business,

Other inadequacies which may not be apparent in a casual reading
of the bill include the fact that is provides a 3-percent reserve withonut
showing of any historical loss ratio that would justify a 3-percent
reserve, The %:Kement reserve is applicable against all of the quali-
ging loans, i8 would include Ioang that are guaranteed by the

overnment—FHA and VA loans—although no other taxpayer is
allowed reserves against such guaranteed loans,

_ Thirdly, the permission to deduct 60 percent of the income; that

b {; e—
Senator Bexserr. Is Congressman Gavin McIntire here?

(No response.)

. Mr. Frezuax (continuing). Subjecting only 40 percent of the net
income to taxation is an obvious preference, and the alternative bad
debt deduction which provide that in any event they can have a
reasonable reserve, is an indication that even the ized
that these others were beyond reasonable, and hence unreasonable.

. Perhaps the best way to see the effect of this provision is to spply
it to the average savings and loan associstion. We can get the
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avemge by taking the total fi for all the associations and then
dividing by the number of such associafions, We see that the average
savings and loan would have footings of about $16 million.

The average saving and loan association would have gross operat-
ing income of $855,000 and net income, after the payment of all inter-
est and dividends, of $185,000. Under the &resent law, it would pay
a Federal income tax of $1,000 on that $135,000.

Un‘gler the proposed provisions of section 8, this would be in-
creased——

Senator BENNETT. May I stop you at this point ?

Mr. FrReeMAN, Yes, sir,

Senator BENNETT. Do you have copies of these charts in your pre-

pared text?
Mr. Freexan. The text is there, but it is not necessary to insert

the chartsin the printed record.

Senator BENNETT. The tables are what I mean, because I am won-
dering whether the reporter is going to get them down.

Myr, Freeaman. All the tabular material is in the testimony. The
textual material here is, of course, a condensation of it.

I was pointing out that under the present law, the average savings
and loan association with income of $135,000 now pays a tax of $1,000.
On this tax proposal before the committee, this $1385,000 of income
after dividends would pay a tax of $23,000.

Now, this $23,000 is a substantial increase over the $1,000, but it is
still & very small amount. This $23,000 would be less than half of
what the average commercial bank would pay on the same income, and
it compares with a tax of $61,000 which would be paid b}y a business
corporation. All corporations would pay a tax at a rate of 45 percent,
as C(i)n'll ared with a 17-percent rate for savings and loans under this
new bill. :

I do not have to belabor the obvious point that this bill does not
achieve equality. It perpetuates the preferential treatment for these
mutual savings institutions, and it produces less than half of the
revenue which the Treasury sought. Equity demands equal treat-
ment, but if this is politically impossible, then I would urge that the
Senate adopt the recommendation of the Secretary of the Treasury
and reduce this 60-percent deduction to 3314 percent.

Now, the savings and loan associations and the mutual savings banks
have from time to time advanced their various reasons to justify this

sreferential treatment. I have tried to answer them up one by one
in my written testimony. I shall be glad to answer them if yon have
questions later, but I think in view of the hour, we shall skip that,

I shall turn in my statement to the conclusion, and point out that
the Treasury, after analyzing all of the arguments of the savings and
loan associations, concluded in its report of last July 11 that however
valid or invalid those arguments might have'been at one time, they—

no longer are sufficiently persuasive to justify a special tax treatment amotunt-
ing to virtual tax exemption. . .

Both the need for revenue and the demand for equity require that
this committee strengthen the provision of the bill on the taxation of
the mutuals. This would take a § deal of courage, because the
opposition is sharp, but it is a political rather than a partisan issue.
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You will recall that President Eisenhower, in his last budget mes-
sage, urged that this tax inequality between the competing financial
institutions be examined and correctéd. You may recall that Dan
Throop Smith, who was the Deputy to the Secretary of the Treasury
in the last administration, has recently written in his book : o

Savings and loan associations and mutual savings banks are * ¢ ¢ giving
nn unreasonable tax advatithge over competitive taxpaying banks.* * * The dif-
ferential treatment is neither fair nor conducive to reasonable competition, -

On the other hand, you well know the position of the Kennedy
administration as expressed by the President and the Secretary of the

Treasury. |
The nonpartisan 'but widely based Commission on Money and Credit

has similarly urged legislation to insure competitive equality to
the extent that the Federal tax is a competitive factor.

Groups as widely divided on other issues as organized labor and
organized banks are in accord on thisissue. You will recall that Stan-
ley Rutenberg, the director of research for the AFL~CIO, when he
appeared before your committee on April 4, said: ‘

We urge the committee to carefully reconsider the sufficiency of this. House
proposal.

And sodo we.

I believe that it is accurate to say that every impartial group that has
considered this issue has recommended that taxes be equalized. If,
again, complete equality cannot be achieved, if you cannot subject the
mutuals to the limitation that their additions to reserves be reason-
able, as is the case with all other taxpayers, then I would urge you to

-follow the suggestions of the Secretary of the Treasury and reduce
their deductible income from the 60-percent to the 8314-percent ﬁg;‘nre.

Modern society requires extensive government services, and these
must be paid for by the citizenry. It islargely on the basis of the faith
that the average citizen has in the equity and the impartial enforce-
ment of the tax laws that he is willing to pay his taxes without any
coercion, .

In these 2 days, today and tomorrow, you will hear much testimony
‘on this issue of tax equality as between these two competing institu-
tions. But when the testimony is all over and the witnesses have left,
there will remain in your memory, I hope, the hard fact that this
industry of over $100 billion, with net income after all interest and
dividends of over $700 million, pays income taxes of less than $5
‘million. And I know that it will raise the question in yotir mind
as to whether you can permit them to continue to escape their fair
share of the taxload when you must call on the average workman in
this country to pay about one-sixth of his income in taxes. The cur-
rent heavy military expenditures increase the burden on all of us.
-But you tell us that this is necessary to preserve the individuals and
institutions in our society. If this 1s true, then every individual and
every institution ought to contribute to its own protection. It is on
the basis of an equitable apportionment of the tax burden, that I know
this committee, after due deliberation, will decide this issue. ,

Thank you for letting me testify. :

Senator Ben~err.. Thank you. y

. 1
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‘Senator Doueras. I want to aiolo ize, Mr. Freeman, for havin% to
‘leave while you were testifying, but I had three or four things goin
‘at one time and I am not able to synchronize them all precisely. §
' w;)uclld like to have you try to clear up one issue that has been in my
mind.
. - The testimony this morning and the early part of the afternoon
seemed to indicate that of the $160 billion in real mortia in the
country, some $95 billion, or around 60 percent, were eﬁsby the
‘building and loan association mutual savings banks, and that the
commercial banks held only about $20 billion, which should be 12.5
percent, and that in terms of total assets, the building and loan as-
sociations and the mutual savings banks have approximately 80 per-
cent of their total assets in mortgages, residential mortgages, and
the commercial banks only 10 percent.
Now, the question I want to ask is this: If homebuilding is ex-
tremely important for the American people because it is the physi-
-cal basis for the American family, to what degree do you think the
reduction of the tax advantage which these institutions have had in

the past will discourage homebuilding ¢
' r. Freeman. That is a somewhat complicated question.

Senator Douaras. Yes,

Mr., Freeman. I do not believe that it would reduce the amount or
increase the cost of funds available for home mortgages at all.

Senator Douaras. Well, if they pay more taxes to the Govern-
ment——

Mr. FreemaN. What you are concerned with is, whether if these
institutions were taxed, would they attract less in the way of deposits
and have less money with which to make mortgages ¢

Senator Douaras. That is correct.

Mr. FreemaN. The reason that they attract as much as they do is
because they pay more and the; Fay more because they earn more,

You can see the savings and loan associations average about 5.5

rcent as against a varying rate of about 8- to #E:rcent earnings on

eposits of commercial banks; they earn more because they invest
their funds much more fully. They have an aggregate of about 8
reent in cash and governments as contrasted to over 40 percent for
the banks; they have over 80 percent in mortgage loans as against 46
percent for the banks,

Senator Douaras. Those loans are real estate loans and not short-
term loans, as is primarily the case with commercial banks. ,

Mr. FreemaNn, Yes, sir.  Because of the fact that a great part of
our deposits are demand deposits, which we have to be able to pay
back quickly, we cannot invest as much of our total assets in long-term
loans. But if we would look at the difference in earnings of the com-
mercial banks and savings and loan associdtions, you will see the big
difference is in the earnings rates. They earn more, about a quarter
percent more, on their share accounts, We have to pay dividends to
stockholders which come to aboiit a third of a percent of our deposits,
and our payment of Federal income taxes is a little over half of 1
percent when related to total deposits.

So that the aggregate of those advantages that the savings and
loans have over us is about 2.2 percent of deposits or share accounts.
If they were taxed just as the banks are, it would reduce the advan-
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taﬁe that they have now of 2.2 percent to about 1.6 or 1.7 ‘percent.
They would still earn more than we, they would still be able to' pay’
more than we, and consequently, they would still be able to attract
large amounts of savings. Hence, taxation would not impair their
ability to attract savings. ‘

Mr, Stanley Surrey, Assistant Secretary of the Treasury, in a letter
to Congressman Keogh last February, discussing a tax proposal more
burdensome than the one before the committee, wrote—
the possible effects on dividend and interest rates do not appear to be large
enough to affect appreciably the growth in savings and share accounts. More-
over, given the anticipated increase over the next 2 years in average rate of
return on mortgages, it is very likely that any effect on interest or dividend
rates will appear as a smaller increase in yields to depositors rather than as an

absolttte decline in ylelds.

Now, if they were taxed, how would it influence the amount of
funds available? It would have no influence if it did not divert funds
from the mutuals to the commercial banks, It would have an in-
fluence if it did divert funds from the mutuals to the commercial
banks, and if the commercial banks thereupon invested less of those
funds in mortgages than the mutuals wotld have done. ,

Now, as to the diversion—the fact is that in February, despite in-
creased com({)gtition, the mutuals enjoy a larger increase this year

i

than they did in February a year ago.
At the same time, the comercial banks, and I am just sorry that

Senator Hartke is not here, are much more interested in mortgage
loans now than at any time since I have been in the banking business.
Senator Hartke asked for names of banks that were more active in
seeking mortgages. The American Banker recently had an article
which said that one of the first baiiks to start a trend, the First
National City Bank of New York, is expanding its mortgage loan

rogram ifito a major consumer service, o bank will actively solicit
oans on single-family homes tailored to meet individual requirements:
of applicants through itsbranches,

‘The same is certainly true of our bank. We are negotiating now
with the FNMA to buy all of the mortgages in Illinois, Senator
Hartke asked, Why do we buy them in the secondary market? It is
because we canniot get new mort%a,gw fast enough. People do not
borrow money on mortgages just because there are funds seeking in-
vestmont, i.e. an investment demand for mortgages. It goes the
other way. When they want to buy or build a home, then they create
the debt, but we have to wait for them.

'We have the vice president in charge of our real estate loan depart-
ment out in San Francisco and Phoenix this week trying to buy addi--
tional real estate loans. The large New York banks which have here- °
tofore not made much in the way of real estate loans are hiring peo-

le and setting up their own organizations to make new loans in the

ew York area. We would muc ﬁefer to have new loans than buy
old ones. If we buy those from FNMA, we shall get them from Rock-
ford, Decatur, Moline, and Springfield. There are not any more
Chicago loans in their portfolio, which we would much prefer, be-
cause then we would have them for custotiers. -
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If by any chance you looked at the Wall Street Journal of a week
ago todny, April 4, the feature column had a story on the plethora
of mortgage funds, and it concluded:

Bullders overwhelmingly report that there is more than enough mortgage
money avallable to finance new homes.

And indeed, the research director for the National Association of
Mutual Savings Banks forecast last year:

Some shift of savings will occur in favor of commercial banks, but thrift
institutions will place a larger share of assets in mortgages and commercial
banks will invest more in mortgages than they otherwise would. The general
increased interest in me. tgages on the part of most types of lenders will result
in a larger flow of mortgage funds in 1962 than in 1961.

This has certainly proved to be true. Not only will there be more
funds, but the rates are declinifig.

I wish Senator Hartke were here so that I could tell him that be-
cause of the additional savings that the commercial banks are getting
at the new high rates, we must find higher earning opportunities.
Municipal bonds offer us one opportunity; real estate loans offer us
another opportunity. We would much rather have it in the real estate
loans because such borrowers make good customers, We want this
kind of a business and we are now, with the opportunity to pay higher
interest rates, entering this business enthusiastically. There will be
plenty of money and it will be at reasonable rates.

Senator Dovaras. Thank you very much.

Senator BExNETT. Thank you very much, Mr. Freeman.

(The complete statement of Mr. Freeman follows:)

STATEMENT OF GAYLORD A. FREEMAN, JR.,, VICE CHAIRMAN, FIRST NATIONAL BANK
oF CHICAGO, REPRESENTING THE ASSOCIATION OF RESERVE CITY BANKERS IN RE

Secriox VIII or H.R. 10650

I am Gaylord A. Freeman, Jr., vice chairman of the First National Bank of
Chicago, and appear on behalf of the Association of Reserve City Bankers.
Assisting me with my illustrations are William J. Korsvik, vice president, and
é\.h iRobert Abboud, assistant vice president, of the First National Bank of

cago.

I would like to make two major points:
First, the present bill, in its provisions for more effective taxation of the

mutual savings institutions, is a great forward step.
Second, both as a source of revenue and to achieve equity, it should go further.

1. THE PRESENT BILL REPRESENTS A GREAT ADVANCE

As you have heard from other witnesses, this is a $125 billion industry today.
However, since detailed figures are not yet available for last year, I am going to
use 1960 figures in most of my remarks. In 1960 insured mutual savings banks
and member savings and loan associations, representing 93 percent of the in-
dustry, with:

Aggregate assets of over $104 billion;
Net operating earnings of over $4 billion ;
Paid Federal income taxes of less than $§ million.
This multibillion dollar industry paid taxesof :
. Less than five-one-thousandths of 1 percent of assets ;
Less than one-eighth of 1 percent of net profits before dividends;
Less than 1 percent of net profits after dividends.
It is apparent that despite the congressional efforts of 1951, these financial

institutions have remained virtually tax exempt. .

4
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As a graphic example of the virtual tax exemption enjoyed by these {nstitutions
{n 1060, let me point out that the 402 savings and loan Institutions in the follow-

ing 45 major metropolitan areas:

Albany, N.Y. Touisville, Ky.-Ind.

Schenectady, N.Y. Madison, Wis,

. Troy, N.Y. Memphis, Tenn,

Atlantie City, N.J. Miami, Fla,

Augugta, Ga.-S.C. Nushville, Tenn,

RBaton Rouge, La. Newnark, N.J.

Brockton, Mass. New Orleans, La,

Columbia, S.C. Providence, R.1.

Davenport, Iowa Pawtucket, Mass,
Rock Island, Il Racine, Wis,
Moline, 111, Reaiting, Pa.

Des Moines, Town Richmond, Va.
Duluth, Minn, South Bend, Ind.
Superior, Wis, Spokane, Wash.,

Fort Liuderdale, Fla, Springfield, Mo.
Hollywood, Fla. Springtleld, Muss,

Fort Smith, Ark. Chicopee, Mags,

Greensborn, N.C, Holyoke, Mass.
High Point, N.C. Tacoma, Wash,

Greenvlille, 8.C. Terre Haute, Ind,

Hamtilton, Ohio Toledo, Ohlo
Middletown, Ohio Topekn, Kans,

Harrishurg, Pa. Waterloo, lIowa

Honolilu, Hawaii West Pdlm Beach, Fla.

Jacksonville, Fla. Wichita Falls, Tex,
Jersey City, N.J. Wilkes-Barre, Pa.
Johnstown, Pa. Hazleton, Pa.
Lawrence, Masas, Wilmington, Del.-N.J.
Haverhill, N.H.
Little Rock, Ark.
North Little Rock, Ark.

with total savings of $7.5 billion and aggregate net income after all dividends of
$65 million, did not pay one dollar of Federal income taxes.

In addition, the 44 savings and loans in the Washington, D,C. area, with
savings of $1.3 billion and net income after dividends of $0.4 million, pald total
Federal income taxes of less than $500.

Yet despite the obvious inequity of this discrimination against all other
taxpayers, it has taken great courage on the part of President Kennedy to
urge remedial legisintion which would “enlarge the revenues and contribnte
to a falr and sound tax structure.,” It has taken courage on the part of the
Secretary of the Treasury to ask for “nondiseriminatory treatment.”

It has taken courage on the part of both the House Ways and Means Com-
mittee and the entire House of Representatives to attempt to tax these institu-
tions, for they exercise great political power. In addition, it has taken con-
siderable acumen to lonk beyond the fact that these institutions have channeled
considerable sums of private savings into the home mortgage market, and to
recognize that equitable taxation would in no way impair the continued flow
of an adequate supply of funds to that sector. This hill reflects much courage

and mtch carefiil thought.

II. BUT THIS PROVISION OF THE #$1LL MUST BE EXTENDED EVEN FURTHFER 1IF ADEQUATE
FUNDS ARFE. TO RE OBRTAINED OR EQUALITY APPROXIMATED

A. The present provisions
Although I must confess some difficulty with the numerous cross-references
in the text, the effect of section VIII is to allow a mutual to deduct from taxable
income as an addition to its reserve for bad dehts the sum of :
1. A “reasonable addition” in respect of all formal securities, passhook,
and other (nonqualifying) lnans, plus
2. On (qualifying) real estate loans, the greater of—
_ (a) The amount necessary to bring the reserve for qualifying loans
up to 3 percent of such loans ontstanding; or
(b) 60 percent of taxable income (reduced by the reserve set aside
for nonqualifying loans) ; or
(¢) A reasonable addition to reserves.
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Qualifying loans include virtually all loans against mproved real property,
whether a small home niortgage or, theoretically, a loan of $50 million to the
United States Steel Corp., secured by a llen on one of its plants,

The foregoing provision would provide more effective tanxation than dt present,
liut It is subject to two fatilts:

1. It wotild not produce very much revetine ; the Secretary of the Treasuly
estimated §200 milllon as against an estimate of $410 milllon under his
original proposal ; and

2. This provision would fall far short of placing these moneyed corpora-
tions on the same basis as other taxpaying businesses.

Elements of inallequacy which miay escape a mere casual readihg include the

following :
1. The allowance of a reserve of 8 percent, without any showing of neced,

is unjustified.

2. The 3-percent allowance applies to FHA and the guaranteed portion of
VA and any other Government-guaranteed real estate loans—none of which
is allowed a reserve in the case of other taxapayers.

3. The lintation of the maxiium possible taxable income to a mere 40
percetit of nhet incotite is wholly unjustified.

4, The availability of two alternative procedures for computing bad:-debt
deductions, in addition to the one based on “reasonableness,” constitutes a
recoghition that these other alternatives would provide the taxpayer with a
deduction which is in excess of reasonable.

Perhaps the best way to evaluiite the effects of this provision is to apply it to
the average savings and loan association, the balance sheet and profit and loss
statement of which can be deduced by dividing the aggregate figures for all in-
sured member savihgs and loan assoclations as reported by the Federal Home
Loan Board for 1960 by the number of such associations, 4,098. With such
figures rounded out for simplicity, the balance sheet of the average savings and
loan asgoclation would be about as follows :

Average insured member savings and loan association—Balance sheet as of
December 81, 1960

[{In thousands]

ASBETS
Casl e ——————— e e $609
Govertinehts and other INvestMeNts. oo oo e e 1,205
OB e e e e 114, 040
OtHer BSOS o e e e e —————————
Totl assets. .. e ——— ———- 16,414
LIABILITIES AND OAPITAL
Suvings capital. v e — ——— 14,284
Reserves and surplis . oo .o ——————— 1,181
Permnnent stoek.. .o 24
Other HaBeS . o e e e e e e 976
Total labilities..ee - 16,414

198,56 percent are first mortgage loans which we are assuming to be qualifying loans,
The 1960 incotne statement for the average insured member savings and loan
(again dividing the combined statemetit by the nimber of associations) was as

follows :
[In thousands)

Gross operatiitg income....... P fema- $855

Less operating expenses and other charges (Net) v oo 208

Net operating income before dividends - 652

T.ess dividends.. - - — . - B17

Net income before taxes but after dividends 188

Less: Federal ificome tax ! e 1

‘ Net income after taxes....... pmmmemm——a————————— 184
Allocation of ifet income:

Reserves ——— ‘ ‘ 124

Surplus ;10
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The net income after all dividends to shareholders was $185,000 and the Federal
tax on this income was only $1,000.
B. Is this adequate tavation?

The proposed provision would suibject that income of $135,000 to a total tax
of $28,000, or an effective rate of 17 percent,

Gross operating INeome. e — e m e, ———————— $805
Less: Operating expenses and other charges (Net) .. v 203
Net operating income before dividends. . .. 652
Tess: DIvidends . v e e e - - 517
Net income before taxes but after dividends. oo ccceva. 185
Deduct 60 percent allocation to reserves. . oo oo eeee ——— 81
Remainihg 40 percent of income subject totax_ ... 4
Federal income tax (80 percent first $25,000, and 52 percent remainder)... 23
Undivided profits. ..o e %

Percent Federal income tax to net income before tax but after dividends...

This tax of $23,000 is less than one-half the amount which would have been
paid by the average commercial bank and contrasts with an effective tax rate
of 45 percent (or $61,000) paid by all industrial groups on income before bad
debts as reported in Corporation Income Tax Returns, 1059-60,

I do not have to belabor the obvious point. As you will readily see, this is not

really equitable taxation. It is a perpetuation of the earlier preferential treat-
ment.
This provision does not adequately “enlarge the revenues” nor contribute
to a fair and sound tax structure as the President asked, nor does it provide
the “nondiscriminatory treatment” which the Secretary of the Treasury sought,
It falls far short of the “equality” of taxation which thousands of your tax-
paying constituents would demand if they understood the extent of this con-
tinued discrimination.

The $200 million of additional taxes which the present proposal would pro-
duce is less than one-hdilf of the $416 million in 1963 (and increasing amounts
in succeeding years) which the Treasury recommended in its statement of
August 19, 1961. This means that the difference of $216 niillion which the
mutuals would contitiue to escape (under the present proposal), becomes an
additional burden placed on the already heavy tax bill which must be borne by
all other taxpayers. '

Equity demands equal tax treatment, but if this is politieilly impossible, then
as a minimum, your committee should adopt the recommendations submitted
by Secretary Dillon on April 2, 1062, which he estimated would increase the
tax to $365 million,

0. Is there any justification for this continued preferencet

A number of reasons have been advanced to justify the original exemption
and the present preference. Although some of the argumeénts are patently
invaltd, in the aggregate they have been sufficiently persuasive fn the past so
as to require our careful attention to each of them. It {8 not our purpose, how-
ever, to evaliate them as of some prior date but to appraigse them in the lght
of current conditions. Such an evaluation, I submit, will disclose that they are
not valid today and that there is no justification for this contintied preference.

1. Should the mutuals be evempt on the pgrounds that their assets répresent
the “savings of the poor?”—If tlils were true, the average account in the mutual
institition would be smaller than that'in the taxpaying commercial bank. This,
however, is not the case.

Average size of savings account

Taxpaying: Commercial banks —— —eew $1,058
Tax avolding: ‘
Mutual savings banks 1,614

Savings and loan associations

1 Department of Economics and Research, American Bankers Assocl tistles
the Hemt e Mt ot astand Research, Assoclation, Statistics on

/
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In the absence of some other evidence, we niust concliidde that actually, the
savers in the mutuals are not the “poor.”” They are a cross section of the
l?m;a{rlcnn public, who have larger savings than do the savers in the commercial

anks.

2, Should the mutuals de exempt on the grounds that they are not operated
for a “business purpose” #—The objective of the savers and the managers of the
mutual institutions today is to obtain the highest possible return on their
capital. As the earning of the highest possible return on capital is the very
essence of business purpose, the mutuals should not be exempt on the grounds
that they are not operated for a business purpose. :

8. Should the mutuals be exempt on the ground that they do not deal with the
general pubdlio?—The mutusls not only do business (that is, accept savings from,
and make loans to) such of the general public as walk in, they aggressively
solieit the general piiblic to come in and do business. =

In 1960, the mutual savings banks spent an estimated $18,125,000® in ad-
vertising, and the member savings and loan associations $91,097,000.

If we relate total advertising expenditures to earnings we see how very

aggressive the mutuals actually are.
Advertising expenditures as a percentage of net operating earnings

Advertising
erpenditures !

to eqriings

Institution: (percent)
Insured mutual savings banks. .. 11.1
Member savings and loan associations. —— - 14.4
Insured commercial banks. . e -— 4.5

tIn order to put earnings on the most comparable basis, each figure is net operatin
earnings before income taxes but after deducting dividends on share accounts and interes

on savings deposits.

As an indication of the extent of the mutual solicitation of the general public,
I call your attention to a recent issue of the New York Times which is typical
and which containg advertisements for 26 savings and loan associations located

outside New York State,
Whatever the situation was in times past, today the mutuals certainly do

business with the general public.

4, Should the mutuals be exrempt on the ground that they need the taxr exemp-
tion in order to growf—Are the mutuals essentially small institutions that need
governmental encouragement in order to enable them to grow?

(a) Is this a small industry? Assets of the mutual savings institutions
today total $125 billion.

(b) Are the individual usiits small? The average savings and loan associa-
tion at the end of 1960 had assets of $11,391,000. The average mutual savings
bank $78,784,000.} ,

There are 110 savings and loan associations of over $100 million each. There
are 97 mutual savings banks each with over $100 million in asets, four with assets
in excess of $1 billion.

These aren't struggling small businesses that need Government support.

(¢) Are they growing very slowly? Mutual savings banks since 1950 have
increased their deposits by $16,302 million, or a growth of 81.56 percent. The
savings and loan associations have increased their share accounts by $48,162
million or 343 percent. The savings and loan rate of growth is three times the
rate of growth of time deposits in the commercial banks and almost seven times

as rapid as the increase in total deposits.* :
Thus, these mutuals, (1) constitdte a tremendous aggregation of wealth, and

(i1) are growing extremely rapidly. . .
(d) But wotild they have been able to grow without tax exemption? This

requires a moment’s consideration of why the mutuals have grown so rapiily.

1 FDIC insured mutual savings banks; savings and loan association, members of FHLB,
1960 : commercial banks, FDIC insured banks, estimated, 1860. . g

Source: Banking (March 1960), p. 68; FDIC, Annnal Report, 1960, pp. 176, 177 ; FHLB
Board, Combined Financial Statements, 1960, pp. 16, 72‘ 78, National Association of
Muual Savings Banks. . . .

$For comparison, the average size of bthmmercinl banks s $19,118,000, and the

p €
averuge of their total time depostits is $5.4 , .
3The Increase of total depggits in commercial banks was $74.5 billfon, or 48 percent:

time deposits increased $35.1 billion, or 96.2 percent.
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(1) They advertise aggressively, they generally occupy attractive quarters
and offer pleasant service, but the primary reason that they attract savings is
becnuse they pay a higher rate of regurn than do their competitors. =~ )

Average rates paid?

i

[Percent)
Tax-avolding . Tax-avolding .,
Taxpaying |__ et Taxpaying e
Year commer- Year - |- commeor- : R

clal banks | Mutual | Savings aud cial banks | Mutusl [Savingsand
savings | loan assocl- savings |loan associ-

banks atlons banks ‘| atlons'”
0.4 1.0 24 1.68 2.17 - 8.0
1.03 1. 96 2.6 2.08 2.04 3.3
1.18 2.31 27 2.21 3.07 3.8
1.24 2.40 2.8 2.38 3.19 3.6
1.382 2.60 2.9 2.56 3.62 3.7

1.38 2. 2.9

1 Department of Economies and Research, American Bankers Association; Statistics on the Savings

Market (1061 ed.) table 7,

(ii) To some extent the mutuals can pay a higher rate becatise they pay a
return to oiily one group, the saver-owners, whereas the commereial banks have
two groups to cotitpensate. This is aggravated by the fact that the entire distri-
bution which the mutuals pay, both to the saver as interest on hig savings and
to the equity owner (who, in their case, is the same person) as a réturn on
his equity, is tax deductible, whereas what the commercial banks (or any other
corporation), pays to its owners is not tax deductible. ‘

(iii) But the prineipal reason that the mutuals can afford to pay more is
because they earn more.

Averaging earning rate* (current operating earnings to deposits or 3harea)'

Tax-avoiding
Taxpaying
insured :
Year commer- Insured Member
cial banks mutual saglngs
savings and loan
banks agsoolations
2.003 3.343 5.088
2.878 3.388 4,902
3.132 3. 620 5.073
3.149 3.626 5.102
3.339 3.774 5,253
3.680 3.025 5. 328
4.015 4.102 5,498
3.951 4,215 5.548
4.415 4,480 8.801
4.683 4.645 §.970

1 FDIC aniiual reports, 1951-60, FHLBB combined finanefal statements, 1951-60,

(iv) The muttials can earn more because, inasmuch as they are not reqiired
to maintain lqtifdity comparable to that required of the commercial banks, the
mutuals can inivest virtually all of their funds in high return assets.

Percentage and distridbution of assets, Dec. 31, 1960

[In percentages)
Commercial Mutual Savings
banks savings and loan
banks associations

Cash ceseassacsscsstasmnacsensnnann 20,28 218 3.80
U.8. Government securities ddocasccasanaamasannaoana 23.61 13.64 6.41
Other securities - cescssccassemnceananna 8.00 14.60 |oeoeviaaninin
............. teeeacaecmeandasmesastesntecsssuarasseanmasa 45.85 67.96 . 84.08
Otherassets. ..o cececaecencenceccsmmcessenananaasssass 229 1.53 8.74
Total.... .- 100,00 100.00 100.00

. e L g e mmen e P
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Thus, as the mutuals can invest more in high-rgte assets, they can earn more.
Ag they can earn more, they can pay more. As they can pay more, they can
attract more savings,

(e) Would subjecting the mutuals to Federal income taxation on the same
basis as the commercial banks materially affect the rate which they can pay?
As we have seen, the mutuals grow more rapidly because they pay a higher rate.
They can pay a higher rate for three reasons: (i) they have higher earnings;
(11) they don’t pay anything to stockholders as distinguished from savers; (iil)
they do not have to pay any Federal income tax. Let us compare the relative

importance of these three advantages.

Reasons why savings and loans can pay a higher return than commeroial dbanks?
{Computed as a percent of total deposits or share acoounts)

Commerelal | 8avings and
banks Stn- loan assocla- | Difference
sured tions (insured)
Qrossoperating earn(n(fs ...................................... 4.688 5.970 1,287
Dividends to 8tockhOlders.....ceacaceenceeeianennomecaconeenas (i 3 . 363
Payment of Federalincometax.....cceoueemmimciaennciannnan . 568 . 007 . 561
Thelir not advantage......cceecceaccneccaeccecacacccacconfecacecccmccnaafonccacancannan 2.1

1 FHLB Board combined financial statements, 1060, pp. 16, 72. FDIO annual report, 1960, pp. 148, 154,

Although the commercial bank in 1960 paid Federal income taxes at about 80
times the rate pald by the savings and loan associations, the amount of the tax
differential is only slightly more than one-half of 1 percent of deposits.

Thus, the removal of the tax differential would not eliminate the mutuals’
ability to pay a higher rate—and attract more savings. At most, it would
reduce their net advantage from 2.211 percent to 1.850 percent' This means
that the savings and loan associations wotild still enjoy a substantial advantage
and would continue to grow rapidly.

It is the mutuals’ ability to earn more which gives them thelr great advantage.
It is therefore clear that the mutuals do not need tax exemption in order to
grow.

In passing, let me make one other point—the tax treatment now accorded
the mutuals is not only unnecessary for growth, it has the unique and wholly
undesirable result of favoring the larger mutual at the expense of the smaller,

In 1960 the Federal income taxes paid by member savings and loan assocla-
tions with assets under $500,000 amounted to 9.89 percent of the net taxable
income (viz: net income after dividends but before reserves). The savings and
loan associations with assets between $214 and.$5 million pald Federal income
taxes at the rate of about 1.5 percent, and the savings and loan associations
with assets over $100 million pdid Federal income taxes at the rate of 0.11
percent of taxable income, (Table I, appendix.)

The larger the associations, the less of their income they pay in taxes.
Indeed, the associations with assets in excess of $100 million paid Federal
incgme taxegogt only one-eightieth the rate paid by the associations with assests
under $500,000. ,

This is not only directly cottrary to our national concept of progressive taxa-
tion, it is retrogressive, the preference of the large and wealthy and the penaliza-
tion'of the small, ‘

6. Does our desire to encotirage savings justify granting taw evemptions to the
mutuals P—There is no question as to the importance of thrift, The disecipline
builds character and the resultant savings assure greater independence. Per-
haps more important is the fact that national growth depends largely: ot capital
investment, which in turn requires savings—the willingness to consume less than
we produce, and to ifivest that difference it productive assets.

4 Bven this asgumes that the mutuals would increase their after-tax capital funds at the
same rate that the commereial banks do, If, however, they elected, as they have in recent
years, to spend much more on advertsing and to continue to pay a hlgher return, tbﬁ
amount that they would pay in Federal income taxes wou ot approach the groportio
paid by the commercial banks, and they would suffer virtually no diminution in the amount

-which they could pay to the saver,

. Y.
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In this connection, it is interesting to note that about 69 percent of eur private
savings is by business, and 81 percent by individuals, )

Of the Increase in total savings in 1960, $7.6 billlon, or 10 percent, went into
savings and loan associations; $4.1 billlon, or 5.5 percent, went into the com-
mercial banks; $1.4 billion, or 1.9 percent, went into mtitual savings. banks.

If, as a natl’onal policy, we want to encourage total savings, we should offer
some inducement for all forms of savings, perhaps a credit against income, of
corporations and individuals alike. '

If for some reason the Congress were to prefer to encourage personal savings
only, it should offer some inducement to all individual savers, irrespective of the

particular form of their savings,
Merely giving preference to one group—and that group not the savers but the

institution—is neither equitable nor effective.
Thus the desire to encourage savings does not justify the present tax

exemption, ‘

6. Docs the faot that income retained by the mutual is not immediately allo-
cable to an individual depositor (or shareholder) mean that there is no income
recetved, henoe there should be no tawf—Income received and retained by any
business corporation is income to the corporation, not to the individual stock-
holders thereof. The stockholder does benefit from the retained earnings as they
are reinvested in the business. However, neither the saver ih the commercial
bunk nor the saver in the mutual receives any inicrease in his principal as a re-
sult of any improvement in earnings.

The stockholder in the commercial bank may, if and when he sells his stock,
realize a price which, in part, reflects retalned earnings (although it would be
difficult to relate widely fluctuating stock prices to book value). But if the
mutuals should argue that the saver in the mutual is the equity owner and
hence should be compared to the stockholder (as distinguished from the saver)
in the commercial bank, we would agree. However, if the mutuals take this posi-
tion, then they must acknowledge that the proportion of income paid to the
mutual saver as the equity owner should no more be tax deductible to the mutual
than is the amount paid in dividends to the stockholder of the commercial

bank deductible to it.
The mutual’s argument that there should be no tax because no individual is

vet entitled to the distribution is not valid,

7. Should the mutuals be ewempt on the grounds that they cannot invest in
every form of asset!—Admittedly, there is a variety of types of assets in which
the different institutions can invest. There is also a wide difference in the
amount which they are free to invest., As we have noted previously, it is the
commercial banks which are required to maintain the greatest liqul(ilty (cash
and U.S. Government securities) and hence have the least opportutiity to obtain
adequate earnings. Consequently, if there were to be any preference, the pref-
erence shotild be in favor of the commercial banks.

The fact that there is a variety of limitations on the different types of in-
stitutions 1s no justification for granting tax exemption to the mutuals,

8. Does the need for safety require tam ewemption for the mutuals?—The
mutuals argue that they need large reserves in order to abe able to absorb the
losses which they might sustain were we to enter another depresion comparable

to that of the thirtes. ol ,
We would agree wholeheartedly that they should be allowed to build up

reasonable reserves, but to be reasonable-~-
a) The reserves should be related to the amount of assets at risk, not

(a) !
to total Habilities, This is so obvious as to be self-evident. If you don’t
have anything at risk, you don't need a reserve to protect yourself against

the nonexistent risk.
(b) The reserves should be related to the degree of risk of loss inherent

_in those assets. ,

The question here is how much risk is there in the niitunls’ assets? They
have not heretofore presented any information on this; indeed, they have
claiined that no such data is available. ,

However, the Treasury Department pointed out in a Report on the Taxation
of Mutual Savings Banks and Savings and Loan Assoclations last Jiily that,
“The saviigs banks (during the great depression) were able to abosrb their
mortgage losses out of the current income received during the period in which

the losses occurred.”

82190—62—pt, 4——10 ,
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Dr. Raymond Goldsmith, of the National Bureau of Bconomic Research, has
prepared an analysis of the losses of savings and loan associations and com-
mercial banks during the 16 years 1930-45.

On the annual average basis for the full 1930-45 period; losses were 0.05
percent of loans for savings and loan assoclations and 0.86 percent for com-
niereinl banks® Thus the loss experience for the two types of institutions
was quite comparable,

But the commercial banks suffered their losses in a short almost catastrophic
depression, wherens the savings and loans spread thelr losses over a much
longer period of time. Thus during the 5§ worst years of the period 1930-45
commercial bank losses averaged 1.8 percent of the annual loan portfolio,
whereas for savings and loan associations the loss for this perfod was 1 percent,
only about half the commercial bank loss rate,

It should also be noted that in no single year—including the worst years of
the depression—did the savings and loan assocliations suffer a loss in excess
of 2.2 percent of loans while the commereinl banks experienced losses at the rate

of 3.3 percent of loans.* ‘
A comparison taken from Dr. Goldsmith's study showing losses for the period

1930-43 may be of ifiterest.

Losger on loans: (‘ommm-cihl hanks, sal;ings and loan associations, 1930-45
(operating tnstitutions)

Commercial banks’ net ! Savings and loan associa-
losses on loans ‘ tions net losses, total

Year or perlod
Amotnt Percent of Amount Percent of
(millions) total loans (millions) mortgage
loans
$235 ’ 0.7 $2 0.03
357 1.2 43 .7
198 2.2 84 1.5
315 2.8 88 1.8
518 3.3 43 1.2
2121 | 8.9 265 4.9
23 1.6 ; 76 2.2
143! ‘9 52 1.6
33 | .3 32 1.0
25 | .8 29 .7
2 4 53 1.4
806 ‘ 37 237 | 6.9
49 .3 ! 59 1.5
3t | 2 3 1.0
12§ .1 33 .8
+11 +.1 23 .5
1“ ; 4.1 23 .5
11 | +.05 1 +6 +.1
X 3 | 177 | 3.9
2,786 | 13.8 l 670 | 15.2
} i

NorE.~Average annual percent loss: Commercial banks, 0.58 percent: savings and loan associations,
0.95 percent.

From the foregoing, it is obvious that adequate reserves are important to
all of these competing institutions. It is even more obvious that there is no
Justification for a tax law that allows the commercial banks to build reserves
of 1 percent of deposits and the mutuals to build reserves 12 times as large.
'{’llllje pl;%se%nt virtual tax exemption awarded the mutuals is clearly unfair and
unjust X

(c) We are not pressing for any severe limitation upon the amount which
the mutuals can deduct from taxable income. We are only urging that they,

$ Dr. Raymond goldsmlth, “A Study of Savings in the ‘United States,” Princeton Uni-

versity Press, 1955,
¢ See, alsor New York StnteszBankers Association. “A Report of the Committee on Risk

Asset Ratio Study,” Mareh 1932, -
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like commerclal banks and all other taxpayers, be allowed “rengonitlile” reserves,
and that the determination of what is reasonable should be made by the Com-
missloner of Internal Revenue, as in the case of itll other thxpayers, ' If tlie
Commissioner is competent to determine what is reasonable for all other tax-
payers, he ought to be competent to determine what is reasonable for the

mutuals,
Certainly, the need for safety does not justify the present virtunl tnx

exemption.
9. Do State or Federal “requirements” necessitate the grant of a tax emcmﬂtﬂm

to the mutuais?—It ig argued that:
(a) appletible State or Federal laws require the ‘mutuals to maintain

certitin regerves ; and
(d) the Commisq!onor may be unwilling to allow the tax-free deductions
of such reserves.

Neither polnt is valid.
Various laws require that, as in the cnse of the commereinl banks, the mutunls

must retain a portion of their income to build up strength and can only distribute”
the balance to savers and stockholders, There i3 no reqitirement, nor, indeed, any
need, - that these additions be made from pretax income. As n commercial
banker, I would be delighted to have the opportunit 'y to. build up our strength
entirely from tax deductible reserves, just as would: any other businessman.
But we are not accorded this opportunity, nor has it deterred the bunka in
building dp our margin of safety.

In the past decade (1950 to 1960) the commereial banks have incrensed theh-
capital accounts almost excluslvely from retained eam!ngs in the sum of $9.3

billion, an inerease of 80 percent.’
Indeed it is arguable that the present tax exemption is not only unnecessary

in the case or the mutnals, but that it has not heen effective in encouraging
them to increase their safety.

Capital or rescrve funds to deposits (sharc accounts),! 1945-60
[Selected years—dollars in thousansls)

Insured Insured |[FHLBmem.

Year (Dec. 31) commercial | mutual sav- | ber savings

banks ines banks and
associations
Percent Percent Percent

5.87 9.98 8.70
7.79 12.18 0.16
8.52 10.34 8.02
0.77 10.01 8.18
10.05 10.21 8.15

1 Source: ABA, The Commercial Bank Case for Tax Justice, table 1, p. 10 and FDIC Annual Report,
1960, pp. 147, 148, 149; and FHLB Combinesl Financial Statements, 1960, p. 16.

The savings and loans have not used these tax advantages to butld up strength,
their xg;erves have actually declined in relation to their deposits (share
accoun

It is apparent, both from the argument and past practice, that the present tax
exemption is not necessary in order to enable the mutuals to meet requirements
for additions to reserves, nor has the present 1aw been helpful in increasing the
safety factor which they offer the public.

10. Is taz favoritism necessary to divert savings into home mortgage loansfd—
(a) Adequate taxation will not produce the dire congequences to the residential
mortgage market the mutuals prediect.

i. The mutuals have repeatedly tried to create the impression that if their tax
status were changed, the adverse impact on the housing industry would be both
grave and direct. This is not so. A hidden tax subsidy, directed through a
special purpose lender, will not, by itself, assure prosperity to any industry.
The complex housing market cannot be stimnlated or retarded in such a simple
push-button way. Other factors governing the demand for housing which also
must be considered, inclnde. the basic cost to the consumer exclusive of finane-

7 FRB, Bulletin, May 1961, p. 557 and Feb,, 1950, p. 165.
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ing; profitability to contractors and their capacity to borrow; the availability
of desirable locations served by adequate commuter tra rtation; the prox-
imity of schools, utilities, and other shopping facilities, all of which, incidentally,
the commercial banks finance to a far greater extent than do the mutuals, If
subsidies are needed to accelerate building, let them be forthrightly bestowed
and temporarily granted to that aspect of the industry evidencing the greatest
momentary need, instead of permanently hidden in the tax structure to the benefit
of a privileged minority.

(0) Adequate taxation will not force the mutuals to cut their dividends to
savers and, hence, impair their ability to attract additional capital,

i, Reductions in interest rates, if any, will be small. Many mutuals will
simply decrease their transfers to reserves, and hence, their ability to pay divi.
dends will not be affected. As Assistant Secretary of the Treasury, Stanley 8.
Surrey pointed out in his letter of February 7, 1862, to Congressman Keogh,
discussing proposals considerably more burdensome than the present proposal;

“The possible effects on dividend and interest rates do not appear to be large
enough to affect appreciably the growth in savings and share accounts, More-
over, given the anticipated increase over the next few years in average rate of
retarn on mortgages, it is very likely that any effect on interest or dividend rates
will appear as a smaller increase in yields to depositors rather than as an

absolute decline in yields.”
(o) Adequate taxation will have little effect on the avaflability or costs of

residential mortgage money.
The availability of mortgage money will not be automatically affected just

because the mutuals are taxed. Taxation of the mutuals will certainly not

influence the demand for mortgage money. Will it influence the supply?

It will only if—
1. it diverts a large volume of savings from the mutuals to other deposi-

tories, and
ii. the other depositories are disinterested in mortgage loans.

f. To what extent will equitable taxation divert savings from mutuvals to
other depositories? .

We do not anticipate any shift of existing savings, and even the diversion of
new funds from the mutuals will be slight. They will still be able to pay a
higher rate of return to the saver than the commerelal banks because they will
continue to earn more. The capacity of the savings and loans to compete is
evidenced by the February increase in savings which was realized deapite a sub-
stantial increase in interest rates pald by commercial banks. The FHLBB re-
ported that during February 1962 insured savings and loans increased savings
capital by $550 million compared with $544 million during February 1061.

i, Despite the slight diversion of savings fromr the mutuals, the impaet on
the mortgage market would be more than offset by the inereased enthusiasm of
other lenders.

At no time in the past have the commercial banks been as active in seeking
mortgage loans as at the present moment. The increased competition for sav-
ings deposits and the higher rates being offered have made it necessary for many
commercial banks, which have not heretofore made mortgage loans, to vigorously
_seek them, Others which have had moderate portfollos are seeking to increase

the volute of such loans, ‘

This development has become so widespread among the commereial banks that
Mr. M. L. Dye, president of the U.S. Savings and Loans League {n his address to
the league on March 1, 1062 complained :

“Competition from the commercial banks {n the home mortgage fleld may be a
more serious threat to associations than the new bank savings rates.”

This 18 not a matter of the moment. The commereial banks faced with the
payment of liigher rates on savings have to ifivest their additional savings in loans
producing higher rates, and mortgage 16ans are most attractive, If taxation
should cause some shift in deposits from mutuals to commereial banks, the hinks
would invest a high percentage of such funds in mortgage loans.

In this connection the Mortgage Finance Comniittee of the American Bankers
Association has proposed the establishment of two private corporations, publicly
supervised, for the insuring of conventional mortgages and for the secondary
financing of such mortgages. This constitutes still another attempt to stimulate
increased mortgage lending. Accelerating their activities in the residential mort-
gage area are pension funds, trusts, mortgage companies, investment companies,

credit unions, fraternal orders, and others,
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Thus there is no present shortage of mortgage money and there is not lkely
to be in the foreseeable future. The feature article in the April 4, Wall Street
Journal conclitdes ; ‘ ‘

“Buflders overwhelmingly report that there is more than enough mortgage
money available to finance new homes.” ‘ ‘

Dr. Saul B. Klaman, director of research, Nationnl Association of Mutunl
Savings Banks, forecast in the March 1961 Mortgage Banker: : ‘

“Some shift of savings will occur in favor of commercial banks, but thrift
institutions will place a larger share of assets in mortgages and commercial
baitks will invest more in mortgages than they otherwise would. The general
increased interest in mortgages on the gart of most types of lenders will result in
a larger flow of mortgage fitnds in 1002 than in 19061, The demand for moxtgage
funtds will incrense only moderately, reflecting the small rise in housing activity
and the shifting of housing markets.” )

Dr. Jules I, Bogan, professor of finance, New York University School of
Budiness Administration, wrdte in the December 1061 Mortgage Banker: -

“For the next § years or so, net family formation will average around 800,000
per annum, which will hold down demand for homes and consumer durable
goods, The supply of funds from savings institutions and bank credit expansion
promises to be adequate to satisfy prospective demands, and will exceed pros-
pective demands in periods of less active business and recession.”

Mortgage money promises not only to be plentiful, but also cheap, James C.
Downs, Jr,, chairman of the board, Real Estate Research Corp., writing in the
March 1962 National Market Letter, stated :

“There is a cothmonily held belief that costs are controlling prices. The fact is,
of course, that markets control prices, for money as well as other goods. The
fact that banks and savings and loan institutions are paying more for their
money is no more valid reason for higher interest than that rents should go up
when a property owner gets a tax increase, The supply of mortgage money,
like the supply of rental space, is increasing more rapidly than the demand for
mortgages at current rates. Ergo: lower mortgage interest.”

Thus we may conclude that equitable taxation will not materially affect either
the supply or the cost of mortgage funds.

11, If the Savings and Loan Associations were taved on the same basis as other
corporate taospayers, would anyone be huré?—(a) The savers cannot be hurt.

{. The savers who have put their money in the savings and loan assoclations
are “shareholders,” biit no matter what capital or reserves the institufions may
build up, the shareholder is entitled to get back only the amo:unt that he puts in
(plus his interest or dividend return). He gets no share of the equity. The
capital or reserves reinaifi in the institution until Hquidation,

Thus, the saver has no present equity (like the stockholder in an ofl com-
pany) to be affected by the imposition of regular corporate income taxes. The
only effect he conld feel is: ‘

fl. The possibility of some prospective reduction in rates of interest (divi-
dends) paid in the future, but, this will have no effect on the value of his pres-
ent ownership, Furthermore, since the totiil tax bill wotld only be a very small
percentage of savings capital, full taxation of the savings and loan associations
would still permit them to pay a return substantially higher than that paid by
their competitors and probably would not cause them to make any reduction
in the rate they pay to the saver.

fii. If the savings and loans pald a tax and did not reduce their dividends at
all, the aniount of the tax paid would have to come from undivided profits. There
1s no equity in this as it is the case with all corporate taxpayers.

But, though equitable, would taxation cause the insured savings and loan
associations to become tinsound?

The savings and loans now have capital and reserves of 7 percent of total
assets (compared with 8 percent for all insured commercial banks). Thus, the
savings and loains start off from a good base, ‘

The retained earnings added by the savings and loans to thelr capital and
reserves (for the past b years) have averaged 0.9 percent of assets each year
(compared to 0.4 percent for insured commercial banks). - '

Thus it is clear that if taxed like commereial banks (with the same deductible
reserves for bad debts), the savings and loan aseociations could maintain their
dividenid rate, absorb the tax and still add more to capital and reserves than can

the commercial banks, «
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(b) 1t is doubtful if even the stockholders would be hurt,

Investors who own common stock in savings and loan assoclations represents
a very small group, There are only 520 savings and loans 8 with common stock
outstanding out of a total of 6,276 savings and loan assoclations. Only those
few who own these negotiable securities would feel the impact of somewhat
reduced net earnings if they paid a tax, And it is by no means certain that this
group wotld suffer any loss whatsoever.

Savings and loan common stocks have recorded a growth of 205 percent over
the past 2 years.® Except for the relatively few investors who made inttial pur-
chases during the past several months, owhers of these equities have fared very
well indeed. It is conceivable that modest income taxes might slow down the
rate of growth somewhat, but certainly the basic trend would not be reversed,

Kidder, Peabody & Co. in its 1001 edition of “The Savings and Loan Industry”
writes: “The holding company associations would be in the extremely advan-
tngeous position of being able to obtain additional capital contributions—which
funds the holding compatifes could obtain qtiickly and easily through public sale
of senlor securities—permitting the assoclations to accept all avallable savings,
Such additiohal long term growth potential would be denied the mutual associa-
tions. The relative advantage to the public companies wotld more than thake
up for any substantial change in the industry’s tax status, in our opinion.”

A change in the tax law would not influence the investment of any mutual
depositor or shareholder. It might have some effect on the stockliolders of the
few stock owned companies who have heretofore enjoyed an unwarranted wind-
fall but the purpose of tax revision shoiild be justice not the perpetuation of

injustice.
1V. CONOLUSION

The proposed increase in the taxation of nititual savings institutions is a long
step toward greater revenue and more equitable treatment, The proposal repre-
sents both courage and judgment,

Yet it is only a partial step. The Senate should expand the provisions of sec-

tion VIII for the proposal would not bring in adequate additiondl revetite nor
would it achieve anything approacting tax equality. .
. The mutuals, seeking to perpetuate their virtual tax exemption suggest a
variety of reasons why they should be given preferential treatment, but a review
of these arguments demonstrates that they are without validity. As the Treas.
ury stated in its July 11, 1961 Report. ) ‘

Differences between the mutufl thrift institutions and other financial inter-
mediaries which have been advanced in the past to justify special tax treatment
for the mutitals * * * no longer are suficiently persua%;re to justify a special
tax treatment amounting to virtual tax exemption. om the viewpoint of
logical and equitable application of the Federal income tax, the miitual thrift
institutions should be able to retain- corporate earnings tax free otly tnder a
formula consistent with established concepts for comptting bad debt reserves.”

To press for more equitable treatment will take considerable courage on the
part of this committee, but both the need for revenue and the interest of justice
demand it. There will be some inspired opposition, but though this may be a

political issue it is not a partisan one. o
Represénitatives of both purties and of the publie at large are of one mifid on

the heed for endihg this preference.

President Eisenhower in his last budget message to the Cohgress urged a re-
view of “the tax laws which now apply to the Nation’s varlous private lendihg
institutions * * * and to remedy any ineqtiftible sitiationg * * *»

Professor Dan Throop Smith, Deptity to the Secretary of the Treasury in the
F%is;mhower adnmififstriition, in his recetitly published “Federal Tax Reform”
states: , C ,

“Savings and loan associations atd mitttal savings banks are * *-* given
an unreasonible tax advatitage over competitive tdxpaying banks. ‘* * * The
differential treatment is neither fair nor éonducive to reasonable competition,"” ¥

: The Kennedy admififstratiori lias made 'its position abundantly clear in re-
peated statemeiits of the President, Treasury Secretary Dillon, dnd the report
of the Treasury. All have urged eqtiltable taxatioh of the muttil savings banks
dnd the savings and loan associations, - ‘

1U8, Say cogne, U
M:r glz ld% g;;ggo%yng%?le:x‘e%?,gavmgs and Loan Stock Prices, Mar. 80, 1960 thiongh

10 Danl 'l‘%r‘obp Smith, “Federal Tax Reform” (McGraw-Hiil, 1961).

e "
| J
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The nottpartisan and widely representative Commiission on Money and Credit
hias similarly urged ending this preferential tax treatment.

“The commission recommends that commercial banks, mutual savings banks,
and savings and loan associations be subjected to the Federal corporate income
tax in such fashion as to contribute to capital and reserve adequacy and to
}nsgre )c,(')gi‘ipetitlve eqiality (to the extert that the Federal tax is a competitive
actor, . :

The public is equally clear on the need for greater taxation of the mutuals,
Groups as widely divided on other issues as organized labor and the banking

business agree. :
As Stanley H. Ruthenberg, director of research, AFL-0OIO stated before your

comimittee on April 4
“We urge the committee to carefully reconsider the stifficlendy of this House
proposal,”

So do we.
I believe it is accurate to state that no group which has examined this ques-

tion impartidlly has supported the present preferential treatment accorded the
mutuals. It should be ended.

If coiplete equality cannot be achieved—if it is not practical to subject the
mutunls’ tax deductible reserves to the test of “reasonableness” required of all
other taxpayers—then at the least the Congress should limit the deductible
reserves to the 3314 percent of net incoine as recommended by the Secretary of
the Treasury in his testimony on April 2,

Modern soclety requires extensive governmental services. These must be.paid
for by the ecitizenry and an equitable distribution of this burden is absolutely
necessary to a free society., It is largely because of faith in the equity, uni-
formity, and impartidl enforcement of taxes in this country that niost Amer-
fcans meet their obligations without any form of coercion. During times of
emergency, they willingly agree to accept their tax obligations because they
know that théir féllow citizens will share these burdens with them.

In these 2 days, you will hear much testimony in regard to taxation of the
mutuals. You will weigh that testimony in the light of the personal interest
of those who are accorded the privilege of addressing you—just as you will
weigh what I have had to say knowing the commerctal banks for whom I speak
are engaged in competition with these tax-favored institutions,

And yet, after all the arguments have been presented to you, the hard fact
will remain in four memory that an industry with $104 billion in assets and
with net operating earnings of over $4 billion, paid Federdl incomes taxes of
less than $56 million, No amotunt of impassioned explanation or statistical éldb-
grat‘f)on ;an make those figures consistent with an equitable distribfition of the
ax burden,

The. current heavy military preparedness program places a heavy finaneial
burden on each of us. We bear it willingly because it is necessary for our very

survival,
That expenditure benefits all Amerledns nd its cost shotild be borne equitably

by all Amerieains, 4
It is on this basis of eqititable allocation of the costs of governmental serv-

ices and of nationnl defense that I know this comniittee will, after due delibera-
tion, decide this question.

APPENDIX

TARLE 1.—Federal income tawes paid by savings and loan associations in various
. asset classifications .

{Unit: Thousand dollars)

Federal

. . 1 - income

i “Net Net Federal | taxes as a
Assets : ‘income taxable income | percent of
income tax |net taxable

incomse
Undor $500,000. «coennessciocrecacammesranecebomecensana 2,085 | - 245 .3 9.30
§2,600,000 £0 $8,000,000_ 211 TIIITIIIIIIIIIIIIIIII 150,164 | 80,854 453 1y
100,000,000 and over. .--J1JZIIZIIIIIIIIIITIIITIIINNINE  peg 019 | . 113,834 120 Ll

Sourco: FHLB, Combined Financial Statoments, 1060, pp. 74, 75.

1 “phe Report of the Commission on l(oney and Credit” (Prentice-Hall, 1061), p. 178.



1332 REVENUE ACT OF 1962

Senator Bennerr. Our last witness is Mr, R. E. Gormley, of the
Georgia Savings Bank & Trust Co., Atlanta, Ga.

STATEMENT OF R. E. GORMLEY, VICE PRESIDENT, GEORGIA
SAVINGS BANK & TRUST C0., ATLANTA, GA.

Senator Bennerr. Sit down and identify yourself for the record.
Mr. GorMrEY. You are very patient, Mr. Chairman. I am R. E.
Gormley from Atlanta, Ga. I am vice president of the Georgia Sav-
i %s Bank & Trust Co., of that town. It is a stock savings bank.
requested permission to appear before you in behalf of five other
like savings banks operating in Georgia, as well as similar banks op-
erating in other States.

While comparatively few in number, I hope our experience will be
of interest to you in arrivi‘nF at a decision as to a fair method of tax-
ation of so-called mutual lending institutions. I say this for the
reason that we do practically the same type of business as Federal
savings and loan associations, the only difference being that we pay
a full corporate Federal income tax, while they do not.

Now, a great deal has been said pro and con on this question. I
have assumed that you gentlemen would not be so much concerned
with the competitive effect which the operations of savings and loan
associations and mutual savings banks have on commercial banks,
but rather whether or not the operations of those groups now enjoy-
ing h(iigh tax-free loss reserve positions, will be that seriously affected
should their present loss reserve position be eliminated or reduced,
their functions would be seriously curtailed.

It seems to me the primary questions to be resolved are, first, is the
financing of homes a social or semieleemosynary tg‘pe or operation of
such nature as to justify a tax status different from that of other
profitmaking types of businesses? Second, is the mortgage loan busi-
ness that hazardous as to warrant a tax-free loss reserve to savinfs
and loan associations and mutual savings banks which has practically
relieved them of paying Federal income taxes?

I trust my own experience in the mortgage loan business will be
helpful to you in determining the ahswer to these questions.

I am conscious of the fact there has been a disposition on the part
of some of our legislative forces to regard these operations as semi-
social or public benefactor types of operations. While it is true they
were originally conceived as a patriotic movement, the claim of mu-
tuality by these present-day lenders, and the fact their loans are al-
most exclusively for the purpose of enabling people to purchase and
maintain homes, does not, in my opinion, justify placing them in a
class with the YMCA or the Boy Scouts. ~ ~ '

I do not think they can be regarded as purely mutual. First, for
the reason they do not distribute all of their net earnings each year
to their so-called mutual owners. I hope to show that the percentage
of earnings retained each year is far in excess of any true reserve
requirements. My contention is that the percentage of earnings re-
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tained and transferred to surplts, undivided profits, and reserves,
constitutes a capital position created out of nontaxed earhings rather
than a necessary loss reserve,

Second, as to the hazard involved in making mortgage loans, I think
the testimony of representatives of both mutual savings banks and
savings and loan asgociations, before the Ways and Means Commiittee
of the House and at a hearing held by the Treasury Department,
during the summer of last year, failed to bear out the facts there is
any extraordinary hazard in the making of such loans,

As an illustration of my contention, I would like to cite my own
experience in the mortgage loan business, )

he Georgia Savings Bank & Trust Co., with which I am asso-
ciated, is a capital stock savings bank. We do exactly the same type
of lending as do savings and loan aszociations. We commenced busi-
ness in 1899. We have the same charter as other State banks operat-
ing in Georgia. We do a savings deposit business, exclusively, by
‘election. Our loans are almost entirely, in fact 98 percent, secured
by first mortgages on residential property in and around Atlanta.
V&eﬁhagia found this type of lending to be not only safe, but highly

rofitable.

P In the worst 20 years’ experience of our operations, from 1925 to
1945, which carried us through the Big Depression, our loss per-
centage on loans was only 0.43 percent, or less than one-half of 1
percent. While it is true we have not been able to grow in %roportion
to other lending types of institutions, our business has been most
satisfactory from a fn‘oﬁt standpoint.

With an original paid-in capital of $500,000, we have been able to
build, out of retaited earnings, after paying full Federal income
taxes, a surplus, undivided pro’ﬁts and reserves of $2,300,000. Our
present deposits are approximately $14 million. Our total resources,
approximately $18 million. It would seem, therefore, that since a
privately owned institution, doing practically the same type of busi-
ness, can provide an adequate loss reserve and increase its capital
position, after paying full Federal income tax, there is no reason
why these so-called mutual lending institutions, with no stockholder
interest, cantiot provide an adequate loss reserve, after paying Federal
income tax as do other corporations.

The experience of my own bank is not the result of any superior
management, but rather shows that loans secured by first mortgages
on residential g‘roperty are the safest loans which can be fiinde.

When a savings bank with total resources of less than $18 million,
such as my own institution, pays a Federal iticome tax of over $146,000
on its 1960 income, and the 67 insured savings and loan associations
operating in Georgia, with total resources of over $1 billién, pay a
total Federal income tax on 1960 earnings of only $31,000—I would
Jike to repeat those figures, if you please. A single bank with less
than $18 million pays the full Federal income tax. We paid 52 per-
cent, incidentally. The 67 insiured savings afid loan associations
operating in Georgia, with total resources of over $1 billish, pay a
total Federal income tax on 1960 earnifigs of $31,000. One can’t help
but wonder what is to become of the private capital system of finane-
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ing. In fact, is not our entire boasted system of private enterprise
in feopurd ?

made the statement earlier that neither mutual savings banks nor
savings and loan associations have been able to cite any loss experience
figures which would justify a loss reserve of even as much as 3 percent.

Mutual savings banks, with total resources now of approximately
$40 billion and loans of approximately 70 percent of that amount,
have in only 1 year since 1952 shown a loss on real estate loans, of as
much as $1 million.

The report of the Federal Home Loan Bank Board on earnings of
insured savings and loan associations does not set out specific figures
reflecting losses experienced by savings and loan associations. One
can only conclude that any loss experienced by these associations is
sot ottt In an item known as nonoperating charges. The total of such
nonoperating charges does not in any year in the past 10 years amount
to as much as 1 percent of their net earnings. In 1960, with a net
income of $2,748 million—before dividends—their total nonoperatin
charges amounted to $9,566,000, or considerably less than one-half o
1 percent. The loss experience of these associations from the com-
mencement of their operations in the early 1930’s does not vary greatly
from the loss experience cited in 1960.

To return to my own State of Georgia, the 67 insured savings and
loan associntions operating in this State have now accumlllateﬁs total
resonrces of over $1 billion. They have set aside as reserves and
surplus an amount in excess of $84 million, or a ratio of reserves to
total resources of over 7 percent. Their total mortgage loans, as of
December 81, 1960, amounted to $902 million. Applying their ac-
cumulated reserves to their total loans, you will find they now have
n reserve ratio against loans of over 9 percent. These figures com-
pare favorably with the ratio of the total capital structure of banks
to their total resources. The great difference being that the capital
position of banks has been accumulated after paying full Federal in-
come taxes, while that of savings and loan associations has been ac-
cumulated after paying pm‘cticaﬁy no Federal income tax.

Tt would seem to me these mutual lenders have attempted to build
a smokescreen, claiming that the effect of taxation will force them
to reduce dividends and thereby slow down the flow of savings into
mortgage channels. I hope you gentlemen will keep in mind the fact
mutual savings banks and savings and loan associations are not the
only source of mortgage loans. In fact, I know from experience there
is no phase of the business of making loans more competitive at the
present. time than that of the mortgage loan business.

As to fair taxation foreing them to reduce dividends, their profit
statement for 1960, as well as for previous years, does not bear this
ont. Again, in my own State of Georgia, the 67 ihsured savings and
loan associations had net earnings of over $48 million. , They paid in
dividends over $34 million, leaving an amount of ovér $9 million
transferrved to reserves. Iad their net earnings of over $9 million,
after dividends, been subjected to the same average rate of Federal
income tax (40 percent) as that paid by stock banks, their total Fed-
eral incone tax would have amoufited to slightly over $3,700,000.
This would have left over $5 million to be transferred to reserves,
and this without rediicing dividends. This ametiit, together with
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reserves already accumulated, would be entirely adequate to take care
of any anticipated losses,

While the tax bill which you have before you is the product of a
long, and, I think, agonizing survey by the very fine gentlemen of
the Ways and Means Committee of the House, I find it impossible to
coneur in tho optional provisions for taxing mutual savings banks and
other cooperative lenders. The provisions of the bill, as reported out
by the Ways and Means Committee, practically assures these opera-
tions of paying Federal income tax on no more than 40 percent of
their net earnings. I see no justification for this. The figures which
I havo cited certainly do not justify continuing their tax-favored posi-
tion'over other typesof corporations, ' i

Finally, may I say that while I am in business directly in competi-
tion with Federal savings and loan associations, my interest in this
matter over a period of some 20 years now, is not prompted primarily
by a desire to punish a competitor or to Iessen the competitive advan-
tage which he may have over me, but rather to secure a fair and
equitable tax base.

It is true, as I think every other businessman would feel, I would
like to have lower taxes. I certainly do not ask though, that any tax
reduction accorded me be at a cost to the rest of the tax;iaying dy.

Now, Mr. Chairman, if I may, and very unhappily, I would like
to contradict a statement—I guess contradict is the correct word—
made by Mr. Tark, a member of the executive committee of the Bank-
ers Committee for Tax Equality. If you will indulge me, I would
like to go back a little bit into the history in that organization. I
would certainly like to clear it up for the benefit of Senator Byrd,
the chairman. I am sorry he is not here, and I am sorry Senator
Douglas is not here, _

There is no membership in the Bankers Committee for Tax Equal-
ity. Tt is supported entirely by voluntary contributions. Those con-
tributions are the result, I would say, 100 percent due to interest in
the purpose for which the Bankers Committee was created, and that
was to secure tax equality, between mutual leniding institutions and
conmercial banks, ‘

Senator Bennerr. May I stop you at this point ?

Mr. GoryrLey. Yes, you may.

Senator Ben~Nrrr. There are no dues?

Mr. Gormrey. There are no dues. It is n voluntary contribution.

Senator Bex~err. And the voluntary contributions may and do
differ from one bank to another?

Mr. Goryrey. Yes, sir. Let me go back. This committee was set
‘up approximately 10 or 12 years ago. It met with quite favorable
reception because none of the other banking groups would interest
themselves in the matter of tax equality, for very good reasons. The
Bankers Committee was organized solely for the purpose—I am glad
-Senator Douglas is back—— ,

Senator BeEnnerr. Off the record.

(Discusion off the record.) C

Mr. GorMrLEY. Mr. Chairman, shall I go back and begin it the be-
ginning of this testimony for Senator Douglas’ benefit ¢ L
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Senator Bennerr. May I explain, Senator, that Mr. Gormley has
finished his prepared text and he is now commenting on the tax equal-

ity Sgroup.

enator Douaras, Very good. I have a copy, I think, of the testi-
mony.
M%:. GorMLEY. You are at liberty to ask me how I feel about tax
equality, too, when I finish, Senator Douglas.

T made the statement a few minutes ago to these gentlemen that the
Bankers Committee for Tax Equality has no membership as such.
There are no regular dues, it is supﬁorted entirely by voluntary con-
tributions, some years one bank will contribute, some years another.
I would say that the 6,000 bankers Mr. Tark referred to is made up
of a list of bankers which, during the continuing period, at one time
or another have contributed to the Bankers Committee. Those con-
tributions came in solely because the Bankers Committee was organ-
ized primarily and only for the purpose of securing tax equality be-
tween mutual savings banks and Federal savings and loan associations
and commercial banks. It was never contemplated that it would be
a permanent organization. Once tax equality is accomplished, the
Bankers Committee is out of business; there is no place for it at all,
whatsoever.

I served as a member of the executive subcommittee, and Mr. Tark
and I were the two sole members of that committee for a long time.
We worked very patiently, very diligently, trying to accomplish the
;upport of all the rest of the bankers’ organizations in the United

tates. )

I am going to give you some undercover secrets and tell you how
withholdihg got into it and why I withdrew from the executive com-
mittee of the Bankers Committee for Tax Equality. Early in 1961,
someone conceived the idea that if the Bankers Committee would come
out and support withholding tax, the Treasury Department would
recommend tax equality and that they would pass that recommenda-
tion on to the new President, Mr. Kennedy, and that he would come
out for tax equality.

Senator Curtis. Pardon me, at what level in the Treasury were they
(tlalki?g about in 1961 that was going to pass that on to the new Presi-

ent

Mr. Gormrry. That was since the new President came in. Ineci-
dentally, we had put all the pressure we could on Mr. George Hum-
phrey, and through him, on President Eisenhower. We got a very
vague recommendation from President Eisenhower. But that was
this thing that brought the withholding tax into the bankers com-
mittee. %t had no place in there. Someone conceived the idea that if
we would come out for the withholding tax, that the President was
very much interested in it and if we would support withholding, he
would accommodate us by coming out for tax equality.

Senator Curtis. This is very informative, because we have need for
methods that bring success, sometimes, ,

Mr. GormrLEY. We went to the Treasur{lDe artment and paid a call
on Mr. Surrey and either Mr. Wallace or Mr. Fowler. We very diplo-
matically approached them on this question of whether or not we
would gain any ground if we were to come out and plump for a with-
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holding tax. We were immediately stopped, and Mr. Wallace said,
“Gentlemen, we are making no trades.”

Senator Curris. When was this$

Mr. Gormrey, That was in the early part of 1961, soon after the
inauguration of Mr, Kennedy. )

I realized that the bankers of the country were practically 100 per-
cent opposed to the withholding tax. ether they are right or
wrong, Senator Douglas, is beside the point ; let me finigh. .

T know the %sycho ogy of bankers. I have been in the business since
1910, in one phase or another. I attended the meetings of the ABA
and the legislative committee——

Senator Dovaras. Did you say the ABA or the ADA ¢

Mr. GorMrEY. Senator, I am ashamed of you. I shall go the whole
way and say the American Bankers Association.

hig xuestion came up in a meeting of the legislative committee of
the ABA one afternoon, and it was shouted down. They would not
allow it even to go to a vote. It came out in the executive council of
the Independent Bankers Association the day we met here in Wash-
ington, and the day Mr. Kennedy sent his message to Congress in which
he said that he thought mutual and cooperative lenders should be in-
vestigated with the idea of placing them on a comparable basis with
other lending institutions.

The executive committee of the Independent Bankers Association -
wotld have voted 100 percent to condemn the withholding tax. I went
before them and pleaded, “Gentlemen, please do not do this. The
President has been nice enough to come out and support tax equality,
and that is what we want.” )

Withholding tax is an unknown quantity, and I think, Senator, that
ig the reason why a degree of fear has developed among the bankers.
We are all afraid of the unknown,

I shall say with regards to my own bank, and we are a 100-percent
savings bank—we acce(f)t no checking accounts at all. We are a stock
savings bank, but we do a savings business by election, and we pay a
62-percent Federal income tax. This matter of withholding has been
considered by our board for the last two or three meetings. We, in our
own minds, concede the withholding tax is going to pass.

Senator Dovaras. You think it is going to pass?

Mr. Gormrey. Yes, sir; that is our feeling about it.

Senator Douvcras. Well, I hope you are right.

Mr. Gormiey. We have already made plans as to how we shall
handle this thing. Frankly, I look forward to withholding with a
freat deal of apprehension. That is about the best thing I can say.

do not know how the mechanics of the thing is going to be enforced.
It seems to me the further we go with the bill, the more complicated
that it becomes. When it was first proposed that we have a 20-percent
withholding tax, it seemed to me that as far as the mechanics of the
thing were concerned it would be simple. We have around $14 mil-
lion of deposits. We paid out last year around $390,000 interest
approximately $400,000—we can figure 20 percent of that and send
the Treasury Department $80,000. And as far as collecting the tax
and remitting it our chore would be done.

But what the public effect of that is going to be on my deposits is
an unknown quantity. We are an old institution and we have a lot

.
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of very nice old ladies who are depositors that vre interested in this
and they are as curious asall outdoors. '

Senator Doucras. Mr. Gormley, I think the apprehensions are un-
called for, because all that will happen will be that there will be de-
ducted the entire amount paid out in dividends and there will be no
listing of individuals or the amounts they receive or their addresses.

Mr. Gorymrey. You make it sound so easy.

Senator Douaras. The vast majority of these people owe these taxes,
and there will be no overwithholding on them. Those who do not
owe taxes can get it refunded quarterly.

Mr. Goraiey. I think there is some meat in what you say. At
the same time, it seems to me that when you undertake to break these
interest payments down into classes, people in a certain age bracket,
and trust funds, you complicate the procedure

Senator DougLas. We{’l, ou know, the House put those in at the
suggestion, really, of the bankers, and now that they are in, the
bankers are saying this makes it too complicated. ;

Mr. Gorarey. I am not conscious of that. It seems to me they
make it more complicated. But the point I want to make is, Mr.
Tark, and he is a very dear friend of mine, does not, and neither does
the bankers’ committee, represent 6,000 bankers. I do not think the
bankers who have contributed to the bankers’ committee through the

ears would support Mr. Tark in the position he takes, and I think

know the bankers as well as if not better than Mr. Tark, because I
deal with every class. I was superintendent of banks in deorgia for
a good many years, and I know the bankers’ temperament. Again
I think a gooc deal of the problem may be because we are afraid of
it. Itisan unknown quantity.

I do not support withholding becanse I know our membership is not
in favor of withholding, and I think they will condemn it. You have
a few holier-than-thou bankers who will say, “Yes, this thing should
be paid.” Nobody disputes that; it should be paid.

d I say this to you, if there is no other way of collecting it except
by ‘l:'ithholding, we are going to swallow the pill. We shall go along
with it.

: Senator Dovoras. I take it you are not so much opposed as appre-
iensive,.

Mr, Goryrey. Ithink that is probably true.

Senator Dotceras. We want to dissipate your apprehension.

Mr. Gorymrey. Senator Byrd was correct when he said the letters
he is getting from the bankers are 100 percent practically opposed
to this. I say that the bankers committee cannot solve the ills of the
Governinent here, as much as we would like to, and we cannot consti-
tute ourselves as a body to try to reform the taxpaying habits of the
American people. We have some tax problems, I admit, but T am
in the savings bank business and, by and large, my depositors come
to me each year and ask for a statement of the interest they are paid
so that they can return it in their Federal income tax statement.

I say this again, if withholding comes, it is going to be like tal;i;lé;
a dose of castor oil. We shall take it, but we will not take it good,
Senator.

-
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Senator Douaras. May I say this, since you have spoken of Presi-
dent Kennedy, may an uninfluential Membher of the Senate make s
statement on this matter, that if the bill should end up without with-
holding but with the investment credit, some of us will be tempted to
go against the whole thing, and then there will be no approuch to tax
equality ag between banks and savings and loan associations,

Mr. Goryrey. With all due respect to the Senator from Illinois, I
say that would be sadly lacking in statesmanship, and we like to look

upon you people as statesmen,
Senator Doucras. This is the sugar which we place in the castor oil,

The committee will be adjourned until tomorrow morning at 10

o’clock.
(By direction of the chairman, the following is made a part of

the record :)
First FEDERAL SAVINGS & LOAN ABSOCIATION OF MERIDEN,
Meriden, Conn., August 11, 1961,

IHon. HARRY FLoob BYRD,
Senate Ofice Building,
Washington, D.C.

DeAr SENATOR BYRp: The attempt to change the tax status of the savings
and loan business is not prompted by any thought to bring about any equity In
taxation. By using the Federal Reserve and Treasury Department (which the
American Bankers Association Influence to a large degree) the commercial
bankers have been trying for years to eliminate a factor in the financial struc-
ture of our economy which they belleve is rendering a service to the American
public that the commercial banks have never served, nor would they be willing
to serve this great middle income group of homeowners and savers if they had
the opportunity.

In the first place, this is not a White House recommendation but is a report
of Secretary Dillon with submittal letter dated July 14, 1961. While the sav-
ings and loan business does not deny the probable need for Federal income, we
do know that the suggestions contained fn this report are not by any stretch
of imagination going to atd our economy. This proposal will, on the contrary,
have a very adverse effect on the housing and home bullding in this country, nct
to mention the shrinking of savings which millions of thrifty people have placed!
in savings and loan and savings banks,

At present 7 million homes are being financed by savings and loan associations.
Last year 45 percent of the homes hought or built in this country obtained their
finaneing from savings and loan associations. A change in the present tax
status would, without question, make it mandatory for dividends to be dropped
by about one-half percent and this would create a shortage of mortgage money
in the main stream of home financing and, obviously a smaller supply of money
means a higher mortgage rate as the need for mortgage money will not be pro-

portionately reduced. The homebullding business is one of the principal props -

of national prosperity and proposed change in tax status could reduce money
available for this purpose by $5 billion in the next year.

In 1950 the commercial banks financed 21 percent of home purchases, in 1960
they financed 15 percent. Commercial banks lend their money on whatever
is the most profitable, and do not provide a consistent source for mortgages.
Compared to the 45 percent financed by the savings and loan associations with
15 percent by commercial banks, wouldn't this bhill result in erippling the home-

building industry?
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In Connecticut last year our business was owned by some 840,000 people that
had saved their money and had an average account of $1,789 on which they are
receiving an annual income of about $60. During this same period these sav-
ings and loan assoclations placed $110,861,000 into finaneing the acquisition of
homes by people of the State—these figures may be more than doubled when
savings banks are taken into consideration. If we were forced to pay the full
52 percent corporation tax this would have an adverse effect on the homebuild-
ing Industry in the State and would also deprive citizens of modest means
from owning their home. In Meriden, the First Federal Savings & Loan Asso-
clation based on 1060 figures would be affected thusly : Net earnings would have
been reduced from $144,000 to $69,000. On the basis of the 10 percent reserve
regulation which would have required $98,000 to reserves we would have been
unable to meet this by some $20,000 and the result would have been a reduc-
tion in dividend; our present dividend rate is 814 percent which is less than
many in other sections of the country. A change of this sort would have af-
fected some 23,000 shareholders with average accounts of $1,179 and would,
in all probability, require that we raise the mortgage interest rate, which is
entirely contrary to President Kennedy's efforts by his own request to the
Federal Home Loan Bank Board.

The savings and loan business in the United States presently represents assets
of $76,200 million and because of growth since the depression year it has been
difficult’ for all of these assoclations to attain the reqiired degree of reserves
required by regulation, while at the same time maintain a reasonable competi-
tive dividend rate, and the industry no doubt will be faced with this sitnation
for some time to come. Mainly, growth has been creatéd by the efforts of
management of these institutions to render a wider and better service to that
great section of our population which works for a weeks salary and wishes to
save a few dollars for a rainy day while trying to acquire a home of their own.
This is a section of our population which the commercial banks have only
recently tried to cultivate in their public relations efforts. Surely our elected
representatives in Washington do not want to stand by while big business in
the form of commercial banks and the American Bankers Association deprive
these people of this service urder the guise of assisting our Government in rais-
ing revenue.

The fault lies here. You don't raise money for a short-term crisis by dis-
mantling a long-term investment business by which this country has achieved
60 percent homeownership—the highest in the world. Furthermore, this matter
should not be considered as part of an overall tax bill, This is a long-term
permanent charge; if it goes through you will substitute one crisis for a reces-
slon. You should also realize that commercial banks paying 8 percent initiated
this idea and there is some danger of a war psychosis being used to pass the
bill. Just don’t let it happen. The country is in no position to experlence a
major economic upheaval, particularly to satisfy the whims of a group of greedy
persons who consider it their prerogative to handle all of the financial problems
of the United States.

If you study the bill suficiently, the facts will give you the answer I request,
I am certain,

Yours very truly, H, Duprey Mrris

President.

OAKLAND, CArxr, March 30, 1962.

Senator Harry F'. BYRD,
Ohatrman, Finance OCommittee of the Senate,
Washington, D.O.
~ DeAR Sme: During the cotirse of hearihgs by the Ways and Means Comniittee
of the House, a great deal of publicity was released by the building and lecan
industry seeking to influence legislation regarding the realistie taxing of
this type of organization. B :

Due to my preoccupation as a certified public accountant at this time of year
I did not have the opportunity at the time to bring certain factors of this
subject to the attention of the Ways and Means Committee.

I am enclosihg photographic coples of Standard Listed Stock Reports dated
January 12, 1862, No. 891, and of the reported earnings of the First Charter ¥i-
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naneial Corp. published in the Wall Street Journal, Pacific coast edition,

March 27, 1962,
I think by study of the enclosed it will be quite evident that substantial

benefits because of the favored taxation position have flown to speculators and
not the small mucual fund savers nor the homeowners who have made borrow-
ings from this type of organization,

Among the items I direct your attention to in respect to one I have chosen
for illustration purposes, i.e, First Charter Financial, is the evident fact that
First Charter Financial is paying no Federal income tax for its operations and its
nunerous subsidiaries for the year 1961 but rather will be seeking an opera-
ting loss carryback or credit of $41,673. You will also notice that this is
despite having income before income taxes for 1981 of $16,856474. The ap-
parent reason is that they have been able to credit $16,5600,798 to their reserves
(apparently bad debt reserve) under the 12-percent rule. You will also notice
that despite income of the 2 prior years from in excess of $10 million and in
excess of $13 million their total income taxes for the 2 years were below
$210,000,

Now who has been the beneficiary of this type of a situation? (And please
bear fn mind that according to Standard & Poor's there were at least 18 other
savings and loan holding companies.) It is the owners of the common stock
of this type of holding company that have been made miilti-inttitimillionaires,
Here we find a book vialue, as an {illustration, of $10 per common share at
December 31, 1961, and we find that the stock during 1961 sold on the New
York Stock Exchange at a range of $69 high to $28.625 low and a recent quota-
tion of $44 to $45.

You will further find that one man owned approximately 50 percent of the
over 6 million shares of the stock outtstanding and if you will check the Securi-
ties and Exchange Commission files you will find that approximately 3 million
shares have been sold in recent years out of his wife's estate. His remaining
gﬁgﬁngﬁi iat $44 to $45 per share at present market value figure up to be worth

million,

I believe that if you were to have the Treasury Department check into the
files of the S.E.C,, the individual taxpayer and the holding company that you
would find the cost of this stock was comparatively nominal, let us say, about
$2 to $3 a share.

There are many other factors that are disturbing in regards to the extent
these holding companies have been engaged in speculation but that is not
pertinent to this matter.

There may be a substantial niimber of bitllding and loan associations and
mutual savings banks that are still truly mutual. Legislation certainly should
differentinte between such organizations where the plus earnings inure to the
benefit of depositors from those where these tax benefits solely intire to the bene-

fit of spectilators.
Sincerely yours, a
D. A. SARGENT,

FIRST CHARTER FINANOIAL

First Charter Finaneial Corp. and subsidiaries : Pamphlet report for the year
ended December 81: ,

1961 1060 1959
Earned pershare L. ... e ecea $2.46 1,89 1, 50
Total INCOMe. . .o eicoiaec e 46, 773, 633 | 34, 67%. 050
Not before Income taxes, 040 . aeveoeacmmmeeniamiiieaaooceacccnannn 16,856,474 | 13,110,285 | 10,450, 250
Fedoral inconio taxes. .. ...oo.n e 141,673 87,887 120,814
MInority Interest . o oo oo e iaeeas 38, 349 31,969 30,
Net income heforo reserve approptiation 12,000,300 | 10,209, 200
General reserve appropriations.......oouumenainiiminiiiiiaaa. 16, 590, 706 | 11, 808, 10, 188,023
Balonee afler roServe.a. coocoeviecsscmecmsncenmenanacecacaccanacacaan 269,002 | 1,184,100 111,177

! Based on net incomo before approptiations to general reserves and on the 6,860,175 shares of capital stock

outstanding at close of 1961,
? Credit.
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Balance sheet items of ¥irst Charter Fiunancial Corp. and subsidiarles ns of
December 81

1061 1860 1959
Total assots....... e macmeaameieoeaseesanaerasae e aanaa $085, 460,313 3769; 051,235 | $507, 013,033
1101 | ISP 7,802,108 4,190, 928 12,844,774
Government sectlons, et0. ..o 62, 807, 014 08,371, 304 50, 061, 613
T08N8 receivablo. . e ecciicacce e e 870,501,238 | 604, 748, 120 509, 706, 720
BAVIIES BCCOUNIS. caaee e v e ccnccncnenrecnmceeaavnsnnn 748,087,707 | 687, 520, 814 457,014, 204
Toderal Iome Loan Bank advance 118, 116,777 69,228,360 50,801, 132
Bank notes payablo...... : 3, 0CN, 000 21,250,000 9, 060, 000
Undisbursed loan funds. . 22,621, 402 25,400, 034 21,084, 469
Pald-in surplus. ....... vemmamnana --| 31,457,798 10, 159, 702 2, 805, 327
Und{vided profits and goneral reserve. oo o ceveeeocvaacaacaans 42,031, 621 44,118,073 38, 685,449
Oapital SHOTeY. oo c e eaeeeaen 6,860, 176 6,457, 500 6, 160,000
I'trst charter financial?

Stock—Common ;
Approximate price. e o 474
DIVIAONA - e e (*)
Yield oo o o o 2 o = o 2 e e o e e e 0 e e e e 0 *)

1 Listed N.Y.S.H. & Pacific Const .10, ; also traded Boston 8.1,
2 Pald 8 percent in stock on Dec, 8, 1061,

RECOMMENDATION

Owning six savings and loan associntions with 43 offices in the San Ifrancisco
Bay and Los Angeles areas, thig holding comipany is favorably situated to take
advantage of further growth in population and home building projected for
California over the years ahead, The more immediate outlook, however, is
clouded by possible adverse tax legislation and by possible consequences of recent
increase in interest rates on savings deposits by the competing commereinl banks.
The shatres have recently fallen off sharply following a steep rise, and there may
be a further period of irregularity until immediate uncertainties are cleared.

FIRST CHARTER FINANCIAL
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Comnton share carnings

Quarter 1061 1060 1959
MarCh .. e iiccticecv e e $0.40 $0.37 $0.35
Juno .03 .87 .45
N .40
.60 80

In the 9 months ended September 30, 1901, net earnings (before appropriations
to general rescrves) rose 19 percent from those of the corresponding perfod a year
before. The smdller gain in share earnings, to $1.65 from $1.48, reflected the
larger nimber of shares outstanding. Ioans outstanding as of September 30,
1961, were 28 percent above the year-earlier level, and the same percentnge
Inerease was recorded in the amount of savings, Mortgage rates for the 9 months
averaged 6.77 percent. The third quarter figure was lower, averaging 6.04
percent, but this was still above the 6.44-percent average return on the entire

mortgage portfolio as of the end of 1960,
DIVIDEND DATA

The company's present policy is to pay dividends in stock once a year prior to
the year end. The payment in 1061 was:

Amount of Dividends StoCK e oo e e e 5 percent
Date Declared . o e e Sept. 27
Iix-dividend Date. oo - Oct. 17
Stock of Recorl oo e e Oct. 20
Dec. 8, 1061

Payment Date e ——————
PROSPECTS

The earfilhgs outlook for 1962 depends importantly on what changes, if any,
are made in tax legislation and in the interest rate pald on savings accounts,
If there is no change, earnings should score another good gain over the $2.25
a share estimated for 1961. The latter compares with $2.01 (on fewer shares)
a year before. Dividends are expected to continue in stock; a §-percent distribu-
tion was made on December 8, 1061,

Existing tax legislation, under which savings and loan associations are enjoying
tax-free status by transferring all their earnings to reserves, is likely to be re-
viewed by Congress in 1062, What form any changes will take is unpredictable,
but there is general feeling that some cuts will he made in the present tax ad.
vantage, One proposal calls for a stepping up in taxes over'a period of several
years, at the end of which all of the present tax advantage would be eliminated.

As permitted by recent new regulations, major commereial banks in California
have raised the interest rate on savihgs deposits from 8 percent to 8% percent,
and to 4 percent on deposits left with the banks for a year or more. Savings and
loan associations have been paying 414 percent. The lower spread may cause &
slowdown in the flow of savings to the assoclations. If the assoclations in turn
raise thelr rates, expenses will rise, although compensating increases in mortgage

rates should eventuitlly provide an oftset.
RECENT DEVELOPMENTS

Three offices were openéd in 1961; in the preceding year, two branches were
added. During 1961, the branch modernization aitd enlargement program was
substantially completed ; 11 offices were enlarged and moderhized or moved to
complétely new buildings in 1960, and in 1939, 19 offices were modernized or
enlarged,

Manngement recently stated that it has had proposals to extend its operation
into other related fields and is investigating these possibilities.
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Income statistics (millton $) and per share ($) data’

Common share (dollar) data

Year QGeneral | Interest Not Includ. Net

ended |Rovenucs] cxpenses | expense | before ing earnings

Dec. 31 taxes taxes Earn- Divi- Prico
ings? dends range

1 Pro forma in 1958 and prior years,
2 Before appropriation to general resorves.

3 214 percent in stock,
4 5 percont in stock.
Pertinent valance sheet statistics (mitlion $) !
Cash Capital | Loans | Dollar Prico (X) honk
Total | Savings and R.E. funds EX) cap- | hook valile
Deo. 31 assots | accounts | govern- | loans and |ital funds| value
ments reserves and common
reserves | shares High Low
10611...... 833.9 665.0 55.9 736.1 66.1 11. 1 10. 11 6.8 2.9
1960....... 769.1 587.6 72.6 666.7 56. 4 11.8 8.7 3.6 1.8
19589....... 597.9 487.0 063.5 509.7 43.4 11.7 7.08 3.1 2.2
1958....... 453.6 355.8 48.0 388. 4 33.3 1.7 6.84 |ooeeeicafocannaannaa

1 Proforma in 1958 and prior years,
1 Asof June 30,

Fundamental position
First Charter Financiil is the second largest of 19 savings and loan holding

companies whose stocks are publicly held. It owns 6 savings and loan associa-
tions operating 44 offices located in the San Francisco Bay and the Los Angeles
arens. The number of offices is the largest of any such holding company. The
aggregate savings held amoutit to about $712 million,

Three savings and loan assoclations operating 29 offices in the San Franecisco
Bay area account for roughly 60 percent of the total savings, while three other
associations with 15 offices in the Los Angeles area contribute 40 percent.

Pioneer Investors Savings & Loan Association is the largest in its field in
northern Califortiia and 15th largest in the country, operating 15 offices. Amer-
fcan Savings & Loan Assoclation, with 13 offices in the Los Angeles subuibs, is
19th largest in the country and 6th largest in sotithern California.

Other associations owned are Berkeley Savings & Loan Association, with nine
offices in east San Francisco Bay communities; Home Mutiial Savings & Loan
Assoclation, five offices in San Francisco; Mutual Savings & Loan Association
of Alhambra and Lancaster-Palmdale Savings & Loan Association, each with
one office. All of the associations are wholly or 99 percent-owned except for
the 53 percent-owned Lancaster-Palmdale Savings & Loan, whose accounts are
not consolidated. Except for the Lancaster-Palmdale unit, which was estab-
lished in 1954, the associations dite back to between 1885 atid 1927,

These associations derive sitbstantiilly all their earnings from real estate
loans made with funds obtalned from depositors. Of total loans outstanding, ap-
proximately 50 percent are conventional loans, 38 percent insured by:the Federal
Housing Administration or partiiilly guaratiteed by the Veterans’ Admitistra-
tion, ahd 11 percent short-term construction loans,

I'or the greatest part, lodns are on single family residences in metropolitiin
arens. Excluding the construction loans, the average original size of loanhs is
about $10,500 and the average original repayment period is about 20 yeaurs.
Construction loans are made to homebullders and are paid off upon conifiletion
and sale of the individual houses, usually in'9 nionths, *

As of Jyne 30, 1961, the average rate of return on the loan portfélio was 6%
percent. The savings and loin associations pay 4345 percent interest on the

savings accounts,
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Under present regulations, savings and loan assoclations enjoy an important
tax benefit in that earnings may be transferred to reserves without lability for
Federal income taxes. This rany be done untfl such time as the sum of surplus,
undivided profits and reserves at the beginning of the year equals to 12 per-
cent of savings accounts at the end of the year. Based on savings as of Decem-
ber 31, 1060, the applicable percentages for the company’s associations averaged
about 9 percent. Earnings so appropriated are not available for payment of
eash dividends or for distribution to stockholders at a later date without being
subject to taxes,

Besides the six savings and loan associations, First Charter Financial also
owns six insurance agencies, two trustee companies and two real estate broker-
age companies. These account for only 1 percent total earnings.

Earnings-dividends

Reflecting robust homebullding activities in California and rapid growth In
savings fuinds, earnings rose some 175 percent in the 5§ years through 1960. This
was a compound annual growth of 223 percent. Savings accounts rose 258 per-
cent in the b years. Because of tax benefits, substantially all earnings of the
subsidiary association are transferred to reserves. Dividends by the parent

holding company thus have been in stock only.
CAPITALIZATION

Common stock : 6,533,500 shares (no par) ; 50 percent owned by S. M. Taper,
president, and the estate of his deceased wife,

NATIONAL ASSOCIATION OF

STATE SAVINGS AND LoAN SUPERVISORS,
April 6, 1962,

The Honorable Harry Froop Byrp,
Scenate Office Building,
Washington, D.C.

DeAr SENATOR Byrp: I am writing this letter as chairman of the Legislative
Committee of the Nationiil Associntion of State Savings and Loan Supervisors,
in reference to bill No., H.R, 10850, passed recently by the House of Representa-
tives, and presently being considered before the Senate.

On August 10, 1961, during my term of presidency of this associatioh, I
appeared before the House Ways and Means Committee in opposition to any
moposed change in Federal taxation which would prevent assoclations from
making additions to general loss reserves, tax free, until the aggregate of general
reserves and undivided profits of savings and loan assoelations exceeded 12
percent of the association’s share eapital.

If you will refer to the proceedings before the House Ways and Means Com-
mittee of August 10, 1961, you will note that my opposition to any change
in the tax law was based on my personal knowledge and experience over a 30-yvear
span of savings and loan supervigory activity in the State of Wisconsgin, 1
have stated that losses during the depression perfod closed 70 assoclations for
the reason that at the heginning of the depression the average of reserves to
share capital of these nssociations was but 215 percent. In some instances, it
was necessary to charge losses as high as 52 percent of the member’s share
investments.

In 1951, the Congress had seen fit to select the adequate reserve level as 12
percent of the association’s share capital, before such association would be
subject to a Federal income tax. Mortgage lonns, being for a long period of
tithe, are subject to many econniiiic changes. Losses on renl estate, securing
long-term mortgage loans, would be much greater than the losses sustained
by a banking instituition on short-term loans. For that reason, savings and
loan associgtions should be afforded the opportunity to bulld tax-free reserves
under the 12 percent fornitla of 1951 to prevent future hardships and suffer-
ing that might ocear duding a major recession or depression.

On January 380, 1962, the Treasury Departinent recommended a tax formula
for savings and loan assoclations which was so severe and drastic that it would
have ruihed the savings and loah business—the major home financing agency of

the Nafion,
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Bill No. HLR, 10650, passed the Houxe of Represehtatives by a vote of 219 to
106, proposes to tax savings and loan associntions on 40 percent of net income,
after expenses and after dividends. This proposal, if enacted into law, would
not severely harm the savings and loan assoctations, but wonld restrict their
operations to a great degree. In my opinion, the imposition of a tax at this
time, would increase loan costs to the bhorrowers in order to maintain the
perlodie veserve inereases Imposed by law and supervisory authorities of sav-
ings and loan associations.

If the Senate feels that the 60—40 formula, as proposed in bill No. LR, 10650
18 just and equitable —and in my opinion anything less than this wounld be unjust
and inequitable—then I belleve the tax formula proposed hy the Senate should
contain a proviso which would spread the impact of higher taxes paid by savings
and loan associntions over a period of several years. A phase-in perlod of 3,
4, or b years would permit associntions to adjust their operations in an effort
to meet the higher tax burden.

A savings and loan assoclation enn bulld reserves only out of income,  Savings
and loan supervisors and commissioners are charged with the responsibility of
knowling thiit the asxociations they supervige and control have adequnte reserves
in order to assure the publie that they are doing business as safe and sound
ingtititions, If at some futture time it'becomes imperative to close associations
for the reason of insufficient reserves, and the major factor contributing to such
a situdtion was the imposition of tax formtila wlich prevénted such associations
from hullding adequate reserves and still furnish funds for econoniieal home
finanelhg, the matter will come back to Congress for rvectifylng and will then
be very grave.

I thevefore respectfitlly request, on behalf of the Natlonal Association of
State Savings and Loan Supervisors, that you and the other members of the
Senate give bill No. H.R. 10650 your ntost sertous study and analysis to insure
that any proposed tax change be of such degree as to enable savings and loan
associations to continue to supply the major portion of funds to provide economi-
cal home ownership for the American publie, and continue to operate as safe and
sound instititions by builidihg and maittainihg adequate reserves.

Respectfully submitted.
R. J. WINKOWSKI,
Chatrman, Legislative Committee.

Twin Farrns BANk & Trust Co.,
Twin Falls, Idaho, April 3, 1962.

Hon., FRANK ("HURCH,
U7.8. Senate Office Building, Washington, 1.C.

DeAR SeNATOR Criorornr : T wish to thank you for all the tinte and effort which
you and the other Idaho members of the 87th Congress have put forth in the in-
terests of the commercinl bank case for tax injustice between commercial banks
on the one hand and Federal savings and loan and mmutudl savings banks on the
other hand. ' ,

May I also convey through you sincerest appreciation to Chairman Wilhur
Mills and his House Ways and Means Comnitttee for thelr tireless effort over an
extended period of time not only on this facoet of taxation, hit also on a multi.
tude of other tax matters. .

As you know, the citrent tax bill passed the House last Thursday by a vote
of 219 to 198 following the President’s speclil appeal for the need of increased
revenue fortifylng previous requests thit tax loopholes be closed.

I am deeply moved, alohg with other Idahoiis, by the éurrent treind of Gov-
ernment action beitig praposed for consideration by the U.8. Congress as well
as current trends on proposals that appear to have as théir objective the by-
passing of Congress on matters affecting otir daily lives and the welfiire of
the country., This movemetit {s not of recent origin. But again ih the name
of social welfare the téitipo is being stimulated {: a crescendo. I urge thit you
be enlm in your delfberations and steadfast-in y »v convictichs in what is right
and fiiffr in the longrun best interests of the peo}: ¢ you are privileged to rep-
resent. '

We must provide the necessary funds for adequate défense of our own coun-
try in addition to the normal functions of the Centritl Governniént, and provide
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it through taxation in peace and cold-war time on a fair and equitable basis
and not by chronile Federal defleits, . ,

I wonder just how much more socializing of the voters of this country the
American taxpayers can pay for or get credit to carry by monetizing the public
debt or how much more wnfavorable balance of trade debt this country can
work out from under. We are witness to these conditions rapidly progressing
today, when our Government to be solvent needs tax money as never before,
outside of the time of a shooting war.

The Federal savings and loan assoclations, however, along with the mutual
savings banks—a combined $110 billion industry of the counntry— have for years
enjoyed virtual Federal tax immunity. These organizations now iinder the
present House tax bill are to be taxed under certain conditions unless it works
a hardship, at not more than 40 percent of the effective rate at which commer-
cinl banks are taxed. The cominercial banks of the country, for the year 1060,
paid in Federal taxes 33 percent of thelr net income before taxes while Federal
savings and loan associntions paid only eight-tenths of 1 percent in the same
vear. This comes from documerited information. What do the Federal savings
and loan associations and the mutual savings banks have that other competing
finaneial institutions such as commerecial banks do not have that permits this
double standard of taxation which has existed for so many, many years?
Cotild it be the influence of a Washington lobby on the outside with over 100
industry-interested trojan horses in the Congress, both of which groups con-
sclentiously believe that the cost of Government which furnishes them with the
same protection of the Army, Navy, and Air Force as well as all other Govern-
ment services that are furnished to all Americans, shottld be paid for by tax-
payers other than Federal savings and loan associations and mutual savings
banks, Again may I ask why the double standard of taxation,

President Kennedy has twice requested, and former President Eisenhower re-
quested, that this tax loophole be closed ; the closing of which, it has been esti-
mated, would provide thie Government with from $500 to $600 million additional
annual revenue. It should be borne in mind that there fs common cause by the
Federal savings and loan associations and mutniil savings banks in resisting a
change in the law to fully tax them on the snme basis that commerecial banks are
taxed. It may not be obvious to you that there are many bankers that are not
simon-pure for the reson that they, too, are connected with Federal savings and
loan associations in official capacities and that there are still other commercial
bankers who have been hesitant to raise thelr voices on the side of tax justice
for the reason that substantial cash balances are maititained in their respective
banks by certain Federal savings and loan asgociations,

In 1960, when I was president of the State bank division of the American
Baiikers Association, T suggested to a fellow ofilcer of another bank division
that I believed that a resolution should he drafted providing that no ceinmerecial
banker should be eligible to serve in a top officlal position of the American
Bankers Association who at any time was conmected, directly or indirectly, with
the Federal savings and loan associations. I was immediately and fratikly in-
formed that the member I was speaking to would be embarrassed under such a
condition for the reason that he himself was strongly identified with Federal
savings and loan assoclations.

I am only conveying these observations in ofder that you may be cognizant
of the divergent interest not readily identifiable and by which you might be mis-
led. I do wish to emphasize and want you to understand and know that I have
confldence in the present top officials of the American Bitkers Association as
bhelng truly representative of commerelal banking, I also wish to assure you
that the American Bankers Associntion officers and staff are dedicated career
men of highest ifitegrity and well informed, “These men are truly carrying the
fight for tax equality in the highest tradition of American banking to the end
that this tax inequality between competing financial institutions be placed on a
par and that otit of the process the Governmetit will obtain the revente to which
it is justly entitled. Tn their annual meeting in June 1961, the Idaho Bankers
Assoclntion inifiimously passed a resolution supporting the prineiple of equal
Federal taxation between competing financial thstitutions,

"The present House-passed tax bill permits a terrific watering down of the
Ways and Means original concépt for at long last taxing the Federil savings and
logh assoclations and mutual savings banks $110 billion segment of American
industry. This House passed concept of permittihg 60 percent of the enrrings
to go through the sieve untaxed is paralleled by at the same time requesting banks
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and others to act as tax collectors by withholding taxes on interest and dividends
at the source, I ask in all good consclence does it not appear that many Mem-
bers of Congress do not trust the Ameriean taxpayer and does it not appear that
the American taxpayer will not long trust such Members of Congress?

It was a close vote in the House on this tax measure. I do not know what the
outcome may be in the Senate but the entire Idaho delegation outside of the
Senators themselves can be an influence in that Chamber. I sollelt the assistance
of all of you to the end that the House-passed tax bill may come back for amend-
ment to a joint Senate and House Committee out of which process I earnestly
hope that on this question of tax uniformity that the provisions of the present
watered:down House bill be amended and fortified to fully tax our competing
Industry and that further in this process you delete the provision making tax
collectors out of the banks and others on interest and dividends under the present
House-passed bill, As it appears to me, the present bill only requests ‘at the
maximum some 40 percent of what is estimated to be between $500 and $600
million possible annual revenue if Federal savings and loan associations and
mutual savings banks were taxed on a par with commereinl banks and then on
the other hand to in a meaure compensate for this gratuity and based on the ns-
sumption that the Amerlean taxpayer is honest, to retrieve under gestapo
methods the tax money thought to be possibly lost from supposed tax dodgers.
This all seems to be the height of inconsistency and not in true American tradi-
ﬂmln. This is rather, I believe, a concept fostered abroad and should be labeled as
an import.

I want you to feel free to call collect or write to me on any point on which
.\]mui 1;my think that I may be helpfil in giving you facts on which to base your
decisions,

I have faith and confidence in your jitiigment and I am proud of our Idaho
delegation, Again, with much apprecintion for your tireless efforts, I remain,

Sincerely yotirs,
HARrRY BATON, President.

FIrsT FEDERAL SAVINGS AND LOAN Assocui'rmx,
Chicugo, I11., March 9, 1962.

Hon, TnomAas B, Curris,
House Office Building,
Washington, D.O.

DEAR REPRESENTATIVE CURTIS: As you know throiigh the years, T have spent
a great deal of study and time on legislation helping create, improve, and pro-
tect the mddern mutuiil savings and loan program. Of all my experiences in
Washington, I treasure most the cotifidence the Banking and Currency Comniittee
had in me in the years I was working on credit union and savings anad lotin
legislation., I helped write the original Federal Home Loan Bank Act, was
an appoititee of President Hoover on the origihal Federal Home Loan Bank Board,
helped do the Home Owners Loan Corporation Ac¢t which indliided the legislation
for Federal mitual savings and loan charters, participated in drafting the
Federal Savings and Loan Insurance Corp. legislation (the FDIC for savings
and loans), did the section in the Servicemen’s Rendjustment Act of 1946 for
Senator McFarlafid and Representative Cuntitngham (incidentally, the ABA
opposed savings and loans participiiting in this program). I have worked on
savings and loin matters since 1926, In fact, I took a very active role in 1051,
when Congtress last amended the revenue statiite dealing with domestic bullding
and loan associations and enacted the 12 percefit reserve for bad debts.

I am shocked that the Ways and Meahg Commiittee would go along with with-
holding at the source oni earnihgs on savings acconnts, such as savings and loan
association savings accounts, when the Treasitry Department itself estimates
that the total dividend from stocks is $10.6 billiow, and only 8.8 percent is not
reported. In the mitual savings banks and savings and loan associations, I
estimate there are $5 million in interest and dividends, and the nonreported
percentage is abodtit the same as the Treasury figures for stocks. Certaifily this
calls for further education and raises a question as to shoild we subject our sav-
ings custoiners to advance payments of taxes; subject us to the very large costs of
adifiinistration of withholding; of explaifiing and dealing with ull otir savings
custdiers and in my institution alone, we have 143000 savers. We will have a
great deal of irritations and resentmetit from our customers toward the Congress,
the Treasury, and ourselves. Furthermore, you can ascertain from Treasury
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officinls that thelr new electronie data processing system, within the next 2 or 3
years, will pick up all of the dividends and interest on savings which are not
reported and paid by the taxpayers. Again, the continued education program
coupled with the electronic dnta processing system which is now being installed
by the Treasury Department would, in a very short tiime, pick up the 8.8 percent
unreported income from dividends and savings interest without the necessity of
an expensive and cumbersome and irritating withholding system. We have sent
the attached notice to all our savings customers at my First Federal of Chicago
three times and our people report and pay.

Turning to the taxation of savings and loan associations, I am one of those
who believe that the policies of the Congress have been fair and constructive and
feel that you have given us a tax status as mutual savings and loan associations
and mutual cooperattive banks which has permitted us to reward our savers and
serve millions of homeowners and homebullders in a most constructive way. I
have worked for years for the total exemption of mutual savings banks, mutual
savings and loan assoclations and mutual credit unions, which has always been
the policy of the Ways and Means Committee.

The initial question arose in 1804, when it was proposed to the Congress that a
tariff bill there be a 2-percent tax levy on the net income of all corporations,
including bullding and loan associations, The Ways and Means Committee
exempted hillding and loan associations who miitke loans only to their share-
holders in the State in which they are organized. The Senate Finance Com-
mittee reconimended similar but slightly broader language to the effect that the
exemption should apgl,v to building and loan associations or companies which
make loans only to their shareholders. The question of exemption arose again
in connection with the stamp taxes in the Dingley Tariff Act of 1897, again in
the War Revenue Act of 1898, agnin in the Paihe-Aldridge Tariff Act of 1909,
again in the first income tax law in 1918, again in 1914 in the emergency revenue
law, again in the Revenue Act of 1916, again in the excess profits tax in 1917, and
again in the Revenue Act of 1921, In all of this legislation, mttual associations
or assoclations who made loans to their shareholders only, be they borrowers or
savers, were exempted.

In 1921, an additional policy was established under the leadership of Ways
and Means Chairman Joseph W, Fortney. In addition to preserving the prin-
ciple of the prior exemptions from income tax, stamp tax, excess profits tax and
capital stock tax, the Ways and Means Committee reported a $500 exemption on
the income of individuals derived from mutual savings and loan shares. This
was in order to assist the post-World War I housing shortage by making local
long-term, amortized loans available in a greater amount through local or
domestic bhillding and loan assoclations, The $500 exemption was stoutly
resisted by the commercial bifiks, and the Treasury and the Senate turned down
the proposal. However Congressman Fortney and Congressman Longworth,
leading the House conferees, prevailed in the conference and a $300 compromise
exemption went into the law. This was continued until 1936, at which time
friends of the savings and lofin associations on the Ways and Means Committee,
particularly Representatives Reed, Jenkins, Ciillen, and Dingell, felt that we
shotild not resist the recommendation of the Treasury and that this personal
income tax exemption should be termindted. I was in charge of the United
States League at the time, and their advice was followed and the personal
income exemption was repealed without controversy or resistance from the sav-
ings and loan associations and cooperative banks.

I personally thiftk that the mutial savings and loan business is now strong
enough to pay a reasonable corporate income tax., I participated in the tax
studies in cotihection with the development of the Revenue Act of 1951, Here
again, the Ways and Means Committee stood firm for the traditional poley -
regarding mutual savings banks and mutaal savings and loan assoclations, I
thought that the conference compromise in 1051 would raise $76 million from
the mutual savings banks and mutual cooperative batks and savings and loan
associations. This did not materialize on account of the slow accumilation of
reserves in mutuals, measured as a percentage of assets due to rapid growth.
Thig rapid growth was of course very good for the national economy because it
provided economical long-term mortgage credit to individuals in areas which
otherwise woild not be served.

The mutual savings banks who had higher reserves, percentagewise, pald
little tax because of thefr substantial investments of assets other than mortgages
‘in tax-exempt municipal bonds. There is no reason why these cooperative and

/
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mutual {nstitutions should not bear a taxload rthat is proportionate per billions
of assets to what the committee expects from mutual easualty companies, or ulti-
mately the formula for mutual credit utilons. 1 do not have figures separating
mutual life companies and stock 1ife companies but I helieve that the mutual sav-
ings and loans can pay a corporate tax of about half that paid in total by the
life companles. Obviously, it must be less as the life companies do not distribute
all their earnings to customers as we do in mutual savings and loans because
my total figures include very profitable stock companies. Also life companies,
stock and mutual, make very substantial profit from their underwriting nctivities
and also from their investment activities. The mutual savings and loans, in the
practical sense, have only investment income from Government bonds, property
improvement loans and home mortgages. The new savings and loan formula
should be worked out so that every institution pays according to {ts size, its
net earnings, and therefore its ability. This, the present formula adopted by the
committee, does not accomplish. The formula tentatively approved by the Com-
mittee on Ways and Means based only on growth would have eaused thousands
of institutions to pay 32 percent of net earnings after belng forced tn acenmtilate
their statutory and regulatory reserve for losses, while hundreds of hoom institu-
tions in California and other areas would have gone sent free from taxes. The
60 percent alternative proposal helps this some, but as long as you leave the
growth formula in the legislation, those savings and loans, however well managed,
which do not grow rapidly, will pay all the taxes.

A much sounder progrem would be the deletion of the formmula baxed upon
growth and the provision of a single standard which would apply to all mutual
savings and loans, mutual cooperative banks. and mutual savings banks of a
reserve for bad debts measured by 75 percent of taxable income computed without
regard to the reserve allowance. This wonld insure that the efficient, well-
managed institutions in areas of the country which may not be rapidly growing
will be accorded equitable treatment consistent with the earnings of the instftu-
tion, and will insure the maintenance of finanelal strength and at the same time
permit all mutual institutions to build up their reserves for losses that are re-
quired under Federal and State laws, regulations and requirements of the
Federal and State supervisory authorities. In myx opinfon, such a single stand-
ard would not only be much more equitable than the present proposals, but would
also yield a much more predictable amount of revenue, which wonld be approxi-
mately $150 million annually, if my recommendation inimediately following that
privately owned stock savings and loan associations be put on a “tax equality”
basis with commercial banks is adopted. This 75-percent formula bas heen offi-
cially approved by the Legislative Committee of the National League of Insured
Savings Associations.

I am personally shocked and disappointed that the Ways and Means Committee,
which has fostered and dealt understandingly with the savings and loan business
for so many years is not closing the tax loophole which has permitted privately
owned permanent stock savings and loan associations organized in the last 10
years in Maryland. Californin. and Illineois to eonvert from mutunal institutions
to stock companies. In my State of Illinois, we now have snme 30 insnred State
mutual chartered institutions converting to private stock companies, as provided
in the Illinois statute, which is inequitable and almost fraudulent as far asg the
savings account holders are concerned. We are hopeful that the Federal Home
Loan Bank Board will exereise its statutory powers and protect the publie from
the scheming insiders who have received savings accounts due tn their being
insured by an agency of the Federal Government and now are trying to buy the
control and earnings for a mere fraction of what it is worth.

The old stock enmpanies which have not been involved, most of swhich existed
in Ohio and California for many years. shotild be allotwed to continue in a status
similar to mutual savings and loans. When the Congress was deating with the
taxation question in 1915. these companies totaled less than 3 percent of the
savings and oan assets. There are also 100 stock institutinns scattered in other
Statex: 1in Oregon, a few in Colorado, some in Texas, 2 or 3 in Indiana, although
the Indiana law has prohibited orzanizing of rural permanent stock enmpanies
since the midthirties. 1 in Arkansas, a2 eounle in Oklahoma. a few in South
Carnlina. a few in Idahn, and there may he others, bitt I don't believe the total
is more than 100. outside of Ohin and California, and none was organized with
the gonuisitive motivation of paying in the ecapital stock like a bank and eon-
trolling and receiving the earnings of the institutign beyond such as is paid to
the savings accounts or the residual assets in case of liquidation. It {3 clear that
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the trade organizations, State or National, have not given the Ways and Means
Committee the full pleture of this matter hecause they don't want to offend a fow
league members,

I am attaching amendments for your consideration which will accomplish fair
taxation for all mutual savings and loans and taxition on a eommoerelnt bink
basis for privately owned stock companies. I realize that you have many
problems and pressures bt it seems to me that the committee and the Preasury
Department should take time to explore thig Indefensible tax loophole and
policy, which has spawned the California holding companies, converslons of
mutunls to stock assoclntions, and most of all--the seandalous Maryland situn-
tion. 1 think the amendmoent with the grandfather clause protecting ingtitu-
tions which had issued permanent stock prior to 1051 will raige an additional $7
milllon, If they are put on an equal basis with commereclal banks, which they
greatly resemble, an additional 220 milllon in taxes would he raised from the
big holding compantes that are in the boom areas. This is particularly go In
California, where about 80 percent of them are located and their high Interest
rates make it easy for them to pay regular commercinl bank taxes. Wae should
have faced the issue involving them in 1946 In the holding company legislation
and had complete divestiture of holding companies when we only had one such
compahy when the matter was placed by some of the savings and loan leaders
before the Congress,

It scems to me that the eommittee, in s work in redeafting its definition of
a domestie bullding and loan association, might. take time to study the history
and development of the rurrent tax status of savings mud loans associations,
and the legal decisions, partieularly the Cambridge ease, und the many decisions
that preceded it, which can be found in my history of bulliling and loans, chapter
XIV. “History of Building and Loan in the United States.” A review of this
history can lead only to the concluglon that the Congress should close the loop-
hole and deal with nmttinls and privately owned stock compsitiies on a separate
baxis. s you know, the statute dealing with mutual savings hanks and co-
operative banks requires that they must be mutual and without private capital
qtock.

Pardon me for writing at length, but there are hundreds, even thousands, in
the savings and loan business who have retained the mutual ideas. My good
friend, Chalrman Spence, of the Banking and Currency Cothmittee, once taught
me that the character of a corporation is determincd by its principles and ideals,
and not by «ize. We have enough size to help a bit with the income needs of
the Federai Government, hut among those of substantial size there should be
differentiations hetween those that are operated for private profit of a few in-
siders and thove that are operated in the public fnterest, and who distribute
all of their earnings after expenses, savings dividends and interest, and re-
serves for bad debts to thelr savingd customers, In thig eonnection, T might say
that all of our customers in thig ingtitntion pay their taxes on thelr earnings
heraice we have repeatedly brought it to their attention by mailing the attached
notices alnng swith every notice of a dividend, and I personally cooperated with
the members of the Ways and Means Committee.®

I know that many members of the Waygs and Means Committee will feel that
thexr have had to give much of their tithe to the other matters included in the
omnibtis bill before ns, In my legisiative experience, we have always heen
trented very fairly by the Senate Finanee Committee ; however, I do not hesitate
to say that onr matters have not received the time In hearings or study there
that we have recelved in the Wayys and Meana Committee of the Honse of Repre-
sentatives. The Wagss and Means Committee, being c¢loger to our local mntogls,
bave heen regarded “keepers of our Hherties™ and onr poliedes in this finanedal
phase.

f hope that the memhers of the committee will find time to have one more
sexsion on the question of the mufnal savings and loan assocdations which in-
‘clntes all of the federally chartered savings and loans and 95 percent by
number of the State chartered aswociations, The present formula, as far as 1
am informed, does not denl with the tax lonphole which will eanse eontroversy
and financial scandal in the seary ahead, Just ag we now have ih Maryiand, and
the formu’a does not fafrly and equitably distribute the tax bhurden among all
of the mutual savings and loan assoriations. o

Thexe are my own views and amendments. I have had the collaboration and
enrnuragement of some savings and loan executives of mutnal assoctations who
have been active in taxatfon matterys for mnhy, manyg years. T do not apeak for
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either of the trade organizations although I belong to both, As you know, there
are thousands of mutual savings and loan and cooperative bank directors and
executives who have trusted and followed me in these matters in the past.
Accordingly, I am also submitting these views and amendments to them., As
head of their substantial institutions, they will doubtless study them carefully
and, I am sure, express themselves,

Sincerely,
' MorTON BODFISH.

AMENDMENTS TO SeorioN 8 OF THE PROPOSED REVENUE ACT OF 1902 RELATING
T0 MUTUAL SAVINGS BANKS, AND 80 ForTH

RESERVES FOR LOSSES ON LOANS

(a) Subsection 593(a) of section 503 of the Internal Revenue Code of 1054
;ns“amended by section 8(a) of the draft bill would be amended to read as

ollows :

“(a) Organizations to which scotion applies.—This section shall apply to any
mutual savings bank not having capital stock represented by shares, (domestic
bullding and loan association,) mutual savings and loan association, or coopera-
tive bank without capital stock organized and operated for mutual purposes and
withotit profit.”

(b) Subsection (b) of section 593 of the Internal Revenue Code of 1954 as
amended by section 8(a) of the draft bill would be ainended by striking out
paragraphs (1), (2), and (38) and inserting in lieu thereof the following:

“(1) In general.—For purposes of section 166(c¢), the reasonable addition for
the taxable year to the reserve for bad debts of any taxpayer described in sub-
section (a) shall be the amount deterniined by the taxpayer, but shall not ex-
ceed the amount determined under paragraph (2) or (8), whichever such
amount is the larger.

“(2) Seventy-five ger(‘ent of tazadle income.—The anmount determined under
this paragraph for the taxable year shall be an amount equal to 75 percent of
the taxable income for such year. For purposes of this paragraph, taxable in-
come shall be computed without regard to any deduction allowable for any ad-
dition to the reserve for bad debts.” ;
and by renumbering paragraphs (4) and (8) as (3) and (4), respectively.

2. DEFINITION OF THE TERM “MUTUAL SAVINGS AND LOAN ASSOCIATION”

- Section 8 of the draft bill would be amended by incorporating therein the
following new subsection :

“( ) Section 7701(a) of the Internal Revenue Code (relating to definitions)
is amended by amending paragraph (19) (relating to definition of domestic
building and loan association) to read as follows:

“‘pomestic building and loan association, mutual savings and loan association,
stock savings and loan association.—The term “domestic building and loan as-
sociation” means a domestic building and loan association, a domestic savings
and loan association, and a Federal savings and loan association, substantially
all the business of which is confined to making loans to members; the term
“mutual savings and loan association” means a domestic building and loan as-
sociation the principal business activities of which are to receive the savings of
individuals for deposit and to make loans for which improved residential real
estate is the sole security, which business activities are carried on pursuant to
a charter or articles of incorporation or association issued or entered into under
or pursuant to the laws of the United States or of a State or territory, or of the
District of Columbia, and are subject ¢0 periodic ¢xamination by, a supervisory
authority designated in the law pursuant to which the charter or articles of in-
corporation or assoclation is issued or entered into, and which, if it has out-
standing capital stock represented by nonwithdrawal shares, (1) none of such
capital stock was issued after December 31, 1951, and (iif) not more than 10 per-
cent of such eapital stock is held directly or indirectly by any company, as de-
fined by section 408(a) of the National Housing Act, as amended ; and the term
“stock savings and loan association” means a domestic buildihg and loan asso-
clation,which would be a mutual savings and loan assoclation, if it did not have
outstanding capital stock represented by nonwithdrawal shares which either (1)
were issued after December 31, 1951, or (ii) more than 10 percent of which is
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held directly or indirectly by any company, as defined by section 408(a) of the
National Housing Act, as amended.’ "

8. DEDUCTION FOR DIVIDENDS PAID ON DEPOBITS

Section 8 of the draft bill would be amended by incorporating therein the fol-
lowing new subsection :

“( ) Section 591 of the Internal Revenue Code (relating to deduction for
dividends paid on deposits) is amended by striking out the words ‘and domestic
building and loan associations’ and by inserting in lieu thereof the words
‘mutual savings and loan associations, and stock savings and loan associations.’”

4, DEFINITION OF ‘BANK"

Section 8 of the draft bill would be amended by incorporating therein the follow-
ing new subsection :

“( ) Section 581 (relating to definition of ‘bank’) is amended by striking
out the last sentence and by inserting in lieu thereof the following new sen-
tence: ‘Such term also mean a mutual savings and loan association and a stock

savings and loan association.' "
5. ADDITIONS TO RESERVES FOR BAD DERTS OF 8TOCK SAVINGS AND LOAN ASSOCIATIONS

Section 8 of the draft bill would be amended by incorporating therein the
following new subsection : .

“( ) Part II of subchapter H of chapter 1 (relating to mutual savings banks,
ete.) is amended by inserting immediately after sectlion 503 thereof the follow-

ing new section:
“iSec. 504. Additions to reserves for bad debts of stock savings and loan

associations.

“¢(a) Establishment of reserves.—In the case of a stock savings and loiin
association, the reasonable addition to a reserve for bad debts under section 166
(c) shall be determined with due regard to the amount of the taxpayer’s surplus
or bad-debt reserves existing at the close of December 31, 1962, and shall be cle-
termined in accord with the principles which the Secretary or his delegate
shall have prescribed for determination of the reserve for bad debts of com-
mercial banks pursuant to section 166 (¢).

“¢(b) Allocation of pre-1963 reserves.—If the amount of the reserve for bad
debts of a stock savings and loan association determined as of the close of
December 31, 1962, shall be greater than the amount determined under sub-
section (a), the amount of such excess shall be allocated to the supplemental
reserve for losses on loans, and shall not be included in the gross income of
the stock savings and loan association.’ *

8. FORECLOSURE ON PROPERTY-SECURING LOANS

Section 595(a) of the Internal Revenue Code of 1954 as added by section
8(b) of the draft bill would be amended by striking out the words “Section
533(a)” and by inserting in lieu thereof the word “Section 593(a) or Section

594(a).”
7. CHANGE IN SEOTION NUMBER

Section 8 of the draft bill would be amended by incorporating therein the
following new subsection : .

“( ) Section 594 (relating to alternative tax for mutual savings banks con-
dueting life insurance business) is hereby renumbered ‘Section 59¢'.”

EXPLANATION OF AMENDMENTS TO SECTION 8 OF THE PROPOSED REVENUE ACT OF
1962 RELATING To MUTUAL SAVINGS BANKS, ETC.

Section 1 relating to reserves for losses on loans, would modify the proposed
reserve for bad debts for mutual savings banks, domestic building and loan asso-
ciations, and mutual cooperative banks by deleting the alternative based upon
a percentage of loans outstanding and would provide merely two alternatives;
namely, the higher of 75 percent of taxable income computed without regard
to the reserve for bad debts, or an amount based upon actual experience of
the taxpayer in having loans become worthless. As so modified, section 1 would
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be linited solely to mutual savings and loan assoclations and would not be
avallable to stock savings and loan associations.

Section 2, relating to defihitlon of the term “mutual savings and loan assocla-
tions,” would add to the Internal Revenue Code definitions of the terms “mutual
savings and loan association” and “stock savings and loan association.” Under
the definitions, a mutual savings and loan association would inclhitde n domestic
bullding and loan association engaged primarily in receiving the savings of in-
dividuals for deposit and making loans on residential real estate which are
subject to regular and periodic examination by State or IFederal agencies, If
such an assoclation has outstanding capltal stock represented by nonwithdraw-
able shares, the stock must not have been issued after December 31, 1051, and
even if issued before December 81, 1951, not more than 10 percent may be held
by a holding company. A stock savings and loan assoclution would differ from
a mutual savings and loan association only from the standpoint of outstanding
caplital stock issued after December 31, 1951 or ownership by a holdihg company
of stock issued before December 31, 1051,

Section 3, relating to deduction for dividends paid on deposits, would provide
for amendment of section 591 of the Internal Revenue Code to make clear that
the deduction for dividends paid on deposlts wottld be available to both mutual
savings and loan associations and stock savings and loan assoclations.

Section 4, relating to defifiition of “bank,” makes a technical correction in the
definition of the term “bank,” provided by section 581, so that the term would
include both a mutual savings and loan association and a stock savings and
loan association for the limited ptirposes of that definition.

Section 5, relating to addition to reserves for bad debts of stock savings and
loan associations, would limit stock savings and loan assoclations to the same
reserve for bad debts as commercial batiks for taxable years after 1902, but
would preserve for such associations the benefit of the reserves which they have
accumulated under existing law.

Section 6, relating to foreclosure on property-securing loans, would make a
technical amendment to insure that the proposed tax treatment with respect to
property acquired on foreclosure of a loan is available both to the stock savings
and loan assocliitions as well as to mutual savings and loan assoclations.

Section 7, relating to change in section number, wotilld merely change the
number of a present provision of the code relating to an alternative tax for
mutual savings banks conducting a life insurance business. 'There is no change

in substance.

NATIONATL ASS0OCIATION OF REAL ESTATE BROKRERS, INC,,
Chicago, Il1,, April 3, 1962.

Hon. Harry F. BYRb,
Ohdtrman, Senate Finance Commitice,
Washington, D.C.

DeAr CHAIRMAN ByRrp: The National Association of Real Estate Brokers, Inc.,
is an organization of 750 Negro real estate brokers, with members in 40 States,
including each of the largest and most populous States. Much-of the work of our
members is devoted to assisting Negro families to buy homes; we are, therefore,
deeply interested in any legislation whic¢h affects the supply of mortgage credit,
and particularly that portion of the supply of mortgage credit available to Negro
families and ‘other minority groups.

For this reason, we are obliged to state our views on H.R. 106850, the tax re-
viston bill passed by the House of Representatives, which inclides a drastic in-
crease in the amoutit of income taxes levied against thrift institutions, that is,
savings and loan associations and mutual savings banks.

Our interest in the taxes immposed on these Institutiohs stems from the fact that
the achievement of homeownership among Negroés and other minority groups
is overwhelmingly dependent upon home mortgage loans granted by these financial
organizations. In 1961, for example, 50 percent of all homes purchased by
Amerlcan faliitlies were financed by savings and loiin associations and mitual
savings banks., However, of the homes purchased by Negro and other minority
families, we estimate that approximately 70 percent were flnanced by savings
and lonn associntions and mutual savings banks, ; o

Thus, the typical nonwhite home-buying fanilly i8 more deperident upon tiort-
{fed by the thrift institutions than is the typieal white fatfily.

age crédit supplied _ _
%ogthe extent,ptherefore, that heavier inéome taxes impair the abilly of thiift
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institutions to finance home buylng, the injury to the minority family is propor-
tionately greater than the injury to the white family.

In the Houslng Act of 1049, tho Congress set a national objective of “a good
home in a suitable living environment for every American family.” Since that
time, tens of thougands of minority families have moved into decent homes of their
own with loans secured from savings and loan assoctations and savings banks,
Without this financing, the great majority of these families would have been
forced to remain in areas which have the worst schools, the least amount of
recreational facilitles, the poorest police protection and inferlor mutifeipal serv-
ices. Without this financing, the growth of a middle class among minority groups,
characterized by a desire to own good homes and an ability to pay the cost of
good homes, would have been largely frustrated.

We earnestly hope that the slow but steady increase in Negro homeownership
will not be interrupted by an income tax increase on savings and loan assocla-
tions and savings banks of the magnitude recommended in H.R. 10650. We recom-
mend, therefore, (1) that no change be made in the present tax law governing
these institutions, or (2) in the alternative, that the tax formiila proposed in
H.R. 10650 be changed in order to assure a less onerous tax increase on these

{nstitutions.

Sincerely,
BoriN V. BLAND,
Ohatrman, Committee on Mortgage Financiny.

NINTH FEDERAL SAVINGS AND LOAN AssooIATiON oF NEw York Orry,
New York, N.Y., Maroh 29, 1962.

Hon. Harry F. BYRD,
Senate Ofice Building, Washington, D.O.

My Dear Mn. Byrp: I don’t want to belabor the matter of the taxation of
mutuals but my organization has gone through a great many computations and
now finds that the bill in its present form contains a loophole you cotild drive
a truck through. Specifically, it 