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TODAY . S HEARING IS AN JNITJ .l\L EFFORT TO ASK--AND HOPEFllLLY 

A 1 l S \·/ER - · TH E QI J EST J 0 N W H ETH E R C 0 MME RC I /\ L RA N K S • TH R I FT 

ltJSTITllTJONS, AND CREDIT IJNIOr~s Af-<E BEl\RING THElP F1\IR SH .fl.RE OF 

T H E I t~ C 0 M E T AX R II R D E N • 

FRANKLY ADMJT THAT l no NOT KNOW ~HETHER THE TAX 

P~EF~~ENCES, AND OTHER TAX PROVISIONS, USED RY MANY OF THESE 

FIN .l\NCIAL INSTTTIJTJOr~s A.RE IJN'dARRAtHED. INEFFICIENT. OR TOO 

GEt~EROllS· THAT IS \vHY 1 AM INTERESTED TN HEARING THE TESTIMONY 

0 F 0 I I 1 D I S T I N G I I I S H E D \v J T N E S S E S T 0 DA Y • 

THERE .'\RE CERTAIN F/\CTS TH.l\T A RE INESCA.PARLE , HOV/EVE!?· 

0 FIRST . COMMEHC I AL RANKS ENJOY AN lfSllA.LL Y LOW FFFECT J VF. TAX 

RA TE 0 N THE I R lJ • S · I NC 0 MF • 1 N l q ~q , A SAM PL E 0 F TWENTY LA R.G E 

COMME RC IAL RAl~KS STUDIED RY THE STAFF OF THE .loirn COMMITTEE 

ENJOYED AN AVEkAGE EFFECTIVE TAX RATE OF 2-3 PERCENT· JN 

c 0 ~n r~ A s T . T H E Av E RA G E E F F E c T I v E TA x RAT E F 0 R l N n 1 v I n 1 I AL s w A s 

I ti T H E FU, N G E 0 F 2 () p E R c E NT • A N n MA N y I N n I I s T P. I E s HA n E F F E c T I v E 

TAX RATES HIGHER THAN THIRTY OR FOkTY PERCENT· lN ti.LL 

FA I RN E S S • [ SH 0 UL n P 0 I NT 011 T THAT ti ANY LA I~ G E C 0 RP 0 RAT I 0 NS 

APPE~R TO ENJOY EFFECTIVE TAX RATES LOWER THAN THE STATLlTORY 

CORPORATE TAX RATE OF' L!h PF.RC ENT· 8t1T EVFN AMONG OTHER LAf?G::: 

cor~PORATIOtlS, COMMERCIAL R.l\NKS ENJOY MJ EXe.LTFD POSITION. lt! 

T E iH1 S O F T H E I P J\ R I L I T Y T 0 ~ I: D II l. E T H F I R E F F [ C T J V F: T A X R I lfrn E N • 
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0 SECOND, FINANCIAL INSTITllTIONS ·ENJOY SPECl/\L TAX PREFERENCFS 

THAT ARE NOT SHARED RY OTHER INDUSTRIES· HANKS, FOR EXAMPLE, 

/\ RE GENERALLY PERMITTED TO DEDIJCT INTEREST PAID TO CARRY TAX-

EXEMPT SECIJRITIES. A PRIVILEGE NOT ENJOYED RY OTHER 

TAXPAYERS· SAVINGS AND LO~NS ENJOY SPECIAL LOAN LOSS 

PROVIS.IONS, AND CREDIT IJNIONS ENJOY COMPLETE EXEMPTION FROM 

FEDERAL INCOME TAXATI-ON, REGARDLESS OF WHETHER THEIR INCOME 

IS DISTRIBUTED AS DIVIDENDS· THAT MEANS THAT A CREDIT LINTON 

JS NOT ONLY RETTER OFF THAN A RIJSINESS CORPORATION SIJBJECT TO 

THE CORPORATE INCOME TAXj CREDIT llNIONS ARE ALSO RETTER OFF 

THil.N CONSUMER COOPERATIVES WHO CAN .A.VOID INCOME TAXATION ONLY 

IF THEY DISTRJRllTE ALL OF THEIR CIJRRENT INCOME TO THEIR 

M::JrnERS· WHILE M/\NY CREDIT UNIONS ARF. SMALL, THEIR ARJLJTY 

TO ACCIJMULATE INCOME FREE OF TAX . HAS LJNDOllRTEDLY CONTRJRllTED 

TQ . THEIR RAPID GROWTH· IN lq8J, FOR EXAMPLE. THE TEN LARGEST 

CREDIT llNIONS EACH HAD ASSETS GREATER THAN $2~0 MILLION. NNn 

THE TWO LARGEST CREDIT llNIONS, THE NAVY FEDE RAL CREDIT UNION, 

AND THE PENTAGON FEDERAL (REDIT UNION, ~AD ASSETS OF sq4q 

MILLION AND 5554 MILLION RESPECTIVELY· 

REVIEWJNG TAX PREFERENCES 

MANY OF THE .SPECIAL PROVISIONS AND TAX PREFERENCES ENJOYED RY 

FltJANCIAL INSTITUTIONS 11NDOIJBTEDLY HAD SOME JUSTIFICATION WHEN 

THEY WERE FIRST PLACED IN THE LAW· Bur CONGRESS HAS A 

RESPOl~SJP.ILITY TO REEXAMINE THESE PREFERENCES, AflD DETERMINE 
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H H E T H E R T H t Y C A N N 0 W R E J U ST I F I E D , . I N L I G H T 0 F T H E M IJ C H H I G H H : 

EF FECTIVE TAX RATES BORNE BY MOST OTHER BUSINESS AND INDIVIDUALS· 

lN r.ONDUCTING SllCH A REVIEW. THE ANSWERS ARE RY NO MEANS 

PREORDAINED· IT IS CLEAR THAT THE OWNERSHIP OF TAX-EXEMPT RONDS 

IS A VERY SIGNIFICANT FACTOR CONTRIRUTING TO THE LOW TAX RATES OF 

MANY COMMERCIAL RANKS· -BUT OUR COMMITTEE MAY WELL DECIDE THAT 

THE PREFERENCES THAT GIVE BANKS A SPECIAL INf.ENTIYE TO INVEST IN 

TAX EXEMPT BONDS SHOllLD RE RFTAINED, DESPITE THE INEFFICIENCY. 

AND WINDFALLS FOR ROND HOLDERS. THAT HAYE BEEN ASSOCIATED WITH 

THIS METHOD OF ASSISTING STATES AND LOCAL GOVERNMENTS· 

lJN THE OTHER HAND, A RECENT ARTICLE IN THE WEEKLY ROND R11YER 

SUGGESTED THAT CERTAIN CHANGES IN THE TAXATION OF COMMERCIAL 

R.C.. NKS-, SUCH .\S THE ENA.CTMENT OF A CORPORATE SlJRCH .ARGE SIMILAR TO 

TH1\T PROPOSED RY PRESIDENT REAGAN. COULD IMPROVE THE MARKET FOR 

TAX-EXE11PT RONDS, RY MAKING THEM MORE ATTRACTIVE TO THE RANKS· 

AccoRDlNG TO THE ANALYSIS OF GERALD Ro~ERTS, VICE PRESIDENT 

OF THE SECURITIES FIRM OF SMITH BARNEY HARRIS IJPHAM ~ (o., lNC·, 

AN INCREASE IN THE STATUTORY TAX RATE FOR RANKS, FROM 4n PERCENT 

TO 51 PERCENT. WOIJLD RESULT IN A q4 RAS JS PO J NT I NC REASE IN THE 

AFTER-TAX YIELD OF MllNICIPAL BONDS· (HAHGES OF THIS NATllRE. THIS 

SECURITIES EXPEKT HAS SAID, COULD NOT Ot~LY R.l\ISE REVENUE. HUT 

ALSO I MP ROVE THE ATTRACT I VENESS OF MlltJ I c I PAL ROtrns. TO THE 

RENEF IT OF THE ISSUING GOVERNMENTS· (LEARL Y. OllR (OMM l TTEE MllST 

NOT ONLY REVIEW lSSIJES CAREFULLY. RUT CONSIDER A VARIETY OF 
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A. L T E I ~ N A T I V E A P P K 0 .l\ C H E S , I F W E C 0 N C L U D E T H .\ T C H A N G E S I I-! T H E TAX 

LAW ARE WAP RANTED· 

R Ev I HI 0 F 11 s E R T Ax E s F 0 R F I N A N c 1 A L l N s T 1 T ll T 1 0 N s 

ONE J·S.SIJE THE (OMM 1 TTEE MA.Y REV 1 EW, IS WHETHER INCOME 

TAXATJON JS THE REST METHOD OF JNSllRING THAT Fil~ANCIAL 

INSTITUTJONS PAY THEIR FAJR SHARE OF THE FEDERAL TAX RURDEN, 

ES P EC I A L L Y \'J H E N T H E F ED E HA L G 0 V E R NM E NT I S C AL L E D lJ P 0 N T 0 B EA R T H E 

COST OF CERTAJN GOVERNMENTAL PROGRAMS AND ACTJVITIES OF 

PARTJCllLAR RENEFIT TO THE Flt~ANCIAL ItJDUSTRY· 

]N THE RECENT POST-ELECTION SESSION OF THE Y7TH (ONGRESS, THE 

SURFACE Tr-ANSPORTATJON Ass1sTANCE AcT OF lg8L INCr-EASEn THE llSER 

TAXES . ON GASOLINE. CERTAJN TIRES, AND CERTAJN TRUCKS, TO 

CONTRIBUTE TO THE IMPORTANT NATIONAL TASK OF REPAIRING OUR 

NATION ' S HIGHWAYS AND BRJDGES· IT MAY RE APPROPRIATE FOR THE 

(OMMJTTEE TO REVIE\'J THE POSSIBLJITY OF IMPO!;ING SIMILAR IJSER 

TAXES, IN ADDITION TO THE INCOME TAX, TO SllPPORT GOVERNMENTAL 

PROGRAMS OF SIGN IF I CAt~CE TO THE FI NANCI /\.L I NDIJSTRY • 

CONGRESS WILL SOON BE CONSIDERING THE AnMINISTRATJON
1

S 

REQUEST TO JNCREASE OllR QllOTA AIJTHORITY WITH THE INTERNATIONAL 

MONETARY FUND BY $~.s BtlLION· l no NOT BELIEVE THAT THIS 

PROPOSAL IS A BAIL-OUT FOR THE BANKS. AS SOME HAVE SllGGESTED· )1y 

THE . SAME TOKEN. l no NOT RELIEVE THAT LAST DECEMBER'S HIGHWAY 
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RE PAIR RILL WAS~ RAIL OllT FO R THE. N:\ TlON 1 S D P. l 'IERS, TRUCKERS, 

AN D OTHE f~ HIGH\IJA-Y USERS· PEkHAPS IT HOllLD RE APPROPRIATE. 

HOWEVE R . TO CONSIDER ASKING THE NATION'S COMMERCIAL BANKS TO PAY 

A IJSER TAX, POSSIBLY AN EXCISE TAX RELATED TO THE SIZE OF THEIR 

DEPOSITS, TO CONTRJRIJTE A GREATER SHARE TO THE COST OF 

PARTICIPATING IN THE ltHERNATIONAL MONETARY FUND· ALTHOllGH AM 

.0.. STRONG SUPPORTER OF onR CONTINUED PARTICIPATION IN THE IMF, 

WAS SURP~ISED TO DISCOVER THE RELATIONSHIP BETWEEN THE COST OF 

OUR PARTICIPATION, AND THE AMOUNT OF TAXES PAID BY COMMERCIAL 

RANKS· ACCORDING TO THE TREASIJRY DEPARTMENT, OUR PARTICIPATION 

IN THE lMF COST THE TREASURY AN AVERAGE OF $107 MILLION EACH 

YEAR. OVER THE LAST 1) YEARS· 81JT IN }Q8/ OUR PARTICIPATION COST 

$528 MILLION. AND IN }q81. IT COST $1.5 RILILION· THESE RECENT 

COST FlGtJ K. ES MAY RE EXT RAORDINARY . AND MAY NOT INDICATE A TREND 

0 F G RD W I r~ G C 0 ST • B lJ T I T . I S N 0 T E W 0 RT HY TH AT 0 ll R PA RT I C I PAT 1 0 N I N 

THE IMF IN 1CJ81, COST THE FEDERAL GOVEHNMEHT MORE THAN THE ENTIRE 

AMOUNT OF FEDERAL INCOME TAXES PAID RY ALL COMMERCIAL BANKS IN 

}q80, THE MOST RECENT YEAR FOR WHICH STATI~TICS ARE AVAILABLE· 

No USER TAX SHOULD RE A Sll BST I TllTE FOR A FAIR INCOME TAX · 

Arrn CERTAINLY . NO TAX SHOULD BE CONSIDERED THAT WOULD DISCOURAGE 

THE FllTllRE FOREIGN LENDING WHICH IS NEEDED TO HELP RESOLVE THE 

CURRENT INTERNATIONAL DERT PiWBLEM· Bur THE POSSIRILITY OF 

Ex T E N D I N G T H E II s E R Tl\ x t 0 N c E p T F R 0 M T R LI c I( E R s T 0 B A N K F. ri s s H 0 l IL n R E 

EXPLORED· 1 BELIEVE THIS IS PARTICULARLY APP ROPRIATE Sl!JCE THE 

ST U .DY PH E PA RED HY THE ST A F F 0 F TH E J 0 I NT ( 0 MM 1 TT E E 0 N TAX '"' T I 0 N 
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l trn J CATES TH fl. T \·I H I LE A G H 0 l IP 0 F THE. 2 () LA t< GEST RANKS PA I D 0 NL Y 

2-3 PERCENT OF THEIR INCOME IN TAXES, A GROUP OF THE LARGEST 

TRUCKING COMPANIES PAID OVER 45 PERCENT OF THEIR INCOME IN TAXES· 

l LOOK FOR\·IARD TO HF.ARING THE TESTIMONY OF OlJR DISTJMGlllSHED 

WITNESSES· · 

-· 
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