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PENN SQUARE BANK FAILURE 

THURSDAY, JULY 15, 1982 

HOUSE OF REPRESENTATIVES, 
COMMITTEE ON BANKING, FINANCE AND URBAN AFFAIRS, 

Washington, D.C. 
The committee met, pursuant to call, at 2 p.m., in room 2128, 

Rayburn House Office Building, Hon. Fernand J. St Germain 
(chairman of the committee) presiding. 

Present: Representatives St Germain, Gonzalez, Minish, Annun-
zio, Patterson, LaFalce, Oakar, Vento, Barnard, Garcia, Schumer, 
Patman, Hoyer, Stanton, Wylie, McKinney, Leach, Parris, Weber, 
Roukema, Bereuter, and Dreier. 

The CHAIRMAN. The committee will come to order. 
The witnesses will take their places at the witness table. 
The Chair has an opening statement. This committee has looked 

at many bank failures through the years. Never has a single case 
presented such a wide-ranging catalog of banking issues as the col
lapse of Penn Square. 

Clearly, the sifting of the debris from the crash has just begun, 
but already Penn Square bears the earmark of a classic case. 

Once again, we have before us a major question about bank su
pervision. What did the regulators know? When did they know it? 
And what did they do about it? 

Certainly, this committee needs the answers to these questions. 
But other questions cut a wide swath across banking practices and 
areas under the direct jurisdiction of this committee. 

How were some of the Nation's most sophisticated financial insti
tutions, with all variety of expertise at hand, lured like moths to 
the glow of this go-go bank sitting in a shopping center in Oklaho
ma City? 

And how did so many small financial institutions decide, in 
effect, to delegate their judgments and responsibilities to brokers 
who peddled Penn Square's get-rich-quick interest rates like cotton 
candy at a carnival? 

If no questions were raised about the fact that a shopping center 
bank in Oklahoma was offering some unique interest-rate bargains, 
surely someone, somewhere, would have thought to double-check 
an institution that had a 1,500-percent growth in 7 years? 

Unhappily, the Penn Square case brings us up against the age-
old question of disclosure in an industry and a regulatory structure 
built on secrecy. 

Penn Square may well cause a rethinking about the banking in
dustry's penchant for nondisclosure. 

(l) 
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We do know that the Comptroller of the Currency, as the pri
mary regulator of Penn Square, did know as early as the spring of 
1980 that this bank had serious problems. 

We do know that as early as September 1980, that the problems 
had become so severe that the Comptrollers Office forced the bank 
and its directors to enter into a formal written agreement to cease 
and desist from unsound and illegal practices. A written agreement 
that had all the sting of a flogging with a wet noodle. 

These facts, of course, were not revealed to the public. They were 
not revealed to the financial institutions who swallowed the loan 
packages from Penn Square. They were not revealed to the individ
uals, the credit unions, and savings and loan associations who in
vested their depositors' money in Penn Square long after the 
Comptroller's Office knew the bank had gone sour. 

I know the many rationalizations which are presented for this 
type of nondisclosure. I attempted to deal with the problem in the 
Safe Banking Act, following the Bert Lance revelations of 1977, but 
we were only partially successful. 

I realize that the regulators are, indeed, sincere in their belief in 
secrecy on such matters. But, Penn Square brings the issue before 
us in stark outlines—hundreds of investors placed money—other 
people's money—in an institution which an agency of the U.S. Gov
ernment knew to be unsound. 

Public moneys were used to examine the bank, to collect data, to 
analyze the condition, but the public did not receive the results of 
the work for which they paid. 

I am even more concerned, however, about the allegations flow
ing out of Oklahoma that this bank—like many other failures— 
was beset with insider and self-dealing problems. 

This is an area where this committee has time and time and 
time again tried to focus regulatory attention. 

We have conducted oversight efforts and we have pushed 
through statutory changes to help regulators deal with the prob
lem. 

I am going to be sorely disappointed if at the end of this trail, we 
find that once again nothing effective was done to curb practices 
early on. 

The supervisors have received enough warnings in this area, and 
I see little excuse for anything but specific quick action on any un
sound insider practices. 

As I said in the Bert Lance investigation 5 years ago, these banks 
are not playpens for their officers and directors. They are char
tered for the convenience and needs of the community and they 
deal with other people's money. 

I do not see a middle ground on this issue. 
We do intend to pursue our look at the Penn Square case in a 

vigorous manner and when these hearings are complete, we will 
have a clear and total picture of what happened and what did not 
happen. 

As has been true in earlier efforts of this committee, our pursuit 
of the facts does not suggst that we believe that this case is neces
sarily indicative of financial practices across the Nation. 

In fact, I am personally convinced from my many years on this 
committee that the great majority of depository institutions are, 
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indeed, run well and controlled by boards of directors and officers 
who understand the responsibilities and duties imposed by their in
stitutions' public charters. But the issues raised are serious. They 
must be pursued objectively. 

As I announced, today's session is structured as a briefing from 
the two regulatory bodies closest to the details of the Penn Square 
failure. 

Our interrogation today will be limited and we will be asking 
representatives of these two agencies back when we open formal 
hearings and after the staff has completed initial factfinding efforts 
in August. 

We have, of course, begun the process of gathering documents 
and other data. This will be pursued in the coming weeks. I am 
hopeful that all concerned will be forthcoming with material perti
nent to the case. 

It is premature, in my opinion, to talk about subpenas. If this be
comes necessary to elicit the information required to understand 
the case, I am sure, and I hope that we will have support from both 
sides. 

Let's cross that bridge when we reach it. We have not yet. 
I do appreciate the fact that the Comptroller of Currency, C. T. 

Conover, and the FDIC Chairman, Bill Isaac, have agreed to appear 
today on such short notice. 

We will need and ask your cooperation in the coming weeks as 
this effort continues. 

Both of you will hear what you may consider to be some harsh 
judgments from time to time, but I am certain you understand the 
constitutional and statutory responsibilities of this committee. 

I will remind everyone that both of these gentlemen have recent
ly assumed their respective jobs and neither was in place at the 
time that the Penn Square problem was discovered. 

Also in fairness to them, I am sure that both agencies have a 
great deal of investigations to make before they can give us the 
final definitive picture of what happened from their view. 

Mr. Stanton. 
Mr. STANTON. Thank you very much, Mr. Chairman. I welcome 

you in scheduling this briefing here this afternoon. 
I compliment you on the program that you have laid out explain

ing, as you have so well, the responsibilities of this committee in its 
oversight operations of the regulatory agencies. 

I also wish to compliment those participating in the briefing this 
afternoon because it is my understanding that the chairmen of the 
related regulatory agencies themselves decided to appear them
selves. 

The CHAIRMAN. On a voluntary basis, rather than send staff, 
that is correct. 

Mr. STANTON. SO, thus the hearings are off to a good start. Once 
again, I compliment you on the timing of these hearings and look 
forward to the testimony here this afternoon. 

The CHAIRMAN. At this point, I will recognize the Comptroller of 
the Currency, Mr. C. T. Conover. 

I understand that you filed your statement. We will put your 
entire statement in the record. 

I think you have some appendixes as well. 
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STATEMENT OF HON. C. T. CONOVER, COMPTROLLER OF THE 
CURRENCY, ACCOMPANIED BY PAUL M. HOMAN, SENIOR 
DEPUTY COMPTROLLER FOR BANK SUPERVISION, OFFICE OF 
THE COMPTROLLER OF THE CURRENCY 

Mr. CONOVER. Yes, I do, Mr. Chairman. 
The CHAIRMAN. Without objection, they will be placed in the 

record as well. 
Mr. CONOVER. If I may, I would like to read my statement this 

afternoon. 
Mr. Chairman and members of the committee, I welcome this op

portunity to describe the Office of the Comptroller of the Curren
cy's actions concerning the Penn Square Bank of Oklahoma City, 
Okla., which I declared insolvent at 7:05 p.m., central daylight sav
ings time, on July 5, 1982. 

In brief, the story of the Penn Square Bank is one of rapid and 
uncontrolled growth centered principally in poor-quality loans. As 
is typical of banks with asset problems, Penn Square suffered from 
a variety of related ills, including in this case, insufficient capital 
and liquidity. 

The Comptroller's Office has devoted special supervisory atten
tion to Penn Square since early 1980 when problems were first 
identified. 

Since that time, the OCC's supervisory efforts have included five 
examinations of the bank, two formal enforcement actions against 
it, a number of special meetings with the bank's board of directors, 
and a significant amount of supervisory correspondence. 

In the end, however, the bank proved unresponsive to these ef
forts. Massive losses exceeded the bank's net worth, which, coupled 
with a liquidity and confidence crisis, rendered the bank insolvent. 

By way of history, Penn Square was chartered in 1960 and in 
1976 became 100-percent owned by First Penn Corp. From the time 
it was chartered until 1977, the bank experienced normal growth 
and was not subject to any unusual supervisory action. 

From May of 1977 until its closing, the bank experienced a 
period of rapid growth. 

The bank became a matter of supervisory concern following an 
examination, dated February 29, 1980, which was concluded in 
early April of 1980. 

This examination revealed, among other things, rapid growth of 
bank loans and assets, insufficient liquidity, inadequate capital, an 
increase in classified assets and violation of banking laws. 

The majority of the growth experienced by the bank was in the 
area of oil- and gas-lending, resulting in a concentration of credit. 

Participations in many of these loans were sold to other banks. 
Because of the problems identified, the bank was designated by our 
Dallas regional office as requiring special supervisory attention and 
was rated three pursuant to the Uniform Financial Institutions 
Rating System. 

On June 9, 1980, the deputy regional administrator forwarded 
the report of examination to the board of directors, detailing many 
of his concerns and requesting a full board meeting in the Dallas 
regional office. 
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On the same date, the deputy regional administrator also recom
mended to Washington that the OCC take enforcement action. 

Such action is a routine practice for a bank with the magnitude 
of problems identified and is in accordance with our standard oper
ating procedures. 

On June 19, 1980, the regional administrator and his staff met 
with the chairman of the board and the executive vice president of 
the bank to discuss the findings of the examination. 

At that meeting, the regional administrator informed the chair
man of the board that the bank had been placed in the OCC's spe
cial projects program because it required special supervision. 

He also said that in light of the bank's problems, it would be 
placed under formal administrative action by this office pursuant 
to the cease-and-desist process. 

At the request of the regional administrator, the board of direc
tors of the bank convened a meeting on August 27, 1980, in our 
Dallas regional office to discuss the results of the examination. 

At the meeting, the board of directors was presented with a 
formal agreement pursuant to the cease-and-desist statute (12 
U.S.C. 1818(b)). 

On September 9, 1980, the board of directors individually signed 
and consented to the formal agreement, which required the bank 
to take remedial action to eliminate the problems identified in the 
report and to establish procedures to prevent them from recurring. 
[Summary of formal agreement is attached to my prepared state
ment as appendix D]. 

From September 9 through September 11, 1980, we visited the 
bank to review previously criticized loans, past-due loans, new 
loans, the bank's capital plans, and its liquidity. 

The examination disclosed rapid growth with funding heavily de
pendent upon rate-sensitive deposit sources. Liquidity was strained, 
and the existing staff was overtaxed by business volume. The 
bank's capital adequacy was deteriorating. 

A general examination, as of December 31, 1980, was conducted 
from January 5 through February 27, 1981. It disclosed further de
terioration in the bank's overall condition. 

Major concerns continued to be inadequate capital, poor asset 
quality, ineffective loan administration, inadequate staffing and 
policy development, weak internal controls, and deficient liquidity, 
asset, and liability management practices. 

During 1980, the bank had more than doubled in size. Most of 
this growth continued to be concentrated in the energy-related 
businesses. Additionally, violations of banking laws and of the 
formal agreement were cited in the report. 

In a comprehensive letter to the board of directors dated July 1, 
1981, the Regional Administrator informed the board that the 
report indicated that the board and management had failed to su
pervise prudently the bank's activities. 

The letter, which accompanied the report, pointed out, among 
other things, that this lack of supervision had manifested itself in 
the following: Numerous violations of banking laws; inordinate 
asset/liability management risk; high levels of poor-quality assets; 
uncontrolled growth of bank resources; and noncompliance with 
the formal agreement. 
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The letter requested that the board of directors arrange a board 
of directors' meeting in our Dallas Regional Office to discuss the 
report and to determine future action to be taken by the board and 
management. 

On July 29, 1981, a full board of directors' meeting was held in 
the regional office with the directors, management, and representa
tives of the Office of the Comptroller of the Currency regional and 
Washington offices. 

At the meeting, the OCC representatives expressed in detail our 
supervisory concerns. 

A special supervisory examination as of September 30, 1981, was 
conducted during the period October 8 through October 30, 1981. 

This examination revealed modest improvement but the bank's 
overall condition remained of concern, with particular concern re
garding the bank's contingent liabilities. 

Although certain problems were highlighted, the report noted 
that various programs and systems had been established and that 
there was improvement in the bank's lending staff, its loan policy, 
and its controls. 

In light of the problems still remaining in the bank, representa
tives of the OCC attended the board of directors' meeting of the 
bank on January 12, 1982, to discuss the results of the examina
tion. 

In addition, the board was informed that a more detailed exami
nation would be conducted near the end of the first quarter of 
1982. 

As early as June 1980, the OCC supplemented its examinations 
of the bank by requiring the bank to submit periodic reports on 
matters of concern to the regional administrator. 

The OCC's initial request for periodic progress reports on criti
cized assets and liquidity, which was made in June 1980, was sup
plemented by further reporting requirements imposed by the Sep
tember 1980 formal agreement. 

In addition, the Regional Administrator's July 1, 1981 letter 
highlighting the problems disclosed at the then-recently completed 
examination requested yet additional periodic reports from the 
bank. 

By requesting and reviewing such reports, the OCC is able to 
monitor banks on a more constant basis than is permitted through 
the formal examination process. 

Generally, the periodic reports submitted by the Penn Square 
Bank disclosed progress. Management repeatedly gave assurances 
that the required corrective actions had been or would be accom
plished. 

In fact, certain of the promised improvements were noted by our 
examiners in their October 1981 examination of the bank. 

As late as January 1982, we believed the outlook to be favorable 
and that all substantive areas of concern were being addressed and 
corrected. 

On April 19, 1982, the OCC commenced the examination that led 
to the bank's being declared insolvent. Several we^ks into the ex
amination, the Regional Administrator notified the Washington 
office that potentially serious problems were being uncovered in 
the bank. 
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Also, the bank's activities and condition had begun to be the sub
ject of attention in the press and in the financial marketplace. 

As it does with all banks requiring special supervisory attention, 
the OCC had shared information regarding Penn Square's condi
tion with the FDIC since early 1980. 

On June 23, 1982, the Regional Administrator informed the 
FDIC's regional director of the conditions disclosed by the ongoing 
examination. 

Subsequently, the OCC notified the FDIC in Washington that the 
problems had grown significantly worse. Responding to the growing 
public and industry concern over the bank's condition, and mindful 
that the concern could create a severe liquidity strain on the bank, 
the OCC invited the FDIC to join its ongoing examination for con
tingency purposes. 

Based on the preliminary findings of this examination, the OCC 
issued a notice of charges and a temporary order to cease and 
desist on June 30, 1982, to require immediate actions to rehabili
tate the bank. 

When the OCC determined that the viability of the bank re
quired an immediate injection of additional capital, the temporary 
order to cease and desist was amended to require the bank to 
obtain $30 million in new equity by the close of business on July 2, 
1982. 

No additional capital was injected. The OCC subsequently 
amended the notice of charges and the temporary order to limit 
transactions with affiliates. 

The OCC, in a letter dated July 2, 1982, formally requested that 
the FDIC begin preparations for a potential purchase and assump
tion transaction or payout of insured depositors. 

The letter explained that the examination in progress reflected 
losses nearly equaling the bank's total capital funds with addition
al losses likely. 

It further pointed out that the bank had begun to experience ad
verse publicity which affected market confidence and caused sub
stantial deposit withdrawals. 

On July 5, 1982, the Comptroller's Office delivered a letter to the 
Federal Reserve Bank of Kansas City briefly reviewing the situa
tion and asking to be informed of the Federal Reserve Bank's in
tentions of providing further loans to the bank. 

In a response received the same day, the Federal Reserve Bank 
of Kansas City indicated that it was not prepared to extend further 
credit to the bank in its current condition. 

Based upon the review done by the examiners, I determined, as 
of July 5, 1982, that the losses then identified exceeded the capital 
funds of the bank. I further determined that the bank would not be 
able to continue meeting the demands of its creditors and deposi
tors. 

I became satisfied on July 5, 1982, of the insolvency of the bank. 
Accordingly, on that date, acting pursuant to my statutory duties, 
at 7:05 p.m. (CDST), I declared the bank insolvent and appointed 
the FDIC as receiver. 

That ends my formal statement, Mr. Chairman, and at this time, 
I would be happy to answer questions along with Mr. Paul Homan, 
Senior Deputy Comptroller for Bank Supervision. 
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[The prepared statement of Mr. Conover follows:] 

STATEMENT OF 

C. T. CONOVER 

COMPTROLLER OF THE CURRENCY 

BEFORE THE 

COMMITTEE ON BANKING, FINANCE, 

AND URBAN AFFAIRS 

U.S. HOUSE OF REPRESENTATIVES 

JULY 15, 1982 

Mr. Chairman and Members of the Committee: 

I welcome this opportunity to describe the Office of the 

Comptroller of the Currency's actions concerning the Penn Square 

Bank, N.A., of Oklahoma City, Oklahoma, which I declared 

insolvent at 7:05 p.m. (CDST) on July 5, 1982. (Attached as 

Appendix A is a brief chronology of events.) 

In brief, the story of the Penn Square Bank is one of rapid 

and uncontrolled growth centered principally in poor-quality 

loans. As is typical of banks with asset problems, Penn Square 

suffered from a variety of related ills, including, in this case, 

insufficient capital and liquidity. 

The Comptroller's Office has devoted special supervisory 

attention to Penn Square since early 1980 when problems were 

first identified. Since that time, OCC's supervisory efforts 

have included five examinations of the bank, two formal 
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enforcement actions against it, a number of special meetings with 

the bank's board of directors, and a significant amount of 

supervisory correspondence. 

In the end, however, the bank proved unresponsive to these 

efforts. Massive losses exceeded the bank's net worth which, 

coupled with a liquidity and confidence crisis, rendered the bank 

insolvent. 

Penn Square was chartered in 1960 and in 1976 became 100% 

owned (less directors' qualifying shares) by the First Penn 

Corporation. From the time it was chartered until 1977, the bank 

experienced normal growth and was not subject to any unusual 

supervisory action. From May of 1977 until its closing, the bank 

experienced a period of rapid growth. 

The bank became a matter of supervisory concern following an 

examination dated February 29, 1980, which concluded on April 4, 

1980. This examination revealed, among other things, rapid 

growth of bank loans and assets, insufficient liquidity, 

inadequate capital, an increase in classified assets, and 

violation of banking laws. The majority of the growth 

experienced by the bank was in the area of oil and gas lending, 

resulting in a concentration of credit. Participations in many 

of these loans were sold to other banks. Because of the problems 

identified, the bank was designated by our Dallas Regional Office 

as requiring special supervisory attention and was rated "3" 

pursuant to the Uniform Financial Institutions Rating System. 

(Appendix B.) 
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On June 9, 1980, the Deputy Regional Administrator forwarded 

the Report of Examination to the board of directors, detailing 

many of his concerns and requesting a full board meeting in the 

Dallas Regional Office. On the same date, the Deputy Regional 

Administrator also recommended to Washington that the OCC take 

enforcement action. Such action is a routine practice for a bank 

with the magnitude of problems identified and is in accordance 

with our standard operating procedures. (Appendix C.) 

On June 19, 1980, the Regional Administrator and his staff 

met with the chairman of the board and the executive vice 

president of the bank to discuss the findings of the examination. 

At that meeting, the Regional Administrator informed the chairman 

of the board that the bank had been placed in the OCC's Special 

Projects program because it required special supervision. He 

also said that in light of the bank's problems it would be placed 

under formal administrative action by this Office pursuant to the 

cease and desist process. 

At the request of the Regional Administrator, the board of 

directors of the bank convened a meeting on August 27, 1980, in 

our Dallas Regional Office to discuss the results of the 

examination. At the meeting, the board of directors was 

presented with a formal Agreement pursuant to the cease and 

desist statute (12 U.S.C. §1818(b)). On September 9, 1980, the 

board of directors individually signed and consented to the 

formal Agreement, which required the bank to take remedial action 
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to eliminate the problems identified in the report and to 

establish procedures to prevent them from recurring. (Summary of 

formal Agreement attached as Appendix D.) 

From September 9 through September 11, 1980, we visited the 

bank to review previously criticized loans, past-due loans, new 

loans, the bank's capital plans, and its liquidity. The 

examination disclosed rapid growth with funding heavily dependent 

upon rate-sensitive deposit sources. Liquidity was strained, and 

the existing staff was overtaxed by business volume. The bank's 

capital adequacy was deteriorating. 

A general examination, as of December 31, 1980, was 

conducted from January 5, 1981, through February 27, 1981. It 

disclosed further deterioration in the bank's overall condition. 

Major concerns continued to be inadequate capital, poor asset 

quality, ineffective loan administration, inadequate staffing and 

policy development, weak internal controls, and deficient 

liquidity, asset, and liability management practices. During 

1980, the bank had more than doubled in size. Most of this 

growth continued to be concentrated in the energy-related 

businesses. Additionally, violations of banking laws and of the 

formal Agreement were cited in the report. 

In a comprehensive letter to the board of directors dated 

July 1, 1981, the Regional Administrator informed the board that 

the report indicated that the board and management had failed to 

supervise prudently the bank's activities. The letter, which 

accompanied the report, pointed out, among other things, that 

this lack of supervision had manifested itself in the following: 

97-830 0 - 8 2 - 2 
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Numerous violations of banking laws; 
Inordinate asset/liability management risk; 
High levels of poor-quality assets; 
Uncontrolled growth of bank resources; and 
Noncompliance with the formal Agreement. 

The letter requested that the board of directors arrange a 

board of directors* meeting in our Dallas Regional Office to 

discuss the report and to determine future action to be taken by 

the board and management. 

On July 29, 1981, a full board of directors1 meeting was 

held in the Regional Office with the directors, management 

(including several new members of management), and 

representatives of Regional and Washington Offices. At the 

meeting, the OCC representatives expressed in detail our 

supervisory concerns. 

A special supervisory examination as of September 30, 1981, 

was conducted during the period October 8 through October 30, 

1981. This examination revealed modest improvement but the 

bank's overall condition remained of concern, with particular 

concern regarding the bank's contingent liabilities. Although 

certain problems were highlighted, the report noted that various 

programs and systems had been established and that there was 

improvement in the bank's lending staff, its loan policy, and its 

controls. In light of the problems still remaining in the bank, 

representatives of the OCC attended the board of directors' 

meeting of the bank on January 12, 1982, to discuss the results 

of the examination. In addition, the board was informed that a 

more detailed examination would be conducted near the end of the 

first quarter of 1982. 
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As early as June, 1980, the OCC supplemented its 

examinations of the bank by requiring the bank to submit periodic 

reports on matters of concern to the Regional Administrator. The 

OCC's initial request for periodic progress reports on criticized 

assets and liquidity, which was made in June, 1980, was 

supplemented by further reporting requirements imposed by the 

September 1980 formal Agreement. In addition, the Regional 

Administrator's July 1, 1981 letter highlighting the problems 

disclosed at the then-recently completed examination requested 

yet additional periodic reports from the bank. By requesting and 

reviewing such reports, the OCC is able to monitor banks on a 

more constant basis than is permitted through the formal 

examination process. 

Generally, the periodic reports submitted by the Penn Square 

Bank disclosed progress. Management repeatedly gave assurances 

that the required corrective actions had been or would be 

accomplished. In fact, certain of the promised improvements were 

noted by our examiners in their October 1981 examination of the 

bank. As late as January 1982, we believed the outlook to be 

favorable and that all substantive areas of concern were being 

addressed and corrected. 

On April 19, 1982, the OCC commenced the examination that 

led to the bank's being declared insolvent. Several weeks into 

the examination the Regional Administrator notified the 

Washington Office that potentially serious problems were being 
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uncovered in the bank. Also, the bank's activities and condition 

had begun to be the subject of attention in the press and in the 

financial marketplace. 

As it does with all banks requiring special supervisory 

attention, the OCC had shared information regarding Penn Square's 

condition with the FDIC since early 1980. On June 23, 1982, the 

Regional Administrator informed the FDIC's regional director of 

the conditions disclosed by the ongoing examination. 

Subsequently, the OCC notified the FDIC in Washington that the 

problems had grown significantly worse. Responding to the 

growing public and industry concern over the bank's condition, 

and mindful that the concern could create a severe liquidity 

strain on the bank, the OCC invited the FDIC to join its ongoing 

examination for contingency purposes. 

Based on the preliminary findings of this examination, the 

OCC issued a Notice of Charges and a Temporary Order to Cease and 

Desist on June 30, 1982, to require immediate actions to 

rehabilitate the bank. (Summary of Notice of Charges and 

Temporary Order is attached as Appendix E.) When the OCC 

determined that the viability of the bank required an immediate 

injection of additional capital, the Temporary Order to Cease and 

Desist was amended to require the bank to obtain $30 million in 

new equity capital by the close of business on July 2, 1982. No 

additional capital was injected. The OCC subsequently amended 

the Notice of Charges and the Temporary Order to limit 

transactions with affiliates. 
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The OCC, in a letter dated July 2, 1982, formally requested 

that the FDIC begin preparations for a potential purchase and 

assumption transaction or payout of insured depositors. The 

letter explained that the examination in progress reflected 

losses nearly equalling the bank's total capital funds with 

additional losses likely. It further pointed out that the bank 

had begun to experience adverse publicity which affected market 

confidence and caused substantial deposit withdrawals. 

On July 5, 1982, the Comptroller's Office delivered a letter 

to the Federal Reserve Bank of Kansas City briefly reviewing the 

situation and asking to be informed of the Federal Reserve Bank's 

intentions of providing further loans to the bank. In a response 

received the same day, the Federal Reserve Bank of Kansas City 

indicated it was not prepared to extend further credit to the 

bank in its current condition. 

Based upon the review done by the examiners, I determined, 

as of July 5, 1982, that the losses then identified exceeded the 

capital funds of the bank. I further determined that the bank 

would not be able to continue meeting the demands of its 

creditors and depositors. 

I became satisfied on July 5, 1982, of the insolvency of the 

bank. Accordingly, on that date, acting pursuant to my statutory 

duties, at 7:05 p.m. (CDST) I declared the bank insolvent and 

appointed the FDIC as receiver. 

At this time, I will be pleased to answer your questions. 
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Appendix A 

CHRONOLOGY OF OCC SUPERVISION 
OF PENN SQUARE BANK, N.A. 

JANUARY 1, 1980 - JULY 5, 1982 

February 29, 1980 

Conducted a specialized examination as of February 29, 
1980. Commenced March 3, 1980, completed April 4, 
1980. Revealed rapid and uncontrolled growth. Bank 
rated "3". 

June 9, 1980 

Forwarded examination to the board of directors by 
letter from the Deputy Regional Administrator. The 
letter identified certain of the major problems and 
directed the board to within 5 days convene a special 
meeting to review the report and take remedial action. 
The letter also requested a full board meeting in the 
Dallas Regional Office and requested additional 
reporting. 

June 19, 1980 

Meeting between Regional Administrator and Chairman of 
the Board Jennings and executive vice president to 
discuss the examination report. 

June 24, 1980 

Notified Federal Reserve Board and FDIC of contemplated 
enforcement action against the bank. 

July 14, 1980 

Letter to Deputy Regional Administrator from bank 
president indicating, among other things, that steps 
were being taken to improve liquidity. He recognized 
the need for supervision over the energy credits and 
indicated that additional people had been added and 
would be added. More monitoring would be done by the 
directors and the violations of law had been corrected. 

July 15, 1980 

Letter to Deputy Regional Administrator from chairman 
of the board discussing bank's capital plans and growth 
limits. 
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August 14, 1980 

Letter from Regional Office to the board of directors 
identifying weaknesses in the capital plan and asking 
for submission of an acceptable one. 

August 27, 1980 

Full board of directors' meeting in Dallas Regional 
Office at which time Regional Office staff discussed 
the results of the examination. At that meeting, the 
formal Agreement was presented to each member of the 
board with a full explanation. 

September 9, 1980 

Board of directors individually signed and consented to 
the formal administrative Agreement which was forwarded 
to the Regional Office on September 10, 1980, with a 
letter by the chairman of the board who indicated the 
holding company had agreed to sell stock with $3.3 
million to be contributed to the bank. 

September 9, 1980 

Commenced visitation September 9, 1980, completed 
September 11, 1980. Limited review. Rating "3". 

October 8, 1980 

Sent visitation report to board of directors. 

December 31, 1980 

Conducted a general examination as of December 31, 
1980, beginning January 5, 1981, completed February 27, 
1981. Disclosed further deterioration in the bank's 
overall condition. Rated "3". 

July 1, 1981 

Letter from Regional Administrator to the board of 
directors identifying the problems and demanding action 
including a full board of directors' meeting in the 
Dallas Regional Office. 
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July 29, 1981 

Full board of directors' meeting plus management in the 
Dallas Regional Office where the Regional Administrator 
and his staff and Washington staff identified the 
problems and demanded correction. Correction was 
promised. 

September 30, 1981 

Conducted a special supervisory examination as of 
September 30, 1981, beginning October 8, 1981, 
completed October 30, 1981. Identified areas of 
continuing concern but revealed some improvement and 
establishment of programs and systems. Rated "3". 

December 1, 1981 

Regional Administrator forwarded the special 
supervisory examination to the board of directors. 

January 12, 1982 

Board of directors' meeting at which time Regional 
staff of the OCC highlighted the problems as identified 
in the report. 

April 19, 1982 

Commenced general examination. 

May 11, 1982 

Regional Administrator notified Washington Office of 
problems being uncovered. 

June 23, 1982 

Regional Administrator notified FDIC regional office 
about problems in the bank. 

June 30, 1982 

Issued a Notice of Charges and Temporary Order to Cease 
and Desist. 
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June 30, 1982 

Asked FDIC to send examiner to assess the prospects for 
an FDIC-assisted purchase and assumption or payout. 

July 2, 1982 

Amended Order to Cease and Desist, requiring immediate 
injection of capital. 

July 2, 1982 

Sent letter to FDIC formally requesting assessment of 
prospects for an FDIC-assisted transaction. 

July 4, 1982 

Amended Notice and Temporary Order to prevent violation 
of 12 U.S.C. S371c. 

July 5, 1982 

Sent letter to Federal Reserve Bank of Kansas City 
advising it of bank's condition and asking its 
intentions regarding loans to bank. 

July 5, 1982 

Received letter from Federal Reserve Bank saying it 
would not extend further credit to bank in its present 
condition. 

July 5, 1982 

Declared bank insolvent at 7:05 p.m. (CDST) and 
appointed FDIC as receiver. 
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Appendix B 

Comptroller of the Currency 
Administrator of National Banks 

Type: Examining Circular 159 Subject uniform Financial Institutions 
(Revised) Rating System 

TO: All Regional Administrators and Examining Personnel 

SCOPE 

This examining circular revises and rescinds Examining Circular 159 
(Revised) dated May 19, 1978. 

Mr. Heimann has approved the use of the Uniform Financial Institutions 
Rating System by this agency. 

The System (copy attached) which was recommended recently for adoption 
by the Federal Financial Institutions Examination Council (FFIEC) 
provides a general framework for evaluating the soundness of federally• 
supervised banks and thrift institutions and their compliance with law. 
In addition, the rating system is meant to assist the public and the 
Congress in assessing the aggregate strength and soundness of our 
financial system. 

The Uniform Financial Institutions Rating System revises the system 
adopted by the three federal commercial bank regulators on May 12, 1978. 
The FFIEC1s action if adopted by the National Credit Union Administration 
and the Federal Home Loan Bank Board would bring federally chartered 
credit unions and savings and loan associations under the System. 

The examiner-in-charge will continue to grade each of the five individual 
categories and the Regional Administrator or his designee shall assign 
a composite rating consistent with the criteria and evaluating factors 
defined in the revised rating system. 

In order that these composite ratings remain current, the procedures 
to change a bank's composite rating between examinations (Examining 
Circular 160) remain in effect. Changes in composite ratings should 
continue to be forwarded to the attention of the Special Projects 
Division on Form CC 9060-05. 

Paul M. Homan / 
Senior Deputy Comptroller 
for Bank Supervision 

Attachment 

Date: December 10, 1979 
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November 13, 1979 

UNIFORM FINANCIAL 

INSTITUTIONS RATING SYSTEM• 

Introduction 

The rating system provides a general framework for evaluating and assimilating 

all significant financial, operational and compliance factors in order to assign a 

summary or composite supervisory rating to each Federally regulated commercial 

bank, savings and loan association, mutual savings bank and credit union. The purpose 

of the rating system is to reflect in a comprehensive and uniform fashion an 

institution's financial condition, compliance with laws and regulations and overall 

operating soundness. In addition to serving as a useful tool for summarizing the 

condition of individual institutions, the rating framework will also assist the public 

and Congress in assessing the aggregate strength and soundness of the financial 

industry. 

Although it is acknowledged that to some degree each type of financial 

institution poses its own set of supervisory issues and concerns, the uniform rating 

system is predicated upon certain features and functions, including qualitative and 

quantitative factors, common to all categories of institutions. In general, financial 

institutions provide a wide range of essential credit, depository and related financial 

services to individuals, private commercial enterprises and governments. In so doing, 

financial institutions play an important and integral role In the stability and growth of 

economic activity at the local, regional, national or international level. Institutions 

ire best able to carry out these essential functions and accommodate the demand for 

financial services when they are operated in a sound and prudent manner in full 

compliance with relevant laws and regulations. 

*T,w. term "financial institution" with respect to the rating system refers to certain 
insitutions whose primary Federal- supervisory agencies are represented on the 
Federal Financial Institutions Examination Council, i.e., Federally supervised 
conmercial banks, savings and loan associations, mutual savings banks and credit 
unitns. 
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Overview 

Each financial institution is assigned a -uniform composite rating that is 

predicated upon an evaluation of pertinent financial and operational standards, criteria 

and principles. The rating is based upon a scale of one through five in ascending order 

of supervisory concern. Thus, T represents the highest rating and, consequently, the 

lowest level of supervisory concern; while "5" represents the lowest, most critically 

deficient level of performance and, therefore, the highest degree of supervisory 

concern. Each of the five composite ratings is described in greater detail below. 

In assigning a composite rating, all relevant factors must be weighed and 

evaluated. In general, these factors include: the adequacy of the capital base, net 

worth and reserves for supporting present operations and future growth plans; the 

quality of loans, investments and other assets; the ability to generate earnings to 

maintain public confidence, cover losses and provide adequate security and return to 

depositors; the ability to manage liquidity and funding; the ability to meet the 

community's or membership's legitimate needs for financial services and cover all 

maturing deposit obligations; and the ability of management to properly administer all 

aspects of the financial business and plan for future needs and changing circumstances. 

The assessment of management and administration Includes the quality of internal 

controls, operating procedures and all lending, investment and operating policies; 

compliance with relevant laws and regulations; and the involvement of the directors, 

shareholders and officials. In general, assignment of a composite rating may 

incorporate any other factors that bear significantly on the overall condition and 

soundness of the financial institution. 

Notwithstanding the use of common summary ratings, specific performance 

benchmarks, standards and principles will continue to recognize existing structural, 

operational and regulatory distinctions among different types of financial Institutions. 
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Thus, while each financial institution will be evaluated upon criteria relating to its 

particular industry, the assignment of a uniform composite rating will help to direct 

uniform and consistent supervisory attention in such a way that does not depend solely 

upon the nature of an institution's charter or business, or the identity of its primary 

Federal regulator. While distinctions among credit unions, savings and loan 

associations, commercial banks and mutual savings banks are recognized, overall 

uniformity and consistency of supervision will be strengthened by the existence of 

common supervisory ratings. 

The primary purpose of the uniform rating system is to help identify those 

institutions whose financial, operating or compliance weaknesses require special 

supervisory attention and/or warrant a higher than normal degree of supervisory 

concern. In an effort to accomplish this objective, the rating system identifies certain 

institutions whose financial, operational or managerial weaknesses are so sewerc as to 

pose a serious threat to continued financial viability. These institutions are, 

depending upon degree of risk and supervisory concern, rated Composite "V* or "5". 

Such institutions are generally characterized by unsafe, unsound or other seriously 

unsatisfactory conditions and carry a relatively high possibility of failure or 

insolvency. The uniform identification of such institutions will help to ensure: 

1) That the degree of supervisory attention and the type of supervisory 

response are based upon the severity and nature of an institution's 

problems; 

2) That supervisory attention and action are, to the extent possible, 

administered uniformly and consistently, regardless of the type of 

institution or the identity of the regulatory agency; and 
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3) That appropriate supervisory action is taken to address'those institutions 

whose financial problems entail the greatest potential for hardship or 

inconvenience to depositors, borrowers or the public; or those institutions 

whose potential weaknesses would most seriously disrupt the proper and 

efficient functioning of the financial system. 

The rating system also identifies a category of institutions that have some 

combination of financial or compliance deficiencies that, while posing little or no 

threat to financial viability under present circumstances, do warrant more than normal 

supervisory concern. These institutions are not deemed to present a significant risk of 

failure, or of loss or hardship to depositors, borrowers, or the public, but do require a 

higher than normal level of supervision. The delineation of this category will assist 

supervisory authorities In separating the most serious and critical problem institutions 

whose viability may be in question from those institutions whose financial or 

compliance deficiencies may require a specific supervisory response but do not 

constitute a significant risk of failure, insolvency or bankruptcy. Institutions that 

warrant some supervisory concern but do not entail a relatively high possibility of 

failure or insolvency are generally rated Composite "3". 

Composite Ratings 

Composite ratings are defined and distinguished as follows: 

Composite 1 

Institutions in this group are basically sound in every respect; any critical 

findings or comments are of a minor nature and can be handled in a routine 

manner. Such institutions are resistant to external economic and financial 

disturbances and more capable of withstanding the vagaries of business 

conditions than institutions with lower ratings. As a result, such institutions 

give no cause for supervisory concern. 
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Composite 2 

Institutions in this group are also fundamentally sound, but may ref lect modest 

weaknesses correctable in the normal course of business. The nature and 

severity of deficiencies, however, are not considered material and, therefore, 

such institutions are stable and also able to withstand business fluctuations 

quite well. * While areas of weakness could develop into conditions of greater 

concern, the supervisory response is l imi ted to the extent that minor 

adjustments are resolved in the normal course and operations continue 

satisfactory. 

Composite 3 

Institutions in this category exhibit a combination of f inancial, operational or 

compliance weaknesses ranging from moderately severe to unsatisfactory. 

When weaknesses relate to financial condit ion, such institutions may be 

vulnerable to the onset of adverse business conditions and could easily 

deteriorate if concerted action is not ef fect ive in correcting the areas of 

weakness. Institutions which are in significant non-compliance with laws and 

regulations may also be accorded this rat ing. Generally, these institutions give 

cause for supervisory concern and require more than normal supervision to 

address deficiencies. Overall strength and financial capacity, however, are st i l l 

such as to make fai lure only a remote possibil ity. 

Composite » 

Institutions in this group have an immoderate volume of serious financial 

weaknesses or a combination of other conditions that are unsatisfactory. Major 

and serious problems or unsafe and unsound conditions may exist which are net 

being satisfactorily addressed or resolved. Unless- effective action i i taker, e© 

correct these conditions, they could reasonably develop into a situation th.it 
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could impair future viability, constitute a threat to the interests of depositors 

and/or pose a potential for disbursement of funds by the insuring agency. A 

higher potential for failure is present but is not yet imminent or pronounced. 

Institutions in this category require close supervisory attention and financial 

surveillance and a definitive plan for corrective action. 

Composite 5 

This category is reserved for institutions with an extremely high immediate or 

near term probability of failure. The volume and severity of weaknesses or 

unsafe and unsound conditions are so critical as to require urgent aid from 

stockholders or other public or private sources of financial assistance. In the 

absence of urgent and decisive corrective measures, these situations will likely 

require liquidation and the payoff of depositors, disbursement of insurance 

funds to insured depositors, or some form of emergency assistance, merger or 

acquisition. 
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Performance Evaluation 

The five key performance dimensions -- capital adequacy, 
asset quality, management/administration, earnings, and liquidity--
are to be evaluated on a scale of one to five. Following is a 
description of the gradations to be utilized in assignment per
formance ratings: 

Rating No. 1 ̂  indicates strong performance. 

It is the highest rating and is indicative of performance 
that is significantly higher than average. 

Rating No. 2 - reflects satisfactory performance. 

It reflects performance that %s average or above; it includes 
performance that adequately provides for the safe and sound 
operation of the bank. 

Rating No. 3 - represents performance that is flawed to some 
degree; as such, is considered fair. It is neither satis
factory nor marginal but is characterized by performance 
of below average quality. 

Rating No. 4 - represents marginal performance which is 
significantly below average; if left unchecked, such 
performance might evolve into weaknesses or conditions 
that could threaten the viability of the institution. 

Rating No. 5 - is considered unsatisfactory. 

It is the lowest rating and is indicative of performance 
that is criticially deficient and in need of immediate 
remedial attention. Such performance by itself, or in 
combination with other weaknesses, could threaten the 
viability of the institution. 

Capital Adequacy 

Capital is rated (1 thru 5) in relation to: (a) the volume of 
risk assets; (b) the volume of marginal and inferior quality assets; 
(c) bank growth experience, plans, and prospects; and (d) the 
strength of management in relation to (a), (b) and (c). In addition, 
consideration ma be given to a bank's capital ratios relative to 
its peer group, its earnings retention and its access to capital 
mj:rket« or O*'I'T appropriate sources of financial assistance. 
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Banks rated 1 or 2 are considered to have adequate capital, 
although the former's capital ratios will generally exceed those of 
the latter. A 3•rating should be ascribed to a bank's capital 
position when the relationship of the capital structure to points 
(a), (b) or (cj is adverse even giving weight to management-as a 
mitigating factor. In most instances, such banks would have" capital 
ratios below peer group averages. Banks rated 4 and 5 are clearly 
inadequately capitalized, the latter representing a situation of 
such gravity as to threaten viability and solvency. A S rating also 
denotes a bank that requires urgent assistance from shareholders or 
other external sources of financial support. 

Asset Quality 

Asset quality is rated (1 thru S) in relation to (a) the level, 
distribution and severity of classified assets; (b) the level and 
composition of nonaccrual and reduced rate assets; (c) the adequacy 
of valuation reserves; and (d) demonstrated ability to administer 
and collect problem credits. Obviously, adequate valuation reserve:-
and a proven capacity to police and collect problem credits mitigate 
to some degree the weaknesses inherent in a given level of classifi. 
assets. In evaluating asset quality, consideration should also be 
given to any undue degree of concentration' of credits or investments, 
the nature and volume of special mention classifications, lending 
policies, and the adequacy of credit administration procedures. 

Asset quality ratings of 1 and 2 represent situations involving 
a minimal level of concern. Both ratings represent sound portfolios 
although the level and severity of classifications of the latter . 
generally exceed those of the former. A 3 asset rating indicates a 
situation involving an appreciable degree of concern, especially 
to the extent that current adverse trends suggest potential future 
problems. Ratings 4 and 5 represent increasingly more severe asset 
problems; rating S, in particular, represents an imminent threat to 
bank viability through the corrosive effect of asset problems on 
the level of capital support. 

Management/Administration 

Management's performance must be evaluated against virtually all 
factors considered necessary to operate the bank within accepted 
banking practices and in a safe and sound manner. Thus, management 
is rated (1 thru 5) with respect to (a) technical competence, leader
ship and administrative ability; (b) compliance with banking regulations 
and statutes; (c) ability to plan and respond to changing circum
stances; (d) adequacy of and compliance with internal policies; (e) 
depth and succession; (f) tendencies toward self-dealing; and (g) 
demonstrated willingness to serve the legitimate banking needs of 
the community. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



29 

A 1 rating is indicative of management that is fully effective 
with respect to almost all factors and exhibits a responsiveness and 
ability to cope successfully with existing and foreseeable problems 
that may arise in the conduct of the bank's affairs. A 2 rating 
reflects some deficiencies but generally indicates a satisfactory 
record of performance in light of the bank*s particular circumstances. 
A rating of, 3 reflects performance that is lacking in some measure 
of competence desirable to meet responsibilities of the situation 
in which management is found. Either it is characterized by modest 
talent when above-average abilities are called for, or it is 
distinctly below average for the type and size of bank in which it 
operates. Thus, its responsiveness or ability to correct less than 
satisfactory conditions may be lacking. The 4 rating is indicative 

. of a management that is generally inferior in ability compared to 
the responsibilities with which it is charged. A rating of 5 is 
applicable to those instances where incompetence has been demonstrated. 
In these cases, problems resulting from management weakness are of 
such severity that management must be strengthened or replaced before 
sound conditions can be brought about. 

Earnings 

Earnings will be rated (1 thru S) with respect to (a) the ability 
to cover losses and provide for adequate capital; (b) earnings trends; 
(c) peer group comparisons; and (d) quality and composition of net 
income. Consideration must also be given to the interrelationships 
that exist between the dividend payout ratio, the rate of growth of 
retained earnings and the adequacy of bank capital. A dividend 
payout rate that is sufficiently high as to cause an adverse relation-
ship to exist suggests conditions warranting a lower rating despite 
a level of earnings that might otherwise warrant a more favorable 
appraisal. Quality is also an important factor in evaluating this 
dimension of a bank's performance. Consideration should be given to 
the adequacy of transfers to the valuation reserve and the extent 
to which extraordinary items, securities transactions, and tax 
effects contribute to net income. Earnings rated 1 are sufficient to 
make full provision for the absorption of losses and the accretion of 
capital when due consideration is given to asset quality and bank 
growth. Generally, banks so rated will have earnings well above peer 
group averages. A bank whose earnings are relatively static or even 
moving downward may receive a 2 rating provided its level of earnings ft 
is adequate in view of the considerations discussed above. Normally, 
banks so rated will have earnings that are in line with or slightly 
above peer group norms. A 3 should be accorded earnings that are not 
sufficient to make full provision for the absorption of losses and 
the accretion of capital in relation to bank growth. The earnings 
pictures of such banks may be further clouded by static or incon
sistent earnings trends, chronically insufficient earnings, a high 
dividend payout rate or less than satisfactory asset quality. 
Earnings of'such banks are generally below peer group averages. 
Earnings rated 4, while generally positive, may be characterized by 
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erratic fluctuations in net income, the development of a downward 
trend, intermittent losses or a substantial drop from the previous 
year. Earnings of such banks are ordinarily substantially below 
peer group averages. Banks with earnings accorded a 5 rating should 
be experiencing losses or reflecting a level of earnings that is 
worse than defined in No. 4 above. Such losse.« may represent a 
distinct threat to the bank's solvency through the erosion of capital. 

Liquidity 

Liquidity is rated (1 thru 5) with respect to (a) the volatility 
of deposits; (b) reliance on interest-sensitive funds and frequency 
and level of borrowings; (c) technical competence relative to structure 
of liabilities; (d) availability of assets readily convertible into 
cash; and (e) access to money markets or other ready sources of cash. 
Ultimately, the bank's liquidity must be evaluated on the basis of 
its capacity to promptly meet the demand for payment of its obligations » 
and to readily fill the reasonable credit needs emanating from the 
communities which it serves. In appraising liquidity, attention should 
be directed to the bank's average liquidity over a specific time 
period as well as its liquidity position on any particular date. 
Consideration should be given where appropriate to the overall 
effectiveness of asset-liability management strategies and compliance 
with and adequacy of established liquidity policies. The nature, 
volume and anticipated usage of a bank's credit commitments are 
also factors to be weighed in arriving at an overall rating for 
liquidity. 

A liquidity rating of 1 indicates a more than sufficient volume 
of liquid assets and/or ready and easy access on favorable terms to 
external sources of liquidity within the context of the bank's over
all asset-liability management strategy. A bank developing a trend 
toward decreasing liquidity and increasing reliance on borrowed 
funds, yet still within acceptable proportions, may be accorded a 
2 rating. A 3 liquidity rating reflects an insufficient volume of 
liquid assets and/or a reliance on interest-sensitive funds that is 
approaching or exceeds reasonable proportions for a given bank. 
Rating of 4 and 5 represent increasingly serious liquidity positions. 
Banks with liquidity positions so critical as to constitute an 
imminent threat to continued viability should be accorded a S rating. 
Such banks require immediate remedial action or external financial 
assistance to allow them to meet their maturing obligations. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



31 

Appendix C 

rouais & m©©EoyRES I M K L 
Comptroller of the Currency 
Administrator of National Banks 

Section. Bank Supervision and Subject Formal and Informal 
Enforcement and Compliance Division Administrative Actions 

TO: Deputy Comptrollers, Regional Administrators, Department and 
Division Heads and Regional Counsels 

PURPOSE 

This issuance sets forth policies and procedures governing formal 
and informal administrative actions. 

RESPONSIBILITY 

Responsibility for the initial decision on whether to commence a 
formal or informal administrative action rests with the Regional 
Office. In reaching this decision, involved personnel must adhere 
to these policies and procedures which are designed to promote 
uniform regulation of national banks throughout the OCC. 

I. Enforcement Policy 

A. Banks rated 4 and 5 - It is OCC policy to take formal 
administrative action against all banks rated 4 or 5. 
Formal administrative actions are typically Agreements 
or Cease and Desist Orders executed pursuant to the 
Financial Institutions Supervisory Act of 1966 
and the Financial Institutions Regulatory and Interest 
Rate Control Act of 1978 (12 U.S.C. §1818). 

B. Banks rated 3 - It is OCC policy to consider formal 
administrative action with respect to all banks 
rated 3. If formal action is determined to be 
inappropriate for any 3 rated bank, it is OCC policy to 
undertake informal remedial action through the use of a 
Memorandum of Understanding between the Regional 
Administrator and the bank. 

C. Banks rated 1 and 2 - Nothing in these policies 
precludes the use of either formal or informal 
administrative actions on a 1 or 2 rated bank. 

D # Exceptions - Conditions prevailing in individual banks 
may occasionally warrant deviation from the general 
'policies set forth above. The following procedure 
should be followed in those cases where an exception 
from the general policy is appropriate. 
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Comptroller of the Currency 
Administrator of National Banks 

c*ction Bank Supervision and Sublet Formal and Informal 
Enforcement and Compliance Division Administrative Actions 

1. Banks rated 4 or 5 - The Regional Office's 
written recommendation which supports an 
exception to the general enforcement policy 
and outlining the reasons why formal 
administrative action is inappropriate must 
be sent to the Special Projects Division 
(SP). The Regional Office's memorandum 
should detail what other remedial action will 
be taken in lieu of formal administrative 
actions. SP, with personnel from the 
Enforcement and Compliance Division (E&C) 
will review the recommendation. SP and E&C 
will develop a joint, or individual if 
required, written recommendation(s) which 
will be forwarded, together with the Regional 
Office's recommendation, to the Deputy 
Comptroller for Special Surveillance. The 
Regional Office will concurrently be provided 
with a copy of the SP/E&C recommendation via 
telecopier. The Deputy Comptroller for 
Special Surveillance will decide whether an 
exception from the general policy is 
warranted, and will communicate his decision 
to the Region. 

2. Banks rated 3 - The same exception procedure 
as applies in the case of 4 or 5 rated banks 
is to be used except that the matter will be 
referred for decision to the Deputy Comptroller 
for Special Surveillance only if the SP/E&C 
recommendation varies with that of the Regional 
Office. 

Miscellaneous Administrative Actions - The OCC is 
vested with statutory authority to undertake 
various administrative actions apart from those 
discussed above. Included among available 
proceedings are the following: 

1. publication of the Report of Examination; 
2. imposition of a conservatorship; 
3. recommendations to FDIC for termination of 
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0 PPM- 6100 - 1 

Comptroller of the Currency 
Administrator of National Banks 

Section Bank Supervision and Subject F o r m a I a n a mrormai 
Enforcement and Compliance Division Administrative Actions 

deposit insurance; 
4. commencement of action to remove individuals 

from participation in the affairs of the bank; 
and 

5. assessment of civil money penalties. 

Initiation of such proceedings will depend upon the 
facts presented in the individual case and banking 
situations where such supervisory tools can most 
effectively be employed. In the absence of specific 
instructions to•the^contrary, recommendations to 
undertake administrative actions not covered in these 
policies and procedures should be sent to SP and E&C. 
It should be emphasized that these remedies can be used 
either in lieu of, or in addition to, the Agreement, 
Cease and Desist Order or Memorandum of Understanding. 

II. Matters Delegated to Regional Office 

Regional Administrators, or their designees in specific 
instances, are hereby authorized to execute and terminate 
formal written Agreements, within the meaning of 12 U.S.C. 
51818(b), and Memoranda of Understanding with banks rated 1, 
2, or 3, having assets of less than $50 million. 

A. Procedure on Delegated Matters 

1. Banks rated 1 or 2 - Copies of execut d 
Memoranda of Understanding and Agreements 
on banks with less than $50 million shall 
be sent to SP within ten (10) days of 
execution for recordkeeping and 
statistical purposes. 

2. Banks rated 3 - Memoranda of Understand
ing-aliTTgFeements with banks having 
assets less than $50 Million are 
governed by the following procedures: 

a. Form and Content - When administra
tive action is to be taken, the 
Regional Office will provide SP with 
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rouaEt & (PtROxsEoy^is [Mî y'AL 
Comptroller of the Currency 
Administrator of National Banks 

Section Bank Supervision and suoiea p o r m ai and Informal 
Enforcement .and Compliance Division Administrative Actions 

a written memorandum indicating the 
type of action to be taken and topics 
to be addressed. The Regional 
Officers reasoning supporting the 
type of action to be taken should be 
included in this written memorandum. 

b. SP Comments - SP will, within ten 
(10) days after receiving sufficient 
information, either concur with the 
Region's recommended course of action 
qr suggest an alternative. (Such 
information normally will include a 
copy of the pencil or final Report of 
Examination, the examiner's SP memo 
and form 9060-04.) 

c. Drafting and Serving Documents - It 
is the responsibility of Regional 
personnel, including the 
examiner-in-charge, to draft and 
present Memoranda of Understanding 
and Agreements to the Boards of 
Directors of involved banks. Upon 
execution of the appropriate 
document(s), a duplicate signed 
original shall be forwarded, to SP 
within ten (10) days, for record
keeping and periodic review purposes. 

d. Failure to sign - When, while 
proceeding with administrative 
action against a bank, Regional 
personnel encounter a Board of 
Directors which is unwilling to 
execute the remedial document 
presented, the matter must be 
referred immediately to SP/E&C for 
consideration of alternative 
action, together with the Regional 
Office's recommended course of 
action. In these cases, the 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



35 

FOLOG €isi 
Comptroller of the Currency 
Administrator of National Banks 

Section B a n k supervision and Sob,ecl Formal and Informal 
Enforcement and Compliance Division Administrative Actions 

procedures outlined in section III. 
below, should be employed. 

Periodic review - SP and E&C shall 
conduct periodic reviews of the 
Region's activities on delegated 
matters to ascertain: (a) Regional 
adherence to policy, (b) extent of 
coverage of problem areas in executed 
administrative actions, (c) general 
effectiveness and appropriateness of 
administrative actions taken, 
(d) legal sufficiency of the 
documents. 

III. Non-Delegated Matters 

Administrative action required by this enforcement policy or 
which is otherwise appropriate and has not been delegated to 
Regional Administrators in section II., above, should be 
initiated pursuant to the following procedures. Regional 
Administrators are not delegated authority unless it is 
specifically given on a case-by-case basis for the 
following: 

all Notices of Charges and Cease and Desist Orders 
all administrative actions on banks rated 4 or 5 
all Agreements and Memoranda of Understanding on 
banks exceeding $50 million in assets 
administrative actions set forth in section 
I.E. (above) 

A. Procedures on Non-delegated Matters 

1. . Regional draft - Documents (Memoranda of Under
standing, Agreements, Cease and Desist Orders and 
Notices of Charges) should be submitted in draft to 
SP. The input of the examiner-in-charge should be 
sought in drafting of the documents. 

2. Washington review - SP and E&C personnel will 
review available information regarding the 
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PPM- 6100 - 1 

PQUCDES & FBQOEDUIRIES i^^y^i 
Comptroller of the Currency 
Administrator of National Banks 

Section' BgLn]c supervision and *®pa Formal and Informal 
Enforcement and Compliance Division Administrative Actions 

involved bank, together with the draft enforcement 
document(s) submitted by the Regional staff. Upon 
completion of their Review, SP and E&C represent
atives will arrange a conference call with the 
Regional Administrator or his representatives to 
discuss any proposed modifications to the 
enforcement document. Any disagreements between 
Regional and SP/E&C personnel regarding the proper 
form or content of administrative actions which 
exist after the conference call will be resolved 
when the Enforcement Review Committee considers 
the action. 

Enforcement Review Committee 

(a) Members 
(i) Senior Deputy Comptroller for Bank 

Supervision (Chairman) 
(ii) Deputy Comptroller Multinational Banking 

(iii) Deputy Comptroller Specialized ^ 
Examinations * """ 

(iv) Deputy Comptroller Special Surveillance 
(v) Chief National Bank Examiner 
(vi) Director, Enforcement and Compliance 

Division 
(vii) Director, Special Projects Division 

(viii) Regional Administrator or Designee, at 
Regional Administrator's option. 

(b) Matters reviewed 
(i) all non-delegated actions 

(c) Documents reviewed in advance of 
committee meeting 
(i) summary memorandum, prepared by SP, 

which contains: 
a) general information on "the bank, 

e.g. ownership, affiliation, 
unusual items, rating, etc.; 

b) the problems to be addressed in the 
administrative document, together 
with brief background information 
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Q POIOES & FTOeiOy^ii B^WAE 
Comptroller of the Currency 
Administrator of National Banks 

Section Bank Supervision and Subject Formal and Informal 
Enforcement and Compliance Division Administrative Actions 

on the more important topics 
covered; 

c) the Regional Office position; 
d) the*recommendation of SP; 
e) the recommendation of E&C; 
f) suggested modifications still in 

dispute; and 
g) a listing of proposed Washington 

attendees, if any, as well as the 
Region's selected attendees at the 
Board of Directors meeting at which 

„ the documents will be presented. 

(ii) the most recent Statistical Data Sheet 
(iii) the proposed administrative document(s) 

(d) Decisions -
The Committee will resolve all issues which 
remain unsettled at the time of its meeting, 
including, if necessary, the form and content 
of the document, as well as the attendees at 
the Board of Directors meeting. The Deputy 
Comptroller for Special Surveillance will 
promptly inform the Regional Administrator by 
telephone and/or telecopy, of any substantive 
changes resulting from the meeting. 

Preparation of final documents - After the 
Enforcement Review Committee meeting, E&C 
personnel will prepare the appropriate documents 
in final form and route them for necessary 
signatures. Documents for the Comptroller's 
signature must be routed, under a brief summary 
memorandum highlighting significant elements, 
through at least: 

(a) Director, E&C; 
(b) Director, SP; 
(c) Deputy Comptroller for 

Special Surveillance; and 
(d) Senior Deputy Comptroller for 

Bank Supervision. 
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Comptroller of the Currency 
Administrator of National Banks 

Section Bank Supervision and Subject: Formal and Informal 
Enforcement and Compliance Division Administrative Actions 

Whenever the particular enforcement action 
involves novel or unusually significant legal or 
policy issues, the documents must also be routed 
through the Chief Counsel or Deputy Chief Counsel. 
After signature by the Comptroller, the E&C 
attorney will effect delivery of the documents to 
the Region. 

* 5. Presentation of documents - The Regional 
Administrator or his designee will chair the 
meeting to be held with the Board. The E&C 
attorney will be charged with the responsibility 
of presenting the administrative action. If an E&C 
attorney is not present, the Regional Counsel should 
present the documents. If an SP examiner is 
designated to attend the meeting as a representative 
of the Comptroller, he will actively participate in 
the proceedings to an extent mutually agreed by the 
Director, SP and the Regional Administrator. 

6. Litigated enforcement proceedings - Upon service 
of a Notice of Charges (or Notice of Assessment in 
the case of civil money penalties) enforcement 
proceedings move into an adjudicative posture. At 
this point, the OCC is formally represented 
in the proceeding by E&C. The E&C attorney 
handling the individual case will make all 
necessary arrangements for and will represent 
the Office at any formal administrative hearing. 
After the service of the Notice, the E&C attorney 
will also represent the OCC in any settlement 
discussions with counsel or other representatives 
of the opposing party or parties. The E&C 
attorney will consult with the Regional 
Administrator and SP in settlement decisions. 
All contacts or information relevant to the involved 
case which are directed to the Regional or 
Washington office must promptly be brought to the 
attention of the E&C attorney. 

O 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



39 

PPM- 6100 - 1 

royals & ̂ ©©soures KMJIUM, 
Comptroller of the Currency 
Administrator of National Banks 

Section: B a n k supervision and Sub^a Formal and Informal 
Enforcement and Compliance Division Administrative Actions 

IV# Trust Departments and EDP Centers 
"K". Trust Departments and EDP Centers Rated 5 

It is OCC policy to take formal administrative action, 
either a Cease and Desist Order or an Agreement under the 
Financial Institutions Supervisory Act of 1966 and the 
Financial Institutions Regulatory and Interest Rate 
Control Act of 1978 (12 U.S.C. $1818), on all 5-rated 
trust departments or EDP data centers* 

B. Trust Departments and EDP Centers Rated 4 

It is OCC policy to consider formal administrative action 
under the financial Institutions Supervisory Act of 1966 
for all 4-rated trust departments and EDP centers. If 
formal administrative action is considered inappropriate, 
the OCC policy is to take administrative action through 
use of a "Memorandum of Understanding" between the 
Regional Administrator and the bank. 

c* Trust Departments and EDP Centers Rated 1,2, or 3 

Nothing in these policies precludes the use of either 
formal or informal administrative actions against 1,2, 
or 3-rated Trust departments or EDP centers. 

D. Exceptions 

Conditions may require exceptions to this policy. 
Before adminstrative action is waived by the 
Regional Administrator, the concurrence of the Deputy 
Comptroller for Specialized Examinations must be 
specifically sought under the following procedures: 

1. The Regional Office's written recommendation shall 
be submitted to the Trust Examinations Division or 
the EDP Examinations Division outlining the 
reasons an administrative action is considered 
inappropriate and indicating alternative remedial 
supervisory actions proposed. The Trust 
Examinations Divisions or EDP Examinations 
Divisions will review each request for an 

0 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



40 

Q Pf»DE0)U[RIS MINIUM, 
Comptroller of the Currency 
Administrator of National Banks 

Section: Bank Supervision and Subject. Formal and Informal 
Enforcement and Compliance Division Administrative Actions 

exception to the general policy and make 
their recommendations to the Deputy Comptroller 
for Specialized Examinations who will decide 
whether an exception is warranted. 

E. Matters Delegated to the Regional Office relating to 
Trust Departments and EDP CenteTi" 

Regional Administrators or their designees in specific 
instances are authorized to execute and terminate 
written Agreements and Memoranda of Understanding with 
Trust Departments and EDP Centers rated 1,2, or 3, 
which are departments of banks having assets of less 
than $50 million dollars. The procedures to be 
followed are those detailed in Section II.A above, 
with representatives of the Trust Examinations Division 
or the EDP Examinations Division substituting for the 
Special Projects Division personnel. 

P. Non-delegated Trust Departments and EDP Centers.. 

- All Notices of Charges and Cease and Desist Orders 
- All actions on Trust Departments or EDP Centers 

rated 4 or 5 and on all independent EDP Centers. 
- All Agreements and Memoranda of Understanding on 

banks having assets in excess of $50 million. 

The procedures to be followed are those detailed in 
section III.A, above with representatives of the Trust 
Examinations Division or EDP Examinations Division 
substituting for Special Projects Division personnel. 

V. Monitoring and Evaluation of Administrative Actions 

The Regional Office is responsible for monitoring compliance 
with all administrative actions. Special care should be 
taken to evaluate compliance with such documents on ah 
ongoing basis. Additionally, the Regional Office is 
responsible for initiating additional supervisory action and 
informing SP when significant areas of noncompliance art 
found'to exist. 
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0 rouoEi & ra©©Eoures ̂ S & L 
Comptroller of the Currency 
Administrator of National Banks 

Section: Bank Supervision.and Subject: Formal and Informal 
Enforcement and Compliance Division Administrative Actions 

As part of their regular responsibilities when conducting an 
examination, examining personnel should complete the 
attached form (Exhibit A) with respect to those national 
banks, Trust Departments or EDP Centers operating under a 
Memorandum of Understanding, a formal Agreement, or an Order. 
Upon completion, the contents of the form should be included 
in the confidential portion of the report of examination or 
supervisory examination. Additionally, copies of the 
completed form, together with appropriate comments and 
recommendations from the Regional Administrator, should be 
sent to SP, Trust or EDP Examination Divisions, as 
appropriate. 

VI. Termination or Modification of Administrative Actions 

Generally, termination of an action will not be considered 
unless the bank's overall condition has significantly 
improved and it has substantially complied with the terms 
of the action. 

A. Delegated Actions - Regional Administrators are" 
authorized to modify or terminate any action falling 
within the scope of the delegation contained in 
section II., above. Copies of the memoranda supporting 
the need for the modification or termination as well as 
the documents accomplishing these results should be 
forwarded, upon completion, to SP, Trust or EDP 
Divisions, as appropriate. 

B. Non-delegated Actions - Regional Administrators are 
responsible for recommending modification or 
termination of actions on non-delegated matters. 
Regional recommendations are to be in writing and 
forwarded to SP for joint review and recommendation 
with E&C. In the case of non-delegated Memoranda of 
Understanding, Regional and-Washington recommen
dations are forwarded to the Deputy Comptroller for 
Special Surveillance (Deputy Comptroller for 
Specialized Examinations) who is empowered to authorize 
•Regional modification or termination of the document. 
For other types of non-delegated action, the 
recommendations are fowarded for consideration of the 
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moaEDURES MMmftL 
Comptroller of the Currency 
Administrator of National Banks 

Section Bank Supervision and Subject: 
Enforcement and Compliance Division 

Formal and Informal 
Administrative Actions 

Senior Deputy Comptroller for Bank Supervision and 
decision by the Comptroller. The Comptroller will 
authorize Regional modification or termination of these 
Agreements or Orders. 

VII. Effective Date 

These policies and procedures are effective immediately. 
Inquiries concerning the applicability of this document to 
particular fact situations should be referred to the 
Directors of SP, E&C, Trust and EDP, as appropriate. 

skd&k-
JOHN G. HEIMANN 
COMPTROLLER OF THE CURRENCY 

Attachment A - 1 page 
Attachment B - 1 page 
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EXHIBIT A 

EVALUATION Of COMPLIANCE WITH FORMAL OR INFORMAL ADMINISTRATIVE 
'ACTION" 

(1) Name of Bank: 

(Z) Nature of Administrative Action (ex. Cease and Desist Order, 
Formal Agreement, "Memorandum of Understanding," e t c . ) : 

(3) Date of Administrative Action: 

(4) Has the bank complied with^the provisions of each article of 
the administrative action: 

(5) If noncompliance exists, which Articles are involved, and 
what is the nature and extent of the noncompliance? 

(6) If noncompliance exMsts, what action has been taken to ensure 
compliance? 

(7) What significant matters requiring attention are not presently 
covered by the administrative action? 

(8) Discuss the effectiveness of the administrative action and 
comment as to whether additional administrative action 
should be taken or whether the outstanding administrative 
action should be terminated. 

97-830 0-8 2 
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Appendix D 

SUMMARY OF FORMAL AGREEMENT 
DATED SEPTEMBER 9, 1980' 

Correct all violations of law and adopt procedures 

to prevent them from occurring in the future. 

Develop and implement specific plans to ensure 

that the equity capital of the bank would be 

increased and maintained at a minimum of 7.5% of 

average daily assets. 

Obtain and maintain current and satisfactory 

credit information and eliminate collateral 

exceptions. 

Not grant additional loans unless current and 

satisfactory credit information were available and 

the loans were supported by appropriate collateral 

documentation. 

Establish a program for the elimination of 

criticized assets and preclude the extension of 

additional credit to borrowers whose extensions of 

credit had been criticized. 

Revise the lending policy and establish procedures 

to monitor and enforce adherence to the lending 

policy. The revisions were to include: 
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guidelines for the purchase and sale of 

participations; 

procedures for identifying problem loans; 

identification of the categories of loans 

where concentrations of credit would be 

permitted and the limits thereto; 

procedures to limit, control, and document 

contingent liabilities. 

Reviev* and revise the investment policy of the 

bank. 

Establish a committee of the board of directors to 

perform a management study to evaluate the current 

management and make appropriate adjustments for 

the future. 

Review the bank's allowance for possible loan 

losses and establish an adequate level 

commensurate with the risks and potential for 

losses inherent in the bank's loan portfolio. 
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Develop and adopt a written liquidity, asset, and 

liability management policy to maintain the bank's 

liquidity at a level commensurate with prudent 

banking practices and the bank's needs. 

File monthly reports with the Comptroller's 

Office. 
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Appendix E 

SUMMARY OF NOTICE OF CHARGES 
DATED JUNE 30, 1982 

The bank, in violation of the Agreement and in 

violation of 12 U.S.C. §84, had extended credit to 

borrowers in excess of the bank's legal limit. 

The bank, in violation of the Agreement and 

contrary to safe and sound banking practices, 

failed to maintain and obtain current and 

satisfactory credit information and granted loans 

which were not fully supported by the necessary 

collateral documentation. 

The bank, in violation of the Agreement, extended 

additional credit to borrowers whose loans had 

been previously criticized. 

The bank, in violation of the Agreement, failed to 

ensure that the bank's Allowance for Possible Loan 

Losses was maintained at a level commensurate with 

the risks for loss inherent in the loan portfolio. 

The bank was in an unsafe and unsound condition 

having accumulated criticized assets aggregating 

in excess of $81 million which amounted to more 

than 200% of the bank's gross capital funds. 
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The bank, in violation of certain statutes and in 

an unsafe and unsound manner, sold participations 

in loans originated by the bank without disclosing 

to the purchasers of those participations 

material, non-public information known to the 

bank. 

The bank permitted officers without lending 

authority to extend credit on behalf of the bank. 

The bank, contrary to safe and sound practices, 

had paid interest to participating institutions on 

participations sold without advising the 

participating institution that the source of 

payment was not from the borrower. 

The bank, contrary to the Agreement and contrary 

to safe and sound banking practices, had failed to 

implement and adhere to procedures to limit, 

control, and document its contingent liability. 

The bank, in violation of 12 U.S.C. §§375a and 

375b had extended credit to insiders of the bank. 

- 2 -
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SUMMARY OF TEMPORARY ORDER TO CEASE AND DESIST 
ISSUED JUNE 30, 1982 

Immediately undertake actions to provide the bank, 

by no later than July 9, 1982, with $30 million in 

new equity capital. 

Comply with the lending limit statute, 12 U.S.C. 

§84. 

Correct collateral and documentation deficiencies 

with respect to all loans including participation 

loans. 

Not extend additional credit to any borrowers 

whose loans or extensions of credit were 

criticized. 

Make no loans or loan commitments without first 

obtaining full collateral documentation and 

current and satisfactory credit information. 

Not make any commitments to extend credit whether 

for a fee or otherwise without first arranging 

firm sources with which to fund it. 

Engage independent qualified auditors to reconcile 

various asset accounts of the bank. 

- 3 -
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Not s e l l any p a r t i c i p a t i o n in any ex t ens ion of 

c r e d i t unless the loan and c o l l a t e r a l 

documentation was in conformity with the terms of 

the p a r t i c i p a t i o n agreement and the po t en t i a l 

p a r t i c i p a n t was f i r s t informed of a l l m a t e r i a l 

fac ts with respect to the borrower and the c r e d i t . 

Not permit o f f i ce r s without lending au thor i ty to 

extend c r e d i t or make commitments on behalf of the 

bank. 

The CHAIRMAN. We will be asking a few questions, I am sure. 
However, we first would like to hear from Mr. Isaac, Chairman of 
the FDIC, so we can then ask questions of either of you. 

Mr. Isaac, we will put your entire statement in the record. You 
may proceed. 

STATEMENT OF HON. WILLIAM M. ISAAC, CHAIRMAN, FEDERAL 
DEPOSIT INSURANCE CORPORATION 

Mr. ISAAC. Thank you, Mr. Chairman. 
Mr. Chairman, Mr. Stanton, members of the committee, I am 

pleased to be here and have this opportunity to discuss the role of 
the FDIC as receiver for the failed Penn Square Bank of Oklahoma 
City. 

I thought it might be useful in view of the complexity of this sit
uation to review the background of the matter and the options 
available to us. 

Then I will discuss generally the implications of this bank's fail
ure. 

On Wednesday morning, June 30, the Comptroller's staff called 
me to set up an urgent meeting at which they described the seri
ousness of the situation at the Penn Square Bank and indicated 
that the bank was in danger of failing. 

We immediately dispatched about 10 FDIC examination and liq
uidation personnel to the scene to gather information. 

They were instructed to operate out of our Oklahoma City field 
office, rather than the bank to the extent possible. 

On Thursday, the American Banker ran a story on the bank and 
on Friday, both the American Banker and the Wall Street Journal 
ran articles. 

The story also received local media coverage in Oklahoma City. 
In view of the increasing media attention and the possibility of 

widespread depositor concern, on Thursday, we dispatched about 50 
FDIC personnel. They were to begin preparations for handling the 
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possible failure of the bank through either a purchase-and-assump-
tion transaction or a deposit payoff. 

Deposit outflows were modest on Friday, but on Saturday, condi
tions deteriorated substantially. In fact, the bank did not have suf
ficient cash on hand to meet depositor demands and issued $1.8 
million in cashiers' checks. 

Local TV stations broadcast reports from the bank on Saturday. 
If the bank had opened for business as usual on the following Tues
day, we and bank officials anticipated extraordinary deposit with
drawals. 

Approximately 30 FDIC personnel in Washington and 60 in Okla
homa City worked virtually nonstop through the holiday weekend 
to prepare for every contingency. 

We had essentially three alternatives to consider. One, to ar
range a purchase-and-assumption transaction or merger with an
other institution. 

Two, to do a deposit payoff. 
Or three, to create a deposit insurance national bank to handle 

the funds of insured depositors. 
Our preferred method of handling the bank failure is to merge it 

into another institution with FDIC assistance. Very occasionally we 
are not able to do this. 

Either because we have no acceptable acquirers or because the 
bank has a potentially large amount of contingent or unknown 
claims which makes it impossible to estimate the cost of a merger. 

We cannot under our statute enter into a merger or a purchase-
and-assumption transaction unless our board can make a finding 
that the P. & A. will likely be no more costly than a deposit payoff. 

We estimate that our maximum cost under deposit payoff could 
be as high as $240 million in this situation, but would likely be 
very substantially less, depending on the recoveries from the re
ceivership. 

In a purchase-and-assumption transaction, the corporation in
demnifies the acquiring bank against contingent liabilities or un
known losses caused by the actions of the failed bank. 

In providing this indemnification, we must estimate the losses 
arising from the known contingent claims and satisfy ourselves 
that other contingencies that might lead to large losses do not 
exist. 

In the case of Penn Square, we were aware of contingent claims, 
including loan participations, loan commitments, and standby let
ters of credit ranging between $2.5 and $2.9 billion. 

In addition, we had reason to believe that there might be irregu
larities that could give rise to other claims. It was virtually impos
sible, particularly in view of the time limitations, to estimate the 
potential losses that could stem from this vast source of contingent 
claims. 

Given our inability to accurately assess and quantify these poten
tial losses, and our statutory limitations, we simply could not ar
range a purchase-and-assumption transaction. 

Our second alternative was simply to pay off insured depositors 
up to the $100,000 maximum limit. This process involves proof of 
deposit accounts, the determination of the amount held by each de-
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positor in his or her separate right and capacity, and the prepara
tion of checks. 

Uninsured depositors and general creditors would receive receiv
er's certificates with payments to follow as the assets of the bank 
were liquidated. 

The process of paying off insured depositors is time consuming 
and disruptive. Our Division of Liquidation estimated that the pay
ment of insured deposits could not have commenced before the 
week of July 12. 

Furthermore, if this alternative was selected, any checks drawn 
on deposit accounts in the Penn Square Bank would have been re
turned. 

Given the anticipated press coverage of the transaction, the size 
of the bank, and the possible adverse effect on public confidence, 
we were most anxious to reopen the bank's doors on Tuesday. 

Our third option was to create a Deposit Insurance National 
Bank. 

We call it a DINB. All insured deposits would be transferred to 
the DINB, which would continue to honor checks drawn on the 
Penn Square Bank up to the insurance limit and permit an orderly 
payoff of insured accounts. 

Uninsured depositors would be issued receiver's certificates for 
the excess of their accounts over $100,000. It was decided that this 
was the most desirable course of action. 

We decided to pay interest on interest-bearing accounts, trans
ferred to the DINB for 90 days as an assurance to depositors that 
there was no need to rush immediately to the bank to withdraw 
funds. 

However, it is hoped that the 90-day limit will encourage an or
derly transfer of funds to other banks within that time-frame. 

We were greatly handicapped in our preparations over the week
end due to the fact that decision to close the bank was not made 
until 7 p.m. on Monday. 

Nevertheless, the DINB opened its doors at the usual hours on 
Tuesday morning. There were depositor lines throughout the day 
on Tuesday, but they were much shorter than anticipated for a 
bank of this size with nearly 28,000 customers. 

We announced that we would keep the bank open 24 hours a day 
if necessary to meet the demands of the depositors. 

People remained very calm, and by 7 p.m. on Tuesday, the de
positor lines had disappeared and we closed the doors for the eve
ning. Each day since, the bank has operated normally without lines 
of any note. I would be remiss if I didn't take this opportunity to 
salute the bank, and FDIC employees who worked around the clock 
for days in order to provide uninterrupted service to the bank's de
positors. 

In addition to the activities at the DINB, we have a large 
number of FDIC personnel involved in the receivership activities 
relating to the bank. 

Their first priority is to assist creditworthy borrowers in locating 
alternative funding sources. They are also taking an inventory of 
all of the bank's assets and attempting to determine their value. 
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We will endeavor to promptly dispose of the assets in an orderly 
fashion so that we may return funds to uninsured depositors and 
other creditors as soon as possible. 

Our people are also conducting, in conjunction with the FBI, a 
thorough investigation of the events and activities which led to the 
bank's demise. Extensive legal proceedings are highly probable. 

Many people are asking, how could this have happened? Why did 
this bank fail? How did so many other financial instititions get in
volved? 

Is this failure evidence of other problems in the financial 
system? 

The first point I should emphasize is that we do not yet know 
precisely what happened. The FDIC has only just begun to conduct 
its investigation. 

However, we have at this stage a rough outline of the practices 
and problems which led to the bank's demise. 

The short answer is that at best, this bank engaged in shoddy, 
speculative banking practices. Its problems were not due principal
ly to the economy or even the decline in energy prices. 

Its problems were the result of loans which should never have 
been made at the values placed on them. The bank's growth rate 
was excessive, causing extensive reliance on volatile and expensive 
funds borrowed in national money markets. 

There was a complete lack of diversification in the loan portfolio. 
In a word, the problems of this institution were unique, and the 
bank's collapse is an aberration. 

Fortunately, the great majority of insured banks adhere to pru
dent and rational lending and funding policies. With nearly 15,000 
banks in this country, we will occasionally encounter situations 
like Penn Square. But they will be few and far between. 

Much has been said and written about the impact of the Penn 
Square failure on other financial institutions that either participat
ed in loans originated by Penn Square Bank or provided funding to 
the bank in amounts in excess of the insurance limit. 

Simply stated, a number of financial institutions regrettably 
have learned an expensive but important lesson, these financial in
stitutions were attracted by the opportunity to obtain high yields 
on their investments, but failed to take into account the degree of 
risk being undertaken. 

As a result, some institutions will sustain losses. 
It is indeed fortunate that these institutions have the ability to 

withstand these losses. If one can identify a silver lining behind the 
dark cloud of the Penn Square affair, we should expect that all fi
nancial institutions will be more prudent in the future. 

We realize that there will be a great temptation to rush through 
legislation to address the specific practices that led to the Penn 
Square failure. 

This, in our judgment, would be a mistake. 
The regulatory agencies have sufficient supervisory and enforce

ment tools to carry out their responsibilities. As I stated earlier, 
the problems of the Penn Square Bank were unique. The failure 
was an aberration, and similar pervasive problems within the fi
nancial industry simply do not exist. 
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Nevertheless, I think this experience should prompt us to reeval
uate our financial institutions' regulatory structure. 

In conducting a review of the regulatory structure, we should 
carefully consider the following questions. 

First, is there a need for five regulatory agencies to supervise the 
activities of the Nation's depositor institutions and does our cur
rent system function properly? 

Second, is there a need for three separate deposit insurance 
funds? 

Third, would it be appropriate to base deposit insurance premi
ums on the risk posed by the insured entity, rather than to 
continue the present flat-rate system for all institutions? 

Fourth, can and should we revise our deposit insurance system 
and procedures to provide perhaps even greater protection for 
smaller depositors while at the same time introducing a greater 
degree of discipline with respect to the larger creditors? 

Fifth, is it possible and desirable to provide more public disclo
sure regarding the condition and business practices of insured de
pository institutions? 

These are all matters that I have addressed in the past, both 
before the committee and in other public forums. I firmly believe 
that significant reforms in our regulatory apparatus are needed. 

It is my sincere hope that the experiences of the last 2 weeks will 
provide the impetus to move forward on these issues. 

The worse mistake we could make is to look for a quick fix or to 
enact punitive measures that would further burden an entire in
dustry to correct the abuses of the few. 

We urge you to undertake a dispassionate review of the Penn 
Square system from a broadly based, long-range perspective. 

We appreciate this opportunity to appear before you today and 
offer our complete cooperation in your future efforts in connection 
with this matter. 

I thank you, Mr. Chairman. 
[The prepared statement of Mr. Isaac follows:] 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



55 

STATEMENT ON 

FAILURE OF THE PENN SQUARE BANK 
OKLAHOMA CITY, OKLAHOMA 

PRESENTED TO 

COMMITTEE ON BANKING, FINANCE AND URBAN AFFAIRS 
HOUSE OF REPRESENTATIVES 

BY 

WILLIAM M. ISAAC 
CHAIRMAN 

FEDERAL DEPOSIT INSURANCE CORPORATION 

2:00 P.M. 
THURSDAY, JULY 15, 1982 

ROOM 2128 RAYBURN HOUSE OFFICE BUILDING 
WASHINGTON, D.C. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



56 

Mr. Chairman: 

I am pleased to have the opportunity to discuss the 

role of the FDIC as the Receiver for the failed Penn Square 

Bank of Oklahoma City. I thought it might be useful, in 

view of the complexity of this situation, to review the 

background of the matter and the options available to us. 

Then I will discuss generally the implications of this 

bank's failure. 

I. BACKGROUND OF FDIC ACTIVITIES 

On Wednesday morning, June 30, the Comptroller's staff 

called me to set up an urgent meeting at which they described 

the seriousness of the situation at the Penn Square Bank and 

indicated that the bank was in danger of failing. We 

immediately dispatched about 10 FDIC examination and liquida

tion personnel to the scene to gather information. They 

were instructed to operate out of our Oklahoma City field 

office, rather than the bank, to the extent possible. 

On Thursday the American Banker ran a story on the 

bank, and on Friday both the American Banker and the Wall 

Street Journal ran articles. The story also received local 

media coverage in Oklahoma City. 

In view of the increasing media attention and the 

possibility of widespread depositor concern, on Thursday we 

dispatched another 50 or so FDIC personnel to the scene. 
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They were to begin preparations for handling the possible 

failure of the bank through either a purchase and assumption 

transaction or a deposit payoff. 

Deposit outflows were modest on Friday but on Saturday 

conditions deteriorated substantially. In fact, the bank 

did not have sufficient cash on hand to meet depositor 

demands and issued $1.8 million in cashiers' checks. Local 

T.V. stations broadcast reports from the bank on Saturday. 

If the bank had opened for business as usual on the follow

ing Tuesday, we and bank officials anticipated extraordinary 

deposit withdrawals. 

Approximately 30 FDIC personnel in Washington and 60 in 

Oklahoma City worked virtually nonstop through the holiday 

weekend to prepare for every contingency. We had essentially 

three alternatives to consider: 

1. to arrange a purchase and assumption trans

action, 

2. to do a deposit payoff, or 

3. to create a Deposit Insurance National Bank 

(DINB) to handle the funds of insured depositors. 

P&A Transaction 

Our preferred method of handling a bank failure is to 

merge it into another institution with FDIC assistance. 
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Very occasionally we are not able to do this either because 

we have no acceptable acquirers or because the bank has a 

potentially large amount of contingent or unknown claims 

which makes it impossible to estimate the cost of a merger. 

We cannot, under our statute, enter into a merger or 

purchase and assumption transaction unless our Board can 

make a finding that the P&A will likely be no more costly 

than a deposit payoff. We estimated that our maximum cost 

under a deposit payoff could be as high as $240 million but' 

would likely be very substantially less depending on re

coveries from the receivership. 

In a purchase and assumption transaction, the Corporation 

indemnifies the acquiring bank against contingent liabilities 

or unknown losses caused by actions of the failed bank. In 

providing this indemnification, we must estimate the losses 

arising from the known contingent claims and satisfy ourselves 

that other contingencies that might lead to large losses do 

not exist. 

In the case of Penn Square, we were aware of contingent 

claims -- including loan participations, loan commitments 

and standby letters of credit -- ranging between $2.5 and 

$2.9 billion. In addition, we had reason to believe there 

might be irregularities that could give rise to other claims. 

It was virtually impossible, particularly in view of the 
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time limitations, to estimate the potential losses that 

could stem from this vast source of contingent claims. 

Given our inability to accurately assess and quantify these 

potential losses, and our statutory limitations, we simply 

could not arrange a purchase and assumption transaction. 

Deposit Payoff 

Our second alternative was simply to pay off insured 

depositors up to the $100,000 maximum. This process involves 

proof of deposit accounts, the determination of the amount 

held by each depositor in his or her separate right and 

capacity, and the preparation of checks. Uninsured depositors 

and general creditors would receive receiver's certificates 

with payments to follow as the assets of the bank were 

liquidated. 

The process of paying off insured deposits is time 

consuming and disruptive. Our Division of Liquidation 

estimated that the payment of insured deposits could not 

have commenced until the week of July 12. Furthermore, if 

this alternative was selected, any checks drawn on deposit 

accounts in the Penn Square Bank would have been returned. 

Given the anticipated press coverage of the transaction, the 

size of the bank, and the possible adverse effect on public 

confidence, we were most anxious to reopen the bank's doors 

on Tuesday. 
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DINB 

Our third option was to create a Deposit Insurance 

National Bank. All insured deposits w6uld be transferred to 

the DINB, which would continue to honor checks drawn on the 

Penn Square Bank up to the insured limit and permit an 

orderly pay off of insured accounts. Uninsured depositors 

would be issued receiver's certificates for the excess of 

their accounts over $100,000. 

It was decided that this was the most desirable course 

of action. We decided to pay interest on interest-bearing 

accounts transferred to the DINB for 90 days as an assurance 

to depositors that there was no need to rush immediately to 

the bank to withdraw funds. However, it is hoped the 90-day 

limit will encourage an orderly transfer of funds to other 

banks within that time. 

We were greatly handicapped in our preparations over 

the weekend due to the fact that the decision to close the 

bank was not made until 7:00 p.m. on Monday. Nevertheless, 

the DINB opened its doors at normal hours on Tuesday morning. 

There were depositor lines throughout the day on 

Tuesday, but they were much shorter than anticipated for a 

bank of this size with nearly 28,000 customers. We announced 

that we would keep the bank open 24 hours a day if necessary 

to meet the demands of depositors. 
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People remained very calm and by 7:00 p.m. on Tuesday 

the depositor lines had disappeared and we closed the doors 

for the evening. Each day since, the bank has operated 

normally without lines of any note. 

I would be remiss if I did not take this opportunity to 

salute the bank and FDIC employees who worked around the 

clock for days in order to provide uninterrupted service to 

the bank's depositors. 

In addition to the activities at the DINB, we have a 

large number of FDIC personnel involved in the receivership 

activities relating to the bank. Their first priority is to 

assist credit-worthy borrowers in locating alternative 

funding sources. 

They are also taking an inventory of all of the bank's 

assets and attempting to determine their value. We will 

endeavor to promptly dispose of the assets in an orderly 

fashion so that we may return funds to uninsured depositors 

and other creditors as soon as possible. 

Our people are also conducting, in conjunction with the 

F.B.I., a thorough investigation of the events and activities 

which led to the bank's demise. Extensive legal proceedings 

are highly probable. 
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II. WHAT WENT WRONG? 

Many people are asking: "How could this have happened? 

Why did this bank fail and how did so many other financial 

institutions get involved? Is this failure evidence of 

other problems in the financial system?" 

The first point I should emphasize is that we do not 

yet know precisely what happened. The FDIC has only just 

begun to conduct its investigation. 

However, we have at this stage a rough outline of the 

practices and problems which led to the bank's demise. The 

short answer is that, at best, this bank engaged in shoddy, 

speculative banking practices. Its problems were not due 

principally to the economy in general or even the decline in 

energy prices. Its problems were the result of loans which 

should never have been made at the values placed on them. 

The bank's growth rate was excessive, causing extensive 

reliance on volatile and expensive funds borrowed in national 

money markets. There was a complete lack of diversification 

in the loan portfolio. 

In a word, the problems of this institution were unique 

and the bank's collapse is an aberration. %Fortunately, the 

great majority of insured banks adhere to prudent and 
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rational lending and funding policies. With nearly 15,000 

banks in the country, we will occasionally encounter situations 

like Penn Square. But they will be few and far between. 

III. RIPPLE EFFECTS 

Much has been said and written about the impact of the 

Penn Square failure on other financial institutions that 

either participated in loans originated by Penn Square Bank 

or provided funding to the bank in amounts in excess of the" 

insurance limit. 

Simply stated, a number of financial institutions 

regrettably have learned an expensive but important lesson. 

These financial institutions were attracted by the opportunity 

to obtain high yields on their investments but failed to take 

into account the degree of risk being undertaken. As a result 

some institutions will sustain losses. 

It is indeed fortunate that these institutions have the 

ability to withstand these losses. If one can identify a 

silver lining behind the dark cloud of the Penn Square 

affair, we should expect that all financial institutions 

will be more prudent in the future. 
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IV. LEGISLATIVE RESPONSE 

We realize that there will be a great temptation to 

rush through legislation to address specific practices that 

led to the Penn Square failure. This, in our judgment, 

would be a mistake. 

The regulatory agencies have sufficient supervisory and 

enforcement tools to carry out their responsibilities. As I 

stated earlier, the problems of the Penn Square Bank we're 

unique, the failure was an aberration and similar pervasive 

problems within the financial industry simply do not exist. 

Nevertheless, I think this experience should prompt us 

to reevaluate our financial institutions regulatory structure. 

In conducting a review of the regulatory structure, we 

should carefully consider the following questions: 

1. Is there a need for five regulatory agencies 

to supervise the activities of the nation's 

depository institutions and does our current 

system function properly? 

2. Is there a need for three separate deposit 

insurance funds? 
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3. Would it be appropriate to base deposit 

insurance premiums on the risk posed by the 

insured entity rather than to continue the 

present flat rate system for all institutions? 

4. Can and should we revise our deposit insurance 

system and procedures to provide perhaps even 

greater protection for smaller depositors 

while at the same time introducing a greater 

degree of discipline with respect to larger 

creditors? 

5. Is it possible and desirable to provide more 

public disclosure regarding the condition and 

business practices of insured depository 

institutions? 

These are all matters that I have addressed in the past 

both before Congress and in other public forums. I firmly 

believe that significant reforms in our regulatory apparatus 

are needed. It is my sincere hope that the experiences of 

the last two weeks will provide the impetus to move forward 

on these issues. 

The worst mistake we could make is to look for a "quick 

fix" or to enact punitive measures that would further 
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burden an entire industry to correct the abuses of a few. 

We urge you to undertake a dispassionate review of the Penn 

Square situation from a broadly-based, long-range perspective. 

We appreciate this opportunity to appear today and 

offer our complete cooperation in your future efforts in 

this matter. 

The CHAIRMAN. Thank you and I would like to reassure you, Mr. 
Isaac, that the reason for the briefing today, the reason that hear
ings will begin on August 11 and not yesterday or the day before, is 
that indeed, we are looking at this dispassionately and some of the 
items that you have suggested in your laundry list at the conclu
sion of your statement, I think you are aware, have been looked 
into and discussed by this committee and by this chairman in the 
past. 

As a matter of fact, some of them contain the recommendation of 
the FINE study in 1975 and 1976. 

It is just that some of them, unfortunately, have a long gestation 
period. But we will get to them. 

There is no intent to take any punitive action. We want to know 
what the causes were other than those which you cited. I think 
there are a few others that have not as yet been cited that will 
come out as the factfinding process continues. 

At this point in time, I would ask the staff to start the 5-minute 
clock on the go-around for both sides so that the members can ask 
questions of either Mr. Conover or Mr. Isaac. 

Mr. Conover, obviously you had, or your office, rather, had infor
mation about the problems at this bank. 

Your examiners were aware of the fact for a long period of time 
that various institutions were carrying on very extensive participa
tion with Penn Square. 

As a matter of fact, it's been cited and we have not been able to 
determine the exact numbers as yet, one institution, Continental Il
linois, may have had as much as $1 billion in participation with 
Penn Square. 

Now, I ask you, was the information that was gleaned from ex
aminations of Penn Square forwarded to your Chicago office so 
that the examiners at Continental would have knowledge of the 
fact that some of those participations and some of those loans in 
which they had purchased from Penn Square were, as you describe 
it in your statement, not too well-collateralized? 

And was information given to the NCUA and to the Federal 
Home Loan Bank Board in view of the fact that many of their in
sured institutions were very heavy investors in jumbo CD's at Penn 
Square? 

So we have a two-pronged question? 
Mr. CONOVER. I think I would like to answer the second part of 

that first, Mr. Chairman, and then ask Mr. Homan if he would 
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deal with the first part involving the transmittal of information to 
Chicago. 

We learned, Mr. Chairman, late in the week prior to the bank's 
closing, that there were significant uninsured deposits by a number 
of credit unions and savings and loan associations in the Penn 
Square Bank. 

I believe late in that week, Thursday or Friday, both Mr. Calla
han, the chairman of the NCUA and Mr. Pratt, the Chairman of 
the Federal Home Loan Bank Board, were advised about the total 
number of institutions and the approximate number of dollars of 
insured deposits that they had outstanding at that time. 

Over the weekend, I believe it was Saturday or Sunday, I am not 
sure, I personally talked with Mr. Callahan and with Tom Vartan-
ian, the General Counsel of the Federal Home Loan Bank Board, 
and told him that we had a precise list of the names of each of 
their institutions and the estimated dollar amount of uninsured de
posits. 

That information was provided to them, I believe, Sunday or 
Monday, July 4 or 5. 

The CHAIRMAN. Are you telling the committee that it was not 
until the first week of July that this information was shared? Was 
there not evidence of the fact that many of these institutions had 
jumbo CD's over the insured amount? 

Wasn't that knowledge available to the Comptroller's Office as a 
result of at least the April examination, if not the January exami
nation? 

Mr. CONOVER. Well, we knew that there were a number of unin
sured deposits in the bank, but we were not focusing on that as 
part of our examination because we were busy looking at the loan 
side of the balance sheet. 

So the answer is that we knew that information, that there were 
uninsured deposits, but we didn't focus on it until it became evi
dent that the bank was in severe difficulty. 

The CHAIRMAN. Let me ask you this question, in reading your 
statement, looking at the memorandum, the cease-and-desist order 
and your chronology, at no point do you mention anything about 
problems with insider loans. Is that because there were no insider 
loan problems, or because you would rather not go into that at this 
point in time? 

Mr. CONOVER. It is for the latter reason, Mr. Chairman, that we 
would rather not discuss any potential violations of law at this 
time. 

The CHAIRMAN. NOW, at a given point in time, you asked that ad
ditional personnel, more sophisticated personnel, be brought in for 
reviewing the loans. 

Is there any truth to the allegation that, indeed, some were 
brought in, but that, as a matter of fact, they were told, "You can 
review a lot of these loans, you new men onboard, but not the 
energy-related loans?" 

Mr. CONOVER. I am not sure. 
The CHAIRMAN. Mr. Homan? 
Mr. HOMAN. NO; when the examiners in the Penn Square Bank 

became aware that they had a large, large problem in the energy-
related loans, we, in fact, brought in some of our examiners from 
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Houston, Dallas, and other places in the Southwest that were ex
perts in energy credits to aid our Oklahoma crew in the analysis of 
the credits. 

The CHAIRMAN. My question is, Did you insist, as part of that 
cease-and-desist order that the board of directors bring in new, 
more experienced personnel to work for the bank, not for the 
Comptrollers Office? To review the loans? 

Mr. HOMAN. No; not as part of our cease-and-desist agreement. 
We did ask the board to undertake a management study because 
we were concerned that the bank's growth, that the systems in the 
bank and the bank's internal management were not keeping pace 
with the growth of the bank's assets and the type of lending it was 
undertaking. Both during 1980 and 1981. 

So we did ask for that management study. In fact, during 1981, 
the bank did shore up its management team by bringing in several 
new managers. 

The CHAIRMAN. But not specifically loan officers? 
Mr. HOMAN. Yes; I believe there were some loan officers added to 

the energy division of the bank. The bank also 
The CHAIRMAN. They were allowed to review the energy loans? 
Mr. HOMAN. In the summer of 1981. 
The CHAIRMAN. They were allowed to review the energy loans, 

there were no restrictions? 
Mr. HOMAN. Yes. 
The CHAIRMAN. NO restrictions placed on them by management? 
Mr. HOMAN. That is correct. They were actual loan officers. We, 

however, understand the bank's own Internal Loan Review Divi
sion was restricted in reviewing energy loans, in self-identifying 
the problems in that portfolio. 

That was told to me. 
The CHAIRMAN. Let's get back to the first part of my question, 

Mr. Homan, that Mr. Conover said he would defer to you on, that 
was whether or not your Chicago office was made aware of the fact 
that there were problems with some of these energy-related loans 
in view of the fact that such a large amount had been purchased 
by Continental? 

Mr. HOMAN. During the course of the examination, as soon as 
the losses and poor quality loans, both in the bank and that portion 
that was participated to other banks, became apparent, we did 
notify all of our offices affected and particularly our larger region
al offices that directly supervise Continental Illinois, Chase Man
hat tan Bank, and Seattle First, and a number of other partici
pants. 

We also sent an energy examiner, one of the experts from Okla
homa, to Continental to aid our examiners in the assessment of 
their portfolio. We have a team working with all of those banks at 
the present time. They are all presently under examination. 

So, yes, information was widely shared between the examiners in 
all of our affected supervisory units nationwide. 

The CHAIRMAN. Thank you. 
Mr. Stanton. 
Mr. STANTON. Thank you, Mr. Chairman. 
Mr. Conover, in colloquy with the chairman, you intimated that 

you had in the course of conversation, turned over to the Federal 
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Home Loan Bank Board and to the National Credit Union Admin
istration the names of those institutions that were affected by the 
failure of this institution. 

Is there any information you could give the committee at this 
time which you would consider nonconfidential regarding the 
impact of Penn Square's failure upon other commerical banks, sav
ings and loan associations, or the 150 credit unions that were in
volved? 

Put another way, Are you sure they are doing all that they can 
within their authority to assure there is no ripple effect? 

Mr. CONOVER. The purpose of providing the information to them 
in the first place was so that they would be aware of the potential 
difficulty that institutions under their supervision were going to be 
faced with upon demise of the bank. 

I think you would have to ask representatives of the Bank Board 
or the NCUA specifically how serious they think the institutions 
under their supervision would be impacted by all this. 

Mr. STANTON. HOW about your own? 
Mr. CONOVER. We looked at both national banks and at State 

banks who also had deposits in the Penn Square Bank. We made 
sure that that information was available to the FDIC. In the case 
of the national banks, there were very few institutions who had de
posits in the Penn Square Bank, and so we concluded that no na
tional bank under our supervision was likely to find itself in any 
difficulty as a result of its having uninsured deposits with the Penn 
Square Bank. 

Mr. STANTON. One last question, Chairman Isaac. You alluded to 
the fact that your preference, of your organization, would have 
been to arrange a merger, of course. 

The House of Representatives, as you well know, has passed leg
islation giving you additional authorities and powers under the reg
ulators bill. 

Had this legislation been enacted into law, would that have given 
you any additional authority or help in this particular situation? 

Mr. ISAAC. It is possible that if we had had the regulators' bill we 
could have arranged an interstate takeover transaction, particular
ly one involving some of the large banks that already were in
volved in this situation and knew it so well. I am speculating a bit 
there. 

One of our big problems here was simply lack of time and infor
mation about just what had occurred in the bank and having to 
work feverishly over a weekend to gain this knowledge. 

But because those banks as I said did know so much more, in 
effect, as to what the nature of the loan portfolio was and any con
tingent claims that might exist, it is conceivable that with that au
thority we could have arranged a takeover. 

Mr. STANTON. I do not want to take up the time of the 
committee, but what bothers the chairman and the rest of us is 
that someone really knew about this condition in September of 
1980, I think from that point on, or in February of 1981 you came 
to the conclusion that you had a very, very serious problem, and 
yet you waited until July of 1982 to take action. 

Mr. CONOVER. Are you addressing the question to me or 
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Mr. STANTON. Well, it is hard to get into that in a hearing, but 
those are some things we want to get to the bottom of. 

I thank you, Mr. Chairman. 
The CHAIRMAN. Mr. Gonzalez. 
Mr. GONZALEZ. Thank you, Mr. Chairman. 
Actually I look upon this proceeding as sort of a postmortem, and 

just about as useful as a postmortem, except in cases where it 
would be helpful to establish pathological causes hitherto un
known. Mr. Minish chairs a Subcommittee on General Oversight 
and Renegotiation on which I am the ranking member, and we 
have had the regulators, and I spoke out 1 year ago and asked 
questions that were pertinent to what is happening now. You all 
would not answer them. Always as I notice even in the news re
ports today if anybody raises a question, that may trigger off this 
avalanche such as is happening now in the case of Penn Square 
where depositors are lining up and demanding their funds. 

Now, I fully realize, Mr. Conover, because I have been here 20 
years on this committee, and predecessors of yours have made it 
clear they are not obedient or responsive to the Congress because 
you are independent, you take shelter or shield behind the fact 
that you do not use appropriated funds. You are amenable to the 
banks because it is the bank fees that pay for the upkeep of your 
office. But I think it is tragic at this point, and a postmortem in 
this particular case I think is kind of a wasted exercise; you need 
not worry about quick legislation unless it is approved by the 
American Bankers Association coming out of the Congress. 

The only questions I have are, I think, what will be pertinent in 
a postmortem proceeding such as this, that sooner or later some
thing would break open—as a result of this Penn Bank business we 
are now seeing reports of heavy sale of bank stocks. Now, is this or 
is this not a relatively new development, and what is its signifi
cance? I will address that to all three members of the panel. 

Mr. CONOVER. I will try to respond first. 
The recent decline in the value of stocks of certain banks is no 

doubt linked to their connection with the Penn Square Bank. Obvi
ously some of them have incurred, as has been reported in the 
press, some very significant operating losses. Their bond ratings 
have been reduced. Their stock prices, as you have indicated, have 
declined, and their reputations are tarnished as a result of their 
connection with this situation. I am sorry to say this but I think 
that that is the way it should be in this particular case. Bank 
stocks are selling at very low price-to-earnings ratios, at very low 
ratios of market price to book value, and that is no doubt reflective 
of the market's judgment about the future earnings potential of the 
banking industry. The banking industry, although healthy today, is 
in for a difficult time over the next several years for a variety of 
reasons. I think that the marketplace is recognizing that, and that 
is the reason why bank stocks have been depressed of late. Certain
ly the Penn Square affair has contributed to such declines in the 
stock of banks with certain characteristics and those who have par
ticipated in this matter. 

Mr. GONZALEZ. Well, Mr. Isaac, do you see such an optimistic— 
rather affirmative or happy note as Mr. Conover in what I consider 
to be a very dire development? Is that your interpretation? Do you 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



71 

agree with that? Is there anything that should cause us apprehen
sion? If so, should not the Congress know the extent of the weak
ness and the forecasted weakness of these financial institutions? 
What is your capacity to assist? 

There is an ancillary question I was going to ask later, and I can 
delay it to give you an opportunity to answer the first one, and 
that is, Why did you not all follow the same procedures that you 
have in other bank cases in making an arrangement to salvage 
Penn Square and keep it from completely going under? 

Mr. ISAAC. I will tackle the second question first, because the 
answer to it leads into the first question. 

Mr. GONZALEZ. Fine. 
Mr. ISAAC. We did not handle this transaction the way we almost 

always do, which is to merge the institution into another one, be
cause when we do that kind of transaction we are required to step 
in and make the acquiring institution whole with respect to any 
contingent or unknown claims. 

In this case we had massive contingent claims and evidence that 
other claims might well exist. 

Under our statute we must make a finding before we can do a 
merger involving FDIC assistance that the merger would be less 
expensive than a deposit payoff would be. We could not make that 
finding here because of the very large potential exposure for con
tingent claims. 

Now that leads me to respond to your first question by saying 
that this situation was unique. It is not symptomatic of conditions 
in the banking industry. This bank did not fail due to problems in 
the economy. This bank did not fail due to problems in the energy 
industry. 

This bank failed because it was very poorly managed. It made 
speculative loans. It grew at excessive rates. It borrowed excessive
ly in national money markets to fund its activities. It concentrated 
its loans in one industry, instead of having a diversified loan port
folio. 

This is not a problem that exists in the banking industry. This is 
a problem that existed in this bank. 

Mr. GONZALEZ. Mr. Isaac, then why this continued impact and 
forecasted impact on the most precious ingredients, the capital 
stocks of these banks? 

Mr. ISAAC. The banks that have been most affected in the stock 
market these days are the ones that had deposits in the Penn 
Square Bank or that had purchased loan participations from the 
Penn Square Bank. I think Mr. Conover was referring to the fact 
that for several years the market for bank stocks has been some
what depressed in terms of price-to-earnings ratios and he was, I 
gather, forecasting that it might continue to be somewhat de
pressed. I do not make those kinds of forecasts. 

The CHAIRMAN. The time of the gentleman has expired. 
The Chair on a point of personal privilege will take a moment at 

this point to state that the American Bankers Association does not 
dictate to the Chair whether legislation will be written, introduced, 
or brought before the committee. I take issue with that statement. 

I wanted it clear on the record on that immediately and not let it 
go. 
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Mr. ISAAC. Mr. Chairman, if I might just say a word related to 
that I think it would be very unfortunate if this committee did not 
look at the Penn Square situation for what it is, an aberration. It is 
not typical of what is going on in the banking industry, and it 
would be very unfair for this committee to consider some kind of 
sweeping punitive legislation which would further overburden the 
already overregulated industry. 

The CHAIRMAN. I said that already. 
Mr. Isaac. 
Mr. ANNUNZIO. Would the chairman yield for a moment? 
Mr. Chairman—that is what you say about every bank that goes 

under, it is an aberration. When are you going to change the tune, 
every time a bank goes under it is a one-shot deal. 

The CHAIRMAN. Mr. Wylie. 
Mr. ANNUNZIO. We have had too many one-shot deals. 
Mr. WYLIE. I think I will let that go, but I am glad to hear you 

say this is an aberration from my standpoint. But can you tell me 
what is the present situation, and I say that because Chairman 
St Germain mentioned the uninsured depositors or investors; Mr. 
Stanton referred to the fact that there are a lot of credit unions 
involved here, and I am not going to ask how they got into that 
mess, but I am referring now to an article in the Wall Street 
Journal which says there are other ripple repercussions, worries 
among big investors about the safety of uninsured deposits in fi
nancial institutions; for the first time in the failure of a bank a 
large number of uninsured depositors and creditors are likely to 
lose money. Can you tell me about that, will uninsured depositors 
lose money? What is the present situation? 

Mr. ISAAC. Yes; we believe uninsured depositors will lose some 
portion of their uninsured deposits. At this stage we really cannot 
say exactly how much. We are going to have a better evaluation of 
the assets of the failed bank in the receivership now, and we are 
also going to have to have an opportunity to work through any con
tingent claims that may be asserted against the receivership. We 
would expect and hope to give the uninsured depositors a substan
tial recovery as soon as possible, but I think that it would be terri
bly overoptimistic for me to say that they are going to get all their 
money back. 

Mr. WYLIE. I am quoting now from The American Banker, 
wherein you say that basically what you have here is a very small 
shopping center bank 5 years ago that was probably $40 million in 
size, maybe $50 million. It went out and tried to make a lot of high-
risk loans in the oil business and energy related and grew faster 
than it should have. This bank would not have remained a shop
ping center bank, which probably is what it should have done, Mr. 
Isaac said. 

At the time of the failure it was somewhere in the neighborhood 
of $500 million; is that correct? 

Mr. ISAAC. That is correct. 
Mr. WYLIE. NOW, it is my belief that there was a failure here, 

apparently due to what was characterized by you as excessive and 
uncontrollable growth. Did you have the authority to preclude 
that? In other words, could you have gone into the back office and 
said, "We think that you are making loans which you should not 
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be making, and making investments which you should not be 
making'' and stop the bank from doing that? Or are you merely 
limited to giving advice? 

Mr. ISAAC. The FDIC had no regulatory jurisdiction with respect 
to this bank except for one power, and that is if we had thought 
that the bank was a threat to our insurance fund, we could have 
initiated a proceeding to terminate insurance. Unfortunately that 
is a proceeding that generally takes a year or two to complete and 
it is not a terribly effective instrument. Aside from that, however, 
we had no power in this circumstance. 

Mr. WYLIE. HOW about you? 
Mr. CONOVER. Mr. Wylie, if I may, as I think I indicated in my 

prepared statement, we in the Comptroller's office did recognize 
the explosive growth of this bank and did point out to the bank, to 
its management and to its directors, tha t we felt that its growth 
was too rapid, that it lacked controls, that its loan portfolio was 
poor quality, and that it ought to do something about it. We point
ed that out to them on several occasions, including bringing the 
board of directors of the bank from Oklahoma City to Dallas, and 
in at least one of those cases we actually got 17 of the 19 directors 
to get on an airplane to go to Dallas and talked to them about their 
situation in their bank. 

Those warnings, those requirements on our part in the formal 
agreement that we put on the bank, which was signed individually 
by those directors, went unheeded. They did not pay any attention 
to it. 

Mr. WYLIE. NOW it is my understanding—and I know this is not 
really a very good analogy—but if the SEC finds that one of its reg
ulated brokerage houses is expanding too rapidly or is doing some
thing that the SEC does not think they should, they are making 
investments in new business which the SEC feels that they do not 
have the ability to perform, that they do have the authority to stop 
them from making those imprudent investments. 

You do not have that kind of authority under the present statute 
as I understand it? 

Mr. HOMAN. No. There is nothing wrong with growth per se. It is 
growth in poor-quality assets that usually gets—as in the instant 
case—a bank in trouble. If that is deemed to be a large problem, as 
it was in this case, we do have the authority to curtail it. We at
tempted to do that in a controlled way in our September of 1980 
formal agreement. 

But the bank, after having made progress in controlling its con
tingent liabilities, its unfunded liabilities, as well as the growth of 
the loans on its own books, nevertheless chose to ignore that in the 
end, and during the last 6 or 8 months of its life originated another 
$800 million in loans participated out. This was after our examina
tion of September of 1981. 

Mr. WYLIE. YOU were pointing out that Penn Square was invest
ing in activities which you regarded as perhaps being unwise. And 
there were some promises extracted that those practices would be 
corrected, am I right about that? Is that what you said? 

Mr. HOMAN. That is absolutely correct. In fact during 1981 they 
did show significant progress in overcoming some of their prob
lems. 
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Mr. WYLIE. But you have no authority other than to extract a 
promise from them that they will correct their mistakes? 

Mr. HOMAN. We could require it, but they ignored the require
ments of the legal contract we had with the bank's board, which is 
a formal agreement under our cease-and-desist power. 

Mr. WYLIE. My time is expired. 
Mr. HOMAN. They violated it in numerous ways. 
The CHAIRMAN. Mr. Minish. 
Mr. GONZALEZ. Mr. Chairman, will the gentleman yield just to 

follow up on a question here that I think we should ask, because 
there is a great deal of concern here on the Hill. 

Will the gentleman yield? 
Mr. MINISH. All right. 
Mr. GONZALEZ. At least for the record, and maybe you can 

answer later. Since you indicated it would be a dim hope to expect 
reimbursement of the noninsured depositors, the Wright Patman 
Credit Union here has, I understand, about $1 million there. What 
do you think would be the chances for institutions of that nature to 
have some kind of priority, creditors or depositors' priority? What 
portion of that $1 million will be covered. Could you give us an 
idea? 

Mr. ISAAC. I hope I didn't imply that the uninsured depositors 
would not receive funds back. We certainly hope to return a sub
stantial portion of the funds as soon as possible from the liquida
tion of the assets. I can't give you a percentage. 

As far as giving these institutions preferred status, I think that 
would be the worst mistake the Congress could make. Then what
ever discipline there would be left in the financial system would be 
gone. 

The CHAIRMAN. Amen. 
Mr. ISAAC. These are the very institutions that need to discipline 

banks that are engaged in these kinds of practices. 
The CHAIRMAN. Amen. 
Mr. MINISH. Mr. Conover, on the bottom of page 1 of the state

ments it says the Comptroller's Office devoted special supervisory 
attention to Penn Square since early 1980 when problems were 
first identified. While I realize you were not serving the agency at 
the time in your present capacity, I must ask what went wrong? 
Why did it take them so long to wake up? 

Mr. CONOVER. I think first of all I would like to clarify what spe
cial supervisory attention means, if I may. 

There are probably 300 national banks at the moment that we 
have under what we call special supervisory attention. I took a 
look at the number that were rated 3, 4 and 5 under that rating 
system back at that time to see what had happened to them since 
then. The vast majority of them, I recall the number as 65 percent, 
had returned to health and were now rated 1 and 2 under this 
system. 

I forget the disposition of the remaining 35 percent but I think 
the point is that special supervisory attention is something that we 
have a number of banks in at any given time and for the most part 
it works. 

This was obviously a case in which it did not. It did not, not be
cause our efforts were not sufficient, I think, but because the 
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people that we were trying to get to save their bank weren't going 
to go along with us. 

I really think it is that simple. 
Mr. MINISH. Let me ask you this; you were concerned early on 

and you asked the board of directors or trustees or the appropriate 
officers of the bank to appear at a meeting in Dallas where I 
assume you dressed them down and they ignored the recommenda
tions your people made. 

Don't you have any alternative in dealing with a situation like 
this? 

Mr. CONOVER. Well, in that particular case what we got was rec
ognition of problems and assurances that they would correct that 
situation. In fact, we received periodic, progress reports, on a 
monthly or sometimes even more frequent basis, on certain aspects 
of the things that we asked them to do. In late 1981, we actually 
found that some modest improvement had taken place. 

From about September 1981 to June of 1982, obviously that bank 
got totally out of control. 

Mr. MINISH. Well, the meeting in Dallas was held when? 
Mr. HOMAN. I think the last meeting in Dallas was on January 

12, 1982. 
I believe there was a meeting in August. It is in the chronology. 
Mr. MINISH. Mr. Isaac. 
Mr. HOMAN. July 29, 1981. 
Mr. MINISH. YOU used the figure of $240 million as a possible cost 

to the insurance fund. That is the top figure, did I understand you 
correctly when you said that? 

Mr. ISAAC. That is what we believe would be our maximum expo
sure in this case. We did not expect to lose anywhere near that. 

Mr. MINISH. Let me ask you this; is it possible that some of the 
banks that got involved with Penn Square may find themselves in 
difficulty because of their association with Penn Square which 
would have a further impact on the insurance fund? 

Mr. ISAAC. We do not expect any significant additional problems 
resulting from this affair. 

Mr. MINISH. Thank you. That is all, Mr. Chairman. 
The CHAIRMAN. Mr. McKinney? 
Mr. MCKINNEY. Gentlemen, this is just so reflective of a whole 

system that quite frankly to me is horrible. 
Mr. Conover, I certainly won't make insinuations about your 

office, but you are supervising the banking system; a bank goes 
under and you say to Mr. Isaac: "Pay for it." 

To me the system just doesn't make sense, Mr. Chairman. I think 
we better do something about it. 

The CHAIRMAN. We are being told over and over, during the 
Drysdale security disaster; Oh, don't worry about it, Chase looks at 
their performance. We look at this, they are a couple hundred mil
lion into this one. 

Mr. Conover, are your people looking at these banks that seem to 
be financing go-go stock brokers, go-go money market changes, go-
go commodities markets and everything else? What are these 
banks doing with their depositors' money? 
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It is fine to sit here and say this is, as Mr. Isaac said, an aberra
tion, but 1 month it is Drysdale; next month it is Penn Square; 
next month it is something else. 

What is happening? 
Mr. CONOVER. Well, in this case and obviously in the Drysdale 

case, it is quite obvious that some banks engaged in some practices 
they shouldn't have without any decent controls or carrying out of 
prudent banking practices. 

That, unfortunately, is going to happen from time to time. The 
only way I know of to absolutely keep it from happening is to have 
a very, very different kind of banking system in which the degree 
of regulation and supervision is a quantum jump over what it is 
today and, in effect, Government examiners or regulators are pres
ent in banks, watching virtually every decision being made as it is 
being made. I don't think that is appropriate. 

Mr. MCKINNEY. Don't you think it's about time we start making 
a survey to find to what extent these nonprudent banking practices 
are occurring? 

Mr. CONOVER. That's certainly true and we do so as a matter of 
course through the off-site surveillance system by which we track 
banks with different characteristics all the time. As I said, we have 
300 or so banks under special supervisory attention at this time. 

Mr. MCKINNEY. We already live under the biggest imaginary 
farce in the world. We look at an asset portfolio and say it's worth 
such and such. What is a loan worth to Zaire? What is a loan 
worth to a lot of these third world countries? What is the worth of 
a tax-free bond that pays 5XA percent? 

There is something else that bothers me. You were not there, but 
you made an agreement with the directors of this bank; your 
Department gave them a cease-and-desist order but they kept right 
on going. Can't you go in and run that bank right, then and there, 
instead of telling them they had better straighten up and go on 
down the nice narrow road we told them to go down? 

Mr. CONOVER. AS a matter of fact, the answer is no because in 
order to do that, we end up closing the bank and turning it over to 
the FDIC which is exactly what we did. 

Mr. MCKINNEY. I would think it would have been better to turn 
it over to the FDIC in July 1981 rather than July 1982. 

Mr. CONOVER. I suppose you can always have a debate as to what 
is precisely the appropriate time to close the bank. 

I am sure that we will be criticized both for closing it too early 
and for closing it too late. 

Mr. MCKINNEY. I am not in the business of criticizing you but a 
victim in the business of trying to find out how we try to stop this. 
Here is a little shopping center bank that went from $50 million to 
$500 million to $2 billion worth of contingent liabilities. Isn't there 
a bell that rings somewhere; red lights go on and warns you that 
banks don't double in size in a year and don't have $2 billion worth 
of liabilities? Isn't there something that tells you there has to be a 
crook or there has got to be something drastically wrong here? 

Mr. CONOVER. There obviously was something drastically wrong. 
Mr. MCKINNEY. I'll say. 
Mr. CONOVER. But to answer your question, we don't have this 

authority. 
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Mr. MCKINNEY. We better give them the authority they need, 
Mr. Chairman. Because somehow or other, we are going to run out 
of FDIC funds if this kind of thing keeps going. There has to be 
some kind of early warning system. There has to be some broader 
communication. I just hope now that you are the new man on the 
block and I know you will work hard but you are going to have to 
take a hard, long look at quote, unquote prudent banking practices 
by money market banks. 

You know, some of us on this committee are beginning to wonder 
when the next shot is going to come. We are finding out that prac
tices which theoretically are thought to be prudent banking prac
tices are far from that. Our money market banks have probably 
more examiners than the Federal Government has in some of 
them, but it doesn't really matter how many examiners there are. 
The energy people are over here and the commodity people are 
over there—there is just no communication. What good is any port
folio that is a combination of worthless accounts. 

The CHAIRMAN. Mr. Annunzio? 
Mr. ANNUNZIO. I don't have any questions. 
Mr. MCKINNEY. I would like to ask one last question if my chair

man will give me 2 seconds. What would you tell us to do, Mr. Con-
over, or Mr. Isaac, to anticipate this and stop it before it goes to 
the next full year, so we don't get insolvency July 5 at 7:05 p.m.? 

Mr. ISAAC. AS I mentioned in my opening remarks, I think we 
need to make some changes in our regulatory system. I don't think 
the regulatory agencies need more power to take specific kinds of 
actions. I think we have plenty of authority in that area. I think 
we need to look at the overall system under which we are operat
ing. 

But I would also point out that you mentioned Drysdale and then 
this affair and then you said how do we stop that from happening? 

I don't think you can stop that from happening. Humans are fal
lible. We make mistakes every day. What you hope is that you 
have spread out your risks far enough—diversified far enough— 
and that you have adequate controls in place so that when the oc
casional mistake occurs, it doesn't do serious harm to your institu
tion or to your personal financial situation if you are an individual. 

We can't expect that the financial system, if it is going to per
form the kind of service we want it to perform, is never going to 
experience a problem. You wouldn't want that kind of system, one 
where banks were not taking any risk and thus not suffering any 
losses. 

The CHAIRMAN. Tell you what, we will go through the 5-minute 
rule, we are trying to adhere to that; and I am sure that by the 
time all of these erudite people have asked their questions you will 
have had an opportunity to make all of your points. If not, we will 
hear you at the end. 

Mr. Annunzio? 
Mr. ANNUNZIO. Thank you, Mr. Chairman. 
I want to remind my colleague from Connecticut that the bell 

went off but nobody heard the bell. That is our problem. 
Mr. Isaac, you state that there are some 260 banks on the FDIC 

problem list. My information is that there are some banks that are 
in critical shape. In fact, I have been informed that Penn Square is 
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just a tip of the iceberg. There is talk that a bank in the size range 
of Penn Square is on the verge of collapse and might have even col
lapsed this week had it not been for assistance from the Federal 
Reserve in the form of injected money. 

Can you tell this committee, with the weekend approaching, are 
there any bank failures that are likely to occur over this weekend? 
Just don't keep it a damn secret. You have got an opportunity to 
tell us now. 

Mr. ISAAC. First of all, there are 268 banks on our problem list, 
That is somewhat higher than average, but not a whole lot. It is 
certainly lower than it was in 1976. 

Mr. ANNUNZIO. We got through 1976 and we are all the way to 
1982. We are talking about now. The American people are not con
cerned about 1976. Now, tell me about these banks. Tell me, is 
there another one going down? 

Mr. ISAAC. We got through 1976, Mr. Congressman, and we are 
going to get through this period quite nicely. 

Mr. ANNUNZIO. I hope so. 
Mr. ISAAC. For your information, I plan to be in Ohio, visiting 

family this weekend. 
I do not agree with the characterization that this is the tip of the 

iceberg or that a number of institutions are affected by it. 
Mr. ANNUNZIO. I don't expect you to agree. You are appointed to 

your jobs, we have to go out and get elected. 
Mr. Conover, a columnist in the Washington Post this morning 

indicated that one of the reasons Penn Square was attracting so 
many depositors was that it was paying 2 percent premium for un
insured deposits. 

I have made preliminary checks this morning and found that 
this 2-percent bonus did not exist to all such uninsured deposits. 

Does your office have information that the 2-percent bonus was 
paid for all uninsured deposits or that it might have been paid in 
only some of the cases? 

The impression of the columnist this morning was that everyone 
who put money in Penn Square was doing it because of greed in 
order to make the other 2 percent. 

Do you subscribe to that theory? 
Mr. CONOVER. We have no evidence that the Penn Square Bank 

was paying 2 percent premium for its deposits. 
The number that I am aware of is closer to 25 to 50 basis points. 

In addition, it would not be unusual for this bank or any other 
bank to pay different rates for different amounts of money in a 
different time period, so you would have a number of uninsured de
positors who at any given time might be earning different yields on 
their deposits. 

Mr. ANNUNZIO. I am particularly disturbed about the failure of 
your office to monitor or control the use of brokers by national 
banks. The money you talk about the brokers received. 

Federally insured financial institutions are prohibited from 
paying a premium to an individual depositor which costs more 
than $20. That means that if a housewife makes a deposit, she can 
get a set of pots and pans, a toaster, but the premium cannot be 
more than $20. 
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I have even been told that financial institutions that exceed the 
$20 limit have been threatened with substantial fines by the regu
lators. I know, my small banks tell me this. 

Now, my question is this, If it is wrong for a bank to pay an indi
vidual depositor more than $20 in a premium in order to obtain 
money, why is it right for the same financial institution to pay a 
broker thousands upon thousands of dollars to bring money into 
the financial institution? 

Mr. HOMAN. Congressman, I am aware of no law which prohibits 
a bank from paying a money broker a fee for money over $100,000, 
which, in this case, was the type of money market funds gathered. 

That may apply to certain small depositors under regulation Q. 
But it was—does definitely not apply to 

Mr. ANNUNZIO. I say federally insured financial institutions are 
prohibited from paying a premium to an individual depositor which 
costs more than $20. That is exactly what I am saying. 

They are prohibited from paying $20 to the average American 
housewife that goes in, but if you are a money broker, you can col
lect thousands and thousands of dollars, like what happened in 
Penn Square and some of the other banks that are going to go 
down with it. 

When is that going to stop? 
Mr. HOMAN. That is common practice among the money markets. 

They have to attract money and fund themselves. 
The CHAIRMAN. The time of the gentleman has expired. 
Mr. ANNUNZIO. Thanks, Mr. Chairman. 
The CHAIRMAN. Mr. Leach. 
Mr. LEACH. In reading the two statements, I am frankly more 

impressed with the operations of the FDIC than I am with the 
Comptroller's Office in this situation. 

Mr. Isaac properly rejected the purchase-and-assumption option. 
You, sir, Mr. Conover, laughingly say some will criticize you for 
acting too soon, others for acting too late. The fact of the matter is 
I know of nobody who will criticize you for acting too soon. I think 
the previous speaker is exactly right. The warning system worked; 
you simply didn't act. 

Let me give a couple of examples. In your testimony, you cited 
an examination 2V2 years ago, from February to April of 1980, 
which concluded not only that there were problems with the bank, 
but that there were violations of U.S. banking laws. One and one-
half years ago, based on an examination, you concluded that there 
were numerous violations of U.S. banking laws. A violation of 
banking law is illegal behavior. In view of this, where was the FBI 
2V2 years ago and IY2 years ago? 

You cited uncontrolled growth, yet you did very little to moder
ate that uncontrolled growth. One reason for such phenomenal 
growth was the willingness of larger banks to participate in loans. 
My question, then, is what did the larger banks know and when 
did they know it? For example, what did you tell Continental and 
Chase and when did you tell them? 

Mr. CONOVER. I think I would like to comment first on your 
statement in regard to violations of law. 

It is very common in the examination of a bank to find violations 
of law. It happens every day to many, many banks. 
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For the most part, those violations are pointed out by the exam
iners during the examination or in the examination report and 
they are corrected by the management because most bank manag
ers and boards of directors are law-abiding citizens and want to 
abide by the law. 

Mr. LEACH. Let me interrupt you there. I follow banking in my 
State of Iowa very closely, and I guarantee that there are not nu
merous violations of banking law in Iowa. 

As the Banking Committee of the U.S. Congress, as Members of 
Congress, we write laws, and we take the laws we write very seri
ously. When you cite numerous violations of banking laws, what do 
you do about it? Is the president of the bank removed? Do you 
demand a change of top personnel? 

Mr. CONOVER. What we do is point out the violation of the law 
and discuss the circumstances. 

Mr. LEACH. DO you bring charges against the bank? 
Mr. CONOVER. We point out the violation of the law and under

stand the circumstances behind it and depending on its seriousness, 
we may very well take such action. 

In many cases, the violations of law are inadvertent, for exam
ple, and they get corrected rather quickly. 

Mr. LEACH. In the case of Penn Square, were the violations cor
rected between 2% years and IV2 years ago? 

Mr. CONOVER. In many cases, they were, yes. 
Mr. LEACH. The first examination turned up violations, the next 

examination numerous violations of banking laws. 
Getting away from this for a second, can you tell me when Conti

nental and Chase were informed of problems in Penn Square and 
what they were told? 

Mr. HOMAN. We informed Continental of the problems during 
the week before the bank failed. Chase was informed, I believe, 2 
days later. 

Mr. LEACH. When you see massive problems in a bank, when you 
see that the engine of growth is other banks' willingness to partici
pate in the problem bank's loans, don't you feel a responsibility to 
inform the other banks that are involved? 

Mr. HOMAN. We do, but the backbone of the correspondent bank
ing system is loans participated between upstream and downstream 
correspondent banks. They typically take out overlines or lines 
that are larger than a small bank's lending limit throughout the 
Middle West. 

Mr. LEACH. YOU are referring to the whole banking system of the 
United States, not to a single bank. If one bank is affected by prob
lems at another bank, isn't it proper to inform the affected bank? 

Mr. HOMAN. It is if we think there is a significant problem that 
it creates for the other bank. In this case— 

Mr. LEACH. Based on your examination, didn't you ever think it 
important to inform Chase or Continental? 

Mr. HOMAN. Previous to this last examination, there were not 
significant problems in the portion of the loan portfolios sold to the 
other banks that we had identified. 

Mr. LEACH. Let me ask one other question. It appears in this in
stance there was extraordinary use of letters of credit. It also 
seems that this extraordinary use of letters of credit is becoming a 
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national phenomenon. Is there any thought in the banking commu
nity that this phenomenon deserves far greater scrutiny than it 
has received in the past? 

Mr. HOMAN. The letters of credit in this particular bank played 
no part in the failure of the bank. Not at all. As a matter of fact, 
out of $138-odd million in letters of credit, less than $400,000 were 
criticized. 

So we do not consider that to be a contributory cause of the 
bank's failure. 

Mr. LEACH. My final question is whether there is something from 
a regulatory standpoint to be learned from the Penn Square experi
ence. When problems of this nature develop, perhaps you should 
inform the very banks that are partly responsible for the situation. 
To say that the correspondent banks are not partly responsible 
would be very foolish because it never would have occurred without 
them. May I ask you, are you going to reexamine your practices in 
this area? 

Mr. CONOVER. We are certainly going to reexamine our practices 
regarding looking at loans that are participated in by a number of 
banks. 

Mr. LEACH. IS that an admission that past practices perhaps were 
inadequate? 

Mr. CONOVER. NO, sir; it is not. 
Mr. LEACH. Thank you, Mr. Chairman. 
The CHAIRMAN. I must observe, because of your initial questions, 

Jim, that in my opening statement, I stated that the first agree
ment had all the sting of a flogging with a wet noodle. 

I am very serious about that. 
As I listen to our witnesses, it occurs to me that the restraint 

that was exercised by the Comptroller's Office was just unbelievea-
ble. 

When I went to school, grammar school, if you were a naughty 
boy, the teacher just whacked you. Now we try to talk to them, 
talk children into being nice and obedient. 

It seems as though the Comptroller's Office has gone that way, 
too. I agree with Jim. I don't think you would be criticized if you 
rang the bell earlier, rather than too late. Keep that in mind. 

Not only you, Mr. Conover, but those people in the Comptroller's 
Office who were there 10 years and will be there another 20 years. 

Mr. Vento. 
Mr. VENTO. Thank you, Mr. Chairman. 
Mr. Conover, I noted with interest your comments in the last in

stance where you said that violations of the law go on every day. I 
look at the top of the page 2 in the series of charges, summary of 
notice of charges given to us as of June 30, 1982, the bank permit
ted officers without lending authority to extend credit on behalf of 
the bank; the bank, in violation of certain statutes, in a unsafe and 
unsound manner sold participations in loans originated by the 
bank without disclosing to the purchasers of those participations 
material, nonpublic information known to be public to the bank. 

These charges are not the type of violations, I hope, that go on 
every day in my State and across this country. This sounds like 
fraud to me. 
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I understand your reluctance to talk about criminal charges, 
about a variety of other things. I sure hope that this is an aberra
tion but the amazing thing to me and I think to other members, is 
that over a period of time, this went on with no action on the part 
of the Comptroller of the Currency in terms of your regulatory su
pervision, and one wonders with the type of hindsight I suppose it 
is easy to criticize, I mean, why not? 

Are these the charges you are talking about that this just devel
oped in the last year? Or is this a culmination of charges that have 
been repeated over the last 4 or 5 years by this particular bank? 

Mr. HOMAN. The civil violations contained in the notice of 
charges which you are reading from, Mr. Vento, were significantly 
different from the types of violations that went on in the past. 

They were the basis for our temporary cease-and-desist order re
quiring correction. Many of the violations which occurred in the 
December 31, 1980, report and subsequent reports, while numerous, 
were technical in nature and subsequently corrected in the follow
ing months. 

We monitored that closely through progress reports and through 
five examinations that were conducted over the period. None of the 
violations were in the nature of a criminal or fraudulent violation. 

We deal with that separately by the referral process. 
Mr. VENTO. It also appears that this time between that that 

things became worse. In other words, you came in and started put
ting pressure on it looks like that the situation went from bad to 
worse in terms of violations. 

These do not sound like civil violations to me. 
Mr. HOMAN. Between the September 1981 examination and the 

final examination, they did go from bad to worse. And there were 
significant violations of the law. 

We are not trying to 
Mr. VENTO. Sounds like as a regulator, you are trying to regulate 

in good faith and you are bending over backward to keep this bank 
open and it sounds like they took you to the cleaners, in terms of 
participation, that is what it sounds like, in terms of their reaction 
to your regulation. 

That does not speak well for your role in terms of disciplining 
and that does not bode too well in terms of the future with regards 
to how you regulate banks. 

Mr. HOMAN. With the benefit of hindsight, that may be true, but 
you can lead a horse to water, you can't make him drink. 

Mr. VENTO. Doesn't look to me like you got him to do anything 
except run the other direction. Sounds to me like you went back to 
the range, did not even have him in the corral the way this looks 
to me. 

The fact is you notified the Federal Reserve Board and you noti
fied the FDIC in 1980, did you not? What was the purpose of that 
particular notification? 

Mr. CONOVER. That is a very standard notification. Whenever a 
bank is rated three as a result of an examination and is put under 
special supervisory surveillance, we normally, as a matter of 
policy 

Mr. VENTO. What are we telling the FDIC, protect your turf, we 
are protecting ours? 
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Mr. HOMAN. We provided the FDIC with copies of our pertinent 
correspondence and supervisory actions taken in respect to all 
three-, four- or five-rated banks, together with reports of examina
tion. 

They independently review those examination reports to deter
mine their own insurance risk. 

Mr. VENTO. TO determine their own insurance risk. What did 
that mean to you, Mr. Isaac, that standard notification that came 
in in 1980 that concerned Penn Square? 

Mr. ISAAC. It did not mean anything to me personally because I 
did not receive it, but 

Mr. VENTO. YOU are speaking for your institution, that is one of 
the things that goes with that appointment. 

Mr. ISAAC. I understand. But what it would mean to our people is 
that there is a bank that is under increased surveillance; I doubt 
very much, in fact I know, they would not have been alarmed by it. 

A three-rated bank is not considered a problem bank. 
Mr. VENTO. DO you think you ought to have received additional 

communication beyond that considering the chronology that we 
have before us today, together with the discussion that has gone on 
here today? 

Mr. ISAAC. I would like to finish that one thought. A three-rated 
bank is not considered a problem bank. It has to be a four or five to 
be considered a problem bank. 

A three-rated bank is simply one that is requiring closer-than-
usual scrutiny. 

Mr. VENTO. This was never reclassified, was it? 
Mr. CONOVER. No; this was a three-rated bank until the time of 

its failure. 
Mr. ISAAC. We would have liked to have known about the seri

ousness of the problem sooner, of course. It would have facilitated 
the handling of the failure if we could have been in there earlier. 

Mr. VENTO. Why weren't they notified earlier, Mr. Conover, 
based on the disposition? As you say, things went from bad to 
worse. 

Why wasn't this bank classified as a four or five, based on where 
it was going? 

Mr. CONOVER. Well, it would have been in the current examina
tion. However, at the time we started this examination in April, we 
recall that the bank had shown progress through September 1981's 
examination and they were providing us with periodic reports indi
cating they were making progress. 

What we actually expected to find when this examination began 
in April was a significantly improved situation for this bank. 

Obviously we were very surprised. As soon as the nature of the 
problem became obvious to us, we did inform the FDIC. 

Mr. VENTO. June 30, 1982. In other words, in April when you 
completed the work, it took you 3 months to notify the FDIC and 
the Federal Reserve Board. 

That is when they were notified again according to your chro
nology. Is there some communication going on that the members of 
the committee should know or do I misunderstand what I have? 

Mr. CONOVER. Mr. Vento, the examination began in late April. 
As of the date of March 31. 
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We began to recognize the seriousness of the problems in the 
loan portfolio approximately 4 weeks into the examination. So it 
would have been mid- to late-May when the nature of the problem 
in the loan portfolio became obvious to us and that it was evident 
that it was 

Mr. VENTO. Did the FDIC get its notification? 
Mr. CONOVER. No, they did not. 
Mr. VENTO. The point is you waited another 6 weeks to notify 

them. If you wanted them to do their job in protecting these funds, 
it would seem that the 6 weeks was insufficient. 

Mr. HOMAN. I think we notified them on June 23 in the regional 
office. On June 30, we notified the Washington office. 

You have to recall that during this examination, we were 
midway through this examination when the bank failed. 

We had not had an opportunity to go through the loan portfolio 
in full. In fact, our examiners are still trying to complete that ex
amination. 

But midway through, we determined that the losses eventually 
might exceed the net worth of the bank. We worked continuously 
through the last weekend analyzing the credits and eventually that 
did happen. 

What triggered the failure earlier than we had expected, in a 
sense, and denied us an opportunity to make a more orderly ar
rangement with the FDIC, was the liquidity crisis that occurred. 
That essentially was triggered in the final week. 

Mr. VENTO. My time is up, I have to cut you off. The same ques
tion goes to the Federal Reserve and I know Mr. Isaac's answer, 
but he may want to say it for the record in terms of whether he 
would like to have been notified earlier. 

Thank you, Mr. Chairman. 
The CHAIRMAN. Mr. Parris. 
Mr. PARRIS. Thank you, Mr. Chairman. I think all of us on this 

committee accept the fundamental premise that this was a case of 
a small shopping center bank whose board of directors adopted an 
aggressive loan and deposit policy. 

They wanted to play in the big league and they were bush 
league. Let's accept that. 

Let me reduce the discussion if I might, in amplification with 
one of my previous colleagues comments to a provincial matter. 
The name of this room is the Wright Patman room. They have a 
Wright Patman Credit Union in this building serving congressional 
employees. 

This is a provincial case, but it is perfectly typical in this whole 
situation. That credit union was just one of 150 credit unions na
tionwide who had $106 million in deposits in this institution. 

This credit union is estimated to lose about $200,000, or 20 per
cent of its deposits. A District of Columbia credit union with $1 
million in an Oklahoma bank and it is only 1 out of 150. The real 
problem is, only $100,000 is insured. 

It gets receivership certificates for the remaining or $900,000, but 
even after all of that, it earns no income on the $900,000. 

Federal policy, as I understand it, allows the credit union to 
borrow up to 80 percent of the face value of the receivership certifi-
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cates from the Federal credit window and then reinvest that to 
earn additional interest. 

So, we have come full circle. After a very long history of ques
tionable operations by a nationally regulated bank that fails, it 
takes with it a substantial deposit of a nationally regulated credit 
union, the credit union gets receivership certificates issued by na
tional regulators and then because of the loss of the income, it can 
borrow 80 percent of that paper in the national financial market. 

All the money there is in all of that is the initial $100,000 that 
Mr. Isaac has got in the FDIC insurance fund. 

I have heard a lot of instances of creative bookkeeping, but that 
is a con game and there are many of us in this committee, I think, 
who wonder about the blind subservience to the concern for earn
ings per share or return on deposit or whatever it is that brings all 
of that about. 

My question really is, it is bad enough for one bank, Continental 
Illinois, to have more than $1 billion in participation or correspon
dent relationship loans in this institution. 

It had bought $1 billion worth of loans. Is there no procedure or 
should there not be one, for the Comptroller of the Currency to 
monitor this? 

Is there not a procedure by some appropriate regulatory agency 
to recognize that there is massive shifting of deposits of other insti
tutional assets around the Nation over a period of over 2Vfe years? 

Is there not a process or shouldn't there be one? If there is, why 
did it not work in this instance? 

Mr. HOMAN. I think that is the way that most large banks raise 
their money. It has been a principle of the money and capital mar
kets for as long as I can remember. It is advantageous to have a 
free flow of funds between institutions and this occurs every day in 
the correspondent banking networks and the payment systems 
through the Federal Reserve and elsewhere. 

It also occurs through various sweep accounts and invested fund 
accounts used by pension funds and other large money market par
ticipants in terms of distributing money nationwide, short and long 
term, on a daily basis. 

To interrupt that flow with rules and regulations just seems to 
be almost an impossible task to even approach. 

Mr. PARRIS. I am not suggesting, Mr. Homan, that it be necessar
ily interrupted. The thrust of my question, I apologize if it was not 
clear to you, but the thrust of my question is should there not be 
some smoke that is going to set off the bell that we have heard 
about earlier here today that you gentlemen will know there is a 
fire or at least recognize as smoke? 

There has got to be a reason why the gentleman who runs the 
credit union in this building wants to deposit his money in Oklaho
ma. Now, if there is 150 of those, there has to be some evidence, 
some information on the street that would lead you to the sugges
tion that there is a problem in a bank in Oklahoma that needs to 
be a matter of concern to the regulators. Isn't there? 

Mr. CONOVER. Apparently not. 
Mr. PARRIS. Shouldn't there be? 
Mr. CONOVER. When the manager of a credit union or a savings 

and loan association makes a decision to make a deposit in another 
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financial institution, or a bank that we are responsible for does 
that, he needs to follow some prudent guidelines regarding concen
tration. 

We often criticize banks for undue concentrations of assets. 
On the surface, it seems ridiculous to me that we have had 150 

credit unions, some number of savings and loans and a number of 
banks from all over the country that ended up making deposits in 
this particular bank without seemingly doing a very good job of 
doing their homework. 

If anything, what we need to do is have some kind of a system 
whereby people have sufficient information to analyze the affairs 
of institutions in which they are making deposits. 

Mr. PARRIS. My time has expired, but I would simply make the 
observation to you that it seems to me this is very much like leech
ing a patient who is bleeding to death. We are too late with the 
wrong medicine. Certainly we were this time. 

Thank you. 
The CHAIRMAN. Mr. Barnard. 
Mr. BARNARD. Mr. Conover, how often does the Office of the 

Comptroller examine banks? 
Mr. CONOVER. That depends on the size of the bank, sir. 
Mr. BARNARD. Give me an example. 
Mr. CONOVER. The large multinational banks are examined on an 

annual basis. In fact, we have almost continuous contact with 
them. 

Mr. BARNARD. Large what? 
Mr. CONOVER. The large multinational banks. Bank of America, 

Chase and Manhattan, Citibank, and so forth. 
Mr. BARNARD. Smaller banks? 
Mr. CONOVER. Smaller banks tend to be examined less 

frequently. 
Mr. BARNARD. On this particular bank, what would the frequen

cy be? 
Mr. CONOVER. A normal frequency for a bank of this size would 

have been what, 18 months? 
Mr. HOMAN. Would have been in this period of time 18 months. 

But Penn Square was an identified bank requiring special supervi
sory attention. For such banks, we do, as a matter of policy, one 
full examination each year, together with a short visit. 

Mr. BARNARD. Short visit. 
Mr. HOMAN. Yes. 
Mr. Barnard. Just one short visit? 
Mr. HOMAN. Each year, yes, We do a full comprehensive exami

nation once a year and a second visitation or limited-purpose type 
examination during that year. 

Mr. BARNARD. Mr. Isaac, do you get copies of his examination re
ports? 

Mr. ISAAC. Yes. 
Mr. BARNARD. What do you do with them? 
Mr. ISAAC. We review them in our Division of Bank Supervision 

and if the bank is accorded problem status, a memorandum is pre
pared and distributed to various people throughout the corporation, 
including myself, that, as I said in this case, that wouldn't have oc-
cured because it was not considered a problem bank. 
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Mr. BARNARD. Even with the unfavorable reports that Mr. 
Homan has just talked about, it would not be regarded as a prob
lem bank by FDIC? 

Mr. ISAAC. It was rated a three bank. 
Mr. BARNARD. IS that bad? 
Mr. ISAAC. That is a bank that requires closer-than-usual scruti

ny, but is not a problem. 
Mr. BARNARD. It is not customary for FDIC to pay any particular 

attention to that bank? 
Mr. ISAAC. NO. 
Mr. BARNARD. When do you become alarmed? 
Mr. ISAAC. We, obviously, would become more concerned when a 

bank is rated four, which is a problem status, and even more 
alarmed or concerned when it is rated five, which is a bank in 
danger of failing. 

I get a weekly list of any banks that are in that condition. 
Mr. BARNARD. If you had received a copy of the examination 

report, and you saw some very obvious things in it which might re
quire classification by the Comptroller as three, yet in your judg
ment or that of the FDIC, would be worse than a three—such as a 
bank selling 80 percent of its loans, is that unusual? 

Mr. ISAAC. For a bank this size to sell that volume of loan par
ticipations is very unusual. 

Mr. BARNARD. I take a little issue with you 
Mr. ISAAC. I am not sure that would have shown up in the exami

nation report. It might, I don't know. 
Mr. HOMAN. Yes, it does. Congressman Barnard, the FDIC re

views each of our ratings and we have an interagency dispute pro
cedure in the case where they would disagree with a rating of ours 
on a national bank. 

In this case, they reviewed it and did not dispute it. 
Mr. BARNARD. I am trying to support the present system, which 

is difficult to do. If I thought the FDIC was backing up the Comp
troller's Office or a State supervisor—you do examine State banks, 
right, on your own? 

Mr. ISAAC. That is correct. 
Mr. BARNARD. YOU don't take a State supervisor's bank examina

tion on face value, do you? 
Mr. ISAAC. In most States, we alternate. 
Mr. BARNARD. At least you are in there pitching. 
Mr. ISAAC. We will go in and do another report at a later date. 
Mr. BARNARD. But you take the examination of the OCC and the 

Federal Reserve at face value. 
Mr. ISAAC. That is correct. 
Mr. BARNARD. DO you think that is right? On reflection, do you 

think that is right? 
Mr. ISAAC. I don't think that the present regulatory system at 

the Federal level 
Mr. BARNARD. Under the present system, don't you think it is a 

responsibility of the FDIC to be a little more careful in looking at 
these examinations? 

Mr. ISAAC. We have not been assigned regulatory responsibility 
for national banks or for State banks that are members of the 
Federal Reserve System and we don't exercise that authority. 
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Mr. BARNARD. You are the one that will have to close it out. 
Mr. ISAAC. That is correct. 
Mr. BARNARD. YOU are the one that has that ultimate responsi

bility. 
Mr. ISAAC. We have no regulatory authority. 
Mr. BARNARD. Mr. Conover, one of the recent press accounts of 

this bank indicates that in evaluating the collateral of a loan, 
which so often in this bank was oil reserves, the reserves used as 
collateral were only determined after the loan was made. 

Are you familiar with that? 
Mr. CONOVER. I am not aware personally whether that is true or 

not. I think I am aware that the lending practices in the oil and 
gas division of this bank were unusual, to say the least, compared 
to those of other banks who are experienced in making oil and gas 
loans. 

Mr. HOMAN. Congressman, our examiners have indicated to us 
that many of the engineering reports estimating the values of the 
reserves were in their words "made as instructed/' 

That is that they could have been falsified or very optimistic and 
generous in terms of evaluation on these particular types of loans. 

Mr. BARNARD. Well, you know, I don't know how much more I 
could develop from my questioning, but I just want to take friendly 
issue, with Mr. Isaac. 

I don't think this is an aberration at all. It would be an aberra
tion if Penn Square was a good, solid, sound, properly run bank 
that went broke under your capable supervision and examination, 
but in this case, all the flags were here for a failure 2Vz years ago. 

So it is not an aberration at all. It was a foregone conclusion 
which direction this bank was going and it went that way and it 
failed. 

This one bank is going to call for a very thorough reappraisal of 
what our bank supervising practices are. We may need to get back 
to one agency with all the responsibility. 

Thank you. 
The CHAIRMAN. I have got to observe something. 
Mr. Conover and Mr. Isaac, did I hear you say this was classified 

as a number three up until the date of the failure, when the bank 
failed? 

Mr. CONOVER. The bank was rated number three up to this ex
amination. Obviously had the examination been completed, and the 
bank survived the examination, it would have received a lower 
rating. 

But up until the time of the examination, it was a three-rated 
bank, yes, sir. 

The CHAIRMAN. SO there was no deterioration from April 1980 
until the conclusion of the examination and the failure in 1982? 

Mr. CONOVER. I think, as I ihdip&tect earlier, we saw some im
provement in the bank in Septerpber 1981 and fully expected at the 
start of the April 1982 examination to find that they were in a 
much improved position. 

The CHAIRMAN. Mr. Weber. 
Mr. WEBER. Thank you, Mr. Chairman. 
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I would like to have the panel clarify what in your opinion was 
the reason that the supervision turned out to be ineffective to pre
vent the failure of this bank. 

Mr. CONOVER. When all is said and done, I think the reason that 
the supervision was ineffective in this bank was that it was not 
heeded by the supervised. 

Mr. WEBER. Mr. Homan, do you agree? 
Mr. HOMAN. I agree. I think you can only do so much in a bank 

in terms of guiding it, in terms of advising it, in terms of suggest
ing to it the proper recipe to solve its problems. We do not run 
banks; we do not manage banks. We are there once a year, or in 
this case, twice a year. 

We do not make the loans in a bank. To do so would be to na
tionalize the institution. 

We do not think that the Congress or anyone else in the United 
States wishes the Federal Government to nationalize its banking 
institutions and have the Government run them. So we followed 
our proper procedures in this respect. 

The bank chose to ignore it, chose to ignore the law, if you will. 
It chose to ignore the common recipies that we gave it to solve its 
problems, and there is very little more that one can do in that type 
of a circumstance. 

The CHAIRMAN. Would you yield, Mr. Weber? 
Mr. WEBER. I would be happy to yield. 
The CHAIRMAN. What restrictions are there on the Comptroller 

from doing more? Other than those you have self-imposed upon 
yourself and the fact you have used cease-and-desist orders like 
pabulum? 

Mr. HOMAN. We are not in the habit of managing banks, Mr. 
Chairman. In this case, we had no power to remove the manage
ment because we had no evidence of any dishonest acts, which is a 
requirement in the law. 

The CHAIRMAN. YOU cite illegalities throughout in your report. 
Mr. HOMAN. This was a bank that was mismanaged. 
Those were civil violations of law. There is no statute which 

gives us the power to remove a manager for civil violation of the 
law, a violation of the lending limits, a violation of the insider 
laws. So long as they are civil. 

There has to be evidence or act of dishonesty. 
The CHAIRMAN. I apologize, my blood pressure was going up 

there. 
Mr. WEBER. I was glad to have the chairman follow that line of 

questioning. Did you have any different opinion, Mr. Isaac, about 
the reason for ineffective supervision which prevented failure in 
this case? 

Mr. ISAAC. At this stage I would not be prepared to express an 
opinion on that. We have been very busy over the past 2 weeks, as 
you might imagine, trying to make sure that depositors are taken 
care of and that we get the receivership activities under way so 
that the loan customers of the bank are taken care of properly. We 
are just beginning our investigation, in conjunction with the FBI, 
into what went wrong. 

If you were to give us another month or two, I think we would be 
more knowledgeable on that subject. 
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Mr. WEBER. I know we will be looking forward to that. 
To come back to the question you had an agreement with them 

called a cease-and-desist agreement that the officers and directors, 
of the bank signed on September 9, 1980, according to your testi
mony. 

You chose, apparently, not to enforce the provisions of tha t 
agreement. I think the chairman has characterized it beautifully as 
a slap with a wet noodle. 

What powers do you have to enforce that type of agreement? If 
the agreement means nothing, why did you take the trouble to 
have them sign it. 

Mr. HOMAN. We had numerous meetings with the management 
of the bank and the board of directors after that particular agree
ment. We had evidence to suggest that they were complying in cer
tain respects. 

They gave us assurances throughout that period that they were 
trying to come into compliance with the terms and conditions of 
the agreement. 

Mr. WEBER. DO you not have power to go to court and enforce 
that agreement if necessary? 

Mr. HOMAN. Yes. 
Mr. WEBER. What other powers do you have. 
Mr. HOMAN. We could have filed a notice of charges, yes, and 

had them stipulate to a final cease-and-desist order. After review 
by the courts, after opportunity for hearing it would be enforceable 
in court. 

Mr. WEBER. And you are saying in the exercise of your discre
tion, you chose to give the bank the benefit of the doubt? 

Mr. HOMAN. In this case, yes. 
Mr. WEBER. YOU also said it was up to the investors in these 

jumbo CD's to exercise better protection for themselves, reviewing, 
and so forth. There is an article in the Wall Street Journal of July 
8, 1982 in which there is a quotation from one of these asset man
agers is that Penn Square's latest financial statement certificated 
by Peat, Marwick & Mitchell gave them a complete bill of health. 

Is tha t true? Were the auditors at fault for not footnoting the 
statement in some way? Why didn't they know the same things 
tha t you knew as to the condition of this bank? 

Mr. CONOVER. I think it would be inappropriate for us to com
ment about the auditors' role and the audit report at this time. 

Mr. WEBER. I can understand that. But is that correct? Did you 
communicate the information to Peat, Marwick? Would they have 
known of this? 

Mr. CONOVER. Peat, Marwick would have known about the exist
ence of the formal agreement, yes, and they did know. 

Mr. WEBER. YOU are not expressing an opinion as to whether 
Peat, Marwick, under their standards of good accounting practice 
and the law, would require them to footnote the statement to point 
out that cease-and-desist agreement that had been signed? 

Mr. CONOVER. NO; I am not. 
Mr. WEBER. What self-protection are you referring to then on the 

part of the investors that was lacking? 
Mr. CONOVER. Well, it seems to me that the potential depositor 

who is going to make a $1 million deposit in an institution of 
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any kind, ought to first of all choose an institution that it has some 
confidence in and will be a safe resting place for that deposit, as 
opposed to simply seeking the highest return it can find. 

Mr. WEBER. In relation to this bank, what would have led a de
positor to believe that it was not a safe and secure resting place for 
that amount of money? 

Mr. CONOVER. I know of no information that would have been 
available to investors that would have helped them make that deci
sion. 

Mr. WEBER. SO, Mr. Conover, it is improper to fault the investor 
or place the responsibility on the investor or to cast them in the 
light of persons who did not know how to make a sophisticated 
investment of $1 million. 

Mr. CONOVER. Not necessarily. They might very well have chosen 
a larger, stronger institution on which information was available to 
them. 

The CHAIRMAN. Like Franklin National; and the U.S. National 
Bank of San Diego. 

Mr. WEBER. My time is expired. 
Thank you, Mr. Chairman. 
Mr. ISAAC. Can I interject at this point in response to that, be

cause I would take issue with saying that there was nothing to 
alert an investor here to this situation. I think there was informa
tion available that should have alerted an investor. 

Mr. Parris was asking earlier why the Wright Patman Credit 
Union and 150 other credit unions place their money in this bank 
in Oklahoma? They did so because the bank was paying above 
market rates for that money. 

Why was that? If I had been an investor I would have wanted to 
ask that question. I would have wanted to know more about that 
institution. 

I think that there was information out on the street about this 
institution that could have been uncovered through closer scrutiny. 

I hope other financial institutions, will be more diligent in doing 
that in the future as a result of Penn Square—that they will have 
learned some lessons and make that kind of inquiry. I hope they 
will invest in an institution based not just on rate, but on quality— 
whether it is a small or large bank and wherever it is loacted. 

Mr. WEBER. I am still at a loss as to what this information on the 
street is when the audited financial statements don't show it. 

The CHAIRMAN. They tell me that there is a footnote in the Peat, 
Marwick, Mitchell audit report, very cryptic and you would have to 
have the wisdom of Solomon and be prophetic in wisdom to under
stand that perhaps they should have—the investors should have 
recognized this as a caveat. 

But you know I have to observe, if the fact that this deposit was 
paying that high a rate, obviously that is what attracted the depos
its from around the country, shouldn't that have said to the Comp
troller, hey, there is something wrong here, and to the FDIC, that 
there is something wrong here? 

Why did it just—why should it just say that to sophisticated in
vestors? 

Mr. HOMAN. It is very common to see in the money markets 
every day certain tiering between classes of institutions that 
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exceed 20 to 25 basis points, which, for the most part, this institu
tion was paying. 

The CHAIRMAN. In a shopping center bank? 
Mr. HOMAN. Yes. 
The CHAIRMAN. With the brokers' fees being paid on top of that? 
Mr. HOMAN. Smaller banks generally pay higher in the national 

money markets than the top AAA- and AA-rated institutions. 
The CHAIRMAN. My expert here, who used to be a small banker, 

is wincing at that. That is Mr. Barnard. 
Mr. Patman. 
Mr. BARNARD. I don't know if I want to be classified as a banker 

now. 
The CHAIRMAN. Excuse me, Mr. Schumer. 
Mr. SCHUMER. Thank you, Mr. Chairman. 
I am really appalled by this testimony today. I am most appalled 

by this statement, made by either Mr. Homan or Mr. Conover. 
What went wrong, we were unheeded by the supervised. 
That is like saying we have crime in this country because the 

criminals don't obey the laws. It is unbelievable. We also have a 
great deal of contradiction. 

Mr. Isaac is saying we need no new laws to protect ourselves. Of 
course, he wants the FDIC or other single agency to take charge of 
all regulatory functions, including those performed by the Comp
troller of the Currency and maybe even those handled by the 
Federal Reserve. 

But Mr. Conover and Mr. Homan are saying we have no laws 
that allow us unless there is a criminal violation which, of course, 
is very, very difficult to prove. 

That is a direct contradiction. We either need new laws, which 
means that we have to act and Mr. Isaac is wrong; or we don't 
need new laws and it means that you, Mr. Conover, and you, Mr. 
Homan, were negligent in performing your duties. 

I would like a direct answer to that statement by Mr. Conover 
and Mr. Isaac. 

Mr. CONOVER. It seems to me that it is important to insure that 
the regulators have adequate powers to do their jobs. 

Mr. SCHUMER. YOU feel you don't, correct? 
Mr. CONOVER. I didn't say that; no. 
Mr. SCHUMER. Then what went wrong here? 
Mr. CONOVER. I think I have already answered the question. 
Mr. SCHUMER. Well, what you have answered and what I heard 

was that the superviser didn't listen to us. That, to me, says that 
you think happened here, you don't have the power to do more. 

Mr. CONOVER. I think it is essential that in regulating banks that 
the banks we are trying to regulate do listen to us, obviously. 

Mr. SCHUMER. What happens when they don't? This one didn't. 
Mr. CONOVER. The vast majority of banks on which we uncover 

violations of law, unsafe or unsound banking practices, and so 
forth, do listen and do correct. 

Mr. SCHUMER. What happens when one doesn't? The vast major
ity of banks didn't prompt this hearing. 

Mr. CONOVER. When one doesn't and the bank deteriorates sig
nificantly, it probably fails. And I frankly think that the price we 
pay for having a private-sector, competitive financial services in-
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dustry is that with the right to succeed and prosper goes the right 
to fail. 

Mr. SCHUMER. I understand that point. 
Basically you are saying the role of the Comptroller in all but 

the most criminal violations is to be advisory and if advice is not 
heeded, that's too bad; not only too bad for the Penn Square board 
but too bad for Chase Manhattan and other banks that bought par
ticipations and too bad for other investors that happened to put 
more than $100,000 into this bank. 

That is what you are saying? 
Mr. Isaac, do you stand by the statement that there are no fur

ther laws needed to give the Comptroller or whatever other agency 
might assume jurisdiction for the Comptroller's responsibilities in 
the future to get these few negligent banks to heed advice from the 
regulators? 

The CHAIRMAN. Would the gentleman yield to me? 
Mr. SCHUMER. I sure will. 
The CHAIRMAN. Let me ask Mr. Homan because he is the profes

sional here, are you familiar with the excerpt from Public Law 95-
630, dated November 30, 1978, that refers to removal from office, 
notice of intent? 

Mr. HOMAN. Yes; I am. 
[The excerpt from Public Law 95-630 referred to by Chairman St 

Germain follows:] 

PUBLIC LAW 95-630—NOV. 10, 1978 92 STAT. 3657 

"(c) (1) Whenever, in the opinion of the appropriate Federal hank- Removal from 
ing agency, any director or officer of an insured hank has committed office, notice of 
any violation of law, rule, or regulation or of a cease-and-desist order intent, 
which has become final, or has engaged or participated in any unsafe 
or unsound practice in connection with the hank, or lias committed 
or engaged in any act, omission, or practice which constitutes a breach 
of his fiduciary duty as such director or officer, and the agency deter-' 
mines that the bank has suffered or will probably suffer substantial 
financial loss or other damage or that the interests of its depositors' 
could be seriously prejudiced by reason of such violation or practice or5 

breach of fiduciary duty or that the director or office has received 
financial gain by reason of such violation or practice or breach of 
fiduciary duty, and that such violation or practice or breach of fiduciary 
duty is one involving personal dishonesty on the part of such director 
or officer, or one which demonstrates a willful or continuing disregard 
for the safety or soundness of the bank, the agency may serve upon 
such director or officer a written notice of its intention to remove him 
from office. 

The CHAIRMAN. We thought we gave some pretty good checks 
and powers. That is what Mr. Isaac meant. 

We gave them the powers. They didn't use them. 
Thank you for yielding. 
Mr. SCHUMER. Yes. 
Mr. HOMAN. I am familiar with that, as I said earlier. We have 

applied that statute. You read a lot of "or's" there, but it has to be 
one from each part of that law with the operative language "and 
that such violation or practice or breach of fiduciary duty is one 
involving personal dishonesty/' and that has to be present in order 
for us to remove any bank officer. 
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The CHAIRMAN. Or willful. 
Mr. HOMAN. No; it is "and." Our interpretation is, I am advised 

by counsel, is that that has to be present. 
Mr. SCHUMER. Do you think that ought to be changed? 
Mr. HOMAN. I do, yes. 
Mr. SCHUMER. I think the astute questioning of the chairman 

and everybody else today has brought out, I think, at least in the 
preliminary opinion that this committee has of the Comptroller of 
the Currency's role, that we knew the problem existed for a long 
time, it was ignored, it was understated and no positive action was 
taken. 

I would like to turn to Mr. Isaac once more. Once the bank 
failed, there were, of course, two alternatives—liquidation and 
merger. 

The newspapers reported that Chairman Volcker was in favor of 
a merger and that you were opposed. You prevailed. 

Can you tell me his reasoning? If everything is so good in the 
banking community and this is a complete aberration not to be re
peated, and you are going to go visit your family in Kentucky this 
weekend 

The CHAIRMAN. Ohio. 
Mr. SCHUMER. Excuse me, Ohio, across the river. Why was Mr. 

Volcker so eager to spend Federal Government money to cover the 
extra, whatever it is, $190 million-some of uninsured deposits? 

Mr. ISAAC. I will be happy to respond to that. Before I do, I would 
like to respond to another point you made earlier—that I was here 
testifying that we should have a single agency 

Mr. SCHUMER. I was tweeking you. You know I respect your abili
ty so tremendously, it might not be a terrible thing. 

Mr. ISAAC. I have long been of the opinion that five Federal regu
latory agencies is either three or four too many. 

Mr. SCHUMER. Right. 
Mr. ISAAC. I don't know whether the FDIC or some other agency 

will survive that process. However it comes out, it ought to be 
done. 

As far as myself being the chairman, as quickly as I can get this 
term over with, I intend to find an easier lifestyle. 

Mr. SCHUMER. A weak tweek. 
Mr. ISAAC. I am going to find a cornfield in Ohio and I am going 

to plow it. 
Turning to your question, I read that in the New York Times 

tha t Paul Volcker and I had a disagreement about this matter. 
That is incorrect. 

There were really two policy issues involved here. One was that 
if you paid off the deposits in this bank and some large depositors, 
including other financial institutions, took some losses, you would 
have a lot of media attention and congressional hearings. That 
would be disruptive. 

The easiest way to handle this situation would be to merge Penn 
Square into another institution at whatever costs and not make 
waves. 

Mr. SCHUMER. Probably shortsighted. 
Mr. ISAAC. A merger was very tempting. 
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It was difficult to arrive at the conclusion we did in this situa
tion. 

On the other hand, if we had taken the merger route, with as 
much mismanagement and possible other irregularities as seemed 
to be involved in this situation, how would we ever achieve any 
marketplace discipline in the financial system? 

How would we get credit unions like the Wright Patman Credit 
Union to start making intelligent investment judgments about the 
institutions with whom they do business? 

So on the one hand, there was a natural concern about not creat
ing a lot of waves, and on the other hand, there were concerns 
about where the system was headed if we didn't impose some disci
pline on it. 

Furthermore, we have an FDIC statute which very clearly sets 
out a cost test, and we couldn't make that cost test finding here 
because of the contingent liabilities. 

So even if we had decided to go the other direction and smooth it 
out, we didn't feel we could legally do that under the laws you 
have provided for us. 

I am frankly not here to ask that the laws be changed. 
I don't think Paul Volcker was on one side of the issues, and Bill 

Isaac on another side. I think we both recognized the same issues. 
We had a lot of discussions about them and in the end, we were all 
in agreement—including Mr. Conover—on how this situation 
should be handled. 

Mr. SCHUMER. One of the few victories against socialism for the 
rich in this administration. 

The CHAIRMAN. Would you repeat for me, Mr. Isaac, your de
scription of the management and what was wrong, the irregulari
ties? 

Mr. ISAAC. I stated that it was mismanaged. 
The CHAIRMAN. That it was mismanaged. 
Mr. ISAAC. And other possible irregularities. 
The CHAIRMAN. I want to insert an excerpt from the committee 

report pertaining to the section of Public Law 95-630 that was 
cited to Mr. Homan a moment ago. This is under section "C, Re
moval and Suspension of Insiders." 

[The excerpt from the committee report referred to by Chairman 
St Germain follows:] 
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O. Removal and Suspension of Insiders 
The agencies have also forcefully stated that present law authoriz

ing removal of an insider from his position is unduly restrictive upon 
the agencies in their performance of their duties to insure that the-
nation has a safe and sound banking system. Presently, an individual 
may be. removed only on a showing that the individual is engaging in 
unsafe and unsound practices which 'have an adverse effect on the 
institution and that the individual's activities involve personal dishon
esty. This standard has hampered the agencies in their efforts to take 
timely action to make certain that individuals whose actions are seri
ously damaging the institution may be removed from their positions. 

Your committee has provided statutory language which will give 
the regulatory agencies a less burdensome test under which they may 
institute removal proceedings. The provisions would authorize re
moval when an individual has evidenced personal dishonesty (current 
standard) or has demonstrated willful or continuing disregard for 
the safety and soundness of the financial institutions. 

This new standard will allow the agencies the opportunity to move 
against individuals who may not be acting in a fraudulent manner but 
who are nonetheless acting in a manner which threatens the soundness 
of their institution. As with the other powers given the agencies, re
quirements for due process are built into the removal statute. 

The lanjjugc in the bill also corrects existing law with respect to re
moval and suspension of individuals indicted or convicted of specified 
crimes. In the Feinberg v. FDIC case, the court held that the suspen
sion and removal statute was deficient since it did not provide oppor
tunity^ for hearing and review of an agency's action. Under the 
proivsions of IT.R. 13471 an individual will now'have that opportunity. 

Mr. HOMAN. Mr. Chairman, I— 
The CHAIRMAN. Have any of these been brought to court? Has 

there been a removal or intent to remove in a court case, in suit? 
In other words, has there been a court interpretation of the revised 
statute or would the court ignore the committee report? 

Mr. HOMAN. I am not sure I know the answer to that. I do not 
know the answer to that question. There have been very few re
moval proceedings. 

The CHAIRMAN. YOU don't know if any have gone to court? 
Mr. HOMAN. I think each one has been settled prior to that de

termination by a court. I am not sure. We can research that ques
tion. 

The CHAIRMAN. I hope you would. We will be revisiting this. 
Mr. HOMAN. We will be glad to provide our legal interpretation 

of that statute and how we as an agency interpret that. 
[In response to the information requested by Chairman St Ger

main, the following letter was received from Mr. Homan for inclu
sion in the record:] 
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O 
Comptroller of the Currency 
Administrator of National Banks 

Washington, D.C. 20219 

J u l y 29, 1982 

Dear Mr. Chairman: 

The purpose of this letter is to clarify the testimony before 
your Subcommittee on July 15, 1982, regarding removal powers 
under 12 U.S.C. §1818(e). That statute permits each of the 
Federal financial institutions regulators to institute removal 
proceedings against an officer or director of an insured 
financial institution under certain specified conditions. In 
order to justify removal under the statute, the regulator must 
establish at a formal hearing before an administrative law judge 
that the following criteria have been satisfied: 

I. That the officer or director of the insured bank has 
committed: 

A. any violation of law, rule, or regulation or of a cease 
and desist order which has become final; or 

B. has engaged or participated in any unsafe or unsound 
practice in connection with the bank; or 

C. has committed or engaged in any act, omission, or 
practice which constitutes a breach of his fiduciary 
duty as such director or officer; and 

II. The agency determines that the bank has: 

A. suffered or will probably suffer substantial financial 
loss or other damage; or 

B. that the interests of its depositors could be seriously 
prejudiced by reason of such violation or practice or 
breach of fiduciary duty; or 

C. that the director or officer has received financial 
gain by reason of such violation or practice or a 
breach of fiduciary duty; and 
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III. That such violation or practice or breach of fiduciary duty: 

A. is one involving personal dishonesty on the part of 
such officer or director; or 

B. one which demonstrates a willful or continuing 
disregard for the safety or soundness of the bank. 

The removal provisions of the Financial Institutions Supervisory 
Act of 1966 (FISA) as amended by the Financial Institutions 
Regulatory and Interest Rate Control Act of 1978 (FIRA), as 
described above, may be invoked only under the combination of 
special circumstances delineated in the statute. 12 U.S.C. 
§1818(e) has not been subjected to direct judicial review; 
nevertheless, Congress made it clear when it gave the agencies 
the removal power that it was .an extraordinary power and was not 
to be used by the agencies to remove an officer or director from 
a bank on simple grounds of incompetence or poor judgment. 

The removal power is an extraordinary remedy which this agency 
has used on only a few occasions. The reason the agency has not 
needed to utilize the power is that, ordinarily, when management 
problems are brought to the attention of the directorate, the 
directorate takes action to correct them. It is a principal 
responsibility of the board of directors to ensure that the 
institution is properly managed. Thus, in the normal course, 
where problems are identified the board of directors will resolve 
the difficulties through management changes. If the board of 
directors does not take action to change management and there is 
a statutory basis to remove the individual from the bank this 
Office would not hesitate to consider the need to use the removal 
statute. 

In the instant case, while problems existed in the bank prior to 
the April 1982 examination, in our opinion, based on the 
information known at the time, these problems did not then rise 
to a level satisfying the strict three-criteria removal standards 
of 12 U.S.C. §1818(e). The problems as identified in prior 
examinations indicated that the management team needed 
strengthening. The formal cease and desist Agreement required, 
among other things, that the board of directors evaluate and make 
adjustments to the current management team both in quality and 
depth. Because of that Agreement, the bank responded by 
augmenting its management through the hiring of personnel from 
other financial institutions. This was viewed as a positive 
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response to the previously identified management problems. Under 
the circumstances, removal was viewed as neither appropriate 
under the statute nor necessary to effect management changes. 

Sincerely, 

Paul M. Homan 
Senior Deputy Comptroller 
for Bank Supervision 

The Honorable Fernand J. St Germain, Chairman 
Committee on Banking, Finance and Urban Affairs 
2129 Rayburn House Office Building 
Washington, D. C. 20515 

The CHAIRMAN. Our intent—remember this was in response to a 
complaint that we received prior to 1978 when we adopted this 
statute. Our intent was to give you the power that you needed 
without a finding of fraud or illegality. If that wasn't enough 
maybe we ought to revisit it. I think you ought to have that power. 
I think you have it. 

Mr. HOMAN. We would be glad to give you our internal analysis. 
I do know that is how our agency applies it. That there must be a 
personal act of dishonesty present before we start a removal. 

The CHAIRMAN. In other words, you ignore the statute. 
Mr. HOMAN. NO; that is the advice that our general counsel gives 

us, that we must have that factor present before we are able to go 
forward. 

That may be a fallacious interpretation, but it is the agency's 
legal opinion. 

The CHAIRMAN. HOW does the FDIC interpret that? 
Mr. ISAAC. I think we have different legal interpretations. 
The CHAIRMAN. You agree with me? 
Mr. ISAAC. That is what my lawyer tells me. 
The CHAIRMAN. Good. Excellent counsel. 
Mr. Patman? 
Mr. PATMAN. Mr. Conover, was First Penn the parent company 

of Penn Square? 
Mr. CONOVER. Yes; it was. 
Mr. PATMAN. HOW many banks did First Penn own? 
Mr. CONOVER. It is a one bank holding company. 
Mr. PATMAN. Did it perchance drain off any assets of Penn 

Square? 
Mr. CONOVER. I don't think it did, no. 
Mr. PATMAN. Were there any unusual or excessive charges made 

of Penn Square by First Penn? 
Mr. CONOVER. Not that I am aware of. 
Mr. PATMAN. OK. 
Mr. HOMAN. There were some intercompany transactions which 

we moved to abate during the final few days of the examination. 
We had no evidence of any particular abuse between the bank and 
the holding company in previous examinations. 
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Mr. PATMAN. First Penn didn't own interest in any other banks 
or financial institutions? 

Mr. HOMAN. I don't believe it did. 
Mr. PATMAN. Was it the characteristics of the loans or transac

tions of this bank that the bank, its directors, its parent company, 
any of its subsidiaries, officers, or employees would take a propri
etary interest in business deals brought to the bank? 

In other words, did they try to take a piece of the action? 
Mr. HOMAN. Yes; there were substantial insider transactions be

tween the bank and certain directors, officers, employees, and 
shareholders. 

Mr. PATMAN. They would try to take a part of a drilling deal or 
something like that and gain some interest in it? 

Mr. HOMAN. Generally, yes. 
Mr. PATMAN. Has your office been contacted by any person in po

litical office or associated in any way with a particular governmen
tal office during your examination of Penn Square? 

Mr. CONOVER. No; not that I am aware of. 
Mr. PATMAN. IS that true of all three of you? 
Mr. ISAAC. I don't know that I understand the question. 
Mr. PATMAN. Has your office been contacted by anyone in politi

cal office during your examination? 
Mr. ISAAC. We didn't examine Penn Square, so, no. The answer is 

no. 
Mr. HOMAN. Other than the people in the Federal Government? 

We were in contact with a good many people in the Federal Gov
ernment in counterpart agencies, with the U.S. Treasury and the 
like. 

Mr. PATMAN. Any elected officials contact you? 
Mr. CONOVER. NO. 
Mr. PATMAN. YOU are each saying no? 
Mr. ISAAC. Contacting about Penn Square? 
Mr. PATMAN. Yes, that is right. 
Mr. ISAAC. NO. 
Mr. PATMAN. Why didn't you have a person in the bank on the 

job at all times during this difficult—especially in the last few 
months? 

Mr. CONOVER. Since the examination started in late April we 
would have had examiners on the scene in the bank, I believe, vir
tually every working day. We had a presence in the bank certainly 
during the week prior to its failure and every day over that week
end. 

Mr. PATMAN. NOW, Mr. Isaac, you say that there are no similar 
pervasive problems within the financial institutions in the indus
try. Are there similar problems in the industry that do not exist? 
When you say pervasive, do you mean throughout the financial in
dustry or aside from the 365 banks that you have identified as 
having problems? 

Mr. ISAAC. First of all, the number is not 365 that we have on 
our problem bank list; it is approximately 268. Those institutions 
do not have the characteristics of Penn Square, because Penn 
Square was a unique case. 

There are always going to be some problems in the system. You 
have 15,000 institutions and occasionally one of them will get into 
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trouble, and occasionally one of them is going to fail. Right now 
our problem bank list is somewhat higher than average. Not as 
high as you would think it might be in light of the high interest 
rates and economic turmoil we have experienced. 

But I think it might be a serious mistake to say that what hap
pened in Penn Square exists elsewhere. This is not evidence of any 
widespread problems at all. 

Mr. PATMAN. YOU are not saying that problems similar to those 
found in Penn Square do not exist elsewhere in the banking 
system? 

Mr. ISAAC. That there are not banks somewhere that have made 
bad loans sufficient to threaten the institution? No, I wouldn't say 
that. 

Mr. PATMAN. Those are the only problems you see in common? 
Those are the only problems you see in common between Penn 
Square and any other banking institution? 

Mr. ISAAC. Right. Earlier, Mr. Annunzio said each time you have 
a bank failure you say it is unique. He asked, how can you keep on 
saying that these are unique? Isn't there a pattern? 

The answer is no. If you stop and think about the number of in
stitutions in the country and the number that fail, I think it is 
very easy to come to the conclusion that the problems of those in
stitutions that have failed are unique. In some cases you have out
right fraud involved. In other cases you have gross mismanage
ment. 

Mr. PATMAN. This insider dealing Mr. Conover described, you 
didn't see any insider dealing that Mr. Conover described? 

Mr. ISAAC. I am not ruling out there may have been insider deal
ing in Penn Square. 

Mr. PATMAN. I am asking did you see any of it? 
Mr. ISAAC. We did not examine the bank. We are starting to ex

amine it now. 
Mr. PATMAN. SO you don't know if it is there or not. 
Mr. ISAAC. We do not know yet. 
Mr. PATMAN. Really you can't testify about how unique this situ

ation is then, can you? 
Mr. ISAAC. I know enough about it to know that the banking 

practices in which this bank engaged are not generally practiced 
throughout the industry. 

Mr. PATMAN. But you have not examined the bank, so you really 
don't know a great deal about it; is that true? 

Mr. ISAAC. We don't know as much as we should know, but we do 
know generally what caused the problems. 

Mr. PATMAN. Thank you very much. My time has expired. 
The CHAIRMAN. Mr. Homan, were you with the Comptroller's 

Office when Franklin National failed? 
Mr. HOMAN. Yes; I was. 
The CHAIRMAN. YOU know it occurs to me—correct me if I am 

wrong in my memory. I am trying to refresh my memory by parti
san staff work. As I recall it, one of the principal reasons for fail
ure of Franklin was they were speculating in foreign currencies. 
They had a little cellar where they were speculating in foreign cur
rencies. During the examination process, the examiners had exam
ined that particular facet of it and gone on to others, and while the 
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examiners were still in there Franklin National failed. Is that cor
rect? Is my memory correct? 

Mr. HOMAN. Congressman, I was an examiner in California at 
the time, and I just cannot—I do not know the answer to that ques
tion. I do know 

The CHAIRMAN. The further point is 
Mr. HOMAN. YOU are right, the foreign exchange losses in the 

bank were a contributing factor to Franklin's failure. I don't know 
whether our examiners were there continuously. 

The CHAIRMAN. My recollection is that the examiners had been 
through that phase of the bank and gone on to others, and were 
still there examining. That points out two things: first, it was ad
mitted by the Comptroller at the time that one problem was the 
examiners who went through that phase of it didn't know enough 
about it to really evaluate it; second, the enormity of some of these 
examinations really imposes a tremendous burden. It is a great re
sponsibility for the Comptroller's Office. 

I want to cite the fact that I appreciate that. I agree to it. 
Mr. Homan, you said to the members here while it is wonderful 

hindsight, you know, having been here through Sharpstown, the 
Rent-A-Bank thing in Cariso Springs, Franklin, USNB, those are 
just the ones where we really looked into them thoroughly. When 
do you cease talkng about hindsight and start talking about fore
sight? That is why we gave these additional powers in 1978. 

I didn't even mention the Calhoun Bank in Georgia. As you 
recall, that one we looked into as well. 

I had a question of Mr. Isaac, which you probably answered, but 
I would still like to ask it. How come 150 credit unions, a number 
of S. & L.'s and a number of other jumbo depositors put money into 
a shopping center bank in Oklahoma City, Okla. How did it get 
there? 

Anybody care to respond to that? 
Mr. CONOVER. I think it got there in two ways. Much of it got 

there through money brokers who attracted funds from all over the 
country, because there certainly were financial institutions from a 
good number of States with no particular geographic concentration 
as I recall. 

Second, I believe that the bank did some direct advertising on a 
nationwide basis, also, to attract funds. 

The CHAIRMAN. Was the advertising saying they were paying 
more than other institutions? 

Mr. CONOVER. I am not sure that it was, Mr. Chairman, but I 
would presume it probably did. 

The CHAIRMAN. What fee does a money broker get for placing a 
$1 million deposit? Do you know what the average fee is? 

Mr. HOMAN. I have heard it may be up to 25 basis points. 
Mr. CONOVER. I don't know. 
The CHAIRMAN. IS there any way for us to find out at future 

hearings? 
Mr. HOMAN. We can find that out. 
Mr. CONOVER. We can find that out. 
The CHAIRMAN. Before you go back too far, FDIC has a credit 

union. 
Mr. ISAAC. Yes; it does. 
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The CHAIRMAN. DO you know whether or not? 
Mr. ISAAC. I don't know, but I am told by one of your staff people 

that it does not have any investments in Penn Square. 
The CHAIRMAN. Am I correctly informed that these receivership 

certificates can be taken to the discount window at the Fed at this 
point? 

Mr. CONOVER. Yes; that is correct. 
The CHAIRMAN. DO you know what they are paying? 
Mr. ISAAC. The receivership certificates held by depository insti

tutions? 
The CHAIRMAN. That was my next question. 
Mr. CONOVER. AS I understand it, they are lending 90 percent of 

the face value of the receiver's certificate at the discount rate. 
The CHAIRMAN. Ninety percent. 
Does that indicate to Mr. Isaac that 
Mr. ISAAC. They are lending 90 percent of the 80 percent. 
The CHAIRMAN. Ninety of the eighty. 
Mr. ISAAC. In other words, they lend 72 percent against the face 

amount. 
The CHAIRMAN. That is the number that I had here. 
My next question was to whom? 
Mr. ISAAC. TO depository institutions—credit unions, S. & L.'s 

and commercial banks. 
The CHAIRMAN. SO that little old widow who worked hard all her 

life can't use the discount window if she had $1 million dollars in 
there. 

Mr. ISAAC. YOU would have to talk to the Federal Reserve about 
that, but it is my understanding—because this is an issue we dis
cussed over the course of the weekend when we were trying to re
solve this situation—that the Federal Reserve does not have au
thority to make that available in these circumstances to the indi
viduals as much as it might like to. 

The CHAIRMAN. Continental was informed of the fact there were 
problems at this bank 6 days before? 

Mr. CONOVER. I don't know if that is the precise number, but it 
was during the previous week. Yes. 

The CHAIRMAN. And 2 days later Chase Manhat tan was in
formed. 

Mr. HOMAN. I believe that is correct. 
The CHAIRMAN. They were told what? 
Mr. HOMAN. We advised them that they had significant problems 

in their portfolio as a result of loans they had purchased from 
Penn Square and that we were placing them under examination in 
terms of our trying to come to grips and having their internal 
people come to grips with the loss exposure in those particular 
loans. 

The CHAIRMAN. SO that would indicate to them they should not 
have any further dealings with Penn Square? 

Mr. HOMAN. That was a business judgment that they had to 
The CHAIRMAN. Well, you hope they are sophisticated enough. 
Mr. HOMAN. Right, absolutely. 
The CHAIRMAN. All right. This bothers me. Again my bipartisan 

staff informs me that some moneys in credit unions were deposited 
as late as Thursday before the closure, which would be subsequent 
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to the time or the date which Continental and Chase were in
formed of the problems, and put on notice, so to speak. 

Is that accurate? Do you know if there were large deposits 
Mr. HOMAN. I am unable to verify that. 
The CHAIRMAN. We will be able to get that information later, 

though, won't we? 
Mr. HOMAN. Yes. 
The CHAIRMAN. Those are things that are bothersome, and Mr. 

Isaac brought that up in his formal statement about notice. When 
do you let people know that there is a big problem? We have been 
wrestling with that for a long time. 

On that point, we all have a concern that the fate of Penn 
Square centers on adequacy of information available to investors 
and depositors on the bank s financial condition. Many statements 
have been made that the information on this bank was either inad
equate or misleading whereas others think that someone who was 
very sophisticated should have—could have known. 

I have a few questions. One, what information is now publicly 
available on our banks? 

Mr. CONOVER. Well, obviously their own published financial 
statements would be and their call reports are available to anybody 
who would like to get them. I think more recently there is some
thing called the Uniform Bank Performance Report, which is also 
available to the public through the Examination Council, tha t has 
a multipage, approximately 10-page document that has a 5-year 
history, financial ratios and comparisons with peer groups. 

The CHAIRMAN. Is there a $25 fee for that? 
Mr. CONOVER. I believe that is correct. 
The CHAIRMAN. SO you feel therefore that that information you 

just cited is easily accessible particularly to people who invest over 
$100,000. 

Mr. HOMAN. It is, and a good many of the private firms use the 
same public call report information on tapes and provide 
investment advisory services to market participants. 

The CHAIRMAN. NOW, Mr. Isaac, as well as Mr. Conover, is this 
information sufficient to make an informed judgment about the ad
visability of depositing or investing in given banks? 

Mr. ISAAC. In addition to that, if the holding company is publicly 
held or the bank is publicly held, you have a significant amount of 
information through filings required under securities laws. 

I believe I said earlier that there was probably enough informa
tion out about this institution so that a sophisticated investor could 
have been—perhaps with the use of some investment advice which 
many of these credit unions were buying—alerted to some greater 
than usual risk in this situation. But while I 

The CHAIRMAN. If a money broker is running an investment 
service for a group of institutions, wouldn't it seem that broker has 
a fiduciary responsibility since that broker is earning a fee to make 
these investments? 

Mr. ISAAC. If I were in that situation, I would certainly want to 
make sure I knew everything I could know about that bank, par
ticularly when I was handling that volume of money. I probably 
would have visited the bank personally and talked to other people 
in the town if I were pumping in tens of millions of dollars which 
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apparently was being done here. While I believe there was enough 
disclosure that a sophisticated investor could have been placed on 
alert, I would not argue that there should not be more disclosure. I 
think we ought to search for ways to get more meaningful informa
tion about institutions out in a more timely fashion. 

The CHAIRMAN. The Examination Council has recommended that 
we pull back or make some changes; to wit, in one area in particu
lar where we have available in the regional offices reports on insid
er lending and correspondent lending. That was put into the act of 
1978. 

Mr. CONOVER. Right. 
The CHAIRMAN. In view of what is happening here and what I 

anticipate we will be receiving as the story unfolds, since both of 
you are on the Examination Council, and I spoke with Preston 
Martin from the Fed this morning, I would hope you review that 
Examination Council recommendation because even if—remember, 
you just said you are in favor of disclosure, Mr. Isaac. 

Mr. ISAAC. Yes. I am in favor of meaningful disclosure and my 
problem with those particular reports is that they are not meaning
ful. I think FIRA has accomplished a lot of good, and there are cer
tainly parts of FIRA that have had positive effects. But the disclo
sures under title VIII and IX are not useful to our people or to 
people outside the agency. 

I would hate to see more institutions file more paperwork with 
Government agencies if the paperwork is not useful. 

The CHAIRMAN. I bet when we finish this you will see credit 
unions and S & L's looking to see those reports in the future. Let's 
wait and see. 

Mr. Conover, there was an article when there were hearings ear
lier by another subcommittee wherein it was stated that you would 
like to streamline your agency, reduce the number of regional of
fices and the number of examiners. 

Are you still embarked on that effort? 
Mr. CONOVER. Well, I think there are several different issues 

there. We are looking and do intend to restructure our field organi
zation. That does not necessarily mean that we are going to reduce 
the number of offices in the field or the number of examiners. 

The CHAIRMAN. Or the number of examinations? 
Mr. CONOVER. That is correct. To be sure that you have all the 

facts, we have also said that we want to look at the examination 
process to see if there is a way to streamline it because we find 
that we have something like 70 percent of our examiner hours and 
the cost of examinations spent on banks with approximately 20 
percent of the assets, if I recall the numbers correctly. 

When I first saw that information that seemed to me to be a mis-
allocation of the agency's resources, so I suggested that what we 
ought to do is take a look at that and see if there is some way to 
modify it. What we have proposed to do is to change the frequency 
of examinations for small first- and second-rated banks—that is to 
say healthy financial institutions—to reduce the frequency of a 
general examination and supplement that with abbreviated exami
nations in between and greater off-site surveillance. We are in the 
process of reviewing how we would go about doing that and doing 
some testing on it to see if we think it would be effective. 
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The CHAIRMAN. A continuation of what Jim Smith started right 
after USNB. 

Mr. CONOVER. I am not sure. 
The CHAIRMAN. Oh, I am. 
Mr. Parris? 
Mr. PATMAN. Thank you, Mr. Chairman. I just have a couple 

brief observations, and then one or two brief questions. 
Throughout the great portion of this hearing I have been sitting 

here just incredulous, frankly, because those of us who have had 
the opportunity to have experiences as members of boards of direc
tors of a bank or other financial institution—and I happen to be 
one of those—when the Comptroller of the Currency's office 
classified a loan at my bank we went bananas and between Tues
day and Friday afternoon we increased the compensating balance 
or curtailed the loan or pledged additional collateral or we did 
something. I simply fail to understand why there was total non
compliance, apparently, in this situation. 

I am not being personally critical of any of you gentlemen or of 
your agency. I just don't understand this to be honest. Because in 
my banking experience it can't happen. This is not possible to 
happen in the real world. But it happened. I think that is really 
why we are all sitting here in a kind of a state of shock. 

Mr. BARNARD. Will you yield? 
Mr. PATMAN. I would be delighted to yield to my banker friend 

from Georgia. 
Mr. BARNARD. I have the same observation. I worked in a small 

country bank and it threw us into a trauma if we got criticized by 
an examining agency, whether it was Federal or State supervisory 
authority. I hope this meeting can be kept secret, because if the 
banks of this country find out that you don't mean business, Lord 
help us what the banking business will come to. 

But all the banks I have ever known just stayed in fear of being 
criticized by an investigation. Especially if they came back the 
second year and you still had that bad loan or it was not properly 
collateralized, and he rolled that card out and said, "Now last year 
when we were here you had a loan to ABC 0)."—man that puts 
you in shock. 

So let's keep this a secret because you are going to have trouble 
if this story ever gets out. 

Mr. PATMAN. TO follow up on what the chairman alluded to ear
lier, the reason why the institutions deposited money there was be
cause it maximized their profits, made the management look good, 
and I submit to you that if they are not preferential creditors they 
have de facto preferential treatment because the point I was 
making in my earlier question is they can take receivership certifi
cates and get 80 percent of the total deposits which they have al
ready gotten 10 percent in cash, and they can roll those back with 
taxpayers' money again and do the same thing in another lousy in
stitution in a different town. 

That is the system under which we live. There is a problem with 
that. I submit there is a problem with that. 

Just one other brief observation concerning Mr. Isaac's com
ments. Things that might tend to prohibit recurrence of this, and I 
submit to you that in the five regulatory institutions everybody's 
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business is nobody's business, and maybe that is what we found 
here. But on the question of uniform insurance fees, the point I 
was trying to make earlier, if the institution is getting in trouble 
and they pay an exorbitant or extraordinary or above competitive 
rates, what you would do if you classified that as a troubled institu
tion presumably would increase its fees. Then they just have to 
raise their prices again to cover their costs through the increased 
fees. It seems to me at least that the question of uniform insurance 
fees is one of those kinds of things that, an issue whose time has 
come but you have a long way to go to prove to this member that it 
is true. 

Mr. ISAAC. If an institution is on the verge of failure, increasing 
its fees is certainly not going to do much except hasten its demise. 
I would hope that institutions sliding from a class 1 bank to class 2 
would get a fee increase, and going from class 2 to 3 would initiate 
another fee increase. So you catch the problems before the bank 
gets to the brink. But that is not the whole solution to the problem. 
That is just one suggestion that might help us. Also, it would be 
more equitable than the present system. 

Mr. PATMAN. I understand what you are saying and there may 
be some merit to that, but I now have an advanced case of terminal 
cancer so you want to give me whooping cough so I can hurry. That 
is just one point. 

Mr. Conover says in his original statement that this bank was 
rated 3 pursuant to the uniform financial institutions rating 
system. And the last sentence of that in the composite 3 category 
says, overall strength and financial capacity, however, are still 
such as to make failure only a remote possibility. 

My question is, when did somebody, whoever it was, determine 
that there was more than a remote possibility of failure of this 
bank? 

Mr. CONOVER. The answer to that is, during the examination 
that began in April 1982. 

Mr. PATMAN. SO from the beginning of the classification of two 
and a half years ago it was rated 3 throughout the entire process? 

Mr. CONOVER. That is correct. 
Mr. PATMAN. Or something in the vicinity of 2Vz years? 
Mr. CONOVER. Early 1980 to early 1982. 
Mr. PATMAN. The question of pending insolvency and failure was 

not changed to category 4 or 5 during that entire period? Was it in 
fact seriously considered? 

Mr. CONOVER. I don't know if it was. 
Mr. HOMAN. No, it was not until the final examination. As a 

matter of fact, during the September 1981 examination we felt and 
the examiner reported that the bank was making progress, tha t its 
condition was improving. We continued to believe tha t until we 
commenced the final examination and we discovered that the prob
lems had grown significantly worse. 

Mr. PATMAN. HOW many of the 268 rated banks are number 3, 
Mr. Isaac? 

Mr. ISAAC. None. They are all category 4 and 5. Only category 4's 
and 5's are problem banks. 
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Mr. PATMAN. SO it is possible that in addition to your 268 trouble 
banks you can have a whole batch of number 3's that might have 
modest problems? 

Mr. ISAAC. There are not a whole batch, but there are other 
banks in the category 3 which require closer than usual scrutiny. 

Mr. PATMAN. Could you furnish the committee information as to 
the number or do you have the number of banks that might be 
rated as 3? 

Mr. CONOVER. I don't know the numbers precisely, but of the na
tional banks there are approximately 260 3-rated banks; approxi
mately, I believe, 30 4-rated; and about 10 5-rated banks. That is 
out of 4,500 total banks. I have the numbers here. Would you like 
the precise numbers? 

Mr. PATMAN. I would be very much interested. 
Mr. CONOVER. This is as of June 30, 1982. 
The number of banks rated 3, 260. 
Number of banks at 4, 32. Number of banks rated 5 is 9, for a 

total of 301. 
Mr. HOMAN. Those are only national banks. 
Mr. PATMAN. Are these in addition to or included in or different 

than the 268 banks? 
Mr. ISAAC. They are included in our list. 
Mr. CONOVER. The 4's and 5's would be in Mr. Isaac's list. 
Mr. PATMAN. But not the 3's? 
Mr. CONOVER. Not the 3's. 
The CHAIRMAN. Mr. Barnard? 
Mr. BARNARD. Mr. Conover, I am interested in the banks that 

were so willing to participate in these loans. How many banks are 
there involved? Is it primarily just two? 

Mr. CONOVER. There are approximately 60 banks who were pur
chasing participations from the Penn Square Bank. 

Mr. BARNARD. HOW do they feel? Are they adequately covered? 
Mr. CONOVER. If by "covered" you mean as a result of this will 

they lose money, that is hard to say on all of them. There have 
been several of the major ones who have already reported that 
they will incur significant losses for either the first half year or 
perhaps for the total year of 1982. 

Mr. BARNARD. Sixty banks are going to be involved plus all the 
other financial institutions that have got deposits there. This is 
spreading like wild fire; right? 

Mr. HOMAN. I think for most of the 60 the participations were 
just relatively insignificant. 

Mr. BARNARD. TWO or three were rather significant. Five or six 
had significant numbers. One as much as $1 billion. 

Mr. HOMAN. That is right. 
Mr. BARNARD. NOW in case of the participating banks, especially 

those having a billion dollars in them, will you followup to see 
what kind of documentation they have for those loans? If the col
lateral is there, and so forth? 

Mr. CONOVER. We are in the process of doing that. 
Mr. BARNARD. All right. That would concern me. 
Mr. Conover, I noticed in some publication, that as the Comptrol

ler you are making some organizational changes. Is that true? 
Mr. CONOVER. That is correct. 
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Mr. BARNARD. Are any of those changes coming about because of 
this incident? 

Mr. CONOVER. No; they are not because we have not had a 
chance to even assess whether there is a need for an organizational 
adjustment as a result of this incident. 

Mr. BARNARD. I see. Thank you very much. 
The CHAIRMAN. I want to assure you, Mr. Barnard that hopefully 

if you don't leave the committee that we are going to be asking a 
lot of questions of a lot of people on this. 

Mr. BARNARD. I have another question, Mr. Chairman. 
Mr. Conover, inasmuch as the chairman has an interpretation of 

the law, and Mr. Isaac agrees or he says he thinks he agrees with 
his interpretation of the law, what are you going to do about your 
interpretation of the law? 

Mr. CONOVER. I can assure you I am going to check on our inter
pretation of the law. 

The CHAIRMAN. If it is a BU graduate, you are in good shape. BU 
is a good law school. Probably Harvard, though. 

Mr. BARNARD. Thank you very much. 
The CHAIRMAN. Mr. Patman. 
Mr. PATMAN. I just have a short question for all three of you gen

tlemen, I guess, Mr. Isaac and Mr. Conover and Mr. Homan. Did 
any elected official, State or Federal, put any pressure on you or 
your offices in regard to the Penn Square Bank after the problems 
became evident in 1980? 

Mr. HOMAN. Not to my knowledge. 
Mr. PATMAN. What do you say, Mr. Conover? 
Mr. CONOVER. Not to my knowledge. 
Mr. PATMAN. Same with you, Mr. Isaac? 
Mr. ISAAC. The same with me. 
Mr. PATMAN. That is all I have. Thank you very much. 
The CHAIRMAN. Mr. Conover, I would ask you since taking office 

have you had any discussions with the eminent Mr. Heimann, your 
predecessor, about Penn Square either previous to the failure or 
since the failure? 

Mr. CONOVER. I have talked with him once on the phone since 
the Penn Square failure, yes. 

The CHAIRMAN. Did he have anything significant to contribute? 
Mr. CONOVER. My conversation with him was limited to asking 

him to please give me some information about what his assessment 
was of what was going on in the financial markets, and he did that. 

The CHAIRMAN. Well, the Chair is going to mull over in his mind 
whether we should ask the eminent Mr. Heimann to join us at 
some point in these proceedings. That might help you out. 

Gentlemen, I want to express the deep appreciation of the 
committee for all three of you for your participation today. We all 
have a great deal, great many more questions but this is only a 
briefing session, so though I would be prepared to stay to 8 o'clock 
or 9 o'clock, it is not unusual for this committee to sit that way 
when we are engaged in interesting dialog. It is my understanding 
that you have to be up bright and early in the morning for another 
round on this. You have answered a great many of the questions 
that are predominant at this point and would really appreciate 
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your attendance and assistance, and as Bill Stanton said, your wil-
ligness to come yourselves, the principals, along with Mr. Homan. 

It has been very, very helpful, and we look forward to your con
tinuing cooperation with our staffs as we proceed on this matter. 

Thank you. 
Mr. HOMAN. Thank you. 
Mr. CONOVER. Thank you. 
Mr. ISAAC. Thank you. 
The CHAIRMAN. We are adjourned. 
[Whereupon, at 5:08 p.m., the committee was adjourned, to recon

vene subject to the call of the Chair.] 
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PENN SQUARE BANK FAILURE 

MONDAY, AUGUST 16, 1982 

HOUSE OF REPRESENTATIVES, 
COMMITTEE ON BANKING, FINANCE AND URBAN AFFAIRS, 

Oklahoma City, Okla. 
The committee met, pursuant to notice, at 9:30 a.m., Congress 

Room, Lincoln Plaza Convention Center, 4345 Lincoln Boulevard, 
Oklahoma City, Okla., Hon. Fernand J. St Germain (chairman of 
the committee) presiding. 

Present: Representatives St Germain, Evans of Indiana, Barnard, 
Leach, Weber, and Wortley. 

The CHAIRMAN. The committee will come to order. 
This morning we start phase one of this committee's effort to 

find out why Penn Square Bank failed and what can be done to 
minimize the possibilities for a rerun of this episode. 

A failed bank causes severe economic Shockwaves in any commu
nity. This time the ripples have been felt in the boardrooms from 
Seattle to New York as bankers have scrambled to find out just 
what they brought home from the Penn Square supermarket in 
Oklahoma City. In fact, not even my State of Rhode Island has es
caped the repercussions. 

The failure of Penn Square Bank comes at an unfortunate time. 
Our economy is filled with doubts and uncertainties and the pro
longed period of high interest rates has produced more concern 
about our financial system than at any time since the Great De
pression. 

While our banking system remains unquestionably strong, Penn 
Square does not help. Nor do the revelations to date inspire confi
dence that our Federal bank supervisory network has the vigor and 
the imagination to deal with unusual situations in the financial 
community. In the case of Penn Square, the creativity of some of 
the bank's high-powered salesmen may have outstripped the imagi
nation of our regulators. 

If bankers are going to drive supercharged, souped-up vehicles, 
the policemen on the beat are going to have to get out of their 
slow-moving jalopies lest they be left behind in this economy. 

The failure of Penn Square has not been easy on the State of 
Oklahoma. We realize that the community would prefer to avoid 
the glare of this type of publicity. 

At the same time, I know it is understood that the U.S. House of 
Representatives has assigned this committee the responsibility and 
jurisdiction to deal with legislative issues bearing on the Nation's 
depository institutions. The committee also is assigned the over

a l l ) 
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sight function concerning the various Federal financial, regulatory, 
and supervisory agencies. 

Knowing what happened to Penn Square and why it happened is 
essential to the mandate of this committee. The failure of Penn 
Square is bad enough. The only thing that could make the fallout 
worse would be for the agencies and branches of Government 
which have responsibility for these institutions to sweep the facts 
under the rug and make no effort to determine whether there is 
preventive medicine to immunize the banking system against an 
epidemic of Penn Squares. 

We have come to Oklahoma City to make this process as easy as 
possible for the local people to testify, minimize disruption, and to 
assure that the committee have input from the people most direct
ly involved and who can help us understand what happened. 

For the most part, our efforts have been responded to with fine 
cooperation. I know that much of this is painful for many of you. 
But you are to be commended for accepting your responsibility to 
help establish the facts and to place the tragedy of Penn Square in 
perspective. Voluntary cooperation of this sort is part of the 
strength of our economic system. Our American free enterprise 
system may not be perfect. But when mistakes are made we correct 
them in the open in keeping with the spirit of an open society that 
insists on having the information necessary to make its own deci
sions. In too much of the world, mistakes are hidden and papered 
over and denied and the interests of the public ignored. In Amer
ica, thank God, we do it differently. 

Six weeks after its death, Penn Square remains a mystery in 
many respects. 

It is true that the bank had massive problems cited in its 1980 
examinations by the Office of the Comptroller of the Currency. 
These were important enough that the Comptroller felt it neces
sary that a full fledged written agreement be signed. By the spring 
of 1981, however, the bank had come up with new management, 
and by the end of that year both the bank's independent auditor, 
Peat, Marwick & Mitchell, and the Comptroller's examiners tell us 
they had found at least "modest improvement," yet the bank re
mained with serious problems. 

Six months later, the patient lay dead, despite its yearend medi
cal report of improvement. 

Were the "improvements" simply cosmetic and the underlying 
illness never treated? Or did something drastic happen during the 
early months of 1982 to completely change the picture? 

Despite all the bank's troubles, through all the ups and downs of 
the 1980-82 period, Penn Square's paper pipelines between Oklaho
ma and Seattle, Chicago, Michigan, New York and virtually all the 
points in between continued to flow with both loan sales and pur
chases of high-priced money. 

Was Penn Square caught in the middle of some high-stakes 
poker game, unable to fold its cards for fear that it would lose ev
erything? As the ante was raised, was it forced to take back some 
of its least attractive participations for fear the big banks would 
shut off the pipeline for future participations? And did the frenzy 
to find money at whatever cost result from the need to keep 
making massive interest and principal payments on nonperforming 
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loans participated out to the big banks but serviced by Penn 
Square? 

Was the sudden downturn in the fortunes of the oil and gas in
dustry the final tilt that brought this delicately balanced game 
crashing down? 

And through all this, was anyone really in total control? Or were 
lines of authority actually split among ownership and management 
factions in a manner that made any overall control an impossibil
ity? 

And did the Office of the Comptroller of the Currency, despite 
wearing a rut in the road between Dallas and Oklahoma City, ever 
really understand the dynamics of the inner workings of the Penn 
Square management and ownership team and its high flying porta
ble energy supermarket? Or did the OCC simply go from A to B to 
C to D through its manuals without grasping the big picture? 

The final cease and desist order issued by the Comptroller comes 
down hard on insider lending. But this was entered only in the last 
hours of the bank's life. Did the OCC spot insider problems in time 
and did they make any effort to track the insiders upstream 
through the participation loans and the possibility some of this 
paper found its way back to Penn Square from time to time? 

In Penn Square, has a new device been found for that age-old 
nemesis of sound banking, insider self-dealing? How much self-deal
ing is buried in the mounds of participations generated in the Penn 
Square shopping center? We thought Bert Lance had defined insid
er lending for all times, but Penn Square may have invented a new 
mail-order variety of an old banking game. 

I remain deeply concerned and troubled by the fact that so many 
investors were caught short in the Penn Square debacle. Certainly, 
there is strong evidence to suggest that investors should have been 
more prudent and that they should have engaged in a greater 
degree of original research before sending their funds off to Okla
homa City for an extra quarter or half a point. 

But, the fact remains that a few knew a great deal and that 
many knew very little about Penn Square. It is difficult for me to 
reconcile the fact that Government agencies, the Comptroller, the 
FDIC, and the Federal Reserve, had intimate knowledge of the de
teriorating conditions of Penn Square, but allowed the bank to 
continue to reach out with offers of high yields to investors within 
hours of the institution's demise. Something is very wrong about 
this. 

The regulators were filling every corner of Penn Square on 
Friday afternoon, July 2. They knew everything that was happen
ing and everything that was about to happen. Yet, I know that 
credit unions were allowed to invest hundreds of thousands of dol
lars that very day in an institution literally clinging on the edge 
with only the cash infusion from the Federal Reserve to maintain 
any semblance of solvency. 

This committee has looked at more problems and failed banks 
than all the rest of the congressional committees combined, and 
never have we seen so many questions funneled into the operations 
of a single institution. 

We intend to continue these hearings and our factfinding mission 
until we find the answers to all of these questions. 
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At this time I would like to note the presence of my colleagues. 
To my right, on the majority side, Congressman Annunzio of Illi
nois, who is also chairman of the Subcommittee on Consumer Af
fairs and Coinage; Congressman David Evans of the great State of 
Indiana; and Congressman Doug Barnard of the great State of 
Georgia. To my left, we have the Honorable Jim Leach, our rank
ing minority member here; Congressman Weber of Ohio; Congress
man Wortley of New York. 

I would also like at this point in time to take this opportunity on 
behalf of the committee, both the majority and the minority, be
cause we have had our staffs working together on this, to compli
ment and thank our staffs for the long hours they have been 
spending on this. Many of you out here and out there in the public 
who could not be here this morning are probably saying to your
selves, well by now they should have all the answers. That is not 
the case because indeed and in truth, the entire situation is very 
complex and complicated and involves reams and reams and crates 
and crates of records. 

For that reason I want to compliment our staffs, both majority 
and minority, for the many, many hours they have been spending 
on this, weekends and right through the night, and the many hours 
they will be spending on this in the weeks and months ahead. 

And at this time I would like to recognize our colleague Mr. 
Leach for an opening statement on behalf of the minority. 

Mr. LEACH. Thank you, Mr. Chairman. 
I am sure I speak for the committee in stressing we have no 

desire to participate in a witch hunt for individuals called upon to 
testify, but rather it is our obligation to unearth just what has 
transpired in this extraordinary banking situation. 

The scandal we are dealing with here is not just how a particular 
bank operated. It may be and probably is an aberration. The real 
scandal is how large money center banks greedily participated in 
poor lending practices; how credit unions risked their deposits; how 
a major accounting firm failed to register public concern in its 
audit; and perhaps most of all, how Federal regulators came to un
derstand the problem but failed to act before it was too late. 

The Penn Square scandal, in short, is not of men and their foi
bles; it is of a system and its failures. There are several startling 
ironies in this breakdown in prudential banking practices. In this 
banking huckstering, those that were duped were the biggest and 
most powerful. Continental Illinois, our sixth largest bank; Chase 
Manhattan, our third largest, both have to write off enormous fi
nancial losses. 

But losses in the final measure are the public's. The failure of 
Penn Square involves the largest number of unsecured depositors 
in recent history. It reflects the greed of money managers across 
the country who have bid interest rates up to unsustainable levels. 
My own State of Iowa, for instance, has been swept of funds by 
money market mutual funds and these in turn have been deposited 
in money center banks where lending practices were assumed— 
falsely in this instance—to be prudent. 

Oklahoma has been a short-term beneficiary of several billion 
dollars in loan participation authored by Penn Square. But it is 
very likely their imprudent lending practices will prove to the 
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long-term disadvantage of the State and the oil and gas industry. 
Because of the problems of Penn Square, money center banks may 
well shy away from lending to the oil industry and cut back on risk 
loans in general. The flight to quality of government securities that 
is going on today may help reduce the interest rates of Uncle Sam, 
but it bodes poorly for those Americans who want to borrow to 
take risks in a competitive economy—which is what a free enter
prise society is all about. 

The question that remains now is whether the liquidity crisis in 
the petroleum industry will not only jeopardize the viability of par
ticular companies but also endanger a significant segment of the 
U.S. banking system. For the public, the ultimate, catch-22 in
volved in Penn Square-style banking is that not only did the bank's 
capacity to package and sell oil and gas loans at a premium push 
interest rates higher in good times for the petroleum industry, but 
it keeps them higher during bad. As the cost of money is coming 
down, money center banks are not allowing the prime rate to fall 
proportionately. They are in effect asking the public to help them 
recoup losses sustained through their own imprudence. 

I think this is something of concern to the national economy and 
not simply to the Oklahoma situation we are facing. 

Thank you, Mr. Chairman. 
The CHAIRMAN. At this time the Chair would note that in com

pliance with House and committee rules, copies of those rules are 
available at the witness table. In addition, each witness has been 
furnished in advance by mail with a copy of the rules. 

Since I understand that a number of the witnesses here today 
will be accompanied by counsel, I want to clarify at the outset 
what the role of counsel will be. Under clause 2(k)(3) of rule 11 of 
the House rules and clause (g)(3) of rule 7 of the committee rules, 
witnesses at investigatory hearings may be accompanied by counsel 
for the purpose of advising them concerning their constitutional 
rights and their rights under the House and committee rules, and 
the relevant statutes of the United States. Counsel will not be al
lowed to address the committee unless the Chair grants permission 
to do so. Any inquiries about the treatment of a witness before this 
committee must be addressed to the Chair by the witness, not by 
counsel. The Chair will do all within his power to protect the rights 
of witnesses under the rules and the Constitution. 

The Chair will note for the record that there are seven members 
present, a quorum under the rules for the taking of testimony. 

Our first witness this morning is Mr. Eldon Beller, president of 
the Penn Square, N.A., at the time of its closing. 

Mr. Beller, would you be good enough to approach the witness 
table? 

Now, if you would, I would like to swear you in under our rules, 
Mr. Beller. 

If you would raise your right hand. 
[Witness sworn.] 
The CHAIRMAN. Please be seated. 
Now, would you please identify yourself. 
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TESTIMONY OF ELDON BELLER, PRESIDENT, PENN SQUARE 
BANK, N.A. 

Mr. BELLER. I am Eldon Beller, previously the president of the 
Penn Square Bank. 

The CHAIRMAN. Mr. Beller, if you have a prepared opening state
ment or a written one, we are prepared to receive it. Otherwise, do 
you have any opening remarks? If you have any opening remarks, 
we would be happy to hear them. Otherwise we will go to a ques
tion and answer period. 

Mr. BELLER. Yes, I have some written comments relative to the 
time that I became associated with Penn Square Bank, and if you 
think it is appropriate, I will read those. 

The CHAIRMAN. If you would. 
Mr. BELLER. When I came to the bank it was under criticism by 

the Comptroller's office. This was in the spring of last year. It had 
been placed under a letter of agreement the previous year. The 
agreement had 10 points, and the bank was out of compliance with 
10 of 10. 

In July the board was asked to attend a meeting in Dallas, Tex., 
at the Comptroller's Office. Mr. Clifford Poole, the regional admin
istrator, chaired the meeting. Mr. Poole advised the board that he 
had called the meeting to place the bank under a cease and desist 
order. However, because of some new faces he was not going to do 
so at that time, but that the bank would be examined again in 
about 90 days. 

Mr. Jennings, the chairman and CEO, addressed the group and 
pledged more effort, and I stated that as the new president, I would 
use the criticisms of the last examination and the letter agreement 
as my blueprint for corrective action. 

My first observations of Penn Square Bank as the new president 
was that it was understaffed in all areas and some departments 
that would have been normal did not exist. For example, there was 
no overall loan administration, there was no loan review 
department, there was no collateral department, there was no loan 
closing department, there was no in-house legal department, there 
was no financial services department, there was no chief financial 
officer. The credit department, such as it was, was in chaos. The 
accounting department was understaffed and behind in workload. 
The energy department was understaffed, with the head of the 
energy department controlling the credit department, and he also 
held letters of credit under his control, and there was no way to 
determine what contingency the bank had under the letters of 
credit or loan commitments, either written or verbal. 

The need, then, as I perceived it, was to bring together a man
agement team to form management committees, establish depart
ments that didn't exist, hire people to head the departments, and 
hire staff for the departments. 

During the year I was there I hired and developed a manage
ment team, formed management committees, executive manage
ment committee, asset and liability committee, corrections 
committee, examination and correction committee, loan review 
committee, credit policy committee, benefits committee, et cetera, 
and established all the departments that I referred to earlier that 
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were necessary, and staffed them with personnel and increased the 
personnel from 180 people to 400. 

In October of 1981 the Comptroller's Office sent a team of exam
iners to the bank to perform an examination. The written report of 
that examination was to commend us for the significant progress 
made in all areas. 

At our January 1982 board meeting, Mr. Preston Morrow of the 
Comptroller's Office addressed the board and repeated the findings 
of the examination, and commended us for our progress. I asked 
Mr. Morrow if he agreed that at this time that now, instead of 
being out of compliance with 10 out of 10 of the articles of the 
agreement, that we were in compliance or substantial compliance 
with 10 of 10? He agreed with this. 

I further asked him if we could expect to be removed from the 
letter agreement, and he implied that this might occur in April. 
All this gave me comfort that the task I had assumed was being 
accomplished. 

In the fourth quarter of 1981, we engaged the firm of Peat, Mar-
wick, Mitchell & Co. to do our yearend audit. The reason for choos
ing this firm was that they had the staff and expertise necessary, 
as they do more bank audits in Oklahoma City than any other ac
counting firm, and I felt they were the best available, and I cer
tainly felt that the bank at this point needed the best. 

The result of their yearend audit was to have essentially some of 
the same findings as the previous Comptroller's examination and 
to commend the new management for the restructuring and prog
ress that had been made in such a short period of time. 

Again, this gave me additional comfort that proper progress was 
being made. 

In April of 1982 the Comptroller again sent a team of examiners 
to examine the bank. This team consisted of 20 to 30 examiners at 
different times and continued for almost 3 months, with the final 
result that they charged off more loans than the capital of the 
bank and the bank became insolvent. 

Only time will tell how many of the charged off loans will be col
lected. 

That gives you a brief history of the year that I spent at the 
Penn Square Bank, what I found when I got there, and some of the 
things that I did about it, and the final results. 

The CHAIRMAN. Mr. Beller, do you feel today, as you sit before 
the committee, despite the recitation of that which you were able 
to do, improving management, internal controls, that you had full 
cooperation from Mr. Jennings in order to correct all of the areas 
that needed correction in Penn Square Bank? 

Mr. BELLER. I never had complete control or control over Bill 
Patterson; or the energy department as such. At the time that I as
sumed the job of president of the bank, I advised Mr. Jennings that 
even though I had banking background, certain expertise in certain 
areas, that I was not an energy lender. He concurred that he knew 
that, that he was an energy lender, and that he would be responsi
ble for Bill Patterson and the energy department. 

So the answer to your specific question, sir, is that no, I never 
did have that complete control. 
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The CHAIRMAN. Well, we know that Mr. Jennings was an energy 
borrower, as was Mr. Patterson, is that not correct? 

Mr. BELLER. Yes. 
The CHAIRMAN. And quite a few of their loans not only from 

Penn Square but from other banks are also in default. 
Do you suppose you could be an expert energy lender if you are 

not too good an energy borrower? Should you not be good on both 
sides of that spectrum or coin? 

Mr. BELLER. YOU would think so, wouldn't you? 
The CHAIRMAN. AS to Mr. Patterson, had you worked with him 

previous to working with him at Penn Square Bank? 
Mr. BELLER. Yes, sir. The previous bank that I was employed by 

within my supervision fell several departments, and several years 
ago, roughly 5 years ago, Mr. Patterson was employed in one of 
those departments that came under my supervision. He was em
ployed in the capacity of more of a PR person. 

The CHAIRMAN. PR, that is public relations? 
Mr. BELLER. Public relations, making calls on existing accounts 

and relationships to make them aware that we were knowledgeable 
they had accounts in the bank, depository relationships, thanking 
them for the business, things of that nature, and to solicit business, 
but his primary responsibility at that point was good will calls. 

The CHAIRMAN. Therefore, did he have any real—any authority 
over loan making or loan processing? 

Mr. BELLER. He did not have lending authority. He had requested 
that from me previously and I declined to give it to him. 

The CHAIRMAN. TO your knowledge, did Mr. Patterson undergo a 
training program or any formal education of any type, shape, 
manner, or informal education that would have increased his ca
pacity and ability as an expert in energy loans between the time 
that you knew him and his departure from his previous employ
ment and the time that you met him in his new capacity at Penn 
Square Bank when you went to Penn Square Bank? 

Mr. BELLER. Certainly this was a question that I had on my 
mind, and in conversation with the chairman of the board, Mr. 
Jennings, at the inception, I raised this issue and he said well, you 
know, when he worked for you or at least under your supervision, 
that was 4 to 5 years ago, and since that time he has been well 
trained and in my opinion is an expert in the energy lending busi
ness, and I had no reason to doubt that in its entirety because cer
tainly the bank had a reputation of doing a lot of energy business, 
and they were doing it with sophisticated upstream banks who are 
supposed to be the authorities in that area with expertise and staff 
and know what they are doing. And so certainly it was considered 
by me that he had learned a lot from them. 

The CHAIRMAN. Whereas, as a matter of fact, in retrospect at 
this point in time, would you agree that those sophisticated up
stream banks thought that Mr. Patterson was the expert and they 
were relying on him, so that here you were saying to yourself, well, 
I guess he has learned a great deal because these big, important 
institutions in those big cities up north are relying on him. 

Mr. BELLER. If they had considered him the expert and they in 
fact had the reputation of being the experts, certainly it wouldn't 
have taken many questions from them to him to determine that. 
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The CHAIRMAN. But as we see from the results, they obviously 
did not ask many questions, did they? 

Mr. BELLER. I don't know. 
The CHAIRMAN. What would your opinion be? Do you think they 

asked many questions when we look at what has occurred? 
Mr. BELLER. I still don't know. I was not with them, so I don't 

know what they asked him or did not ask him, or what they ne
glected to ask him. 

The CHAIRMAN. Well, if the point of the matter is there are quite 
a few of these participations that they purchased that are nonpro
ductive, nonproducing that there are going to be some rather ade
quate losses inuring to these upstream banks, is tha t not a fact? 

Mr. BELLER. I don't know that as a fact, but I will accept that, to 
tell you the truth. 

The CHAIRMAN. Some of these banks have already written down 
those loans to a substantial degree. 

Mr. BELLER. Yes, sir, you are correct. 
The CHAIRMAN. And did they not have loans on which the inter

est was being paid by Penn Square Bank, even though the borrow
ers were not paying either interest or principal to Penn Square 
Bank? 

Mr. BELLER. That is correct. 
The CHAIRMAN. By the way, were you aware of the fact that that 

situation existed? 
Mr. BELLER. NO, sir, I was not aware of it until my chief financial 

officer made me aware of it. I directed him and with his people to 
pursue it, to identify and find out what was being paid upstream to 
whom, how much, get a list, and we developed the list and immedi
ately started work on it and shared that information with the 
Comptroller's office as soon as we had it. 

The CHAIRMAN. When did you receive that or develop that list, 
Mr. Beller, do you recall? 

Mr. BELLER. Near year end. 
The CHAIRMAN. That would be year end 1981? 
Mr. BELLER. Yes, sir, which I came there in the spring of 1981. 
The CHAIRMAN. And you would have provided tha t information 

to the Comptroller's office approximately when, January of 1982 or 
December 81? 

Mr. BELLER. I don't recall when. I just know that we did. 
The CHAIRMAN. Would it be possible for you to look at your re

cords and determine when you did indeed provide that informa
tion? 

Mr. BELLER. Well, sir, I do not have any records. 
The CHAIRMAN. Who was it who did this for you, Mr. Beller? 
Mr. BELLER. Who? 
The CHAIRMAN. Yes. 
Mr. BELLER. My chief financial officer, who was J im Gunter. 
The CHAIRMAN. IS this one of the gentlemen you brought to Penn 

Square with you? 
Mr. BELLER. Yes, sir. 
The CHAIRMAN. IS Mr. Gunter here this morning? 
Mr. BELLER. I don't think so. He was not a director. 
The CHAIRMAN. I would like to ask you maybe one or two more 

questions; then turn it over to my colleagues. 
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Did you tell us that you made the decision to change from 
Arthur Young to Peat, Marwick, Mitchell & Co. as auditors and ac
countants? 

Mr. BELLER. Did I make that decision? 
The CHAIRMAN. Yes, was that decision made by you? 
Mr. BELLER. Yes, sir, basically it was made by me. It was also 

made by me based upon my knowledge of the firm, as I said before, 
our need, and also on the recommendation of our chief financial of
ficer who said he needed their expertise and abilities and their re
sponsiveness which we did not have with the other firms. 

The CHAIRMAN. NOW, again, this chief financial officer was Mr. 
Gunter? 

Mr. BELLER. Yes, sir. 
The CHAIRMAN. Who made this recommendation to you. 
Mr. BELLER. It was also my decision. 
The CHAIRMAN. Did Peat, Marwick & Mitchell do the work at the 

institution that you were previously employed at? 
Mr. BELLER. Yes, sir. 
The CHAIRMAN. SO as a matter of fact, you had worked with 

them before and had a knowledge of their procedures and their 
personnel. 

Mr. BELLER. And their abilities, yes, sir. 
The CHAIRMAN. And their abilities as far as you were concerned. 
Did you have cause to feel that the Arthur Young firm was not 

performing their functions in a proper manner, or was it merely 
the fact that you were more familiar with the Peat, Marwick & 
Mitchell than the Arthur Young firm? 

Mr. BELLER. Well, the facts are that the chief financial officer 
complained to me that the AY people would not return his tele
phone calls. 

The CHAIRMAN. They would not return his phone calls? 
Mr. BELLER. Right. So how are you going to work with them? 
The CHAIRMAN. Our information is that Arthur Young's firm, 

the gentleman who heads that firm up here in Oklahoma City, 
indeed, has written quite a few books and manuals on procedures 
for examination and auditing banks. 

Are you familiar with that? 
Mr. BELLER. I am not familiar with that. I never met the gentle

man. 
The CHAIRMAN. YOU never met the gentleman. 
Mr. Leach? 
Mr. LEACH. Thank you, Mr. Chairman. 
Mr. Beller, it is quite clear you were brought in to tighten things 

up, and you took some steps in the right direction. It would appear, 
however, that you were more president in name than in power be
cause this is an energy bank and you obviously have limited jurisi-
diction regarding energy loans. 

I would like to ask a couple of questions. In terms of Penn 
Square's loan committee, there have been indications that loans 
were made outside the scope of the loan committee. Were you 
aware of loans being made without loan committee approval? 

Mr. BELLER. Yes, sir. 
Mr. LEACH. Was that normal banking practice? 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



121 

Mr. BELLER. NO, but then on the other hand, you have to—I 
think, at least I rather perceived that the tremendous volume of 
loans that was going through the bank being participated in 
through the upstreams, that there were commitments of many 
kinds, written and verbal, in place that I had no way of knowing 
anything about on the verbal ones. The pipeline, so to speak, was 
full but no one knew how much was in it, and I and my manage
ment people in our attempts to identify that were very frustrated 
by it because we could never identify the commitments outstand
ing, either in the lending or the letters of credit area until such 
time as we finally were able to get the letters of credit under con
trol and get a punch list on those through the computer. 

Mr. LEACH. In any industry there are ups and downs. For exam
ple, in the oil industry there have been some strong ups, and it ap
pears now that the industry is in a bit of a down. 

Did the bank ever reconsider its bullishness on oil and gas lend
ing based upon the downturn in the oil industry? I ask this in a 
general sense and in terms of the rules which banks set up regard
ing how much will be lent in relationship to proven reserves. Did 
your bank have any rules in that regard, and were those rules 
kept? 

Mr. BELLER. There was an engineering department, petroleum 
engineers, that reported to and are under the supervision of the 
head of the energy department. They did the engineering evalua
tion of reserves, and they discounted those reserves, and that 
became the basis under which you could make a loan, the amount 
of the loan, and the discount on the reserves that the engineers de
termined were there, and with relation to that, not only our own 
engineers but in the upstream correspondents with their engineer
ing staffs obviously must have concurred with the appropriateness 
of the amount of reserves and the discounted values. 

Mr. LEACH. I have just one further question. 
One of the unusual features of your bank, as I understand it, is 

that you sometimes had bank officers from other banks present. Is 
that accurate? I mean, for example, did Continental Illinois have a 
desk in your bank? 

Mr. BELLER. Not in that sense of the word. There were almost 
always bank officers from the other upstream banks in our bank 
building, but they did not have offices or desks as such. They were 
there doing due diligence on their part, visiting with the customers 
in which loans were participated to them through our bank, work
ing with Mr. Jennings, Mr. Patterson and other lending officers in 
the energy area. So the answer to your question, Mr. Leach, is that 
yes, constantly they were there, but they did not have offices and 
desks assigned to them. 

Mr. LEACH. HOW frequently was a Continental or a Chase officer 
present in your bank? 

Mr. BELLER. It would be a guess on my part. I would say weekly. 
Mr. LEACH. Once a week. 
Mr. BELLER. Certainly, not all weeks. 
Mr. LEACH. But there was no desk or place where they would 

hang their hats? 
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Mr. BELLER. NO they had no assigned desk or office and I did not 
consider them as a person that was on retainer for the bank, if you 
will. 

Mr. LEACH. Several weeks before the bank failure, was the situa
tion different? Were there many representatives of large banks 
present? 

Mr. BELLER. Yes, and at that time, certainly, there were repre
sentatives of all the major upstream banks there constantly for 
probably a number of weeks. They would be there, 5 from this 
bank, 11 from that bank. They were in checking the documenta
tions on the various loans that were made, obviously trying to find 
out where they were in the documentation of the loans that had 
been participated to them, doing their diligence with their counsel 
and so on. 

Mr. LEACH. I yield to the chairman. 
The CHAIRMAN. Could you be a little more specific timewise, Mr. 

Beller? I would assume that frankly there would have been a great 
presence for a week, a week and a half prior to the Fourth of July 
weekend because we have been told 

Mr. BELLER. I agree with that. 
The CHAIRMAN. We have been told that within that period of 

time, the regional offices of the Comptroller of the Currency in Chi
cago and for New York as well as that for Seattle, Wash., informed 
the larger participants upstream that they had better take a good 
look at those loans. In other words, a bit of a red flag went out at 
that point. 

Mr. BELLER. I agree. 
The CHAIRMAN. I am wondering, I would be very surprised if 

they had not been there for 1 week to 10 days prior because that is 
about the timing of the information given to those upstream banks. 

But you, a few seconds ago in answer to Mr. Leach's question, 
said that there was a larger presence for a few weeks. 

Can you be more specific as to when this larger, more continued 
presence began? 

Mr. BELLER. I will try. 
As I had said earlier in my statement, in my opening statement, 

that in the final examination that there was 20 to 30 representa
tives of the Comptroller's Office there for a period of about 3 
months when they finally charged off enough loans and made the 
bank insolvent. From my memory and my best guess on the timing 
basis—and now I am answering your questions at this point as spe
cific as I know how—about 30 days prior to the closing of the bank, 
the examination took a different turn. It was declared to be that 
more of a national share examination which means that the find
ings of the Comptroller's Office would then be encumbered upon 
the upstream banks, so to speak. At that point is when the up-
streams started coming in with a lot of people to check out where 
they were. 

If I have answered your question 
The CHAIRMAN. If the gentleman would yield further. 
Mr. LEACH. Of course. 
The CHAIRMAN. YOU are aware of the fact that within a few days 

of the closing that Fourth of July weekend, there was some rather 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



123 

substantial withdrawals of funds by some of the customers of Penn 
Square. 

Could you tell us what you know about the withdrawals and how 
they came to your attention and when you learned of them? 

Mr. BELLER. The only withdrawal of significance that came to my 
attention in a specific fashion was when the so-called Hefner with
drawal was made, and that was conveyed to me by my chief finan
cial officer the day it occurred, and that is all I know about it. 

The CHAIRMAN. That appeared on which day? 
Mr. BELLER. It seems to me that it was probably on the Tuesday 

before the bank was closed on a Monday, about 1 week before, 5 
days, something like that. 

The CHAIRMAN. NOW, the amount of that withdrawal was 
Mr. BELLER. It has been reported to be $21 million and $25 mil

lion, and I honestly don't know what the number is now. 
The CHAIRMAN. YOU mean your financial officer at that time 
Mr. BELLER. Well, he knew the number and I knew the number 

at that time, exactly the amount, but today maybe I have read too 
many newspapers. 

The CHAIRMAN. Well, having read—we have both been reading a 
great number of newspapers, I am sure, as well as members of the 
entire committee who are here present. One of the reports we had 
is that this withdrawal came about as a result of advice from a fi
nancial consultant, anonymous, in New York City. 

Mr. BELLER. I read the same article, and that is as much as I 
know about that. 

The CHAIRMAN. YOU would not have any indication as to what 
might have prompted this withdrawal. 

Do you have any opinion, personal opinion as to what might 
have prompted this withdrawal? 

Mr. BELLER. I have no knowledge of what prompted it other than 
what I read in the newspaper. Other than that, it was common 
knowledge in Oklahoma City that the bank examiners had been 
there 3 months. 

The CHAIRMAN. But that wasn't unusual. Bank examiners had 
been there previously for 3 months when previous letters of criti
cism had been issued, and board of directors meetings held in 
Dallas. Was that not the case? That is what brought about your 
taking over the bank. 

Mr. BELLER. I don't know how long they were there that time. I 
wasn't there. 

The CHAIRMAN. And if the gentleman would yield further, in ad
dition to that, now we find out that there was a presence, an in
creased presence of people from the upstream banks, right? 

Mr. BELLER. Yes, sir. 
The CHAIRMAN. Chase Manhattan, Continental, et cetera. 
Mr. BELLER. Yes, sir. 
The CHAIRMAN. DO you think that might have come to the atten

tion of some people, some of the more sophisticated people in Okla
homa City dealing with Penn Square Bank? 

Mr. BELLER. Well it was difficult to get in and out of the bank 
because of the number of people that were in there. [General 
laughter.] 
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The CHAIRMAN. NOW, Mr. Jennings would have known that all of 
those people were there, right? 

Mr. BELLER. I don't know anyone that wouldn't have known they 
were there. 

The CHAIRMAN. And if the gentleman would yield 1 more second, 
I would like to ask a question now and I will have a followup on it 
a little later on. 

I would like to read this one very carefully. It is a rather impor
tant question, and the next one will be as well. We are almost 
ready with it. 

Do you know of any loans from Penn Square Bank to any officers 
or directors or high level employees of any of the money center 
banks with which Penn Square was dealing on these rather sub
stantial participation loans? 

Mr. BELLER. The only loan that I am aware of in that category 
was a home loan that was made to Mr. Lytle by Mr. Patterson. 

The CHAIRMAN. Mr. who? Mr. Lytle? 
Mr. BELLER. Mr. Lytle. 
The CHAIRMAN. And he was with which institution? 
Mr. BELLER. Continental Chicago. 
The CHAIRMAN. DO you know what the amount of that loan was? 
Mr. BELLER. I do not recall the amount. 
The CHAIRMAN. Did you look at that particular loan? 
Mr. BELLER. I saw it after the fact. 
The CHAIRMAN. YOU are aware of the requirements of FIRA leg

islation with regard to a few years ago, and that also asked that we 
look at loans to officers of correspondent banks as well, correct? 

Mr. BELLER. Yes. 
The CHAIRMAN. That being the case, when you looked at that 

loan, did you look at it ra ther carefully to see if the loan terms 
were the same as they would be for anyone else? 

Mr. BELLER. I don't recall the details of the loan. I just remember 
that the loan was made. 

The CHAIRMAN. Again, any idea as to what the amount of the 
loan was? 

Mr. BELLER. NO, sir. The only thing I can recall about it is tha t it 
was a real estate residential loan, as I remember. 

The CHAIRMAN. Would the number $500,000 be within the ball 
park? 

Mr. BELLER. That would be an awful big residential loan. I doubt 
that, but if I knew the answer, I would give it to you. 

The CHAIRMAN. I am sure you would. Believe me, we are most 
appreciative of the assistance you are giving us here this morning. 

Mr. Leach, thank you for yielding. 
Mr. LEACH. I have one final question, which does not relate par

ticularly to your jurisdiction but to the committee's. In the last 
month, there were major numbers of bank representatives present 
at your bank, but were there any representatives of credit unions 
present? I raise this because there are those who believe tha t some 
banks were tipped off to the problems in Penn Square but credit 
unions were not. For the record, can you tell us whether there 
were any credit union representatives present? 

Mr. BELLER. TO my knowledge, none. 
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Mr. LEACH. This is important because there are a large number 
of uninsured depositors and the nature of bank deposits shifted 
toward those belonging to depositors who lacked insider knowledge 
and insider protection. 

Mr. BELLER. I understand the significance of the impact of that. 
To my knowledge, none. 

Mr. LEACH. Thank you very much, Mr. Chairman. 
The CHAIRMAN. Mr. Annunzio? 
Mr. ANNUNZIO. Thank you, Mr. Chairman. 
Now, Mr. Beller, in your testimony you painted a picture when 

you became president of Penn Square, you found a situation where 
there was no loan committee. 

Mr. BELLER. There was a loan committee, sir. 
Mr. ANNUNZIO. Would you repeat the conditions that you found 

in the bank? In other words, you came in about 1 year ago? 
Mr. BELLER. Yes, sir. 
Mr. ANNUNZIO. AS you were reading that, the thought occurred 

to me, here was a large financial institution doing business with 
other institutions throughout the entire country. 

Mr. BELLER. Well, sir, I guess the point that you are probably 
after, and maybe I can help you reach that point, is that the 
growth of the bank had been so dynamic that it had literally out
stripped its management, its people, its personnel, its physical 
plant. That growth had been so rapid that the personnel had not 
been hired to cope with it. 

For example, I would say that a bank with a couple of billion in 
loans, of gross loans that it was servicing, would need more than 
180 people, and certainly that bank needed them, but they had not 
organized it to the point where they could keep up with their own 
growth. That is the point, and that is when I came in and tried to 
do something about it. 

Mr. ANNUNZIO. And what did you do about it? You are the presi
dent of the bank? 

Mr. BELLER. The very things that I read to you in my opening 
statement. 

Mr. ANNUNZIO. And what was that? 
Mr. BELLER. That I formed these various committees, hired 

people, set up departments, staffed departments in order to get a 
control and get a hold of that growth. 

Mr. ANNUNZIO. NOW, you did all of this to bring about improve
ment in the internal running and operation of the bank? 

Mr. BELLER. Correct. 
Mr. ANNUNZIO. However, the bank still failed. 
Mr. BELLER. Yes. 
Mr. ANNUNZIO. IS that right? 
Mr. BELLER. Correct. 
Mr. ANNUNZIO. NOW, can you tell me what the Comptroller of 

the Currency did to correct some of the situations tha t you found, 
that you were trying to correct? 

Mr. BELLER, The Comptroller of the Currency was aware of these 
situations. They were aware that I came to the bank because of 
those problems. They were aware on a weekly reporting basis that 
we sent to their office of the progress being made in the different 
areas. 
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Mr. ANNUNZIO. NOW, could you put your finger on whose fault 
we can attribute this failure to, poor management to the Comptrol
ler of the Currency? 

Somebody has been at fault. 
Mr. BELLER. That's true, but I can't give you that answer. I'm not 

that smart. 
Mr. ANNUNZIO. YOU know, I find it hard to believe every time 

you are asked a question, you can't give an answer. I mean, who 
was running the bank? Were you running the bank? You are the 
president? Was Patterson running the bank? 

We've got to find out who was running this institution if we are 
going to correct the situation that existed so that it will not happen 
again. 

Mr. BELLER. I understand that and I am trying to cooperate with 
you, sir. 

Mr. ANNUNZIO. I know you are, but I want some answers. 
Mr. BELLER. My answer is that I was not the chairman of the 

board and I was not the chief executive officer. I was the president 
and chief administrative officer. 

The CHAIRMAN. If the gentleman would yield to the Chair, the 
Chair would like to state that to date Mr. Beller has been most 
helpful to the staff. Unfortunately, a lot of the records he would 
like to have he is not in possession of because they were taken by 
the regulatory agencies when they swept in. But indeed, we find 
that Mr. Beller has been cooperative. Unfortunately, again, No. 1, 
the records are not available to him, but second, the other problem 
that Mr. Beller faces is that, as he states, he was brought in and 
given partial authority but not total authority. 

Mr. BELLER. That is correct. 
The CHAIRMAN. I thank the gentleman for yielding. 
Mr. ANNUNZIO. Mr. Beller, I am aware of the fact that I have 

listened to your testimony and I know that you are a very coopera
tive witness, but on the other hand, you know, it is difficult for me 
to conceive—and you have answered the question that you were 
the chief operating officer—you were not the chairman of the 
board, and other people had and knew more about the inner work
ings of the bank than you did, but can you tell the committee if 
there are any customers of the bank who are not officers? 

Mr. BELLER. Could you repeat the question? 
Mr. ANNUNZIO. Were there any customers of the bank who are 

not officers? 
Mr. BELLER. I give up. I don't understand the question. 
Mr. ANNUNZIO. Did anybody borrow money at your bank that 

was not an officer? 
Mr. BELLER. Yes. 
Mr. ANNUNZIO. Well, I'm glad to hear that. 
You know, as you keep with your testimony, I do not know how 

often it snows in Oklahoma, but somebody was doing a snow job in 
portraying this situation at Penn Square. 

I have no further questions except that I want to say that for 
your sake I hope that if the situation arises again, that you will 
become more cautious about these snow jobs. That is exactly what 
happened, and this reminds me of a picture of a lot of con artists 
you see that were conning each other, and they conned some of the 
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biggest institutions of this country, including some of our own 
Federal credit unions and thrift institutions. It was like a confi
dence game. You know, we would all be up in arms if a confidence 
man had taken some of these very reputable institutions to the 
woodshed. 

Here it was, the Penn Square in little Oklahoma City, took a lot 
of these big city bankers to the woodshed. Somebody is at fault, 
and we are trying to find out where that fault lies. It is in either 
the Comptroller's Office or in the management end of Penn 
Square, and most important, we want to find out, if we can, if 
there is any violation of Federal law that occurred so we can pin
point where these Federal violations were made. 

Thank you. 
Mr. BELLER. I have some material here that I will read a short 

paragraph which will help answer one of the questions you asked 
me a while ago. 

Mr. ANNUNZIO. I would be deeply grateful. 
Mr. BELLER. Or would more better define the answer, if you will. 
Mr. ANNUNZIO. Would you read it, please? 
Mr. BELLER. I will read you the first paragraph of the job descrip

tion of the president of the bank. Under the overall direction of the 
chief executive officer, "manages all of the bank's activities except 
the energy division." I will now read you the executive vice presi
dent of the energy department's job description, first paragraph. 
"Directs, coordinates and controls departmental activities concern
ing the extension of commercial credit to oil and gas customers in 
accordance with established policies and procedures; reports to the 
chairman and chief executive officer." The job description of the 
chairman of the board and chief executive officer, "organizational 
relationships, reports to the board of director and supervises the 
president and the executive vice president in the energy division." 

The CHAIRMAN. Mr. Beller, let me ask you this. 
Mr. ANNUNZIO. I am familiar with job descriptions. 
Did you read these job descriptions before you accepted the job as 

president of the Penn Square Bank? 
Mr. BELLER. Yes. 
Mr. ANNUNZIO. YOU did, and you accepted the job that would 

give you absolutely no authority? After all, you were brought in— 
you were brought in when this bank was in this situation because 
the Comptroller of the Currency, as I understand it, had issued a 
cease-and-desist order back in 1980. 

Now, when did you come in as president? 
Mr. BELLER. 1981. 
Mr. ANNUNZIO. And the cease-and-desist order did exist, and did 

you know that? 
Mr. BELLER. NO, sir, there was not an order to cease and desist at 

that time. 
Mr. ANNUNZIO. What was it? 
Mr. BELLER. It was a letter agreement. 
Mr. ANNUNZIO. Well, a letter agreement is practically the same 

thing, is it not? 
Mr. BELLER. NO, sir. 
Mr. ANNUNZIO. Where you agree to do 
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Mr. BELLER. YOU agree to do certain things, but it is different 
from a cease-and-desist order. 

Mr. ANNUNZIO. They did not tell you what not to do, just not to 
do certain things, but the letter was there, but you knew that the 
bank was in trouble, is that right? 

Mr. BELLER. That is why I was hired, to try to help straighten it 
out, yes, sir. 

Mr. ANNUNZIO. Well, they did a hell of a good job. They hired 
you to straighten it out and gave you no authority. That is the only 
conclusion I can figure. 

The CHAIRMAN. Thank you, Mr. Annunzio. 
At this point, was the Office of the Comptroller of the Currency 

aware of the fact that these job descriptions were in place when 
you were retained and brought on board? 

Mr. BELLER. I don't know. 
The CHAIRMAN. Was this job description available to the Office of 

the Comptroller of the Currency in the documents at Penn Square 
Bank? 

Mr. BELLER. The job descriptions were retained in the personnel 
department files. 

The CHAIRMAN. Those personnel department files were available 
to and open to the OCC, the Office of the Comptroller of the Cur
rency? 

Mr. BELLER. Yes, sir, as everything in the bank is. 
The CHAIRMAN. Well, I am in agreement with what Mr. Annun

zio has just said, that the curious thing here is that the Comptrol
ler of the Currency was elated about the fact that you were 
brought in, new management, new personnel being brought in, but 
it seems a little peculiar that they were not concerned about the 
fact that you as president did not have the authority you should 
have had; to wit, as far as energy loans were concerned you were 
told, hey, that is sacred territory, do not transgress, stay away. 
That in essence was what it was, was it not? 

Now, you may have been willing to buy this, but the thing that 
bothers me is the auditing firms and the Comptroller's Office gave 
these reports saying oh, how wonderful, how things have improved. 
Mr. Beller is there, and he brought in other personnel. You would 
think that they might know of the limitations placed upon you by 
these job descriptions. 

Mr. Weber? 
Mr. WEBER. Thank you, Mr. Chairman. 
Mr. Beller, I want to express my appreciation to you the same as 

the committee chairman for your cooperation and your candor in 
this testimony today. 

Just to set the record straight, is it not true that there was no 
order to cease and desist until June 30, 1982, as a matter of fact? 

Mr. BELLER. That is correct. 
Mr. WEBER. And that order was amended then on July 2, 1982, 

all of which was only a few days before the bank failed on July 5, 
1982? 

Mr. BELLER. Yes, sir. 
Mr. WEBER. And one of the problems, it seems to me, is we did 

not have an order to cease and desist anywhere nearly soon enough 
to remedy some of the problems that were existent at the bank. 
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Mr. Beller, were you ever approached to become the chief execu
tive officer of this bank? 

Mr. BELLER. NO, sir. 
Mr. WEBER. Your duties were to be administrative and limited to 

the commercial real estate lending department of the bank? 
Mr. BELLER. No, sir, that statement you just made is not correct. 

You said commercial real estate department; did I understand you 
correctly? 

Mr. WEBER. Yes, I did. In other words, what lending functions 
did you oversee, if you did not oversee the energy lending of the 
bank? 

Mr. BELLER. I was chairman of the credit policy committee, 
which was formed when I got there, that I put members of the staff 
in place on, and we reviewed all of the loans that were going 
through the bank. 

Mr. WEBER. Did you also review the energy loans? 
Mr. BELLER. The loan review department, which did not exist at 

the time I got there, which I had to find people to staff it with, it 
reviewed loans that were classified by the Comptroller's Office and 
charged off loans, in order to attack those things that we knew 
were wrong. And those that were classified in the energy 
department, we reviewed those that were classified. 

The department had not been put together long enough to get 
into the review of the loans in the energy department. It took time 
to form the department, to find people, hire them, staff them, orga
nize them to get the review started. 

Mr. WEBER. Well, did you at any time, Mr. Beller, have the 
power to deny a loan that had been recommended by Mr. Patter
son? 

Mr. BELLER. That power was circumvented. 
Mr. WEBER. You're saying you did not have that power to deny 

the loans that were recommended from his energy department? 
Mr. BELLER. That is correct. 
Mr. WEBER, Not at any time? 
Mr. BELLER. The loans were committed ahead of time. 
Mr. WEBER. What lending powers did you have, the power either 

to approve or to disapprove? 
Mr. BELLER. Outside the energy area, there was no problem. 
Mr. WEBER. There was no problem? 
Mr. BELLER. Outside of the energy area. 
Mr. WEBER. When you came to the bank—and what was the date 

that you became the administrative officer? 
Mr. BELLER. I came to the bank April 24, 1981. 
Mr. WEBER. Were there particular kinds of loans at that time 

that were causing the bank difficulty? 
Mr. BELLER. A tremendous amount of loans that were causing 

the bank problems, in the form of past due loans that had been 
made by a previous loan officer at the bank who had resigned the 
week before I got there, that had created a lot of problems in the 
bank at that time, and that is where I devoted my efforts in trying 
to review those loans and determine what the problems were and 
restructure the loans and file suits in some cases against people 
who were not paying. 

That was the thrust that I gave. 
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Mr. WEBER. The type of those loans, were those energy related or 
were they commercial? 

Mr. BELLER. NO, sir. 
Mr. WEBER. They were not energy-related loans at that time? 
Mr. BELLER. NO, sir. 
Mr. WEBER. What was the category for those loans? 
Mr. BELLER. The majority of them were horse loans. 
Mr. WEBER. I beg your pardon? 
Mr. BELLER. Horse loans. 
Mr. WEBER. When you became president, I assume that you 

made some judgment or assessment about the financial health of 
Penn Square, right? 

Mr. BELLER. Correct. 
Mr. WEBER. Did you have any feeling that this bank could not be 

saved at that time? 
Mr. BELLER. NO, sir, I did not have that feeling. 
Mr. WEBER. Did you have any guess as to what the odds would be 

that the bank would fail within a year? 
Mr. BELLER. I had no such feeling. 
Mr. WEBER. YOU had no inclination at all? 
Mr. BELLER. I did not expect it to fail. 
Mr. WEBER. In retrospect—as Mr. Annunzio has very carefully 

pointed out, nevertheless the bank did fail—what corrective actions 
in your judgment should have been taken to have saved Penn 
Square which were not taken? What could have been done to save 
this bank? 

Mr. BELLER. Stop making so many loans, stop the growth, which 
is what I was attempting to do. 

Mr. WEBER. TO operate the bank more conservatively? 
Mr. BELLER. Stop the growth, slow it down. 
Mr. WEBER. At any time would you have welcomed a more force

ful regulation by the Comptroller of the Currency? 
Mr. BELLER. I don't know. That would be dependent upon what 

the situation was, and what that was, I don't know how to answer 
that. 

Mr. WEBER. At any time did you seek a more forceful regulatory 
policy? Did you have any policies that you wanted to see enforced 
or brought about that you were unable to bring about, that you 
would have welcomed the assistance of the OCC with? 

Mr. BELLER. I can think of none. 
Mr. WEBER. What corrections were taken relative to the Arthur 

Young qualification? They were the auditors that did the year-end 
statement for 1980 and they qualified their report with the state
ment: 

We were unable to satisfy ourselves as to the adequacy of the reserve for possible 
loan losses at December 31, 1980, due to the lack of supporting documentation of 
collateral values on certain loans. 

What corrective action was taken to your knowledge? 
Mr. BELLER. AS you are aware, that was prior to my coming to 

the bank. But my opening statement and the various things I item
ized to you that were not in place at the bank were the things that 
were put in place that corrected those situations. 

Mr. WEBER. Are you telling us 
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Mr. BELLER. The loan closing department, the collateral 
department, the loan review department; trying to upgrade the 
credit filings, the functions of the credit department, et cetera. 
Does that answer your question? 

Mr. WEBER. You're telling us that that had nothing to do with 
the fact that you changed auditors, their qualification 

Mr. BELLER. NO, it had nothing whatsoever to do with it. 
Mr. WEBER. Mr. Chairman, I have other questions, but I think I 

should probably surrender to the other members of the committee. 
The CHAIRMAN. Thank you, Ed. 
At this time the Chair would like to ask two additional gentle

men to join Mr. Beller. They're colleagues of his or were colleagues 
of his at the bank, Mr. John Preston and Mr. Richard Dunn. Are 
they here? 

[Witnesses sworn.] 
The CHAIRMAN. Please be seated. Mr. Preston, if you would brief

ly identify yourself, I will ask Mr. Dunn to do the same and then 
we can continue to pursue the questioning. 

I would say to the members of the committee that both these 
gentlemen came in as part of the management team, the new man
agement team with Mr. Beller. The Chair felt tha t at this point, 
rather than have them go separately later on, it might be wise to 
have them join Mr. Beller. 

Mr. Preston, if you would just identify yourself to the committee. 

TESTIMONY OF JOHN PRESTON AND RICHARD DUNN 

Mr. PRESTON. My name is John Preston. I am former general 
counsel of Penn Square. 

The CHAIRMAN. Prior to that you were affiliated with? 
Mr. PRESTON. Prior to that time I was senior vice president and 

general counsel and secretary of the First Oklahoma Bancorpora-
tion and vice president, general counsel and secretary of its subsidi
ary, the First National Bank & Trust Co. of Oklahoma City. 

The CHAIRMAN. Which is the institution that Mr. Beller was with 
prior to coming with Penn Square? 

Mr. PRESTON. That is correct, Mr. Chairman. 
The CHAIRMAN. Mr. Dunn? 
Mr. DUNN. My name is Richard Dunn. I was an executive vice 

president of the Penn Square Bank. Prior to that I was with First 
National Bank as senior vice president of the loan administration 
division. 

The CHAIRMAN. At Penn Square you were executive vice presi
dent. In what area were you functioning? 

Mr. DUNN. A S of April 1, I took over the commercial nonenergy, 
non-real-estate-loan division, and I was hired in to head up and 
form the loan administration division. 

The CHAIRMAN. Thank you. 
Mr. Evans? 
Mr. EVANS of Indiana. Thank you, Mr. Chairman. 
Mr. Beller, did you ever discuss Bill Patterson with Bill Jen

nings? 
Mr. BELLER. Yes, on numerous occasions. 
Mr. EVANS of Indiana. Could you elaborate on that? 
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Mr. BELLER. Well, to the extent that I was seeking Mr. Jennings' 
assistance in controlling Mr. Patterson from some of his activities 
insofar as continuing this fast growth in the lending area that I re
ferred to earlier. 

Mr. EVANS of Indiana. Could you describe the Patterson-Jennings 
relationship, please? 

Mr. BELLER. Well, Jennings hired Patterson probably 4 to 5 years 
ago. I'm not sure how long he was there, about 5 years. During 
that period of time it was my observation after I came to work 
there that they had become very close friends and worked together 
as business associates in the energy area with the energy custom
ers, and that they had become extremely close, more like father 
and son. 

Mr. EVANS of Indiana. Could you tell us what happened when 
you tried to control Patterson's energy department? 

Mr. BELLER. Well, the thing that would happen is that you would 
become circumvented in whatever you were attempting to control, 
and if then, when you pursued that, Mr. Patterson would secretly 
inform Mr. Jennings in that regard. 

The CHAIRMAN. Would the gentleman yield at that point? 
Mr. EVANS of Indiana. Yes. 
The CHAIRMAN. Let me ask this. You certainly were interviewed 

by members of the OCC examining team, the Comptroller of the 
Currency's examining team, subsequent to your arrival in April, is 
that correct? 

Mr. BELLER. Say that again, Mr. Chairman? 
The CHAIRMAN. When OCC, the Office of the Comptroller of the 

Currency, came—when did they first come into the Penn Square 
Bank subsequent to your arrival upon the scene in April of 1981? 

Mr. BELLER. The first time I met with them after becoming affili
ated with the bank is when they called the directors to Dallas for a 
meeting in July. 

The CHAIRMAN. In July. Subsequent to that what was the next 
instance? 

Mr. BELLER. We had an examination in the fall of that year. 
The CHAIRMAN. That was in September, correct? 
Mr. BELLER. September or October, yes, sir. 
The CHAIRMAN. When those personnel were in there during the 

exam, did they stop into your office and discuss the problems of the 
bank with you on a 1 to 1 basis? 

Mr. BELLER. Yes, sir. 
The CHAIRMAN. Either in the meeting in Dallas or in September, 

did you communicate to the Office of the Comptroller of the Cur
rency, again getting somewhat akin to the job description situation, 
the problems you were having in controlling the activities of Mr. 
Patterson and the circumvention of your authority by the team of 
Patterson and Jennings? 

Mr. BELLER. NO, sir, I did not have conversations with them in 
that specific regard. Fm sure they were aware of all of those 
things. 

The CHAIRMAN. Well, how would they be aware of it unless you 
told them? 

Mr. BELLER. They had been examining the bank. 
The CHAIRMAN. Pardon? 
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Mr. BELLER. Through their examination of the bank. Well, I 
don't know. 

The CHAIRMAN. YOU assumed that they would know that control 
and authority over energy loans and energy-related loans was 
being retained by Mr. Jennings and Mr. Patterson, and even 
though this is one of the big problem areas, this continued quick 
growth in motivation by Mr. Patterson, you didn't mention this to 
the regulatory agency representatives in the bank when they came 
to the bank or the board of directors' meeting? 

IVIr SELLER NO sir 
The CHAIRMAN/You felt that they had ESP? 
Mr. BELLER. NO, sir. I certainly knew that they knew that Mr. 

Patterson was the executive vice president in charge of the energy 
lending. 

The CHAIRMAN. And that you had no control or authority over 
him? 

Mr. BELLER. I don't know that. 
The CHAIRMAN. I thank the gentleman for yielding. 
Mr. EVANS of Indiana. Thank you, Mr. Chairman. 
The CHAIRMAN. Mr. Wortley? 
Mr. WORTLEY. Thank you, Mr. Chairman. 
Mr. Beller, what percentage of Penn Square's loans is in the area 

of energy? 
Mr. SELLER. In the neighborhood of 80 percent. 
Mr. WORTLEY. Eighty percent? 
Mr. BELLER. Yes, sir. 
Mr. WORTLEY. The remaining 20? 
Mr. BELLER. The remaining 20 were the remaining commercial 

loans, industrial loans, real estate loans, consumer loans. 
Mr. WORTLEY. YOU mentioned horse loans previously. Are horse 

loans a special category of loans? 
Mr. BELLER. Well, when I said horse loans, that means that the 

loans were made, the collateral for the loan being horses. 
Mr. WORTLEY. Were many of those written off? 
Mr. BELLER. Substantial. 
Mr. WORTLEY. Were many of those loans made to insiders of the 

bank? 
Mr. BELLER. Not to my knowledge. 
Mr. WORTLEY. There were no insiders to whom these loans were 

written off? 
Mr. BELLER. Not to my knowledge, no. 
Mr. ANNUNZIO. Would the gentleman yield? 
Mr. WORTLEY. Yes, I will, to Mr. Annunzio. 
Mr. ANNUNZIO. In answering the question of the gentleman from 

New York, you again made the statement that 80 percent of the 
loans were energy related, which means that when you became 
president you had nothing to say about 80 percent of the bank's 
business, is that correct? 

Mr. BELLER. YOU could draw that conclusion, I guess. 
Mr. ANNUNZIO. Then will you please tell the committee how you 

could have stopped this growth if you had nothing to say about 80 
percent, the energy-related loans? 

Mr. BELLER. The facts are I didn't, did I? 
Mr. ANNUNZIO. The bank failed. 
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Mr. BELLER. Yes, sir. 
Mr. ANNUNZIO. Thank you. 
Mr. WORTLEY. If I could reclaim my time. 
The CHAIRMAN. You're on. 
Mr. WORTLEY. Mr. Beller, who was responsible in the bank for 

either selling off or obtaining participation of upstream banks in 
the loans? 

Mr. BELLER. That was Mr. Patterson's responsibility and the area 
that's known as the correspondent department, who worked under 
Mr. Patterson's supervision. 

Mr. WORTLEY. SO the correspondent department was under his 
jurisdiction as well as the energy loans, is that correct? 

Mr. BELLER. That's correct. 
Mr. WORTLEY. IS that standard operating procedure in most 

banks? 
Mr. BELLER. Not to have the correspondent department under 

the energy department, no. But this bank was certainly unique in 
that area. 

Mr. WORTLEY. Did you make any effort to revise that relation
ship when you came aboard? 

Mr. BELLER. TO revise it in what regard, sir? 
Mr. WORTLEY. Since this was not the procedure in other banks, 

as the principal administrative officer, did you make a recommen
dation about changes in that relationship? 

Mr. BELLER. The difference between having a correspondent 
department under the energy department in that bank as opposed 
to other banks is that we did not have the downstream relation
ships that you normally use a correspondent department for. So in 
effect the correspondent department in Penn Square Bank under 
the supervision of the head of the energy department was more of 
a syndication department, working with the upstream and down
stream banks on loan participations. 

Mr. WORTLEY. Was there a limit on the amount a loan officer 
could make on his own? 

Mr. BELLER. Different loan officers had different lending authori
ty, different amounts. 

Mr. WORTLEY. What was the maximum of any one officer? 
Mr. BELLER. One officer was the legal lending limit of the bank, 

the legal lending limit of the bank, which was $3 million. 
Mr. WORTLEY. YOU mean one officer could make a decision of 

that magnitude? 
Mr. BELLER. Yes. 
Mr. WORTLEY. Did you make any recommendations about 

changes in this particular area? 
Mr. BELLER. Yes, I made recommendations at different times 

about different things pertaining to lending authority, yes. 
Mr. WORTLEY. Were any of your recommendations adopted in 

that particular area? 
Mr. BELLER. The lending authority of the energy department was 

separate from the rest of the bank. 
Mr. WORTLEY. In other words, none of your recommendations 

was adopted if it affected the energy department? 
Mr. BELLER. Correct. 
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Mr. WORTLEY. During the first week of December 1981, a choice 
was made to go to Peat, Marwick, Mitchell & Co. Did you make 
that decision unilaterally or was that made in conjunction with 
other officers or the chairman of the board? 

Mr. BELLER. TO change from one accounting firm to the other? 
Mr. WORTLEY. Yes. 
Mr. BELLER. That change was made based on the combined judg

ment of my chief financial officer, myself, the chairman of the 
board, and others. 

Mr. WORTLEY. Had you had any previous experience with Peat, 
Marwick? 

Mr. BELLER. Yes, sir. 
Mr. WORTLEY. Would you care to elaborate on that? 
Mr. BELLER. Yes, sir. I must say that I worked with the different 

people of Peat, Marwick, Mitchell & Co. at the place of my previ
ous employment and I considered them to be—to have the exper
tise that I needed in that bank to give us assistance. 

Mr. WORTLEY. Was Peat, Marwick, Mitchell & Co. hired to audit 
the bank in December? Had any other audit been initiated by an
other firm prior to Peat, Marwick, Mitchell & Co.'s engagement? In 
other words, would there have been any duplication? 

Mr. BELLER. Not to my knowledge, no. 
Mr. WORTLEY. Thank you, Mr. Beller. 
I yield back the balance of my time. 
The CHAIRMAN. Thank you. 
May I ask a few questions before I get to you, Mr. Barnard? 
Mr. Beller, the funds that were brought into Penn Square came 

from around the country, and basically a lot of the funds that were 
brought in, deposits made, came in as a result of the activities of 
money brokers around the country; is that a fair evaluation? 

Mr. BELLER. Yes. 
The CHAIRMAN. NOW, do you know when the money brokers were 

contacted by Penn Square and who at Penn Square was responsible 
for contacting the money brokers and saying, hey, we need some 
money and we're going to pay maybe a quarter point over, and 
what have you? 

Mr. BELLER. Well, part of the question was when, and the bank 
was using brokers for funds at the time I went to work there. 

The CHAIRMAN. Prior to your arrival? 
Mr. BELLER. Which was normal, for banks to use broker funds. 
Later, after I had had a chief financial officer and he had hired a 

man under him as our money manager, then I guess for the second 
part of your question, as to who contacted them, our money man
ager is the one that ended up working with them in the time frame 
that you're referring to. 

The CHAIRMAN. NOW, do money brokers get a fee from the insti
tution into which the deposit is made, rather than from the deposi
tor? In other words, money brokers don't work for nothing? 

Mr. BELLER. Yes, the answer is yes. 
The CHAIRMAN. Would you sort of describe what the process is to 

the committee? 
Mr. BELLER. Well, the brokers put funds into the institution and 

you paid them agreed-on, negotiated rates for those funds, depend
ing on what market conditions are, with a fee which is also a nego-
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tiated rate depending upon what market conditions are with the 
other people who are bidding for the same funds. 

The CHAIRMAN. SO those rates, those fees, would vary from time 
to time? 

Mr. BELLER. Daily. 
The CHAIRMAN. On a daily basis? 
Mr. BELLER. They could, yes. 
The CHAIRMAN. DO you know where we might find a record of 

what those fees were? Where in the bank's records would we find 
those? 

Mr. BELLER. Yes, sir. The financial services department of the 
bank. 

The CHAIRMAN. That was headed up by whom? 
Mr. BELLER. That was headed up by Mr. J im Gunter, chief finan

cial officer, and Mr. Bert Davis, who was the money manager. And 
they would have those exact records of the funds, where they came 
from, what day, how much, and what rate. 

The CHAIRMAN. Thank you. 
Prior to coming to Penn Square, you were with—refresh my 

memory. 
Mr. BELLER. First National Bank of Oklahoma City. 
The CHAIRMAN. And had been there for about 10 years? 
Mr. BELLER. Twelve. 
The CHAIRMAN. Twelve years. At the time you left First National 

Bank of Oklahoma City, your salary and bonuses, et cetera, 
amounted to what approximately? 

Mr. BELLER. In the neighborhood of $80,000. 
The CHAIRMAN. Then you came to Penn Square National Bank. 

Is it accurate to state that you came to Penn Square, that they 
gave you an agreement to employ you for a 5-year period? 

Mr. BELLER. That is correct. 
The CHAIRMAN. And that was a 5-year period and the agreement 

included salary plus bonuses? 
Mr. BELLER. Yes, sir. 
The CHAIRMAN. And could you tell the committee what the 

salary, basic salary, was? 
Mr. BELLER. The beginning salary was, the basic salary, was 

$125,000 a year, with a guaranteed bonus of $30,000. 
The CHAIRMAN. SO tha t would amount to a guarantee of $155,000 

per year for the first 5 years. 
Mr. BELLER. It was on a sliding scale. That was the first year, 

yes, sir. 
The CHAIRMAN. Would you give us the scale, please? 
Mr. BELLER. AS I can recall it, I will. The second year the bonus 

would become $50,000 or a percentage of the profits of the bank not 
to exceed 1 percent, and the salary would be $140,000. And the 
third year, as I recall, $150,000, and so on. 

The CHAIRMAN. SO in the fifth year you would be up about the 
$250,000 category, is that accurate? 

Mr. BELLER. Correct. 
The CHAIRMAN. Mr. Barnard, our real expert here at the hearing 

on the nitty-gritty. 
Mr. BARNARD, Mr. Beller, did you make application for the job as 

president of the Penn Square Bank? 
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Mr. BELLER. NO, sir. 
Mr. BARNARD. HOW was this association established? 
Mr. BELLER. Mr. Jennings solicited me for the job. 
Mr. BARNARD. And what was his reason for picking you out for 

this job? 
Mr. BELLER. I don't know his reasons. I know as far as picking 

me out the reasons he gave me for needing someone was that the 
growth of the bank was so accelerated that he needed additional 
help, and that the then-president of the bank's health was not 
good, and that for those purposes he needed additional help. 

Mr. BARNARD. Were you comfortable being president of the bank, 
being hired under these circumstances, and still not being given 
the position of chief executive officer? 

Mr. BELLER. That was the condition. 
Mr. BARNARD. In other words, you agreed to come into this bank 

as president and yet you were not the chief executive officer and 
you really had only administrative responsibilities? 

Mr. BELLER. That is correct, that I came in not as the chief ex
ecutive officer, yes, sir. And the chief executive officer was the 
chairman of the board. 

Mr. BARNARD. On the other hand, though, you were chairman of 
the loan policy committee. 

Mr. BELLER. That is correct. 
Mr. BARNARD. And what responsibilities were assigned to you as 

chairman of that committee? 
Mr. BELLER. TO staff that committee and to look at loans on their 

submittal basis, to review the loans, to approve or disapprove the 
loans, and to do other different jobs, as the committee minutes re
flected. 

Mr. BARNARD. SO you might have been chairman, but it was 
more of an administrative chairman as opposed to a decisionmak
ing chairman? 

Mr. BELLER. The attempt was to do the other, but we didn't get it 
done, you might say. 

Mr. BARNARD. Mr. Beller, you came into office, I believe, in April 
of 1981, right? 

Mr. BELLER. Correct, sir. 
Mr. BARNARD. April of 1981. Do you feel that you were successful 

in bringing in your experience and expertise and changing the di
rection of the bank? 

Mr. BELLER. Successful to a degree that I felt was—during the 
period of time accomplishments that were made were more than I 
had hoped to make in that time frame, yes, sir. 

Mr. BARNARD. In other words, between April and December the 
31st of 1981, you were pleasantly satisfied with your results? 

Mr. BELLER. I was satisfied with the results that I had obtained 
at that time in being able to attract enough people, to set up 
enough departments, to do the job that needed to be done to try to 
control the growth of the organization and monitor things through 
the departments and through the people that were established. 
And with the examination of the Comptroller's Office in the fall of 
that year, with their commendation that there had been significant 
progress in all areas, the answer to your question is, Yes, sir. 

Mr. BARNARD. YOU were satisfied with that result? 
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Mr. BELLER. I was not satisfied. I was pleased with the accom
plishments to date. 

Mr. BARNARD. HOW long did you think it was going to take you 
to get the policies of the bank developed so you would be satisfied? 

Mr. BELLER. My stated target was 3 years. I was there 1. 
Mr. BARNARD. Well, in the Peat, Marwick, Mitchell & Co. report 

of their findings as of December 31, which I'm sure you are famil
iar with 

Mr. BELLER. Yes, sir. 
Mr. BARNARD. It is just replete with criticism on criticism stating 

that the policies were not working; and went on to talk about the 
inadequate asset-liability management, the poor liquidity, the no 
monitoring of credit and collections. From the basis of the state
ment which was made as a result of the December 31 audit, it ap
pears the practices tha t you were putting into place didn't have 
much of an effect on the overall operation of the bank. 

Mr. BELLER. They had not had time yet to become effective to the 
degree that they needed to be. 

Mr. BARNARD. But you were satisfied, though, that in spite of all 
that you were trying to do, without your supervision and control 
over the energy loans, that you would never be successful in bring
ing this bank back into compliance, right? 

Mr. BELLER. Well, at the end of the year, 1981—I came to work 
there in the spring of 1981. At the end of 1981 the record shows 
that bringing it into compliance under this letter agreement had 
been accomplished almost in its entirety. 

Mr. BARNARD. Well, I think we are going to have to determine 
that. It was determined by the Comptroller of the Currency at one 
point, to some degree, but they surely did an about-face in April. 

Mr. BELLER. I agree. 
Mr. BARNARD. DO you think the Comptroller of the Currency was 

too harsh on your bank? 
Mr. BELLER. I don't know how to answer that question, sir. But I 

will say that the amount of recoveries of the loans that were 
charged off, that created the insolvency of the bank, may answer 
part of that question, depending upon the recovery of those loans. 
And I don't know what that is going to be. 

The CHAIRMAN. Would the gentleman yield? 
Mr. BARNARD. Yes. 
The CHAIRMAN. On the letter that you were reading from, the 

harsh criticism, I think it should be made clear in the record and 
to the public at this point tha t that was a private letter. It is 
known as a management letter, to the management alone from 
Peat, Marwick, Mitchell & Co., unfortunately not available to the 
public, because, had it been, certainly some of those large deposi
tors over $100,000 might have thought twice, correct? 

Mr. BARNARD. Mr. Beller, what was the bank endeavoring to ac
complish? What was really the goal of the Penn Square Bank, in 
view of the fact that you said 80 percent of the loans were in 
energy, and that it was acting as a brokerage house for three of the 
large national banks in the country? What actually were you 
trying to accomplish? 

Mr. BELLER. Let me try to answer you this way. At the time I 
joined the bank, I think it was well known that the stated philos-
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ophy of the chairman of the board of the bank was that he wanted 
this bank to be an energy bank. It was located in a geographical 
energy area. He had strong relationships with large customers who 
were energy customers; and that his stated position was that this 
should be a concept of a merchant bank, which is to say that this 
bank would put together loans with their customers and partici
pate those loans to other banks who had need for additional loans. 

This was the philosophy of the bank. 
Mr. BARNARD. Well, Mr. Beller, didn't that violate every princi

ple of banking that you had known of before, because of the ele
ment of concentration? I'm sure the First National Bank of Okla
homa City would not have recommended concentration, even in 
Government bonds, to the tune of 80 percent. 

Mr. BELLER. The answer to that, sir, is that when I got there and 
when I had time to do so and hire people to do so, I established 
another type of lending known as industrial lending, and staffed it 
with people that I knew, expanded the real estate area, established 
a leasing company within the operation, all for the purpose of 
giving diversification to the portfolio as you related. 

Mr. BARNARD. The information we have before us is that even 
with that there was an unusual and a continuing large volume of 
energy loans being made and sold. I think the information I've got 
here is that $150 million worth of participations went to the First 
Seattle Bank from November 1, 1980, until the first week of Janu
ary 1982, which means to me that you were continuing to develop 
that concentration. 

Mr. BELLER. Yes, sir, that is true. That was all previous commit
ments of things that were being funded at the time. 

Mr. BARNARD. DO you think that that is contrary to good bank
ing practices, to concentrate in one area to that degree? 

Mr. BELLER. Well, normally that is considered to be true, yes, sir. 
I would only answer that if you are in a geographical area that is 
energy you can concentrate in energy pretty significantly, what
ever bank you are. If you are in an area that is lumber, well, you 
would concentrate in that. 

It all depends upon how you diversify within the credits, within 
the industry within which you are concentrating. 

Mr. BARNARD. Did you feel like you had that diversity? 
Mr. BELLER. It would appear that we did have, yes. 
Mr. BARNARD. I have no further questions, Mr. Chairman. 
The CHAIRMAN. Mr. Beller, it becomes increasingly clear—and 

this can be addressed to Mr. Preston and Mr. Dunn as well—that 
the bank was operating its loan sale program in an unsafe and un
sound manner. The bank was attempting to be a merchant bank. 
However, the procedures for correctly implementing such a pro
gram were lacking. 

In a memo dated—and I think you referred to this earlier—De
cember 8, 1981, the bank staff outlined the major problems in cur
rent operations at that point in time. In particular the memo out
lined the problems of interest advances by Penn Square to partici
pating banks on commercial loans. 

The memo states: 
Correspondent banking is making verbal agreements with the participating banks 

contrary to the standard participation certificates, such as paid monthly interest 

97-830 0 - 8 2 - 1 0 
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when interest payments terms to the customer are much longer, paid interest to 
date of extension when extensions are granted, repurchased or recalled participat
ing principal, and recouped interest on granted extensions. The correspondent banks 
are setting the terms that PSB, Penn Square Bank, must agree with to keep the 
relationships and maintain reputation of Penn Square Bank. 

The memo further states that: "As of November 30, 1981, there 
was $2,177,969 of interest alone advanced to participating banks on 
the loans that were reviewed," only those reviewed. 

Now, those are the numbers that you didn't have earlier right, 
when I questioned you about this? 

Mr. BELLER. Right. 
The CHAIRMAN. These advances cost the bank approximately 

$46,319 in opportunity cost for the funds advanced, because they 
couldn't lend those out to anyone else, is that correct? 

Mr. BELLER. That's correct. 
The CHAIRMAN. Given the severity of this problem, what steps 

were taken to correct these problems, both from operational and an 
accounting sense, as well as from a legal sense? 

Mr. BELLER. When it was learned that this was occurring 
The CHAIRMAN. This is that rather lengthy memo and the pages 

are numbered here, exhibit A, exhibit B, etc. And this is a memo to 
James Gunter, executive vice president, financial planning, from 
Arlyn C. Hill, vice president, dated December 8, 1981. Do you have 
that memo at this point, a copy of it? 

[A copy of the memorandum is inserted in the record at this 
point.] 
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TO: J a m e s J . G u n t e r , E x e c u t i v e V i c e P r e s i d e n t , F i n a n c i a l P l a n n i n g 

FROM: A r l y n C. H i l l , V i c e P r e s i d e n t 

DATE: December 8 , 1981 

SUBJECT: I n t e r e s t Advances t o P a r t i c i p a t i n g Banks on CommerciaT ' >-ins 

R e q u e s t e d : 

Review procedures and determine amount of interest advanced to 
participating banks on commercial loans that is included in 
Interest Earned, Not Collected account (IENC). 

Review large loans and determine cause for increases on those 
loans. 

Identify large customers and participating banks. 

Compare extensions r.o participation certificate agreements. 

Review reconcilements of general ledger to trial balance. 

Recommend improvements to (1) internal accounting records and 
controls and (2) operating procedures. 

Scope of Review: 

Our review included discussing procedures with Commercial 
Discount and Correspondent Banking Department personnel, 
tracing accounting entries to supporting records on a test 
basis, reviewing general ledger account reconcilements, and 
reviewing each loan, $500,000 or more, as of November 30, 1981 
that was partially or wholly participated in by other banks. 

Findings: 

Our findings can be classified as (a) causes for advanced 
interest (b) amount of advanced interest and (c) condition of 
accounting records and controls. 

CAUSES FOR ADVANCED INTEREST: 
Correspondent. Banking is making verbal agreements with the 
participating banks contrary to the standard participation 
certificates, such as: 

a. Pay monthly interest when interest payment terms 
with customer are much longer. 

b. Pay interest to date of extension when exten
sions are granted. 

c. Repurchase or recall participated principal 
and accrued interest on granted extensions. 
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Accrued interest is not being collected to date of note 
extension. Extension agreements call for payment of 
interest "at maturity" of the extension in nearly all 
cases. 

The correspondent banks are setting the terms that PSB 
must agree with to keep the relationships and maintain 
reputation of PSB. 

Some notes have had as many as 10 extensions without a 
principal collection and interest is to be collected 
"at maturity." 

AMOUNT OF ADVANCED INTEREST: 
As of November 30, 1981, there was $2,17 7,969 of interest 
advanced to participating banks on the loans reviewed. 
Exhibit A. 

The amount of available funds lost during 1981 was 
$112,708,796 on the loans outstanding and reviewed as of 
November 30, 1981. (Amount X number of days of an advance.) 
This amount does not include paid out, renewed or recalled 
participation loans and minor adjustments on interest 
received and forwarded. Exhibit B. 

Using a Federal Funds rate of 15%, this operating proced
ure cost PSB $46,319 in 1981 on the loans reviewed. (Avail
able funds lost + 365 days x 15%). 

CONDITION OF ACCOUNTING RECORDS & CONTROLS 
Reconcilement of general ledger accounts was about one 
month late for both principal and IENC. The "Other Asset-
Advances of Interest on Participations" account started 
November 3, had not been rconciled. The number and gross 
amount of reconciling items as of October 27, to Commercial 
Loans, not including Real Estate and Construction to both 
computer system and general ledger was 135 items totaling 
$52,528,381. As of November 30, 1981, the net reconciling 
amount was $2,656,629 on loans outstanding and $88,751 on 
IENC. Exhibit C, 

Prior to November 16th, daily transactions input to the 
system were not being reconciled to computer output which 
caused most of the reconciling problems. 

Entries to the general ledger are not segregated as to new 
loans, payments received, interest collected, interest 
advanced, and other adjustments, etc. 
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The note transactions by participating bank and PSB 
(in the note jackets) do not balance to total note on a 
number of loans. 

Recommendations: 
* 

Review and revise operating procedures to collect accrued 
interest from loan customers before forwarding to participa
ting bank. Exceptions to procedures should require the 
Chairman1s or President's written approval. 

Review and revise operating procedure to limit number of ex
tensions and require a percentage principal reduction before 
additional extensions may be granted. 

Revise or develop accounting records in the Commercial 
Discount Department to: 

1. Provide totals that can be traced to computer system 
reports for new loans, payments received, and other 
adjustments, etc. 

2. Provide detail entry totals by transaction type for 
general ledger posting. 

3. Insure loan jacket histories balance to total note and 
trial balance. (May require revision in payment sched
ule format.) 

4. Provide information on interest advanced on participated 
notes until current operating procedure is corrected. 

Reconcile the general ledger accounts daily to computer system 
reports for daily transactions. When the reconciling backlog 
is current, the transaction and balances should be reconciled 
daily for all accounts. The reconciliation function should be 
independent from those making the initial entries. 
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E x h i b i t A 

Penn Square Bank NA 
Advance of I n t e r e s t t o P a r t i c i p a t i n g Bwnks 

a s of November 30 , 1981 

Customer Name Note No. 

B F & B D r i l l i n g 26837 

Richard Buck, J r . 26467 

Execu t ive Ai rways , I L c . 27267 

J . P . E x p l o r a t i o n 26232 

Robert Hefner I I I (1) 28123 

Robert Hefner I I I (11) 27383 

Rober t Hefner I I I (1) 23174 

E. P e t e r Hoffman (2) 28312 

J e n k i n s 1980 D r i l l i n g P r g . 25502 

Robert P . Lamraerts (3) 28322 

Wil l iam Lockr idge 24399 

Lor.ghorn O i l & Gas (12) 27622 

Magnet D r i l l i n g (A) 27478 

Mahan-Rowsey, I n c . 27333 

Maximo-Mooring, I n c . 26650 

Mikes Dozers , I n c . 29059 

V. D. Newsom & Assoc . (5) 26965 

W. D. Newsom (5) 

W. D. Newsom & Assoc. (6) 

Oilfield-California Ltd. 
(Newsom) (7) 

26959 

25162 

26964 

Participating, 
Bank 

Chase 

Mich. Nat'l. 

Chase 

Cont'l. Chgo. 

Nat'l. McAlester 

Chase 

Nat'l. McAlester 

Chase 

Cont'l. Chgo. 

Chase 
Cont'l. Chgo. 

Mich. Nat'l. 
Hibernia 

Utica Nat'l. 
Mich. Nat'l. 

Chase 

Mich. Nat'l. 

Chase 

North Trust 
H.bernia 

Mich. Nat'.l. 
Chase 

Sea First 
Chase 

Chase 

Cont'l. Chgo. 

Prepaid 

$ 28,568.15 

22,542.46 

114,727.77 

4,173.44 

1,047.95 

469,463.63 

12,120.05 

58,577.26 

19,282.79 

12,928.04 
60,655.37 

16,273.97 
92,027.40 

1?.C, 027.^0 
38,509.59 

15,404.79 

82,849.31 

178,859.59 

15,801.37 
1,809.59 

59,188.77 
29,803.93 

43,996.93 
15,797.71 

6,398.63 

11,161.78 
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Customer Name 
P a r t i c i p a t i n g 

Bank 

E x h i b i t A-2 

P repa id 

Oklahoma-Hughes, L t d . 

(Newsom) (5) 

Otex Energy, I n c . (8) 

David Palm 

Robinson Bros., Drilling 

Ramco Well Service 

Samantha Petroleum Corp. 

Second Geostratic 

0. L. Scott, Jr. 

Swan Petroleum (9) 

Texas Upsetting & Finish.(10) 29195 

Texoma Resources, Inc. 

Daniel R. Urscheil 

Western Wells Company 

26961 Cont'l. Chgo. 15,164.87 

24319 north Trust 331,714.60 

25771 Cont'l. Chgo. 8,375.02 

27451 Cont'l. Chgo. 70,170.02 

28740 Chase 5,885.48 

27423 Chase 52,150.68 
Mich. Nat'l. 5,794.52 

27135 Mich. Nat'l. 8,687.39 

27188 Chase 52,459.51 

22625 Cont'l. Chgo. 11,749.38 

29195 Cont'l. Chgo. 12,779.45 
29012 Cont'l. Chgc. 24,575.34 

27485 Mich. Nat'l. 12,438.22 

28646 Bk. of Red Oak 4,824.66 

21852 Mich. Nat'l. 
North Trust 
1st Wagoner 

39,202.40 Mich. Nat'l. 
North Trust 
1st Wagoner 

$2,177,969.21 

(1) Interest paid monthly 
(2) Interest payment due 9/13/81 extended to 1/18/82 
(3) Principal and interest extended from 9/18/81 to 4/17/82 
(4) Principal and interest extended from 10/5/81 to 4/5/82 
(5) Principal and interest extended twice from 7/31/81 to 12/8/81 
(6) Principal and interest extended twice from 6/10/81 to 12/8/81 
(7) Principal and interest extended 7/31/81 to 12/8/81 
(8) Principal and interest extended 9/30/81 to 12/16/81 
(9) Collected $165,375 11/24; Forwarded $177,125; Extended 5/5/81 to 5/5/82 

(10) Principal and interest extended 10/31/81 to 12/15/81 
(11) Principal and interest extended 7/20/81 to 12/20/81 
(12) Changed interest quarterly to "at maturity" 
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E x h i b i t B 

Penn Square Bank, N.A. 
Los t A v a i l a b l e Funds by Customer 
11 Months Ended November 30, 1981 

Los t 
Amount of "No„ of A v a i l a b l e 

Customer Note No. 

26837 $ 

Advance 1 

2 8 , 5 6 8 . 1 5 ( 2 ) 

Days (1) 

87 

Funds 

B F & B D r i l l i n g 

Note No. 

26837 $ 

Advance 1 

2 8 , 5 6 8 . 1 5 ( 2 ) 

Days (1) 

87 $ 2 , 4 8 5 , 4 2 9 . 0 5 

Richard Buck, J r . 26467 I { 1 ,243 .84 28 3 4 , 8 2 7 . 5 2 

< { 2 2 , 5 4 2 . 2 6 (2) 47* 1 , 0 5 9 , 4 9 5 . 6 2 
1 ,094 ,323 .14 

Greg L. Cook 25770 2 0 , 9 3 8 . 7 2 175 3 , 6 6 4 , 2 7 6 . 0 0 

Cromling D r i l l i n g Co. 28756 ( 1 0 4 , 5 0 6 . 8 5 40 4 , 1 8 0 , 2 7 4 . 0 0 

( 1 0 2 , 6 9 8 . 6 3 8 821 ,589 .04 
5 , 0 0 1 , 8 6 3 . 0 4 

Rober t Hefner I I I 28123 ( 5 4 , 3 4 0 . 2 7 1 5 4 , 3 4 0 . 2 7 

( 1 , 9 5 6 . 1 6 35 . 6 8 , 4 6 5 . 6 0 

( 2 , 0 5 8 . 0 9 8 1 6 , 4 6 4 . 7 2 

( 1 , 0 4 7 . 9 5 ( 2 ) 27 2 8 , 2 9 4 . 6 5 
27383 4 6 9 , 4 6 3 . 6 3 ( 2 ) 10 4 , 6 9 4 , 6 3 6 . 3 0 
23174 ( 3 , 2 9 4 . 0 4 4 1 3 , 1 7 6 . 1 6 

( 2 , 0 3 3 . 5 0 ( 2 ) 81 1 6 4 , 7 1 3 . 5 0 

( 5 , 9 0 5 . 8 6 ( 2 ) 60 3 5 4 , 3 5 1 . 6 0 

( 4 , 1 8 0 . 6 9 ( 2 ) 29 1 2 1 , 2 4 0 . 0 1 
5 , 5 1 5 , 6 8 2 . 8 1 

E. P e t e r Hoffman 28312 5 8 , 5 7 7 . 2 6 ( 2 ; 52 3 , 0 4 6 , 0 1 7 . 5 2 

Execu t i ve A i r w a y s , I n c . 27267 1 1 4 , 7 2 7 . 7 7 ( 2 ) 51 4 , 7 0 3 , 8 3 8 . 5 7 

J e n k i n s Berkey J t . V . 22793 3 4 , 5 6 3 . 7 3 105 3 , 6 2 9 , 1 9 1 . 6 5 

Rober t P. Lammerts 26706 1 1 2 , 9 6 0 . 2 7 21 2 , 3 7 2 , 1 6 5 . 6 7 
28322 7 3 , 5 8 3 . 4 1 (2) 35 2 , 5 7 5 , 4 1 9 . 3 5 
26707 1 0 7 , 9 7 9 . 4 8 20 2 , 1 5 9 , 5 6 9 . 6 0 
19328 5 , 6 7 9 . 5 9 7 3 9 , 7 5 7 . 1 3 
26708 2 5 , 7 6 8 . 6 4 14 3 6 0 , 7 6 0 . 9 6 
19341 1 0 , 8 4 3 . 8 4 6 6 5 , 0 6 3 . 0 4 
19385 ( 7 , 6 0 8 . 9 0 2 1 5 , 2 1 7 . 8 0 

C 8 , 4 0 4 . 1 1 6 5 0 , 4 2 4 . 6 6 
20783 3 0 , 6 8 2 . 6 0 6 1 8 4 , 0 9 5 . 6 0 

7 , 8 2 2 , 4 7 3 . 8 1 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



147 

Customer Name Note No. 
Amount of 
Advance 

No. of 
Davs (1) 

Exhibit B^2 
Lost 

Available 
Funds 

William Lockridge 

Longhorn Oil & Gas 

Mahan-Rowsey, Inc. 

Max imo-Moor ing, Inc. 

24399 

27623 

25805 

27333 

26650 

(16,273.97(2) 
(92,027.40(2) 

(110,027.40(2) 
( 38,509.59(2) 
29,534.25 

82,849.31(2) 

178,859.59(2) 

45 
89 

59 
31 

123 

47 

33 

732,328.65 
8,190,438.60 
8,922,767.25 

6,491,616.60 
1,193,797.29 
3,632,712.75 

11,318,126.64 
3,893,917.57 
5,902,366.47 

W. D. Newsom: 
W. D. Newsom & Assoc. 26965 

W. D. Newsom 

J. P. Exploration 

26959 

W. D. Newsom & Assoc . 25162 
O i l f i e l d - C a l i f . L t d . 26964 
Oklahoma HXghes 26961 

26232 

2 7 , 7 5 9 . 7 8 ( 2 ) 
6 1 , 2 3 2 . 9 2 ( 2 ) 

4 , 1 6 6 . 1 4 ( 2 ) 
55 ,628 .50<2) 

6 , 3 9 8 . 6 3 ( 2 ) 
1 1 , 1 6 1 . 7 8 ( 2 ) 
1 5 , 1 6 4 . 8 7 ( 2 ) 

( 1 6 , 9 7 2 . 2 7 
( 1 4 , 5 7 8 . 4 3 
( 4 , 1 7 3 . 4 4 ( 2 ) 

94 
33 

101 
33 
33 
33 
26 

1 
104 

95 

2 , 6 0 9 , 4 1 9 . 3 2 
2 , 0 2 0 , 6 8 6 . 3 6 

4 2 0 , 7 8 0 . 1 4 
1 , 8 3 5 , 7 4 0 . 5 0 

2 1 1 , 1 5 4 . 7 9 
3 6 8 , 3 3 8 . 7 4 
3 9 4 , 2 8 6 . 6 2 

7 , 8 6 0 , 4 0 6 . 4 7 

1 6 , 9 7 2 . 2 7 
1 , 5 1 6 , 1 5 6 . 7 2 

3 9 6 , 4 7 6 . 8 0 
1 ,929 ,605 .79 -

Otex Energy 28247 
24319 

David Palm 25771 

Samantha Petroleum 27423 

Joseph Sanson 25093 
25109 

0. L. Scott, Jr. 22261 
27188 

Texoma Resources 

Western Wells Co. 

27485 

21852 

13,715.75 
331,714.60(2) 

8,375.02(2) 

57,945.20(2) 

24,302.93 
24,532.77 

10,399.90 
52,459.51(2) 

( 72,123.29 
U 12,438.22(2) 

( 16,688.01 
( 105,944.56 
( 47,880.21 
( 39,202.40 

38 
20 

305 

74 

115 
116 

2 
47 

18 
14 

. 1 
14 
30 
14 

521,198.50 
6,634,292.00 
7,155,490.50 
2,554,381.10 

4,287,944.80 

2,794,836.95 
2,845,801.32 
5,640,638.27 

20,799.80 
2,465,596.97 
2^486,396.77 
1,298,219.22 

174,135.08 
1,472,354.30 

16,688.01 
1,483,223.84 
1,436,406.30 

548,833.60 
$3,< 485,. 151. 75 

$103, 

8 

,872 

,836 

,643 

,153 

.27 

.04 
$112 ,708 ,796 .31 

Subtotal 

Others, less than $1 million in Lost Available Funds 

(1) The number of days outstanding is through November 30, 1981 and does not 

include transactions in December. 

(2) Outstanding advances as of November 30, 1981 
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Exhibit C 

Penn Square Bank, N.A. 

General Ledger/Trial Balance Comparison 

November 30, 1981 

General Computer 
Ledger Trial Balance Differenca 

November 30, 1981 

Commercial, Real Estate & Con
struction loans outstanding 
--PSB- portion $236,549,125 $-233,892,496 $2,656,629 

IENC - Commercial, Real Estate & 
Construction $ 16,977,505 $ 18,270,678 

Other Assets-Advances of Interest 
on Participations 1,381,924 

$ 18,359,429 $ 18,270,678- $ 88,751 

Commercial, Real Estate & Construction 
loan income and fees—11 months $ 37,654,454 

% IENC to loans outstanding 7.76% 

%IENC (ending) to income, annualized 44.69% 

Becember 30, 1980 

Commercial, Real Estate, & Con
struction loans outstanding—PSB 
portion 

lENC-Commercial, Real Estate, & 
Construction 

Commercial, Real Estate & Construc
tion loans income and fees 

% IENC to loans outstanding 

% IENC (ending) to income 

$179, , 7 6 5 , 5 7 4 

S 6, , 4 8 3 , 4 0 0 

$ 22. ,7 08 ,892" 

3 .61% 

28 .55% 
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Exhibit D 

Penn Square Bank, N.A. 

Advances of Interest to Participating Banks 

as of November 30, 1981 

Chase $1,041,025.17 

Michigan National 246,284.23 

McAlester 13,168.00 

Hibernia . . 93,836.99 

Utica 110,027.40 

Northern Trust 347,515.97 

Seattle First 43,996.93 

Continental (Chicago) 238,087.46 

Bank of Red Oak , 4,824.66 

1 (Northern Trust _ 39.202.40 
(First Wagoner $2,177,969.21 
(Michigan National 

(1) Could not distinguish prepaid by bank. 
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Mr. BELLER. Which part are you referring to now, Mr. Chair
man? 

The CHAIRMAN. I just gave you the question based upon the 
entire memo from Arlyn Hill to Mr. Gunter, that was then for
warded to you, that you discussed earlier. This is about the fact 
that Penn Square Bank was paying interest to the upstream banks 
when the borrowers were not paying the interest to the Penn 
Square. 

Mr. BELLER. Yes, sir, that is what we discussed earlier, where I 
think that I said that as we found this had occurred that I asked 
the chief financial officer to identify in detail and to have his 
people work on it so that we could correct that and also stop it 
from occurring in the future, and we did collect the interest from 
the customers and notified the upstream correspondents what had 
occurred and tried to put monitoring into place to make sure that 
it wouldn't happen on an accidental basis again, and advised all 
the people not to pay interest upstream. 

The CHAIRMAN. And so once this was brought to your attention 
in this December 8 memo—was that Pearl Harbor Day? 

Mr. BELLER. Close. 
The CHAIRMAN. That was the end; you stopped it? 
Mr. BELLER. That is when it was brought to my attention, is 

when we went to work on stopping it, yes, sir. 
The CHAIRMAN. NOW, we have been told that you didn't have 

much authority over energy-related loans and that portion of the 
bank's business. Did your cease and desist order in this area apply 
to participations in energy loans as well, controlled by Patterson 
and Jennings? 

Mr. BELLER. I don't understand the last question. Could you say 
that again, please? 

The CHAIRMAN. Earlier this morning you told us that your au
thority did not exist over energy-related loans and participations, is 
that not correct? 

Mr. BELLER. That is correct to a degree, yes, sir. 
The CHAIRMAN. NOW, the problems related in this memo of De

cember 8 were primarily problems on energy-related loans that had 
been sold upstream, correct? 

Mr. BELLER. Yes, sir. 
The CHAIRMAN. Did you have therefore the authority to stop that 

practice, since you didn't have authority over energy-related loans? 
Mr. BELLER. By working through the chief financial officer and 

his personnel, through the accounting department, yes, sir. 
The CHAIRMAN. YOU were able to stop it? 
Mr. BELLER. We got it stopped, yes, sir. 
The CHAIRMAN. And was this, a copy of this memo, forwarded to 

the Office of the Comptroller of the Currency as well at the time 
this occurred? 

Mr. BELLER. I don't recall. 
The CHAIRMAN. But it was available to them when they came to 

the bank? 
Mr. BELLER. Yes, sir. 
The CHAIRMAN. YOU were sending them periodic reports on a 

voluntary basis, were you not? 
Mr. BELLER. That is correct, sir. 
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The CHAIRMAN. YOU didn't feel that this was the type of memo
randum and practice that they should be made aware of? 

Mr. BELLER. The reports that were being sent were the reports 
that were required to be sent under the letter agreement. 

The CHAIRMAN. But as an individual brought in to straighten out 
this institution, you didn't think that this was a rather unique 
practice, an erroneous practice that should be stopped, and there
fore wouldn't you have fared well with the Comptroller's Office by 
saying, hey, look at what we found here that was being done, that 
was certainly improper, we're going to put a stop to it? You didn't 
feel that was a good report to send forward? 

Mr. BELLER. I don't know. 
The CHAIRMAN. But you didn't? 
Mr. BELLER. TO my knowledege, no. 
The CHAIRMAN. Mr. Beller, with all due respect, they brought 

you in because the Comptroller's Office had swooped down and 
said, hey, unless you make changes you've got bad days ahead. So 
they brought you in, but they tied one and a half arms behind your 
back and put you in a wheelchair. Yet they increased your salary 
to I think what is a rather adequate amount, as a matter of fact a 
very adequate amount for an institution of this size. 

Did you ever go to bed at night and lie down in bed—because 
that's when I do a lot of thinking and reflection—and say to your
self, am I being used by Mr. Jennings and Mr. Patterson? 

Mr. BELLER. NO, I did not consider I was being used. I considered 
that I certainly wanted to accomplish more faster than I was ac
complishing it. But on the other hand, some of the things that were 
being done, I felt that was making great strides. 

The CHAIRMAN. I didn't mean that as being disrespectful, Mr. 
Beller, because I say, these fellows conned Chase Manhattan, they 
conned Continental Illinois. They conned the best. 

Mr. ANNUNZIO. YOU were in good company. [Laughter.] 
The CHAIRMAN. SO if they conned you, you shouldn't feel badly, 

really. I think they conned the Comptroller, too. In fact, I'm becom
ing more and more convinced of the fact that they conned the 
Comptroller of the Currency's Office—the past Comptroller, the 
acting Comptroller, and the new Comptroller. So that they are ex
ceptionally adept at it, and that is why I say, don't feel badly. 

But boy, as I sit here and analyze this situation, I have my 
doubts. 

Mr. Beller, in those final days, that last week when not only the 
temperatures in Oklahoma City got very high, but the tempera
tures within Penn Square Bank, the shopping center bank, got 
very high and the tempers got very short, at any point did you con
sider just giving it up and saying, hey, here are the keys, I'm 
taking off, I've had it? 

Mr. BELLER. NO, sir, I did not, because I never thought the bank 
would close. And I didn't undertake a very, very difficult job just to 
quit in the middle of it. 

Mr. BARNARD. Mr. Chairman, would you yield for a question? 
The CHAIRMAN. Why, of course. 
Mr. BARNARD. Mr. Beller, in your opinion—and I want to ask 

this question again—do you think the Comptroller of the Currency 
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acted hastily in their decision to demand $30 million of you to re
plenish your capital and then close the bank? 

Mr. BELLER. Well, that was their decision to make and it was not 
something that we could negotiate. 

Mr. BARNARD. But you have an opinion on it, don't you, sir? 
Mr. BELLER. Sir? 
Mr. BARNARD. YOU have an opinion? Here you are telling us that 

you thought everything was going well and that they were imple
menting the policies that you brought to the bank and things were 
just going just fine, except that the market price of energy sort of 
hit the bottom, which I bring up in conjunction with this matter of 
concentration. 

But still, things were going so well. Didn't the Comptroller act a 
little impulsively, impetuously? 

Mr. BELLER. I am not in a position to call that shot. But I think 
before this hearing is over with it will probably be more apparent 
than it is today to a lot of people. 

Mr. BARNARD. When did you think the bank was doomed? 
Mr. BELLER. The day after it was closed. [Laughter.] 
Mr. BARNARD. YOU didn't have that feeling the first day you 

went to work, though, did you, sir? 
Mr. BELLER. NO, sir. I never thought the bank would be closed. 
Mr. BARNARD. Did you think the FDIC was going to come up 

with all of that money they have got and bail you out and let you 
make a good financial merger or an acquisition and then you 
would be scot-free? 

Mr. BELLER. Well, as I've read in the newspapers, I think maybe 
it's the third time that a bank has been closed that way in about 50 
years. What is normal is hundreds of banks are reorganized every 
year. That is normal. 

Mr. BARNARD. That is normal. But on the other hand, if that is 
what people are looking for as the salvation of their depositors 
while they run rampant with loose banking policies, that ain't 
going to happen no more. 

The CHAIRMAN. I would like to associate myself with the gentle
man's remarks. It's unfortunate for a lot of people. We wish that it 
wouldn't have happened. But people have got to learn. They have 
to go a little further, you know. 

In reading material since arriving here that the staff has 
gleaned—did you have any connection with the holding company, 
Mr. Beller? 

Mr. BELLER. Yes, I was vice president of the holding company. 
The CHAIRMAN. Were you with the holding company when they 

were looking for—when they made a private placement to sell 
some stock in the holding company? 

Mr. BELLER. They sold some 
The CHAIRMAN. I'm trying to look for the staff to give me the 

date of that. 
Mr. BELLER. That is what I was going to ask. 
The CHAIRMAN. That was May 18, 1981. The reason I asked that 

is that when I looked at that particular 
Mr. BELLER. May of 1981. No, sir, I would not have been a direc

tor—I mean, a vice president—of the holding company. 
The CHAIRMAN. They had not put you on board there yet? 
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Mr. BELLER. NO, sir. 
The CHAIRMAN. The reason I asked that is that, very frankly, if 

anyone had seen that private placement letter they would be 
amazed at the fact that that particular letter did indeed cite many 
of the problems that existed at Penn Square Bank. 

Do you have a question, Mr. Annunzio? 
Mr. ANNUNZIO. Thank you, Mr. Chairman. 
The CHAIRMAN. Why don't you ask that while I try to find this 

letter. 
Mr. ANNUNZIO. Mr. Beller, for the record I would like to have 

answered: Who ran the bank? 
Mr. BELLER. Who ran the bank? 
Mr. ANNUNZIO. Yes. 
Mr. BELLER. In all banks, the chairman of the board and chief 

executive officer run banks on a daily basis, and the board of direc
tors run it overall. 

Mr. ANNUNZIO. SO that—I want you to tell me, what was the 
man's name who ran the bank? Who was the chairman of the 
board and the chief executive officer? 

Mr. BELLER. Mr. Jennings. 
Mr. ANNUNZIO. Mr. Jennings. 
Mr. BARNARD. Mr. Chairman, while you're looking, could I ask 

another question? 
The CHAIRMAN. Mr. Barnard. 
Mr. BARNARD. I would like to ask Mr. Dunn a question, if I 

might. Mr. Dunn, as loan administration officer during this time, 
as oil prices, energy prices, declined how did the bank adjust its re
serves to support the loans that had been made? How was that 
done? 

Mr. DUNN. The engineers in the department, as a matter of 
normal practice—and I think this is prevalent throughout the in
dustry—would take the discounted cash flow of the proven reserves 
and come up with a figure. Then they would discount that figure 
by 50 percent, in essence, to give you a 50 percent cushion. 

This is a rather complicated formula, but the annual discount 
figure could be adjusted upward or downward. It was adjusted 
upward as inflation and the interest rates continued to remain 
high. It was adjusted from 12 to 15 percent, as I recall. On the 
other side, these escalating oil prices that had been prevalent 
throughout 1979, 1980, and so forth, there was I think an 8 percent 
factor that was used. 

We followed the lead of—I believe I was told we followed the lead 
of Continental Illinois in this regard and their standards exactly. 
The normal 8 percent factor applied to oil prices was deleted and 
through the formula used in coming up with the engineering re
serve values the prices were held to be flat for 2 years. This prac
tice was begun I believe in the first quarter of 1982, around Janu
ary or February. 

Mr. BARNARD. NOW, you were relying on the estimates of your 
own engineers, right? They were not outside engineers offering you 
an unbiased opinion? 

Mr. DUNN. In most cases I believe outside engineering was put 
together and reviewed by our in-house engineers, and also by the 
participating bank's engineering division. 
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Mr. BARNARD. Well, was there some type of certification or docu
mentation by outside engineers? 

Mr. DUNN. Yes, sir, there were reports put together that were 
very lengthy and very technical. Our in house engineers had a way 
of going through the same technical gyrations and coming up with 
a very simple loan analysis, a page or two which would give you 
the amount of the loan that you could lend against the reserves 
based upon the report. 

Mr. BARNARD. And your participating banks very agreeably ac
cepted your engineers' reports and estimates? 

Mr. DUNN. I wasn't present when any representative—and it was 
my belief and is my belief that they had their own engineering 
department in most cases, in the large cases, Continental and some 
of the others. 

Mr. BARNARD. Did their analysts or engineers ever come to Penn 
Square and make an onsite inspection of your loan portfolio? 

Mr. DUNN. Engineers? I don't think I ever met any engineers. 
However, it would not surprise me if they had. Some of the loan 
officers with those banks had a petroleum geology degree in their 
background, or experience with oil companies, before they had 
gone to work for the banks. 

Mr. BARNARD. The staff of your department, the loan administra
tion department as far as the engineers and those administering 
these loans, did they have prior bank experience? 

Mr. DUNN. In some cases. The engineers were not under my 
jurisdiction. 

Mr. BARNARD. Under whose jurisdiction did they work? 
Mr. DUNN. Bill Patterson. 
I'm not aware of any of them who had prior banking back

grounds. However, they had experience with oil companies. They 
were very technical, analytical type individuals. 
Mr. BARNARD. Thank you, sir. 
The CHAIRMAN. Mr. Leach? 
Mr. LEACH. Mr. Beller, I think it has been well established that 

you're not responsible for the bank practices. There is some ques
tion however, as to whether you were entirely blind to what was 
happening. I stress this because some of the losers in this bank fail
ure are local people who bought commercial paper from the bank. 

In offering commercial paper for sale, the bank presumably was 
acting in good faith. On the other hand, there wasn't a lot of disclo
sure about the bank's problems. Can you tell us the mechanisms by 
which commercial paper was sold to customers, how much of it was 
sold, and how much was disclosed at the time of its sale? 

Mr. BELLER. Well, it was normal for commercial paper to be sold 
to some of the major companies that would purchase the paper on 
different time schedules. I don't know really what I can tell you 
about that. 

Mr. LEACH. The bank holding company sold commercial paper? 
Mr. BELLER. Yes. 
Mr. LEACH. YOU were not responsible for that, is that what 

you're saying? 
Mr. BELLER. Well, sir, to my knowledge everything was—com

mercial paper that was being sold at the bank had been sold there 
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for a long time, and everything was done in accordance with the 
manner in which it should have been done. 

The CHAIRMAN. Would the gentleman yield? 
Mr. LEACH. Of course. 
The CHAIRMAN. Well, I just read here that "At present the com

pany invests"—that is, the holding company—"the proceeds of 
sales of commercial paper in deposits in the bank. Interest paid by 
the bank by the company is less than interest paid by the company 
on its commercial paper." 

[Chairman St Germain read an excerpt from "Confidential Offer
ing Circular" which appears in the appendix to the hearing as ap
pendix A.] 

The CHAIRMAN. In other words, they were selling commercial 
paper, taking that money, putting it in Penn Square Bank, and get
ting less from Penn Square Bank for the commercial paper than 
they were paying to the purchasers of that commercial paper. 

Do you think that that is standard order or procedure? 
Mr. BELLER. What is the date of that? 
The CHAIRMAN. May 1981. 
Mr. BELLER. May 1981. What you have read was correct at that 

time, but I think you will find that later on that we recognized that 
and we made some changes with it, and that that situation was re
versed. 

Mr. LEACH. Let me ask about one aspect of your commercial 
paper sales that alarms me a great deal. In referring to the oil and 
gas division, you mentioned that some commitments were made in 
writing and some verbally and that you had a very difficult time 
understanding them. Is the making of verbal commitments a stand
ard operating procedure of any bank? And, if there were verbal 
commitments that could not be understood, how could you as presi
dent of a bank in good faith sell commercial paper to the people in 
your community? After all, such an investment is not protected by 
the Federal Deposit Insurance Corporation. 

Mr. BELLER. Well, I do not know how to answer that. 
Mr. LEACH. Thank you very much. 
The CHAIRMAN. Mr. Annunzio? 
Mr. ANNUNZIO. One last question, again, Mr. Beller. I would like 

to, as you reflect back on being president of the bank, can you give 
us an opinion? Do you feel that the Comptroller of the Currency 
knew what he was doing? 

Mr. BELLER. Well, I hope he did. My opinion at the time was 
that, yes, he knew what he was doing. 

Mr. ANNUNZIO. But the bank failed. You agree with the decision? 
Mr. BELLER. DO I agree with what, sir? 
Mr. ANNUNZIO. The decision they made to shut down. 
Mr. BELLER. Well, of course, the bank failed because it was ren

dered insolvent, because they charged off so many loans, and I do 
not know what those loans are as of this day. I have not seen a list 
of those loans that were charged off, and the collectability of those 
loans. How good it is, I have no way of knowing, because I still do 
not even know what loans were charged off. 

Mr. ANNUNZIO. We have been through this before. In other 
words, you were selling this commercial paper and paying x 
number of dollars of interest, and actually paying out more than 
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you were buying for the paper. It reminds me of the deficit that 
the Federal Government has got. We spend more than we take in. 

Mr. BELLER. I became aware of that shortly after I got to the 
bank, and was very disturbed about it. I did not agree with it, 
either. 

Mr. ANNUNZIO. SO what did you do about it? 
Mr. BELLER. Well, certainly, we changed it to the point where, as 

I recall, that that was not the case later. 
Mr. ANNUNZIO. Thank you, Mr. Chairman. 
The CHAIRMAN. Mr. Wortley? 
Mr. WORTLEY. Thank you, Mr. Chairman. 
One last question, Mr. Beller. Why did Penn Square continue to 

lend heavily in the face of the oil and gas slump that the industry 
was going through? 

Mr. BELLER. Well, as I said before, trying to relate to what was 
referred to as the loans within the pipeline, the loans that were 
previously committed to by Penn Square Bank and their participat
ing banks, those loans were ongoing, and committed to many, 
many months before the actual funding of those loans. So, as the 
energy continued to build, the loans and the base that the loans 
were based off of continued to pyramid itself. 

Mr. WORTLEY. In other words, the only loans that were made 
during the slump were those that previously had been committed? 

Mr. BELLER. NO, sir. I did not say that. No. There were other 
loans. None that I can specifically relate to you but certainly it was 
not all that. 

Mr. WORTLEY. And is not prudence the trademark of a good 
banker? 

Mr. BELLER. It should be. Yes, sir. 
Mr. WORTLEY. Why wasn't the board of directors—and I am not 

trying to lay this specifically at your doorstep, because I realize 
tha t you had little to do with the loans in the energy area, but why 
would the board of directors ever tolerate some imprudent action? 

Mr. BELLER. I do not think I can answer for them. 
Mr. WORTLEY. Were they part of the group that was borrowing? 
Mr. BELLER. Well, I think there were some of them, yes, that had 

loans from the bank, which was normal. 
Mr. WORTLEY. Thank you. 
Thank you, Mr. Chairman. 
The CHAIRMAN. Mr. Evans? 
Mr. EVANS of Indiana. Thank you, Mr. Chairman. 
Mr. Dunn and Mr. Preston, as you know, the Comptroller's 

Office continually criticized Penn Square for its failure to institute 
proper asset-liability management systems. In fact, the last exami
nation states that the bank had continued this practice to the end, 
and had huge volumes of lending commitments and letters of credit 
outstanding. As major officials of this bank, what steps did you 
take to address these concerns of the Comptrollers' Office? 

Mr. PRESTON. DO you have a preference as to who goes first? 
Mr. EVANS of Indiana. No, whatever. 
Mr. PRESTON. In the fall of 1981, I was asked by the president to 

look into letter of credit matters from a legal viewpoint, and at 
tha t point I made a recommendation in regard to how letters of 
credit should be prepared, how they should be booked, that the is-
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suance of letters of credit should be removed from the energy divi
sion and set up under the loan administration division. 

Subsequent to making those recommendations, those steps were 
put in place, as I recall, in the first month of 1982. In terms of the 
commitments that were in place, many of those commitments, as I 
understood them, I did not participate in the lending side of the 
bank, and was not on those committees, but as I understood them, 
existed at the time that I joined the bank, because I recall that the 
Comptroller's Office referred to the large number of commitments 
at the July 29 board meeting in Dallas. Those commitments were 
not going to go away, and they would have had to have been 
funded or they would have had to have been denied by the bank to 
be funded with the resultant litigation that would arise over them. 

Mr. EVANS of Indiana. Mr. Dunn? 
Mr. DUNN. I think the first step in the process would be to iden

tify commitments and continue these so that you did not know it 
existed. As John pointed out, around year end, we sought to put 
together a new and well staffed letter of credit function, and of 
course letters of credit are only one part of the whole area of con
tingent liabilities, but this was one area in which we made some 
attempts to staff that area, identify the letters of credit that were 
already on our books as commitments, and to put in place proce
dures to control future letters of credit in terms of the operational 
matters involved, what were their terms, their maturity, collatera
lized or uncollateralized, as well as the legal aspects of the form 
and substance within the letter itself. 

Mr. EVANS of Indiana. And so policies were instituted then to 
assure that loan commitments and letters of credit could be funded 
when they were called? 

Mr. DUNN. Yes, sir. Could be funded. If the letter is called, you 
have no choice other than to fund it, so that was not really what 
we were after. We were trying to gain insight into what already 
existed within the bank, what had already been committed to, 
what the bank was liable for. 

Mr. EVANS of Indiana. So controls were placed on lending offi
cers? 

Mr. DUNN. From an operational standpoint. Yes, sir. In other 
words, certain procedures were to go into effect before a letter was 
to be issued. The form had to be approved by not only the lending 
committee supposedly but the general counsel, and steps were pro
vided from an operational standpoint, was where we made the best 
gains to identify the portfolio with a minicomputer we put in place 
in another area outside of letters of credit. The overall contingent 
liabilities and unfunded loan commitments, for example. 

If a loan for $10 million is committed and initially or at any 
point the total $10 million, say, is not funded, the balance remains 
as a contingent liability of the bank. That had not been identified, 
and it was a very difficult process with the computer systems and 
the operations in place to do so, but after months of attempts that 
was done and provided to the Comptroller when they came to the 
bank at their normal examination, 

Mr. PRESTON. AS a member of the asset and liability committee, 
and as a director, my recollection was that in, I believe, the early 
part of 1982, there was a policy put in place, if it had not been put 
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in place before that, that was confirmed, as I recall, to the board 
and to that committee, that in fact no additional commitments 
were being made or could be made—that would be policy—without 
that commitment having been what the bank referred to as presold 
or in fact a participation in place with a corresponding bank relat
ing to that commitment prior to the time that that commitment 
was passed on to the borrower. 

Mr. EVANS of Indiana. Thank you, Mr. Chairman. 
Mr. LEACH. Mr. Chairman? 
The CHAIRMAN. Mr. Leach. 
Mr. LEACH. It is my understanding that the Comptroller's Office 

was informed by you at their September 30 supervisory examina
tion that you had placed a $50,000 limit on Mr. Patterson and his 
operation. Is that an accurate statement? 

Mr. BELLER. I had placed a $50,000 limit on any funding going 
out of the bank without it being reviewed before it went to the dis
count department for funding, because the bank was in a tight situ
ation in regard to loans to deposit ratio, and we were concerned 
about liquidity. Yes, sir. 

Mr. LEACH. YOU had informed the Comptroller's Office that you 
had a $50,000 limit? 

Mr. BELLER. Yes, sir. 
Mr. LEACH. And yet you have told us that you had no control 

over Mr. Patterson. Which is the accurate description of the situa
tion? 

Mr. BELLER. The accurate description is that I was attempting to 
control, but was unable to do so. 

Mr. LEACH. Was the Comptroller's Office subsequently informed 
that you were unable to exercise control? 

Mr. BELLER. In a formal fashion, I do not know. 
Mr. LEACH. I would like to make one final observation relating to 

Mr. Dunn's comments on the letters of credit. The letter of credit 
issue should be examined both as a banking problem and an inves
tor problem. As we look at the problems of this bank, which also 
reflect problems in the oil and gas industry, it is fair to raise some 
red flags to the American public about highly leveraged letters of 
credit type operations. They are not as safe as many of us had once 
thought they might be. While a bank may prudently seek letters of 
credit to protect itself, the American investing public should be 
very, very concerned about any leveraged investment involving 
substantial letters of credit which while they might appear unlike
ly to be called upon might well have to be called upon. 

Would you agree with that, Mr. Dunn? 
Mr. DUNN. AS general investment advice to the general public, 

yes, sir. 
Mr. LEACH. Thank you very much. 
The CHAIRMAN. Mr. Preston. Wait. First, Mr. Dunn, on letters of 

credit you gave us a nice description of the policy, et cetera, but did 
that apply to letters of credit as far as Mr. Patterson and his 
machinations were concerned? Maybe you thought it might apply, 
but did it indeed in fact apply? 

Mr. DUNN. Not totally. No, sir. 
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The CHAIRMAN. NO, because we are aware of the fact that there 
are some lawsuits pending, are there not, with respect to some of 
those machinations? 

Mr. DUNN. I have read of those. I do not know if those were com
mitted 3 years ago or 1 year ago. I do not think they are recent 
letters of credit that are involved in those lawsuits. I want to dis
tinguish here between the operational aspects of controlling the 
portfolio versus the actual lending decisions made. The systems 
that we were attempting to put in place was step 1, which was to 
find out what you have so that you can take a look at it and 
manage it, and see if it is laced with efficiencies and so forth, and 
set about to correct those, and efforts were made in that area. 

The CHAIRMAN. Mr. Preston, as chief legal officer of Penn 
Square, or general counsel, is that title correct? 

Mr. PRESTON. That is correct, sir. 
The CHAIRMAN. Did you ever advise the officers of the bank con

cerning the memorandum that I discussed with Mr. Beller, that is, 
the payment of interest and principle on nonperforming participa
tion loans to those people who purchased these participation loans 
without informing the purchasers of the participation loans that 
interest was being paid by Penn Square on behalf of the borrower? 

Mr. PRESTON. TO answer your question, first, I have not seen this 
memorandum to my knowledge until today. I did become aware of 
the problem of paying upstream correspondents interest when the 
bank had not collected it from its customer, I believe in May or 
June of this year, during an examination, and at that time I had 
been asked by the president to look into the issue. I did, and re
ferred the issue to our outside regulatory counsel. I do not recall 
whether I wrote a memorandum or not of a general nature or a 
specific nature dealing with that issue. 

The CHAIRMAN. YOU, I believe, were here when Mr. Beller read 
us the limitations on his authority as president of Penn Square. 

Mr. PRESTON. I was here when he read those, yes, sir. 
The CHAIRMAN. Were you aware of those limitations prior to this 

morning? 
Mr. PRESTON. Not until he read them, sir. 
The CHAIRMAN. Not until he read them. Did they have intercom 

telephones in the Penn Square Bank? 
Mr. PRESTON. I am sorry, I do not know what you mean. 
The CHAIRMAN. Well, I mean, could you call Mr. Beller's office or 

Mr. Dunn's office on a telephone? Was your office in the Penn 
Square Bank? 

Mr. PRESTON. Yes, sir. 
The CHAIRMAN. In the shopping center? 
Mr. PRESTON. It was originally removed from where Mr. Better's 

was. It was ultimately next to Mr. Beliefs. 
The CHAIRMAN. OK, but you had communication facilities? 
Mr. PRESTON. Yes, sir. 
The CHAIRMAN. And there were Xerox machines in the bank? 
Mr. PRESTON. Yes, sir. 
The CHAIRMAN. And there were secretaries who could type and 

take shorthand? 
Mr. PRESTON. Yes, sir. 
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The CHAIRMAN. It seems to me there was a lot of lack of commu
nication here. Would you think so, Mr. Preston? 

Mr. PRESTON. I do not know how you mean that question. 
The CHAIRMAN. Well, you were not aware of this memo that I 

just referred to until May or June, yet it was a December 8, 1981, 
memo. You were not aware of the limitations placed upon the gen
tleman who asked you to come along to Penn Square from your 
previous employment. Wouldn't that have given you cause to 
wonder? In other words, I am going over there with a president of 
an institution, but he is limited jurisdictionwise to about 20 percent 
of the activities of that institution. Do you not think you should 
have known about that? 

Mr. PRESTON. I believe I should have known about it, but I did 
not know about it. 

The CHAIRMAN. But in all truth, you should have known about 
it, should you not, so you would be better able to analyze what you 
were stepping into? 

Mr. PRESTON. Yes, sir. 
The CHAIRMAN. IS this a promotion or demotion or what? Cor

rect? 
Mr. PRESTON. It would have been helpful to know that. 
The CHAIRMAN. Well, I would certainly like to know those things 

if somebody asks me to go along with them. 
Let me ask you this. There is a suspicion of the fact, and this is 

sort of being corroborated because of the facts that are being 
brought out, to wit, that we are finding participation loans that 
were sold to upstream banks that were not performing too well, 
and the next thing you know, they are back in Penn Square, 
almost to a point, and as I say, I want to make this clear, we do not 
have it capped yet, we do not have it signed, sealed, and delivered, 
but it looks very much as though there is a possibility on these 
loans that there was a tacit agreement, A, you buy this loan, if it 
ends up being a nonperforming loan, we, Penn Square, will take it 
back. 

Did that come to your attention at any point, any suspicion of 
that practice? 

Mr. PRESTON. It did in, I believe, May or June of this year. 
The CHAIRMAN. Did that come to your attention, Mr. Beller? 
Mr. BELLER. Not that there were any agreements to buy them 

back. 
The CHAIRMAN. I said tacit agreement. Sometimes you may not 

see it in writing, but by crackey, the facts as we in the law know, 
the facts speak for themselves. 

Mr. BELLER. I do not know. 
The CHAIRMAN. My colleague, the eminent banker from Georgia, 

tells me res ipsa loquitur. I have just been handed a letter by staff, 
January 28, 1981, Mr. Patterson, from John R. Lytle—L-y-t-1-e. Is 
that the fellow that got the loan? 

Mr. BELLER. That is correct. 
The CHAIRMAN. We are checking that a little further. By the 

way, homes in the Chicago area, Mr. Annunzio informs me, if you 
live in the right area of Chicago, $500,000 is not a lot for a house. It 
is a lot in Woonsocket, R.I., I will tell you. 

[The letter, in part, follows:] 
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DEAR BILL: Just want you to know that Caroline Janda had her meeting with 
Arnold Middeldorf and his people at Michigan National determined that they are 
pleased with the package of credits we put together last November. I feel they are 
grateful both to you and to us for the help. It looks like they are growing both in 
confidence and understanding of oil-related lending. Bill Patterson and Bill Dell 
were given these people's reference, but as we did previously, I reassured them that 
we would take the credits out at maturity or whenever they felt unconfident. 

[The letter in its entirety follows:] 

CONTINENTAL BANK 
CONTINENTAL ILLINOIS NATIONAL BANK AND TRUST COMPANY OF CHICAGO • 231 SOUTH LA SALLE STREET. CHICAGO. ILLINOIS 606S 

* » - . . , , , — 0 Q 1 Q A 1 JOHN It LYTL 
January 28 , 1981 VICE PRES.DEM 

312/823-434 

Mr. Milliam Patterson 
Executive Vice President 
Perm Square Bank 
1919 Penn Square 
Oklahoma City, Oklahoma 73126 

Dear Bill: 

Just want you to know that Caroline Janda and her crew had 
a meeting with Arnold Middeldorf and his people at Michigan 
National and determined that they are pleased with the 
package of credits that we put together la s t November. I 
fee l they are grateful both to you and to us for the help. 
I t looks l ike they are growing both in confidence and 
understanding of o i l related lending, but as we did previ
ously, I reassured them that we_would_take_the credits out 
at maturity or whenever they f e l t unconfident. 

Thanks again for your help. I think that this i s a service , 
that working together, we can provide to others. 

Sincerely,, 

JS 

Ufrefovx/. **"/?/ 0 8 1 7 3 ;> - ^ 
SUBSIDIARY OF CONTINENTAL ILLINOIS CORPORATION £^_ ~\ 
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The CHAIRMAN. Mr. Preston, does that not sound to you like an 
agreement to take it back, to repurchase? And this one is not too 
tacit, is it? 

Mr. PRESTON. Well, I do not have that document in front of me. 
The CHAIRMAN. DO we have a copy to give to the gentleman? 
Mr. PRESTON. I do not recall seeing it, but I agree with your 

statement. 
The CHAIRMAN. The date of this is January 28, 1981, an informal 

takeout agreement to purchase by Continental, and who signed 
this? This is from Peat, Marwick, Mitchell, & Co. Oh, Arthur 
Young, 1981; 1981. In January of 1981. Did you retain Peat, Mar
wick, after April of 1981? 

Mr. BELLER. Yes. 
The CHAIRMAN. SO they had that informal agreement. We will 

send it down and let you take a look at it. 
Mr. BARNARD. Mr. Chairman, didn't our legal counsel tell us that 

maybe against the law? 
The CHAIRMAN. Well, we discussed it with our counsel last night, 

in our late hour briefing, and it seems to us that it should be 
looked at very thoroughly to see about its legality or illegality, but 
I think we are going to find that illegal things in this institution 
were not out of the ordinary. 

Mr. BARNARD. Well, of course, this is locking the door after the 
horse's loan has gone. 

[General laughter.] 
Mr. BARNARD. But it looks to me, though, that the Comptroller's 

Office or the FDIC would classify a participation loan with a buy-
back provision as a deposit against which reserves are supposed to 
be made. Is that not true? 

The CHAIRMAN. Well, I would have to agree with the gentleman. 
Mr. BARNARD. Mr. Beller, would that not be true? 
Mr. BELLER. I believe that you would look at it that way, yes, sir. 
Mr. BARNARD. Thank you. 
The CHAIRMAN. Mr. Beller, you were on the board of directors of 

Penn Square in 1982? 
Mr. BELLER. Correct. 
The CHAIRMAN. NOW, I have here a series of minutes of meetings 

of the board of directors, January 12, 1982. At that meeting, the 
secretary noted "that loans associated with Bill Patterson in the 
amount of $650,000, board approval required", and he did indeed 
get it, and then later on Mr. Patterson again—where are we— 
March 16, 1982, "Bill Patterson totaling $2,800,000." That was the 
March 16, 1982, meeting. 

Then there is another meeting on April 2, 1982. The total 
amount of the loan to Bill Patterson was $3 million. "Extension of 
any loans previously made to Bill by said officers is hereby specifi
cally ratified and approved." Were you at these meetings with the 
escalation of loans to Mr. Patterson, where it was occurring? 

[A copy of meeting minutes from April 14, 1981 through June 15, 
1982, appear in the appendix section as appendix B] 

Mr. BELLER. In those directors' meetings? 
The CHAIRMAN. Yes, sir. 
Mr. BELLER. Yes, sir. 
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The CHAIRMAN. DO you recall what the purpose of those loans 
was? 

Mr. BELLER. Not in the specific amounts. I can recall conditions. 
There was one loan that was to Mahan-Rowsey, an affiliated loan 
for Mr. Patterson and a couple of other gentlemen, where they bor
rowed money to purchase—it was not Mahan-Rowsey. Let me think 
about that a little bit and try to figure out which loan it was. 
Maximo, that is what it was. It was where he and a couple of other 
gentlemen borrowed funds to acquire the Maximo-Mooring for the 
ultimate sale, as I recall, to the Heller Co. 

The CHAIRMAN. At this point in time, I would like unanimous 
consent for the committee to put in the memorandum dated De
cember 8, 1981, which I have been quoting from, with respect to 
the payment of interest on participation loans, and then there is 
the private placement letter that was quoted from earlier, from 
May of 1981. That is the one, the placement letter from the holding 
company offering in May of 1981, and then I think we have an
other memorandum we want to put in. I have got the private place
ment and the December 8, 1981, and the letter to Mr. Patterson 
that I just showed Mr. Preston from Mr. Lytle of Continental Illi
nois. Without objection, those will all be placed in the record. 

The CHAIRMAN. Mr. Beller, one of the very prominent members 
of the Oklahoma City community who was, I think, a director of 
the bank and a rather substantial borrower or business customer of 
the bank was a gentleman named Carl Swan. 

Mr. BELLER. Yes. 
The CHAIRMAN. Did you meet Mr. Swan? 
Mr. BELLER. Yes, sir. 
The CHAIRMAN. Would you say he was rather influential as a 

member of the board of directors of that institution? Did he partici
pate in the board of directors meetings? 

Mr. BELLER. Yes, sir. He was at the board meetings, and he was a 
substantial borrower through the bank, with his loans being 
funded by the upstream correspondents. Yes, sir. 

The CHAIRMAN. Tell me, do you feel he was, and I do not mean 
this in a derogatory fashion in any way, but from what I have read, 
he is a rather influential, rather substantial individual. As a 
member of the board of directors, was he what you would call on 
the boards of directors you have, people who go to the meeting, and 
they sit back and they listen, and you have those who go to the 
meeting and are real, actual, active participants, because they have 
knowledge of the background and what have you. 

Mr. BELLER. Yes. 
The CHAIRMAN. HOW would you classify Mr. Swan? 
Mr. BELLER. I would classify him as a director who fell in be

tween the two extremes. 
The CHAIRMAN. But did you feel that he gave helpful input? 
Mr. BELLER. He would make comments in the directors' meetings 

relative to what he anticipated was going to happen to drilling rigs 
in the future, what he thought was going to occur as far as pricing 
in the energy field in the future, oil prices, gas prices, things of 
that nature, which would give input. 

The CHAIRMAN. And this was his area of expertise, I am told. 
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Mr. BELLER. Yes, which would, I am sure, gave some comfort to 
not only me but other directors, that his input was assisting in us 
trying to evaluate what was happening in the industry in which we 
were concentrating efforts. 

The CHAIRMAN. However, he did not attempt to evaluate individ
ual loans? 

Mr. BELLER. NO, sir. 
The CHAIRMAN. Or collateral for individual loans? 
Mr. BELLER. NO, sir. 
The CHAIRMAN. NOW, we just read about Mr. Patterson's line of 

credit with the bank. Mr. Swan also was a substantial borrower 
from Penn Square. 

Mr. BELLER. Yes, sir. 
The CHAIRMAN. DO you feel as though as far as his borrowings 

and those of his affiliated companies were concerned, that there 
was no—at any time did they exceed the limits that are placed on 
insiders, such as members of the board of directors or major stock
holders? 

Mr. BELLER. It certainly never occurred in a deliberate fashion. It 
was never intended. We had systems and procedures set up to try 
to cope with that. We had lines of credit established for the direc
tors ahead of the fact, and if there was such occurrence, I am not 
aware of it. 

The CHAIRMAN. YOU say there were loans that were bought by 
some of the upstream banks and institutions. Were any of those 
sent back as we were told might happen in the letter I just read to 
Mr. Preston? Were any of those participations that went upstream 
in which Mr. Swan was involved as a borrower? Were any of those 
returned to Penn Square or repurchased by Penn Square? 

Mr. BELLER. I do not know. I would not be surprised if some were 
for the purposes of the loan was being reworked, redone, and was 
becoming a different type of loan, and was moving out of one cate
gory and into another category, and maybe into a production loan 
for a term out, and things of that nature that would seem to be 
normal in that type of lending. 

The CHAIRMAN. Lastly on this issue, to the best of your knowl
edge, at the time Penn Square was shut down on the 5th or the 
6th, did Mr. Swan or any of his affiliated companies have any loans 
with Penn Square that were classified loans or problem loans? 

Mr. BELLER. Yes, sir. 
The CHAIRMAN. There were some of those loans that were 

classified by the Comptroller's Office? 
Mr. BELLER. Yes, sir. 
The CHAIRMAN. Does anyone else have any further questions at 

this point? 
[No response.] 
The CHAIRMAN. If not, the Chair would like to express its deep 

appreciation to the panel. Despite the fact that some might think it 
is warm in here, when you go outside, it is cooler in here than it is 
outdoors. Mr. Beller in particular. I do not know if you are em
ployed at the moment or not. If you are not, we would certainly be 
most grateful to you if you could be with us a little longer, in case 
something comes up through further witnesses that might evoke a 
situation where we could need your assistance and guidance. 
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Mr. BELLER. I will stay available. 
The CHAIRMAN. If you are able to. 
Mr. BELLER. I will. 
The CHAIRMAN. It is common practice with the committee, I 

know, but I would like to ask if we could look for cooperation from 
you gentlemen in this instance as well. Oftentimes questions come 
to mind that did not occur to us at the time of the hearing, and we 
have a practice of sending questions in writing. If this should 
occur, we would either do that or have staff contact you. Would 
that be acceptable? 

Mr. BELLER. Yes, sir. 
Mr, PRESTON. Yes. Mr. Chairman. 
Mr. DUNN. Yes, sir. 
The CHAIRMAN. Well, under the circumstances again, on behalf 

of the committee and myself, I want to express our deep apprecia
tion to you for all of your assistance this morning. 

Mr. BELLER. Thank you, Mr. Chairman. 
Mr. PRESTON. Mr. Chairman, I have been reemployed, so if I 

could be excused. 
The CHAIRMAN. Yes. Thank you, Mr, Preston, and congratula

tions. [General laughter.] 
The CHAIRMAN. NOW, we will call our panel composed of Mr. 

Richard Haugland, Mr. James Randolph, Mr. Gary Cook, Ms. Eliza
beth Merrick Coe, W. A. Ross, Jerry Richardson, and Gene 
Smelser. So, if you would all be kind enough to come up to the wit
ness table, we will go through the process of swearing you in. 

[Witnesses sworn.] 

TESTIMONY OF RICHARD HAUGLAND, JAMES G. RANDOLPH, 
GARY COOK, ELIZABETH MERRICK COE, W. A. ROSS, JERRY 
RICHARDSON, AND GENE SMELSER 
The CHAIRMAN. AS I think you all know, we did not, because of 

the circumstances, we do not look upon you as professional wit
nesses, as we do the high-powered, highly paid lobbyists that usual
ly come before us in Washington, so we did not require any written 
or prepared statements, but I understand from staff that Mr. Ran
dolph would like to make an oral statement, and you are all public 
directors, outside directors of Penn Square, correct? 

Mr. Ross. Yes, that is correct. 
The CHAIRMAN. Mr. Randolph, we would be happy to hear from 

you at this point. 
Mr. RANDOLPH. Thank you. I would like to speak on behalf of the 

seven outside directors. Is this on? 
The CHAIRMAN. Unfortunately, you have to almost swallow it. 

Pretend you are eating an ice cream cone, and you have not had 
any ice cream in a month. 

Mr. RANDOLPH. Well, perhaps some background just to show the 
diversity of the board. 

I am a graduate of the University of Michigan in engineering. I 
have a master's degree from George Washington University, and I 
attended the advanced management program of the Harvard Busi
ness School. I am also a graduate of the Army Command General 
Staff College and the National War College, so you might ask me 
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why I am a banker. Well, I spent almost 28 years' active service 
with the Air Force, and left the Air Force as a major general in 
1976, and immediately joined, as president, a new company that 
had been formed to develop coal reserves and to market those coal 
reserves headquartered here in Oklahoma. We have built two 
mines and have started a third one. Last year our production 
ranked about 12th or 13th in the Nation in terms of volume. 

I met Bill Jennings while I was still in the Air Force here at the 
local base, and he asked me to join the board shortly after I left the 
Air Force. I declined at the time, but after a number of additional 
requests, I did join the board in the summer of 1979. As I men
tioned, I had no prior experience in banking nor as a bank director, 
although I had a limited period of service as a director of a half-
billion-dollar savings and loan association. 

Bill's reason for wanting me on the board was to get my help in 
assisting him in guiding the board and developing the bank organi
zation and management team, and he felt that my experience in 
managing rather large organizations would be of value to the 
board, particularly since most of the other board members' primary 
experience was in small businesses. 

My first impressions after joining the board were: It was 
different from a savings and loan, the bank was operated some
what as a proprietorship, as opposed to a public company. There 
was no formal monthly plan or budget. The management depth 
was thin. Bill at that time, was really running the bank, and he 
had no heir apparent at that time to take over in case something 
should happen to him. And more importantly, there was no auto
mated management information system. 

And so, some of my first contributions or suggestion to him was 
that the bank certainly needed to develop a budget plan, because 
that gave you a tool to measure where you had been and to explain 
the differences and see what was happening. 

The CHAIRMAN. What was the date of this again? 
Mr. RANDOLPH. This was in the fall of 1979, early 1980. And I felt 

we needed a longer range plan to define the manpower and capital 
requirements for the organization, and certainly we needed to get 
away from the manual management information flow and to use 
computers to improve the quality of the management information, 
and we certainly needed additional senior management personnel. 

I don't think we—first of all, being the new man on the block 
and the young guy on the board, you do not come in and make a 
lot of waves initially, because you feel your way in, but I had ex
pressed these points to Bill, and I think he recognized that these 
needed to be done, but he had not had a chance to react to them. 

The CHAIRMAN. Could I say something to you, Mr. Randolph? I 
do not think the outside members of the board get paid very much 
compared to auditors like Peat, Marwick, or Arthur Young, but I 
must say that you know, you tell Mr. Jennings what the bank had 
to pay big numbers for through these accounting firms, so I con
gratulate you, because you were telling them exactly what they 
were told. You gave it to them practically free, and they paid a lot. 
Subsequently, I assume, you saw these management letters where 
that which you are stating now was recommended, so that is fan
tastic. 
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Mr. RANDOLPH. Well, of course, I had been on the board only a 
few months when we got the first examination, and being from a 
military background, I characterized this as an IG inspection, of 
which I had had a few. Before the examination the board had al
ready been discussing with Mr. Jennings the need for additional 
capital. We recognized that we needed to place additional capital in 
the bank. 

But the points of the examination that stood out in my mind 
were the need for additional capital and the need for an additional 
or stronger management team, because most of the conditions they 
cited were really because of a lack of adequate management staff, 
and the lack of procedures and controls, there was also a need to 
better manage the liquidity either by increasing the deposits in the 
bank or by restraining the lending actions. All other points that I 
remember from that first examination, in which we went to Dallas 
in August of 1980, were primarily what I would call technical dis
crepancies, more of form rather than substance. 

When we went to Dallas in August of 1980, Mr. Poole briefed us 
of his findings, and his briefing basically reinforced my initial im
pression that there was definitely a need for greater management 
control and planning, a need for additional quality people to 
manage the growth and change. And as far as I am concerned, the 
meeting was very instructive to me, because it kind of reinforced 
and lent credence to some of the points that I had initially. 

As a result of that meeting, the board did see that additional cap
ital was put into the bank, additional shares of stock were sold in 
the holding company, and we brought our capital reserves up to 
our peer group, and we tried to maintain it at about 7% percent 
throughout the remainder of the life of the bank. 

We then put additional pressure on Bill to hire additional experi
enced bank managers, and Mr. Beller has been testifying, that he 
was hired as a result of that search, which took longer than we had 
hoped. But it is difficult to find experienced, qualified people. We 
also during the same period of time added additional technical 
people in the oil and gas department, and we were told that we had 
developed—that the bank had developed—the largest and the most 
qualified oil and gas technical staff in the State. 

At the same time there was a considerable effort to develop addi
tional procedures and systems and training programs, and certain
ly manuals were written which were forwarded to Dallas, and some 
of us reviewed and looked at them, and I thought personally they 
were quite good. In summary, during this period of time, after that 
first examination, a new president was hired, a new general coun
sel, chief loan officer, financial officer, a new vice president in 
charge of the real estate department, plus other additional experi
enced bank officers were added to the staff. As Mr. Beller said, the 
bank more than doubled in size during this period of time. 

The second examination, which occurred in the spring and 
summer of 1981, started really before these new people were barely 
in position. They had no real opportunity to correct any of these 
fundamental problems of management, and more importantly, the 
time of the absolute top staff was consumed in trying to resolve 
loan problems in real estate and agriculture which Mr. Beller char-
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acterized as horse loans which had been caused by the lending ac
tions of a dismissed senior loan official. 

So, it was not a surprise to the board to receive the report in the 
summer of 1981 that there had been little improvement in the 
bank's management practices, because we realized that the new 
management team had not really had time to correct these particu
lar problems. 

So, when we went to Dallas for the second trip in July of last 
year, and met with Mr. Poole and his team when they reported the 
conditions, we were not terribly surprised. That meeting was quite 
lengthy, and Mr. Poole dwelt at considerable lengths, which I con
sidered almost like a lecture that you would expect in a university, 
on how to manage to achieve liquidity goals, he used several 
graphs, and went into some more details of his views on how a 
bank could manage to insure that they maintained appropriate 
spread between what they were paying for money and what they 
were charging for money. 

At the end of the meeting, the examiners at Dallas wrere very 
complimentary about the quality and the reputation and the expe
rience of the new people that had been recruited by the bank, and 
so that the overall flavor of that meeting was not one of a great 
deal of criticism, but one we thought was helpful and hopeful, be
cause we felt, as outsiders, the bank were moving in the proper di
rection. 

After the meeting, the board expressed concern about an alleged 
lending limit violation mentioned at that meeting, and it was ex
plained to us that it was a technical violation in the sense that the 
combination of the value of a loan, a letter of credit, and perhaps 
an honored overdraft caused the bank to have a technical lending 
violation. This explanation at a subsequent board meeting was fur
ther expanded to include that it was an administrative error in not 
insuring that the terms of a loan from Penn Square corresponded 
to the dates of coverage for the loan from the upstream correspond
ing banks. 

As a result of this latter, second examination and trip to Dallas, 
the management reported to us very serious efforts to correct all of 
the deficiencies, and to obtain release from the letter of agreement 
perhaps as early as 1982, and certainly by the spring of 1983, since 
this relief was essential in order for the bank to receive authority 
or permission from the Office of the Comptroller of the Currency to 
move into new bank premises that were being constructed. 

During the fall of 1981 at the board meetings the bank manage
ment reported and displayed results of numerous actions to estab
lish appropriate checks and balances: The formalization of the 
asset and liability management committee, detailed procedures, 
loan policy committee, additional people, and further elaboration 
and sophistication of the data system for the oil and gas 
department, 

The Comptroller of the Currency reported to us in our January 
1982 board meeting that the bank had made extensive progress, 
and they were very complimentary on work that had been done, 
and I believe it was reported to us that the bank had accomplished 
a great deal more than they expected to find. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



169 

Mr. BARNARD. May I interrupt at this point? Who made this ob
servation? 

Mr. RANDOLPH. I believe it was Mr. Morrow who was the spokes
man at the time. 

Mr. BARNARD. For whom, the Office of the Comptroller? 
Mr. RANDOLPH. That is right. 
Mr. BARNARD. In January? 
Mr. RANDOLPH. In the January 1982 board meeting. 
Mr. BARNARD. Thank you. 
Mr. RANDOLPH. And there was some discussion, and I do not 

recall whether it was at that time concerning the letter of compli
ance, and they said, well, that they expected that we would be able 
to lift that letter after the next regular examination, which was 
scheduled to commence in March, but actually commenced in the 
latter part of April. 

In April, then, we received a report from the outside auditor. He 
confirmed that there were a number of problems in the bank, but 
that for all of the problems that they had identified, management 
was aware of them and were working on solutions. They were com
plimentary that significant improvement was evident, which had 
taken place since the previous independent audit, and since the 
last examination by the Office of the Comptroller of the Currency. 
So we felt that finally things were moving in a very positive direc
tion. The final examination started shortly after that particular 
board meeting. 

In the May board meeting, management, I believe Mr. Beller re
ported that the examiners were still here, that they were looking 
deep, and at all areas. At our June 1982 meeting, he reported that 
the examiners were still here, and in response to one of the direc
tors about the amount and extent of chargeoffs, he said he really 
did not know, and someone said, well, about $5 million, and he 
said, yes, make it that or perhaps a little more. And so that was 
the last word we as a group learned until probably Tuesday or 
Wednesday at the end of June, when we were notified that there 
would be a special meeting at the bank on Thursday morning— 
July 1. 

Several members at this table continued to make sizable unin
sured deposits in the bank up until the end. So, even after the 2-
day meeting that ended on the 2d of July, the board left there on 
Friday night expecting that the board would have until the 9th of 
July, under the terms of the proposed or proffered cease-and-desist 
order, to raise additional capital to keep the bank open. 

In response to the relationship with upstream banks, the board 
did discuss this matter at considerable length at different times. It 
was characterized to us, and we agreed with that characterization, 
that placing of loans with the upstream correspondent banks were 
really considered to be a strength for us rather than weakness for 
several reasons. One, that this area is a capital-poor region, and 
the oil and gas industry is capital-deficient persistently, and they 
needed the additional capital. 

It was also an additional source of earnings for the bank, but 
more importantly from of our perspective is that we felt we were 
getting an independent backup evaluation of reserves. One could 
agree easily on the assumptions on what is going to happen to oil 
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and gas prices, the inflation rate, and perhaps what will be the 
trend of gross production, but to go in and agree upon the amount 
of oil gas reserves in rock—several thousand feet below the surface 
is a matter that not many people would agree on, by dealing with 
major banks experienced in oil and gas lending, we were getting an 
independent valuations. 

By verifing the evaluation of the independent engineering firms 
that were being provided by the loan applicants, coupled with the 
evaluation by the bank staff, and then further confirmed by these 
very experienced energy lenders we felt gave the bank, at least us, 
greater assurance that we were acting in a more prudent fashion. 

The CHAIRMAN. Mr. Randolph, I am constrained to—and hopeful
ly you will not lose your train of thought, but I am constrained at 
this point and on that point to ask you to halt. 

Mr. RANDOLPH. I could go for about one more minute, and I 
would be finished. 

The CHAIRMAN. Well, indeed and in fact, are you and your col
leagues satisfied that that which you just described did really and 
truly occur, that Continental and Seattle First and Chase sent en
gineers in and had these participation loans thoroughly reviewed 
by their experts in energy, or, as has been described to us, the im
pression we are getting is that that did not happen, that they sort 
of took carte blanche, face value, in most instances, what was being 
sent to them by Penn Square. 

Mr. RANDOLPH. All I am trying to do is to present to you the im
pression that we as board members gained from the management 
that these banks were in fact independently evaluating these cred
its, and these were nonrecourse loans. 

The CHAIRMAN. Wait a second. Are any of the outside directors 
present at this table, can any of you say that of your own personal 
knowledge, that what Mr. Randolph just described gave you com
fort and gave you confidence? The management said, oh, we are 
selling these participations to the big city banks, and they are 
bringing their "hifalutin" experts in, and their highly educated en
gineers in. You were told that, but of your own knowledge, did you 
discuss this? Are you aware of any energy loan experts in these 
large banks that looked at these loans and said, these are great, 
these participations we are buying are great? Are you aware of any 
engineers coming in and setting up shop and examining and get
ting their own independent appraisals of reserves in that rock, as 
you were just describing it? Are any of you aware of that to your 
personal knowledge? Mr. Smelser? 

Mr. SMELSER. NO, sir, we were not aware of it. 
The CHAIRMAN. YOU took management's statements? 
Mr. SMELSER. Well, we also felt that we were assured by the fact 

that certainly the upstream banks who supposedly had the exper
tise and the knowledge and the staffs to evaluate these loans before 
they took them. 

The CHAIRMAN. But why don't you have one other word, and you 
probably relied upon the fact that they were prudent business 
people, and would evaluate these very carefully before purchasing 
them, right? 

Mr. SMELSER. We felt that would be true, yes, sir. 
The CHAIRMAN. But that is as far as you went, Mr. Richardson? 
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Mr. RICHARDSON. I was not aware that any of them were coming 
into town. However, based on the fact that Continental Illinois is 
one of the largest oil lending banks in the country, and they were 
buying the loans, I would assume that. 

The CHAIRMAN. That made you feel comfortable? 
Mr. RICHARDSON. I felt they knew what they were doing. 
The CHAIRMAN. Mr. Ross? 
Mr. Ross. That is the same for me. 
The CHAIRMAN. NO personal knowledge? 
Mr. Ross. No personal knowledge. 
The CHAIRMAN. MS. Coe? 
Ms. COE. I felt the same way. 
The CHAIRMAN. Mr. Cook? 
Mr. COOK. I felt even more strongly, because the loans were 

being sold without recourse, which was clear to me, that those up
stream banks had all of the obligation and the potential liability, 
and therefore they should have the strongest possible interest in 
evaluating those loans to the degree that they felt was appropriate. 

The CHAIRMAN. At any point were you made aware of the fact 
that indeed what was happening on some of these loans, that Penn 
Square was paying interest to the upstream banks on these loans, 
even though they were not getting the interest from the borrowers? 
Were you aware of that? 

Mr. COOK. Mr. Chairman, I was made aware of that, and I think 
the other members here, the other directors were made aware of 
that fact in the June board meeting, but at that time we were 
all 

The CHAIRMAN. When you sat down with the Comptroller? 
Mr. COOK. NO, not on the July 1981 meeting with the Comptrol

ler, but the June 1982 meeting of the board, we were told by man
agement of some $10 million in potential moneys that had been 
paid upstream without having—without us being paid at the bank 
level, that in fact only about $200,000 was outstanding, and the 
practice had been ended, as Mr. Beller pointed out. 

The CHAIRMAN. And were you aware of the fact that there was a 
possibility that in some instances, that indeed though they ap
peared to be nonrecourse participations, that there was a tacit 
agreement, as I think you were here earlier when I read from the 
letter to Mr. Patterson from Mr. Lytle, or whatever his name was. 

Mr. COOK. Mr. Chairman, in the spring of this year, I remember 
asking the president, and for that matter the other members of 
management, whether or not nonrecourse in their terms meant the 
same as it did my terms, which was to say that those loans were 
sold without any recourse whatsoever, and I was assured that in 
fact that was the case. 

The CHAIRMAN. Mr. Randolph, I would like you to answer the 
same question I have asked of your colleagues. 

Mr. RANDOLPH. I concur with everything he said. 
The CHAIRMAN. Mr. Haugland? And would you please pronounce 

your name for me? 
Mr. HAUGLAND. Haugland. 
The CHAIRMAN. Thank you. 
Mr. HAUGLAND. I believe that the energy departments and repre

sentatives from Chase and Continental and Seafirst in Seattle were 
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in fact coming down here, and I also was led to believe by our man
agement that some of the people that we staffed the Penn Square 
energy division, some of the technical people, petroleum engineers, 
actually came in part from some of those banks. 

The CHAIRMAN. But my question, sir, you have not answered. 
You say you believed this. Did you have personal knowledge? 

Mr. HAUGLAND. Did I have personal knowledge? 
The CHAIRMAN. Did you have personal knowledge that these re

serves were being independently evaluated by engineers from these 
upstream banks? 

Mr. HAUGLAND. NO, I just assumed they were. 
The CHAIRMAN. YOU assumed it, and you were given sort of to 

understand that from management, but you do not have personal 
knowledge of the fact? 

Mr. HAUGLAND. NO. 
The CHAIRMAN. It was just like, have you ever been to China? 
Mr. HAUGLAND. NO, sir. 
The CHAIRMAN. Neither have I. I have read that it is there, but I 

do not really know it is there. That is the manner in which I ask 
this question. 

Mr. Randolph, you have another minute and a half, I believe, sir. 
Mr. RANDOLPH. I would just like to say that in the last year, 

when it was quite apparent that the drilling business was getting 
soft, and that people were curtailing their plans for additional 
drilling, we asked what happens, what is the exposure, how secure 
are our loans, and we were assured that they felt the loans were 
being made with strong collateral. They were against reserves in 
the ground, and at the very worst, that the period of payout would 
be extended, but that the loans were still on a sound basis. 

You asked a question at the beginning this morning as to why 
the bank closed. I do not know, and I do not think anyone else here 
at this table does. And we would like to learn the reason. And so 
therefore we pledge our cooperation in many ways and in all ways. 
We are very much victims of this debacle. We have some questions 
that we hope that you will be able to answer, or find the answers 
to: such as, were objective criteria used to classify the loans, or 
were they highly subjective? As the district director [of the OCC] 
has been reported as saying, in one of our local newspapers. 

And a second question, if the bank management was so weak as 
reported by the OCC in your July 15 hearing, why didn't the Office 
of the Comptroller of the Currency approach us the outside Direc
tors some time in May or some time after the start of the examina
tion and say, you have got to get rid of all of these clowns and let 
us try to do something to stave off this disaster? Although we rep
resented a very small minority in terms of stock ownership of the 
bank, I believe that we would have been able to bring about some 
management changes to hopefully avoid the ultimate consequences. 

The CHAIRMAN. I think that the confidence in the institution 
would have been shaken had all of you as a group said, well, wait a 
minute, now, unless you do this, we as a body and as a group are 
resigning. Certainly a report of that in the press would give rise to 
a great deal of apprehension. 
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Let me ask you this. Were the bulk of you recruited by Mr. Jen
nings to join the board of directors in Penn Square? Is there 
anyone here who was not approached by Mr. Jennings? 

Mr. SMELSER. I. 
The CHAIRMAN. Mr. Smelser, how did you come to join? 
Mr. SMELSER. I was approached by Mr. Cravens. I had been on 

the board since 1965. 
The CHAIRMAN. 1965, a period of time when Mr. Jennings was 

not at the institution? 
Mr. SMELSER. That is correct. 
The CHAIRMAN. Mr. Richardson? 
Mr. RICHARDSON. My company has had a long association with 

the bank, and they have owned stock in the bank since the incep
tion at the time the bank was sold to Mr. Jennings. 

The CHAIRMAN. TO the holding company? 
Mr. RICHARDSON. NO, the stock from the previous owners. We 

had a number of shares of stock, and my father basically had the 
stock, and he requested at the time the previous owners sold out to 
sell his stock, too. That was not done. He asked Mr. Jennings if he 
would be interested in buying his stock, and he said no, since had 
already bought this amount of stock, he would not be interested in 
buying any more at this time, and so my father said, well, why 
don't you put my son on the board to give him some banking expe
rience? [General laughter.] 

And basically, that is how I got on the board, and I got the bank
ing experience. [General laughter.] 

The CHAIRMAN. YOU sure have. Well, ladies and gentlemen, you 
were here this morning, and I would like to ask you a few ques
tions. You heard Mr. Beller state that though he was brought in as 
president, that nonetheless his duties, or rather not his duties but 
his actual authority was rather limited by the memoranda that he 
read to us, in that he was subservient to Jennings and Mr. Patter
son in certain areas. Were you as members of the board of direc
tors aware of those limitations that had been placed on Mr. Beller's 
authority at the Penn Square Bank? 

Mr. Ross. No. 
Mr. RICHARDSON. NO. 
The CHAIRMAN. All in the negative? Mr. Haugland, you are affili

ated with a financial institution in the area other than Penn 
Square? 

Mr. HAUGLAND. Yes. 
The CHAIRMAN. HOW large an institution is it? How would it 

compare with Penn Square in size? 
Mr. HAUGLAND. It is $80 million in total assets, much smaller. 
The CHAIRMAN. It is much smaller. Were you aware of the em

ployment contract that was given to Mr. Beiler when he was 
brought in to Penn Square National Bank as the members of the 
board of directors? 

Mr. HAUGLAND. Yes, sir. 
The CHAIRMAN. Mr. Randolph stated that, and this is with all 

due respect to Mr. Beller, but he stated that it was difficult to find 
somebody to come in and take over as president of Penn Square. 
Am I quoting y o u — 
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Mr. RANDOLPH. I am not so sure how difficult it was because we 
were not involved directly in the search, but Mr. Jennings reported 
that it was taking a while to find what he was looking for, a real 
strong man, and it was difficult to find a real strong man. 

The CHAIRMAN. NOW, you heard Mr. Beller testify or inform the 
committee of the fact that his strong point, his forte is not energy, 
oil and gas related loans, did you not? 

Mr. RANDOLPH. Yes, sir. 
The CHAIRMAN. And Penn Square's principal involvement was in 

this area. I think you stated that in your opening statement to us. 
Mr. RANDOLPH. Yes. 
The CHAIRMAN. Were you people aware of the fact that Mr. Jen

nings' strong points were not in that field, but in the other com
mercial lending and leasing and things like that? I mean, Mr. 
Seller's strong points. 

Mr. RANDOLPH. I personally was not aware of the actual experi
ence. 

The CHAIRMAN. Of the limitations that he was under at Penn 
Square? 

Mr. RANDOLPH. NO, I was not. He came from a bank that does do 
quite a bit of energy lending. 

The CHAIRMAN. But in fact he did not do it. Did you think it a 
little curious that Mr. Jennings probably spent a lot of time trying 
to find a man with good experience who would be looked upon as a 
strong president, but who admittedly had not the experience in the 
energy related loans. Did that not seem a little strange? I know it 
is Monday morning quarterbacking. 

Mr. COOK. Mr. Chairman, I thought considerably about that ques
tion when Mr. Jennings was talking about hiring Mr. Beller, and 
frankly, I considered it a plus that Mr. Beller had administrative 
and operational experience in a significantly larger bank than 
Penn Square. It was also clear to me that Mr. Jennings owned a 
significant chunk of Penn Square Bank, and that it was important 
to find an individual who had the kind of operating and adminis
trative experience but who could nonetheless work with Mr. Jen
nings. As you know, and Mr. Randolph said, in some respects the 
bank was almost a proprietorship when we first came on the board. 

The CHAIRMAN. A one-man show? 
Mr. COOK. Exactly, so it was important to find someone who in 

effect could take over the reins, and it was clear that there were 
administrative problems that had to be solved, so I felt that it was 
a strong plus that we be able to attract a man from a larger bank 
which had a stong reputation, who himself had a good reputation, 
to whom we had basically given a no-cut 5-year contract, so he 
should not be reluctant to make comments to us as directors about 
the situation at the bank. 

I viewed all of those as very strong positives. 
The CHAIRMAN. Mr. Cook, let me make an observation. 
Mr. BARNARD. Mr. Chairman, may I follow that up? 
The CHAIRMAN. Yes, but I want to follow up on that also. 
Mr. BARNARD. Mr. Cook, because of that, did you ever feel that 

Mr. Beller was not getting the responsibilities which you thought 
he should have in this role? 
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Mr. COOK. Mr. Barnard, over the course of the last year, at least 
two or three times after board meetings I went in to talk to Mr. 
Beller and to ask him how things were going, because I was very 
much concerned that again Mr. Jennings owned a substantial 
chunk of the bank, and I knew that he had a very close relation
ship with Mr. Patterson, and it was clear that the salvation of our 
bank in terms of taking the corrective measures that we had been 
asked by the Comptroller to take lay with Mr. Better's ability to 
make those measures stick. Mr. Beliefs comments to me typically 
were that no, he felt he did not need any more support from the 
board of directors, that we still had a long way to go, and he said 
that on several occasions, but he would repeatedly say that he 
thought he was making significant progress. 

The CHAIRMAN. He never complained to you about what he 
enunciated this morning? 

Mr. COOK. NO, he did not. 
The CHAIRMAN. The fact of that lack of control over Mr. Patter

son? 
Mr. COOK. NO, sir, he did not, and frankly, I hoped that I had 

given him that opportunity, because I was concerned that that 
might be a possibility. 

The CHAIRMAN. Well, he did not tell the Comptroller about that 
either. 

Mr. BARNARD. Thank you. 
The CHAIRMAN. One word of caution about one-man bands in the 

banking business. This committee went to Carrizo Springs a few 
years ago, where there was a bank failure that affected a substan
tial area in Texas, a one-man show. Then there was C. Arnholt 
Smith, who controlled USNB of San Diego. He had two entire 
crews, loan officers, everything. The fellow worked two shifts. Of 
course, one shift did not know what the other shift was doing. 
When that thing came down and came tumbling down, there was 
the largest bank failure in the Nation. Of course, that was followed 
by Sindona and Franklin National Bank. 

So, in the future, always be cautious of a one-man show, the one-
man band, because again, here it appears to me that the last thing 
Mr. Jennings wanted was someone to come in strong enough to 
take over the overall operation. He wanted somebody to sort of pla
cate the Comptroller's Office, keep the Comptroller's examiners 
happy, but he still wanted to share with Mr. Patterson control of 
that lucrative area, those energy loans. 

Mr. Cook, you mentioned Bill Patterson. Did you privately and 
on your own do any checking into Mr. Patterson's activities in the 
oil and gas lending division generally? 

Mr. COOK. The only thing I did, Mr. Chairman, was that in the 
early part of this year, several people had said to me on the street 
that they had heard that Penn Square was being more aggressive 
in its lending policies than some other energy banks. At that time, 
I was serving on the board of a company that wanted to purchase 
oil and gas properties in Texas, and it had received a preliminary 
indication from a bank in Denver that that bank would supply ap
proximately, if I remember the number, $3.2 million on the collat
eral of that reservoir. 
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I decided to take that property to Penn Square Bank to see what 
kind of collateral value they would give to that property, and I did 
it frankly in part because I thought it was appropriate from the 
standpoint of my interest in this other company, but also I was 
very curious to see if these comments that I had heard were accu
rate. The reservoir engineer I talked to, whose name at the 
moment I do not remember, but I think I have it in my notes some
where, came back to me 

The CHAIRMAN. This engineer where, sir? 
Mr. COOK. At Penn Square Bank, came back to me and said that 

based upon what he had seen, that Penn Square would loan $2.8 
million on that property, and I quizzed him at some length as to 
how he got to the $2.8 million, and he reflected to me precisely the 
loan criteria, which we had spent a great deal of time in various 
board meetings talking about as being appropriate given the de
cline in oil and gas prices. So, frankly, sir, that gave me a warmer 
feeling that in fact the loan practices in which we were actually 
engaging were commensurate with the ones that we thought we 
were engaging in, and that they were appropriate. They were not 
unusually aggressive. 

The CHAIRMAN. Mr. Haugiand, you, I understand, did spend 
some time with the Comptroller's Office? 

Mr. HAUGLAND, Yes, sir, 1 year. 
The CHAIRMAN. In what capacity? 
Mr. HAUGLAND. I was an assistant national bank examiner at, I 

guess, the first level. 
The CHAIRMAN. NOW, you were present at the meeting in Dallas 

in the summer of 1981, but not in 1980, Is tha i correct? 
Mr. HAUGLAND. Yes, sir. 
The CHAIRMAN. Let me ask you, what was your impression of 

those meetings? 
Mr. HAUGLAND. Well, of course, I was not in attendance at the 

first one. 
The CHAIRMAN. On the second one? 
Mr. HAUGLAND. Because I was not on the board at that time. I 

joined the board in April of 1981, and after the third meeting tha t I 
attended, we were invited to Dallas for the meeting that was held 
on July 29, I believe. My impression at tha t time was that the rep
resentatives of the Comptroller's Office were still very concerned 
about the lack of compliance that the bank was in relative to the 
administrative letter that was in effect. Also, that they were very 
pleased with the people who had just recently been hired by the 
bank, namely Mr. Beller, Mr. Preston, and Mr. Dunn, and an addi
tional number of other senior officers. 

At that point, the bank was just beginning to draft the various 
committees and restructure its entire lending function and its ad
ministrative function, and I got the feeling from tha t July 29 meet
ing that the Comptroller's Office was not letting up in their pres
sure on the bank to continue to move toward greater compliance, 
but that they were very pleased with the staff that we had brought 
on board, and they so stated tha t the members of the staff were 
well known to them through their association and examination 
process with the other banks before they came to us. 
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The CHAIRMAN. Did you get the impression that the Comptroller 
felt that Mr. Beller, the new president, had experience in energy 
lending? Do you think the Comptroller's Office was aware of the 
fact that Mr. Beller was not brought in for his expertise in the 
energy area, but in other areas? In other words, 20 percent rather 
than 100 percent of the operation? 

Mr. HAUGLAND. I really did not feel that that was a critical prob
lem with bringing in a man of Mr. Beller's ability, because he was 
an administrative lending officer at a very high level at his previ
ous employer, and I do not think that his speciality in energy lend
ing or lack of specialty in energy lending was critical to his posi
tion for what he was supposed to do at Penn Square. 

The CHAIRMAN. But the primary problems of Penn Square were 
related to the energy lending area, were they not, the criticism by 
the Comptroller's Office in 1980? 

Mr. HAUGLAND. I think they were the concentration of lending in 
the energy area, but not as specific credits at that point in time. 

The CHAIRMAN. HOW about the loans that were criticized? In 
which area were they primarily located? Were they not in the 
energy and oil related areas? 

Mr. HAUGLAND. Not specifically, no, sir. 
The CHAIRMAN. YOU say no. I will have to have my staff check it 

out again, because I have been misinformed then. 
Mr. HAUGLAND. Well, naturally, I think you could say that if you 

had 80 percent of the loans in the energy field, there would be a 
larger percentage as a rule of classified loans coming from the 
energy area, but I do not believe that the energy lending at the 
point we were aware of through examinations had produced any 
sizable classification of energy loans as opposed to horse loans. 

The CHAIRMAN. Let me ask you, Mr. Haugland, did you sign the 
August 1980, agreement after joining the board? 

Mr. HAUGLAND. NO, sir. 
The CHAIRMAN. And then I would ask, other than Mr. Cook, I 

think all of you were at the July 1981, meeting in Dallas with the 
Office of the Comptroller of the Currency. I am wondering about 
the impression you got of that meeting with Mr. Poole and his 
staff. Now, did Mr. Poole—am I quoting correctly—comment that 
the Washington office of the Comptroller of the Currency had re
viewed the association's funds management and found the same 
unacceptable on a national standard? He noted that he had gone to 
bat with the Washington office to keep from having a cease and 
desist order issued. Is that an accurate report of what Mr. Poole 
said to you at that meeting? 

Mr. Ross. I think so. 
Ms. COE. Yes. 
The CHAIRMAN. I see everybody nodding in agreement. 
Mr. RANDOLPH. I do not remember specifically whether those 

words were stated. 
The CHAIRMAN. NOW, subsequent to that July 1981, meeting, and 

my reading of the minutes of that meeting is that he really harran-
gued the entire board and management, what steps did you people 
on the board take when you returned to Oklahoma City at your 
next meeting with management, after Mr. Poole's harranguing of 
you, of the entire board? Do you recall? 
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Mr. RANDOLPH. I think I summarized. What I think we did was 
basically get everyone in high gear in the management team. We 
had this new group that had just joined the bank, and there were a 
number of things that had to be addressed, and as I recall, they 
were spending a great deal of extra time to in fact get these things 
accomplished that had been promised to be done the year before. 

And I believe the results—at least we felt that the results 
showed that the management was taking these actions we had 
promised in the fall of 1981 and further confirmed then by the 
Comptroller's report to us in January, and further reinforced then 
by the independent auditor's report in April, and every meeting 
that we had, Mr. Dunn and the financial officer would report on 
the status of these promises that we had made to the Comptroller. 

The CHAIRMAN. Let me ask you this. Were you people shown the 
management letter from Peat, Marwick, Mitchell & Co., that was 
referred to earlier this morning, the rather lengthy letter that was 
rather caustic in its criticism of things that had not been done? 

Mr. RANDOLPH. A summary of that report was discussed at our 
June, 1982, meeting. 

The CHAIRMAN. But you did not see the entire letter? 
Mr. RANDOLPH. I do not think so. The highlights only. 
The CHAIRMAN. Well, the beginning of that letter is rather com

plimentary, but as you get into the last three or four pages, it is 
rather caustic and critical. 

Mr. COOK. Mr. Chairman, we did have some discussion about 
that, because several of us on the board asked what the status was 
of the various criticisms that had been made, and the gentlemen 
from Peat, Marwick, Mitchell & Co. said there were a number of 
criticisms they had made, but that—the word was "most" or 
"many," but I think the word was "most"—most of those were in 
the process of being addressed by management, and indeed we had 
a summary which also had management's analysis of what they 
were doing to analyze those questions. 

I asked the Peat, Marwick, Mitchell & Co. auditors specifically if 
there was any material problem that they had uncovered that they 
thought was of such significance that it should be drawn to the at
tention of the board, to which we were told no, that there was no 
such problem. There were a number of other problems, again, as 
related in the management letter, but that management was in the 
process of correcting those problems. 

The CHAIRMAN. Mr. Haugland, the minutes of the board meet
ings show your criticism of the high amounts of overdrafts and the 
monitoring of overdrafts. On April 14, 1981, you abstained from 
voting on the overdraft report, and in that instance the overdraft 
report showed that it was in the amount of $2,833,731. Was that 
because you had just arrived on the board, or because you thought 
that it was excessive? 

Mr. HAUGLAND. NO, I thought it was excessive for the size of the 
bank at the time, and in fact I continued to discuss the level of 
overdraft in subsequent meetings. 

The CHAIRMAN. In September, you discussed it again when Mr. 
Patterson gave his report, correct? 

Mr. HAUGLAND. I discussed it for several months, and I was final
ly—it was suggested that I not beat a dead horse any more, that I 
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was talking too much about overdrafts, and using up too much 
time. 

The CHAIRMAN. Again, you do have experience being involved 
with another financial institution, and having spent time at the 
Comptroller's Office, yet you were told you were beating a dead 
horse. It seems as though that horse was a lot livelier than you 
were told. So that it is obvious that the overdraft situation did not 
improve. How about the large overdrafts reported by Mahan-
Rowsey and Instapipe Co.? Do you recall those? 

Mr. HAUGLAND. I recall one discussion we had at the board meet
ing on the Instapipe, which I believe was a classified line of credit 
at one point, and subsequent to the classification of that line of 
credit by the regulators, I recall that there was an instance when 
that account was overdrawn. The checks issued by that company 
were allowed to go into an overdraft status which would be an ad
ditional extension of credit. 

The CHAIRMAN. Over and beyond the statutory limits? 
Mr. HAUGLAND. Over what would have been ordinarily classified, 

and my understanding is that the management was not to make an 
additional extension of credit to this particular entity, and I raised 
the question again about overdrafts. 

The CHAIRMAN. Let me ask you, you say that, you will excuse the 
expression, that you were told to knock it off, that you were beat
ing a dead horse. Was it a fellow member of the board of directors, 
the outside board, or was it somebody in management that asked 
you to cease and desist? 

Mr. HAUGLAND. Management. 
The CHAIRMAN. Could you be more specific? Do you recall? 
Mr. HAUGLAND. Mr. Jennings suggested that I did not need to 

take quite so much time on the amount of overdrafts. 
The CHAIRMAN. AS one, Mr. Haugland, who is well versed in the 

profession of banking, could you tell us as far as the participations 
were concerned, the loan participations at Penn Square in the sale 
of the same to upstream banks, did you at any point compare that 
with the manner in which you handled the participations at your 
bank in Muskogee? 

Mr. HAUGLAND. Well, we had participations from Penn Square in 
our bank, and as we also had from about five or six other larger 
institutions in the Southwest. 

The CHAIRMAN. Did you rely upon the evaluations of the institu
tions from which you purchased the participations, or did you 
make your own evaluations? 

Mr. HAUGLAND. We made our own evaluations. 
The CHAIRMAN. YOU made your own evaluations? 
Mr. HAUGLAND. Of course, you always have to rely upon the 

originating bank to some extent for some of the information. 
The CHAIRMAN. Thank you. 
Mr. Leach? 
Mr. LEACH. For the record, during the 7-year period, did any di

rector resign? 
Mr. COOK. I do not think so. 
Mr. LEACH. For the record, too, other than the stock that any of 

you might have held, did any of you lose money in the bank clos
ing? 
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Mr. Ross. Yes, sir, I did. 
Mr, BARNARD. Jim, did you mean that beyond that being in

sured? 
Mr. LEACH. Beyond that being insured, of course. 
Mr. Ross. Yes, sir. 
Mr. LEACH. Mr. Smelser, you lost money? 
Mr. SMELSER. Yes, around $75,000 in commercial paper. 
Mr. LEACH. Mr. Richardson? 
Mr. RICHARDSON. Around $56,000 in company and personal 

money, 
Mr. LEACH. Mr. Ross? 
Mr. Ross. I lost a little over $2 million. 
Mr. LEACH. WOW. 
Mr. BARNARD. Was that in deposits or stock? 
Mr, Ross. It was in CD's in the company and personal. 
Mr. LEACH. I think it is worth noting that at least with regard to 

the directors, there were no inside dealings for self-protection. 
The CHAIRMAN. Would the gentleman yield? 
Mr. LEACH. Certainly. 
The CHAIRMAN. I think one of the mysteries that is going to 

evolve in this entire situation is that here are the members of the 
board of directors, quite a few of whom lost very substantial 
amounts of money as a result of this bank closing, and yet we look 
at a prominent depositor who pulled $20 some odd million out. I 
think he sent his secretary across the street to pull it out for him. 
And that is because some financial consultant told him to do so. I 
think that is going to be, if any of you are of the Catholic religion, 
we have the mystery of the Holy Trinity, and I think this one sort 
of comes in that classification. [General laughter.] 

Mr. ANNUNZIO. Mr. Chairman, that is exactly right. I was going 
to ask if any of you had the same opportunity to draw money out 
before. I know you said you lost $50,000, and $2 million, but did 
any of you? Mr. Haugland, did you have an opportunity to draw 
money out in advance? 

Mr. HAUGLAND. Well, No. 1, I had an opportunity. No. 2, I did 
not have any money on deposit in that institution. 

Mr. ANNUNZIO. Mr. Randolph? 
Mr. RANDOLPH. I had an opportunity, and I have on deposit a 

grand sum of $112.93, which is still frozen. 
Mr. COOK. I did have an opportunity, but I only had $500 in the 

bank. 
Mr. ANNUNZIO. M S . Coe? 
Ms. COE. I had no opportunity. I lost under $200,000, but I had a 

considerable amount of stock. 
Mr. ANNUNZIO. Mr. Ross? 
Mr. Ross. I had no opportunity. 
Mr. ANNUNZIO. Mr. Richardson? 
Mr. RICHARDSON. Well, I deposited $228,000 in the bank about 7 

or 8 days before it went down. 
Mr. ANNUNZIO. And you never withdrew anything out in 

advance? 
Mr. RICHARDSON. Of the $228,000, I drew out $60,000. About the 

same time I put the $228,000 in, I drew $60,000 out. But I still had 
about $150,000 in there when the bank was closed. 
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Mr. ANNUNZIO. Mr. Smelser? 
Mr. SMELSER. I had an opportunity to draw it out, and I did not. 
Mr. ANNUNZIO. Thank you. 
Mr. HAUGLAND. Mr. Chairman, I just want to clarify that when I 

said I had an opportunity, I meant I was there on the Thursday 
before the fatal weekend, so if I had had money, I was present at 
the bank. That is what I meant. 

The CHAIRMAN. I think if the gentleman would yield further, I 
think that the question is not whether you had the opportunity, 
but rather did you have knowledge that would indicate to you that 
the ax was about to fall? 

Mr. HAUGLAND. NO ? sir, 
Mr. Ross. No. 
Mr. COOK. NO. 
Mr. RICHARDSON. NO. 
The CHAIRMAN. That is Mr. Leach's point. 
Mr. LEACH. In any institution, one must deal both with the ab

straction and with people and their personalities. I would like to 
address a question to you, General Randolph, because you have a 
history of distinguished public service. As a former general, if you 
had a wing commander or a company commander acting the way 
Bill Patterson, Penn Square's vice president, did in terms of keep
ing figures and in terms of community activities, would you pro
mote him, would you demote him, would you think that his tenure 
should come to an end? As his commander in chief, how would you 
have reacted? 

Mr. RANDOLPH. Obviously, in the stewardship role here, you 
could not afford to have someone acting like that. I personally was 
not aware of Bill Patterson's activities that have been extensively 
reported after the failure of the bank. I met Bill only at board 
meetings, and had social dealings with him, and for instance I 
heard no rumors of his extraordinary activities until after this hap
pened, 

The CHAIRMAN. YOU do not go to the Cowboy Club? 
Mr. RANDOLPH. I have never been there. I know where it is. It is 

on the way to the airport. But I have never stopped in. I do not 
own any cowboy boots. [General laughter.] 

Mr. LEACH. It strikes me that Mr. Jennings knew what he was 
doing to bring someone with your respectability to the board. 

Generally, boards of directors take final responsibility for loans, 
and this is not simply a proforma approval in board meetings. Oil 
to me is a very fast track, and racehorses are an even faster track. 
How seriously and how deeply did you go into loans? How much 
discussion was there at board meetings regarding loans, and how 
much effect do you think your input had? 

Mr. RANDOLPH. I think as a group the board was probably never 
satisfied with the amount and the scope of information that was 
available to review the actions that had been taken by the bank, 
and it became apparent to me later this spring, in April and May 
and June, that the bank was probably not doing the kind of cash 
flow analysis that they should have to assure that they had a cov
erage ratio to meet the various interest payments, and I think you 
will notice in some of the board meetings in either April or May, 
while we raised and had extensive discussions on this whole ques-
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tion of evaluating the ability of a borrower to repay the money, 
and I guess it is just regrettable that we did not get wise sooner. 
Perhaps we would have been able to bring about some changes 
enough so that this whole episode could have been avoided. 

Mr. COOK. Mr. Leach, a number of us were speaking specifically 
to one of the areas you mentioned. A number of us early last year 
were concerned that there might be a downturn in the energy 
economy, and we knew that oil rigs, oil service companies were the 
first to be hit, so we actually requested of management an analysis 
of our rig loan portfolio, how large it was, and to what extent was 
that rig loan portfolio secured by underlying assets as such oil and 
gas properties as opposed to just the collateral, the rigs themselves, 
because we all knew that if the energy economy deteriorated, that 
the rigs would be worth perhaps 15 cents on the dollar. 

We had that kind of analysis presented to the board in the 
summer of last year, and we were assured that we were changing 
our lending policy so that we were not making rig loans except to 
our ongoing customers, and that those rig loans were secured by 
underlying oil and gas properties as opposed just to the rigs them
selves. So, during this period of time I would say that we did not 
spend a great deal of time talking about specific loans, but we did 
spend a great deal of time talking about loan policies, about loan 
loss reserve ratios. 

I remember in January of this year we spent a lot of time talk
ing with management about whether or not the loan loss provi
sions should be increased if oil and gas prices declined. 

The CHAIRMAN. Could you please speak into the microphone? 
Mr. COOK. I am sorry. 
In January of this year, we spent considerable time talking about 

loan loss provisions, because we could see obviously that oil and gas 
prices were declining, and we were concerned about the value of 
the collateral standing behind these various loans, and in fact man
agement in February of this year raised loan loss reserves accord
ingly. So, a number of the. others of us here felt that the kinds of 
concerns that we were raising in board meetings were having a 
positive impact on the policies of the bank. 

Mr. LEACH. Thank you very much. I would conclude with a com
ment, Mr. Chairman, that I think we have an example here of an 
extremely intelligent outside director board that has been caught 
up in the circumstances, and it is going to be a lesson, frankly, to 
all boards of directors of all banks throughout the country. I appre
ciate your testimony. 

The CHAIRMAN. I could not agree with the gentleman more. As I 
stated to the previous witnesses, do not feel bad because some of 
the sharpest people in the country were conned in this operation. 
You can just react and act based on the facts and the knowledge 
presented to you, but that which is not being presented to you or is 
essentially hidden from you, gosh almighty, it is rather difficult for 
you to react, and the mere fact that some of you lost such substan
tial sums—Ms. Coe, I understand some of your deposits went in 

Ms. COE. On the 30th. 
The CHAIRMAN [continuing]. On the 30th, so that certainly had 

you been apprised of this picture as we see it now, and your back
ground indicates that you are a very, very astute business lady, 
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certainly you would not have made that deposit. So, as Mr. Leach 
just said, it is a lesson to bank directors around the country that 
you really have to be—and I do not ascribe any lack on my own 
part, any lack of efforts to exercise a fiduciary responsibility to any 
of you. I think you did your utmost, and despite that you got 
burned. So, it is a lesson to everybody who serves on bank boards 
that it is a very, very heavy responsibility, and it is a very difficult 
one. 

Mr. Annunzio? 
Mr. ANNUNZIO. Thank you, Mr. Chairman. 
As the people on the board know, some of the larger institutions 

received a 5-day notice that the bank was closing. So it is appar
ent—did anybody here have that same information, that the bank 
was closing? 

[No response.] 
Mr. ANNUNZIO. When the Comptroller asked that $49 million be 

written off as bad loans, Mr. Randolph, how much of this was dis
cussed at the board meeting? How serious were the discussions? 

Mr. RANDOLPH. AS I mentioned, we were never—in the regular 
board meetings, we never had a discussion of any specific loans, 
and at the time of our last board meeting in the middle of June of 
this year, Mr. Beller 

Mr. ANNUNZIO. YOU had no knowledge? 
Mr. RANDOLPH. Mr. Beller said they were still there. We do not 

know how many loans. And someone said, well, how much, $5 mil
lion, and he said, yes, perhaps more. That was the extent of it. 
Now, when the meeting was held on the 1st of July, and I must say 
I am speaking of what I have read and what these gentlemen tell 
me, they were presented with a list of about $30 million. 

Mr. ANNUNZIO. Does that apply to any person here? 
Mr. HAUGLAND. The meeting that Mr. Randolph refers to on 

Thursday morning, the July 1, the board was convened at 9 o'clock, 
and a representative of the Comptroller's Office was present, and 
at that time served each member of the board with a cease and 
desist order. 

Mr. ANNUNZIO. These loans, when the Comptroller of the Cur
rency writes off, as you know, $49 million in bad loans, do you 
mean these loans were not discussed weeks before, months before? 

Mr. HAUGLAND. NO, sir. They may have been discussed with 
management after the examination commenced the April 19, but 
we have not ever heard anything officially or unofficially except 
what you read in the newspaper. 

Mr. ANNUNZIO. In your honest opinion, what kind of shape did 
you think that the bank was in? 

Mr. HAUGLAND. From my information that I got from manage
ment on the 15th of June in our regularly scheduled board meet
ing, and from what they had been able to find out from the on
going examination, I suspected that we were going to have to raise 
maybe $10 million or $15 million worth of new capital, but I did 
not have any inclination that we were in that kind of shape. 

Mr. ANNUNZIO. Mr. Randolph? 
Mr. RANDOLPH. As I mentioned, we had no previous knowledge, 

and did not have any specifics on the loans that were considered to 
be bad, and the management guessed that it would be somewhere 
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around $5 million or perhaps greater, and I do know that there 
were a list of entities on the cease and desist order, and it is sup
posedly reputed to be about $30 million in bad loans, and I do know 
that at least in one or two instances, those loans have already been 
fully satisfied and have been removed from the bank in the ensu
ing time since the bank was closed. 

So, how many of those really and truly were bad and did not 
have collateral and appropriate resources, it is hard for us to guess 
at this time, 

Mr. ANNUNZIO. Mr. Cook? 
Mr. COOK. Mr. Annunzio, I assumed at the board meeting on the 

15th that we might have to raise somewhere between $5 million 
and $10 million, but I never in my wildest dreams thought that the 
bank would close or that the charge-offs would be anywhere near 
what they ended up being. 

Mr. ANNUNZIO. M S . Coe? 
Ms. COE. Well, needless to say, I was very surprised. I was cer

tainly not prepared for the bank to close, obviously. I did not think 
it was going to close, or I would not have put some money in the 
bank. We were not given anything but the one list on July 1 by the 
Comptroller, and you just heard Mr. Randolph say that some of 
those loans have already been paid off. The Comptroller really gave 
us no information, or if they gave it to management, management 
did not give it to us. 

Mr. ANNUNZIO. Mr. Ross? 
Mr. Ross. I would have to concur with my fellow directors 100 

percent. 
Mr. RICHARDSON. We had no indication. We knew the examiners 

were in there, of course, for 3 or 4 months, 3 months or 2 months, 
whatever it was. However, during the course of the examination, 
the examiners left for about a period of 1 week or 2, I understand, 
to go to some kind of a training seminar, and we felt that if it was 
that bad, they should not have left. 

The CHAIRMAN. DO you know where that seminar was held? 
Mr, RICHARDSON. I have no idea. 
The CHAIRMAN. Does anyone on the board know? 
[No response.] 
Mr. RICHARDSON. But anyway, apparently, if it was in that dire a 

shape, I thought they would have stayed around. We were not noti
fied until that Thursday before it went down that we were in that 
bad a shape. 

Mr. ANNUNZIO. Mr. Smelser? 
Mr. SMELSER. Mr. Annunzio, we met all day practically on Thurs

day and Friday prior to the 4th, the closure. When the board left 
the bank Friday evening, we were under the impression we had 
been getting constant information from the Comptroller and the 
Federal Reserve, who was meeting with Mr. Jennings and Mr. 
Beller. We had been getting information all day long, and when we 
left the bank at 5 o'clock that evening, we were under the impres
sion and had been told that the bank would reopen Tuesday morn
ing. It would be necessary for Mr. Jennings to raise capital, which 
he stated he had pledged at that time, but that the bank would be 
open Tuesday morning. 
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We did not hear another word until late Monday, when we were 
called in to an emergency meeting, and told that the bank would 
be closed as of that time. 

Mr. ANNUNZIO. All you heard from the Comptroller was open 
your wallet and shut your mouth. [General laughter.] 

Thank you, Mr. Chairman. 
The CHAIRMAN. Mr. Weber? 
Mr. WEBER. Thank you, Mr. Chairman. 
Ladies and gentlemen, I am very troubled by the question about 

the board's responsibility in this matter. I think you are in a situa
tion where you were probably doing your best and it is very diffi
cult to control a strong-willed management, a management that I 
think in many ways was devious, and as the chairman has said, 
demonstrated a capacity to con some of the best banks in the coun
try, or some of those that we would normally think would be the 
most sophisticated. 

Nevertheless, let me just recount some of the factors in the situa
tion to review what has taken place. First of all, each one of you— 
let me do a little bit of preaching perhaps—took an oath of office 
established by the United States Code that you would diligently 
and honestly administer the affairs of the association, and will not 
knowingly violate or willingly permit to be violated any of the pro
visions of the United States Code. 

You, as a board, were informed on numerous occasions through 
various reports, letters, and meetings, and I will refer to these in 
just a moment, with the regional office of the Office of the Comp
troller of the Currency about the condition of the bank. All of this 
raises the very obvious question to me whether you did not breach 
the fiduciary duty which you took in your oath of office by failing 
to monitor and failing to restrain the officers of the bank. 

Now, let me just refer to the staff report on June 9, 1980. The 
OCC forwarded its examination to the board of directors. Did you 
receive that? I mean, was that mailed to you, or was it not mailed 
to you? 

Mr. Ross. It was not. 
Mr. RANDOLPH. It was mailed to the bank. 
Mr. COOK. I went into the bank and read the examination. There 

was a copy in the bank. But we were not sent it individually. 
Mr. WEBER. HOW many of you, if you would raise your hands, are 

saying you did not receive that examination which was forwarded 
to the board of directors? Would you raise your hand if you are 
saying you did not receive it? 

Mr. Ross. We did not. 
Mr. RICHARDSON. I did not, 
Mr. SMELSER. I did not. 
Mr. HAUGLAND. Mr. Weber, they only mail one, and it goes to 

the bank. They do not send them out to the directors. 
Mr. WEBER. SO at that point it is up to the bank apparently to 

disseminate the information, and I think that is very helpful for us 
to know. On August 14, 1980, a letter from the regional office to 
the board of directors identifying weaknesses in the capital plan, 
asking for submission of an acceptable one, how many of you re
ceived that letter? 
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Mr. RANDOLPH. Again, that was mailed to the bank. I am sure we 
saw it at a board meeting, but not individual copies. We did not 
receive it independently of the bank. 

Mr. WEBER. On August 27, 1980, a full board of directors meeting 
in Dallas at the regional office was held, at which time these mat
ters were discussed. Now, how many of you did not attend that 
meeting? 

Mr. COOK. I did not attend. 
Mr. HAUGLAND. I was not on the board at that time. 
Mr. WEBER. The two of you? Well, Mr. Cook, were you subse

quently given minutes of that meeting? 
Mr. COOK. NO. That was the time that I read the examination. I 

felt since I had not been at the meeting, I ought to go in and read 
the examination, and I did, cover to cover. 

Mr. WEBER. Were there not minutes that were taken? 
Mr. Ross. I have never seen a copy of minutes, if there were, of 

that particular meeting. 
Mr. WEBER. Did you not customarily have minutes of your board 

of directors meetings that were subsequently mailed to the direc
tors? 

Mr. RICHARDSON. NO. 
Mr. RANDOLPH. They were not mailed to the directors. 
Mr. COOK. We did have copies of minutes that were in our board 

books at each subsequent meeting, which were reviewed. 
Mr. WEBER. The minutes from the previous meeting were not 

mailed? Instead, they were reviewed and approved at the subse
quent meeting of the board of directors? 

Mr. COOK. That is right. 
Mr. HAUGLAND. Yes. 
Mr. WEBER. I see. On September 9, 1980, the board of directors 

individually signed and consented to an administrative agreement 
and each of you then signed it, except perhaps Mr. Haugland. You, 
I take it, were not a member of the board at that time. 

Mr. HAUGLAND. That is correct. 
Mr. WEBER. October 8, 1980, the OCC sent a visitation report to 

the board of directors. Again, how many of you did not receive that 
report? 

Mr. RANDOLPH. I do not remember seeing it or having it even dis
cussed. 

Mr. WEBER. HOW many remember that they did receive it? That 
was October 8, 1980, a visitation report from the OCC. Do any of 
you remember receiving that? 

Mr. RANDOLPH. NO. 
Mr. Ross. No. 
Mr. WEBER. On March 13, 1981, Arthur Young signed their cer

tificate to the yearend report of the bank. Did all of you receive 
copies of the yearend financial statement certified by your audi
tors? 

Mr. RANDOLPH. I do not have a copy. 
Mr. WEBER. IS there any person that did not review that state

ment, the yearend report? 
[No response.] 
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Mr. WEBER. YOU are telling me as members of the board of direc
tors that you did not review the financial statement for the year-
end, 1980, prepared by your auditors? 

Mr. COOK. I reviewed it. 
Mr. WEBER. HOW many did not review that statement? 
Mr. Ross. It was reviewed at a board meeting. 
Mr. WEBER. At a board meeting? 
Mr. SMELSER. Yes, sir. 
Mr. WEBER. On July 1, 1981, a letter from the regional adminis

trator to the board of directors identifying problems and demand
ing action. Again, did any of you receive that letter? 

Mr. COOK. NO. 
Mr. WEBER. A full board of directors meeting was held again at 

the Dallas regional office on July 29, 1981. Were there any of you 
who were not present at that meeting? 

Mr. COOK. I was not present. 
Mr. WEBER. Did you inform yourself as to what went on? 
Mr. COOK. Yes, I did. 
Mr. WEBER. On December 1, 1981, the regional administrator for

warded the special supervisory examination to the board of direc
tors. How many did not receive that report? Did anyone receive 
that report? 

Mr. Ross. No. 
Mr. COOK. NO. 
Mr. WEBER. Then on May 4, Peat, Marwick did their confidential 

report on the management initiatives that they would recommend. 
How many of you received and reviewed that? How many of you 
received that report? 

Mr. HAUGLAND. That was delivered in the board meeting of 
June. 

Mr. WEBER. That was not delivered to the directors until the 
June board meeting? 

Mr. COOK. Right. 
Mr. HAUGLAND. Right. 
Mr. WEBER. It seems to me that that may identify a failing of 

procedure. If I wanted a communication out to the board of direc
tors, I would have their names and addresses and mail directly. 
The agreement that you personally executed on September 9, 1980, 
I am informed by staff, was violated in a number of different areas: 
Violations of section 84 on the lending limits, you failed to get suf
ficient credit information, the bank failed to get collateral docu
mentation, additional credit, and criticized borrowers without prior 
board approval, and notice to the regional administrator failed to 
keep the APLL adequate—I am not sure even what that means— 
failed to limit control of document contingent liabilities. 

The examination of December 1980 identified substantial prob
lems with the growth of the bank. You made commitments to the 
regional office in the July 1981 meeting about the growth of the 
bank. Mr. Beller previously testified this morning that if you had 
one corrective action to make that would have saved this bank, it 
would have been, stop making so many loans. Nevertheless, the 
bank under your direction, your control, grew from $200 million of 
loans in December 1980 to $380 million of loans at the time of clos
ing. The loans that were declared lost in the preliminary report of 
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the bank as of July 5, 1982, totaled approximately $49 million, of 
which $30 million appeared to have come into the bank subsequent 
to September of 1981. 

Also, approximately $1 billion of additional loans were made and 
participated in during the period of September 1981 to the closing 
of the bank. That does not sound to me as though you were doing 
very much to slow down the growth of the bank. 

Now, we obviously have something of a failure in communication 
between the Office of the Comptroller of the Currency and the 
members of this board of directors. I do not know whose responsi
bility that is. I am certainly not going to accuse any of you of doing 
anything willful or deliberate in this situation. I believe if anything 
my observation would be that this is an indictment of the regula
tory system that places excessive reliance on outside directors such 
as you good people, who are lay persons, each with your own activi
ties, your own primary occupations and duties, to override a very 
strong-willed management to whom many of you probably owe 
some natural feeling of loyalty for having been serving on the 
board of directors in the first place. 

Those would be my observations about this whole situation, and I 
would be happy to entertain any of your comments. It strikes me 
as a situation in which an attempt was made on numerous occa
sions, almost a dozen times, to bring these matters to your atten
tion, and rightly or wrongly, apparently, the Comptroller of the 
Currency was placing a great deal of reliance on you people to 
clean up the act, and it did not happen, and I am not saying that I 
would have done any better if I had been in your shoes, but it did 
not happen, and I guess what I am saying is that perhaps it is the 
fault of the regulators for waiting for you to act in a situation 
where they should have taken stronger action themselves. Am I 
right or am I wrong? 

Mr. COOK. Mr. Weber, the only comment I would make is that as 
Mr. Randolph pointed out, we felt from sometime last fall through 
the spring of this year that the combination of the new manage
ment team which we as outside directors had helped to put in place 
coupled with the kinds of policies and procedures which that man
agement team was putting into place and subsequent changes in 
the bank's lending philosophy such as strengthening the loan loss 
reserve, changing the policy on rig loans, et cetera, that those 
changes were resulting in the elimination of the kinds of problems 
that the Comptroller had indicated. In fact we further felt then 
that in January of this year, by the Comptroller's own comments, 
from his staffs comments to us, that a substantial number of those 
problems that they had raised in 1980 had finally been solved, and 
we felt that there was further confirmation of that in the Peat, 
Marwick, Mitchell & Co. audit later this year. 

So, in fact, we felt that, yes, there had been substantial problems, 
but not only had we exercised a fair amount of diligence in trying 
to change the situation, but there seemed to be some evidence, in
dependent evidence that the situation was changing substantially 
for the better. 

Mr. WEBER. Well, I can sympathize with the situation that you 
were in. Does anyone else care to make a comment? 

[No response.] 
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Mr. WEBER. Mr. Chairman, I yield back my time. 
The CHAIRMAN. I am trying to get to the bottom of something 

here. As members of the board of directors, let me ask you this 
question. Did you not get copies of the examiners' reports at the 
conclusion of each examination for you to read and sign and 
return? 

Mr. Ross. No. 
Ms. COE. No. 
Mr. SMELSER. NO. 
Mr. RANDOLPH. We received those in the course of the board 

meetings, Mr. Chairman, and would review them there. 
The CHAIRMAN. And is there any requirement that you initial 

them or sign them once you have seen them? 
Mr. RANDOLPH. I do not recall whether we had to or not. 
Mr. SMELSER. We never had a report or a letter or a memo or 

anything that was sent to us personally and that we could take 
outside of the bank board room. 

The CHAIRMAN. At any time when you were at meetings in 
Dallas, and I will ask Ms. Coe and the ladies in the audience to 
forgive me for using this term—and now I am reading from a news 
clip—but at any time were you told at any of these meetings at the 
Comptroller's Office that there were a lot of "crappy loans?" Was 
that word used by anyone in the Comptroller's Office in meetings 
with you, that there were a lot of crappy loans at Penn Square? 

Ms. COE. NO. 
Mr. Ross. No. 
Mr. RANDOLPH. I do not recall that expression. 
[The news article referred to follows:] 

[From the Daily Oklahoman, Aug. 1, 1982] 

PENN BANK WARNED IN 1980 To GET HOUSE IN ORDER 

(By Judy Fossett) 
These were people who weren't used to being scolded. They called the shots in 

their own businesses, and if there were ever any scoldings to be given, they would 
be the givers. But on this late August day in 1980 sat an array of corporate execu
tives being warned by a government official who told them "in no uncertain terms" 
that Penn Square Bank would fail if they, the bank's directors, didn't make some 
swift and sure changes in the way they were running their bank. 

That was the government's position: If they failed, the bank would fail, and it 
would be their fault. No one else's. Just under two years later, Penn Square Bank 
did fail. Federal regulators, who for years kept the bank's troubles a secret as they 
sought to save it, are saying publicly now that the bank collapsed because the 
bank's directors didn't change the way the bank was run. They say instead of im
proving its conditions, the board allowed the institution's condition to grow progres
sively worse under free-wheeling and possibly, as several lawsuits claim, fraudulent 
dealings. 

The role the bank's directors played in the Penn Square Bank saga isn't being 
told by the directors themselves. They are not talking. The story is instead being 
told through the steps federal regulators say they took in the last two years. 

Apparently not all of Penn Square Bank's directors attended that Aug. 27 meet
ing in Dallas. It isn't clear exactly who was there, but the entire board had been 
summoned by Cliff Poole, the regional adminstrator of national banks, because the 
bank was in trouble. 

Ordered to assemble were bank directors Bill P. Jennings, the board chairman; 
Frank L. Murphy, board president, and Ronald H. Burks, chairman of Burks Invest
ments Inc.; Elizabeth Merrick Coe, president of the Merrick Foundation; Gary M. 
Cook, then chairman of Trend Construction Corp., now of Tulsa; C. F. "Tag" Kim-
berling, then owner of Kimberling's Food Markets, now in investments and real 
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estate; Dr. Marvin K. Margo with McBride Clinic; L. F. Rooney, Tulsa, president of 
Manhattan Construction Co.; Jerry Richardson, president of Dub Richardson Ford 
Inc.; W. A. "Dub" Ross, president of Dub Ross Co.; Gene Smelser, president of Val 
Gene's Food Service; Bill Stubbs, real estate; Carl W. Swan, independent oil produc
er, and James G. Randolph, president of Kerr-McGee Coal Corp. and former com
mander of the Oklahoma City Air Logistics Center at Tinker Air Force Base. 

These well-known civic and business leaders listened as the chief examiner who 
had scrutinized the bank's books listed the violations that had been found. There 
should have been no surprises. Two months earlier, on June 9, the regional office 
had requested the Dallas meeting because of problems found in an examination 
dated Feb. 29, 1980, and completed that April. 

Comptroller of the Currency C. T. Conover told the House Banking Committee re
cently it was after that examination that "the bank became a matter of supervisory 
concern. This examination revealed, among other things, rapid growth of bank 
loans, and assets, insufficient liquidity, inadequate capital, an increase in classified 
assets and violation of banking laws." 

The examination also noted that the bank's loans were concentrated in the oil 
and gas industry. 

On June 19, 1980, the regional administrator met with bank chairman Jennings 
and the executive vice-president, who is identified by records as Tony W. Williams, 
to discuss the bank's problems. Then on Aug. 27, it was the full board's turn for the 
lecture. When the examiner concluded his presentation, the regional administrator 
began comparing Penn Square Bank's operation to that of a "prudenf'bank. 

He told them the responsibility for the Oklahoma City bank was theirs. He also 
reminded them, as Poole said he always does when the officials of any bank are 
brought in for a reprimand, that "they can't say they weren't warned in time. If the 
bank is in crappy condition, the blame is at their feet." 

For a regulator, there is a fine line to walk between making things too easy for 
the directors and making them mad, Poole said. Just being ordered to Dallas is al
ready enough of a reprimand for people of the stature of bank diretors, he said. 
"They're usually sufficiently contrite or remorseful and find the situation distaste
ful and immediately want to correct the problems." 

On Sept. 9, 1980, a week after the Dallas meeting, Penn Square Bank's directors 
signed an agreement in which they promised to: Stop violating banking laws by ex
ceeding lending limits; increase capital; stop loans without adequate collateral; stop 
lending to poor quality borrowers; document loans they get other banks to partici
pate in; make more accurate estimates and setasides for possible bad loss loans; 
make monthly reports on the bank's progress under the agreement. 

From Sept. 9 to 11, 1980, examiners reviewed the bank's books and discovered the 
institution's liquidity was strained, its existing staff overtaxed by the volume of 
business and its capital adequacy deteriorating, banking officials have testified. 

Nonetheless, the required reports filed with the regional administrator by bank 
officials showed progress and "repeatedly gave assurances that the required correc
tive actions had been or would be accomplished." 

The examiners returned in January 1981 for another, longer look at the bank's 
circumstances and reported "further deterioration of the bank's overall condition." 
They said they also found "insider lending violations, and officers who borrowed 
without the bank board's knowledge or approval." 

Sometime in 1981, unknown then to the examiners, the bank would institute a 
policy of forbidding its own internal loan review committee from scrutinizing the 
millions of dollars in gas and oil loans being generated by its Energy Department, 
congressional investigators have been told. 

It was in the period between Dec. 31, 1980, and the bank's final April 1982 audit 
that the Energy Department wrote $1.6 billion in oil-related loans and sold virtually 
all of them to other banks. 

How these loans were written, who they were written for and whether or not they 
should have ever been written at all are the subjects of a federal grand jury probe 
beginning Monday and two simultaneous congressional inquiries that began earlier 
this month. Federal regulators are also sifting through the bank's documents for 
clues about these loans and the participation of major banks such as Continental 
Illinois, Chase Manhattan and Seattle First National. 

For all their demands of the bank and its directors, the examiners failed to make 
note of the large volume of energy loans when a limited examination was conducted 
in the fall of 1981. Earlier, on July 1, 1981, the regional administrator had notified 
the bank's directors that an examination conducted that spring showed that the 
"board and management failed to supervise prudently the bank's activities." 
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In particular, the examination report said the lack of supervision showed up in 
"numerous violations of banking laws, inordinate asset/liability management risk, 
high levels of poor-quality assets, uncontrolled growth of bank resources, and non
compliance with the formal agreement" of the previous September. On July 29, 
1981, the bank's board of directors was once more summoned to the Dallas regional 
office. A new member of the board by this time was Bill Patterson, the man in 
charge of generating Penn Square Bank's millions of dollars in energy loans. 

As a follow-up, a special supervisory examination was conducted Oct. 8-30, 1981, 
which revealed "modest improvement" although some concerns remained, Comp
troller Conover told the House Banking Committee. "As late as January of 1982, we 
believed the outlook to be favorable and that all substantive areas of concern were 
being addressed and corrected," Conover testified. 

Then came the April 1982 audit and the discovery of all those oil loans, about 
$900 million of which had been written since the fall audit. None of the previous 
$600 million-plus in loans had been checked because the examiner was directed to 
review only previously criticized loans and those that had been generated by the 
bank's loan review committee—and that committee (which includes bank directors 
in its membership) wasn't seeing the oil loans. 

Examiners who had been checking the books since April have found "proof of 
falsified and altered documents, "insider loans throughout the examination, 
throughout the entire period," and "massive violations of law," bank regulators 
have testified. 

Poole, whose office began altering Penn Square Bank's directors more than two 
years ago of problems in the bank, commented: "Any board of directors has the full 
responsibility laid at their feet. The board bears the ultimate responsibility. "We try 
to get them to face facts if they've got crappy loans, poor documentation, all kinds 
of violations of the law. 

"Usually when we get them down here to talk to them, they think, 'We're getting 
the hell beat out of us here.' They look over at their management and say, 'You told 
us you could do it this way and you're fired.' "That's the way it ought to happen." 

The CHAIRMAN. NOW, let me ask you this. There is a firm known 
as Petro Industries. Does that ring a bell with anyone on the board 
of directors? 

Mr. RANDOLPH. Not me. 
Mr. HAUGLAND. NO. 
Mr. COOK. NO. 
The CHAIRMAN. They did have some loans with—and I am read

ing here from minutes of the meeting of the board of directors. Is 
this all April 14, 1981? No, this is June 15, 1982. The chairman 
commented he believed the loan to be sufficiently collateralized. 
Mr. Patterson noted that it would be charged off per the examiner. 
He further noted that on Petros Energy and Land, Nos. 25705, 
26506, 26999, 27046, the loans had been paid off by the customer 
selling off its production to another customer/' You do not recall 
that one? This is a board of examiners—I am sorry, a board of di
rectors, the minutes of a meeting of the board of directors. How 
about a fellow named Creamer, a former vice president at North
ern Trust. Does that ring a bell? 

[No response.] 
The CHAIRMAN. Mr. Beller, does that name ring a bell with you, 

Creamer, Northern Trust? 
Mr. BELLER. NO, sir. 
The CHAIRMAN. HOW about the Petros, P-e-t-r-o-s Energy and 

Land? 
Mr. BELLER. Yes, sir. 
The CHAIRMAN. Did they have a line of credit with Penn Square? 
Mr. BELLER. They had loans with Penn Square, Mr. Chairman, 

but I don't recall which bank had participated in the loan. But the 
name Creamer, I don't remember. 
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The CHAIRMAN. But they had a loan with Penn Square that was 
participated out, or did Penn Square buy a participation from 
someone else, do you recall? 

Mr. BELLER. It was normal to participate them out. 
The CHAIRMAN. Most of yours were participated out, right? 
Mr. BELLER. I remember the name. I don't remember the details. 
The CHAIRMAN. What we are trying to find out, you say you 

recall a real estate loan to Mr. Lytle. Was it a direct loan, or did 
that come from another institution, or was it purchased? 

Mr. BELLER. That was a loan from Penn Square Bank. 
The CHAIRMAN. Direct to him? 
Mr. BELLER. Yes. 
The CHAIRMAN. For a mortgage on real estate? 
Mr. BELLER. Yes, as I recall. 
The CHAIRMAN. Well, that was just a 2-minute news flash. We 

will get back to this on later on. We are going to track this one 
down before the day is out. 

Mr. Wortley? 
Mr. WORTLEY. Thank you, Mr. Chairman. 
Mr. Haugland, why did Bill Jennings ask you to come on the 

board of the bank? 
Mr. HAUGLAND. I represented a larger stockholder who owns 

stock in Penn Square in the bank holding company organization. 
Mr. WORTLEY. YOU did not come on until April of 1981. 
Mr. HAUGLAND. Yes, sir. I replaced a man who was deceased 

about 6 months prior to that, who also represented that block of 
stock. 

Mr. WORTLEY. In other words, you did not come on the board be
cause the Comptroller of the Currency was reviewing things and 
said this board needs to be beefed up with people who understand 
the banking process a little better? Would that have been a reason 
why you came to the board? 

Mr. HAUGLAND. NO, sir. It had nothing to do with the Comptrol
ler. 

Mr. WORTLEY. I know it was not because you were a large depo-
siter. 

Who did you replace? 
Mr. HAUGLAND. Well, I didn't replace the man, but Mr. L. F. 

Rooney was a board member of the bank until his death in October 
of 1980. Then subsequent to that period of time I joined the board 
to represent their family interest in the holding company. 

Mr. WORTLEY. Were they a substantial stockholder in the bank? 
Mr. HAUGLAND. They owned about 7 percent of the holding com

pany stock as of the last day of the bank operation. 
Mr. WORTLEY. I see they owned 6.7 percent of the stock. 
I will address this to any of you out there. 
When did you first begin to realize the commitments that you 

had given to the Comptroller of the Currency to clean up Penn 
Square Bank, that those recommendations were not being followed 
by the management? 

Ms. Coe? 
Ms. COE. Well Mr. Wortley, I think certainly that with the new 

administrative officers, that things were going very well. The 
Comptroller's Office had said they were. They had told us tha t in 
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January. Peat, Marwick had told us that. I had no reason to be
lieve the bank was going down. 

Mr. WORTLEY. Mr. Cook? 
Mr. COOK. I concur 100 percent. As I just mentioned, we felt that 

particularly in the last 9 months substantial improvements had 
been made, and the Comptroller himself said that a substantial 
number of the items which were in the compliance letter we had in 
fact complied with, as Mr. Beller testified earlier today. 

Mr. WORTLEY. In other words, none of you sitting out there as 
directors of the bank realized until the Fourth of July weekend 
that the bank was in serious trouble? Is that correct? 

Mr. Ross. That's right. 
Mr. COOK. That's correct. 
Mr. HAUGLAND. Mr. Wortley, I think we recognized that the 

bank was under an administrative letter of restraint and had prob
lems. It is a semantics problem when you are talking about wheth
er it was in trouble or whether it had problems. We all recognized 
that there were problems. 

Mr. WORTLEY. During the last several months did any of you ever 
discuss the financial condition of the bank with outsiders, casual 
cocktail party conversation or luncheon conversation? 

Mr. COOK. Well, the condition of the bank was discussed with me 
by a couple of outside people who would ask me what condition we 
were in. It was well known that we were a substantial energy 
lender, and obviously people then said, well if the energy business 
is in trouble, perhaps Penn Square Bank is in trouble. 

Mr. WORTLEY. Did you have any discussions with any major depo
sitee of the bank who might have started a run on the bank earli
er? 

Mr. COOK. I certainly didn't. 
Mr. RICHARDSON. NO. 
Mr. SMELSER. NO. 
Mr. WORTLEY. Did any of you as directors ever receive special 

privileges of overdraft in your accounts for any extended period of 
time, not overnight, for example? 

Mr. Ross. No. 
Mr. SMELSER. NO. 
Mr. COOK. NO. 
Mr. WORTLEY. DO you really feel that the management of this 

bank was a good and prudent management, knowing full well that 
the president himself was unaware of and was not highly knowl
edgeable of energy type loans, and you put a major concentration 
of the bank's resources in the area of energy loans? 

Now, Mr. Haugland, you are a banker. You are on there because 
you are a prudent man. Did you ever bring up—you mentioned 
overdrafts. You cited that in at least one or two board meetings, 
that you were urged to cool it somewhat. 

Did you ever raise the question about having concentration of 
bank loans in the energy field? 

Mr. HAUGLAND. I think we were all aware—at least I was aware 
that we were an energy concentrated lender. We did not suffer in 
the past, and I guess history would tell us what the actual losses 
we did suffer, but we have not suffered significant losses from 
energy lending. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



194 

Mr. WORTLEY. Where did you suffer significant losses if it was 
not in the area of energy? 

Mr. HAUGLAND. The significant losses that the bank apparently 
suffered were in some of the loans that were on the books as a 
result of some poor judgment by officers who are no longer there, 
that is, some of the agricultural loans and some of the real estate 
loans. It is my understanding we have not had significant losses up 
until the most recent examination which apparently is still on
going. 

Mr. WORTLEY. What was the ratio of Penn Square's loan losses 
compared to the industry's? 

Mr. HAUGLAND. I can't recall it. 
Mr. WORTLEY. Well, were your level of losses higher in the area 

of energy loans than other competitive banks? 
Mr. HAUGLAND. I don't have a way of making that comparison. 
Mr. WORTLEY. I wonder if Mr. Beller could refresh our memory 

on that. 
Mr. BELLER. Could you state the question again, sir? 
Mr. WORTLEY. The question was the level of loan loss, your loan 

loss ratio. Was it higher at Penn Square in the area of energy 
loans than it was at other banks in the area? 

Mr. BELLER. I think not. My memory is that I came there with 
the amount of chargeoffs of the bank, that it had incurred in the 
previous examination before I arrived. The chargeoffs were practi
cally all in areas other than energy. 

Mr. WORTLEY. In other words, this bank was doing a fine job on 
its energy loans, is that right? 

Mr. BELLER. That is what the chargeoff records would show, yes, 
sir. 

Mr. WORTLEY. Well, what led to its demise? 
Mr. BELLER. The chargeoffs of substantial energy loans by the 

Comptroller's office that rendered the bank insolvent. 
Mr. WORTLEY. SO it was really 
Mr. BELLER. If you want the bottom line, that's what happened. 

How many of those loans are bad, only time will tell. 
Mr. HAUGLAND. Just because you charge a loan off doesn't mean 

the borrower doesn't necessarily have to pay it. It doesn't necessar
ily mean it is a bad loan. That is the judgment that is subjective, 
and you and I could both look at a loan and come up with a 
different conclusion. Just the fact that the chargeoffs were of the 
magnitude they were means that it rendered the bank insolvent, 
but it is not inconceivable that they could all be collected. 

Mr. WORTLEY. NO, but you did have a larger proportion than 
normal of loans in which the interest was deficient, is that correct, 
in the area of energy? Did Penn Square Bank have a larger ratio of 
loans in which the interest and principal were not being reduced? 

Mr. HAUGLAND. I don't know that. 
Mr. WORTLEY. Well, why would the Comptroller of the Currency 

single out Penn Square Bank from all the other banks that there 
are in this country for making energy loans? 

Mr. HAUGLAND. Are you addressing that to me? 
Mr. WORTLEY. Well, you were responding. You are the banker sit

ting up there and are perhaps more knowledgeable than the rest. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



195 

Mr. HAUGLAND. As I say, I have not seen or heard anything offi
cial from the Comptrollers Office relative to the examination that 
was started on April 19, so I really don't know. 

Mr. WORTLEY. I would ask any of you, when did you first become 
aware that the internal loan review program was precluded from 
reviewing energy credits? 

Mr. COOK. Well, I think I just heard that right now because I re
member this spring there was a review of the internal loan review 
program. Mr. Dunn reviewed that program, and energy credits 
were included in the reviews that he had conducted to date, if I am 
not mistaken. I also remember that he was asked if the profile of 
loans of the bank that had not yet been reviewed would be in any 
different distribution in terms of poor quality versus good quality 
loans compared to the profile of the loans that had been reviewed, 
and he said he had no way of knowing but he didn't believe that 
was the case. So I assume the loan review program was in fact cov
ering energy loans and that it was going along well. It wasn't going 
as fast as we wanted it to, but he was working on a number of po
tential chargeoffs, and he had not been able to devote as much 
time to it as I think many of us would have hoped he would have 
been able to. 

Mr. WORTLEY. But in fact, the energy loans were being precluded 
from the overall review of the credit policy. 

Mr. COOK. That is news to me. 
Mr. RANDOLPH. I was going to confirm that that is news to us. 

We were not aware that it was excluded, that he made restrictions 
on reviewing energy loans. 

Mr. WORTLEY. I wonder if the president could comment. 
Mr. BELLER. Yes, sir. I don't know where you came by that infor

mation. The energy department was not precluded in my knowl
edge, and I would add to that that the loan review function, after 
we were able to get it in place, started reviewing the loans, and we 
attacked those loans that had been classified by the Comptroller's 
Office first, and reviewed those loans and charged off the ones that 
were classified substandard, doubtful, et cetera. That was the place 
where obviously we reviewed them. 

So as soon as we assembled the people to do it, that is what we 
attacked, and there was, to my knowledge, we were never pre
cluded in any way from reviewing energy loans. It was just that we 
had not gotten to those reviews yet. 

The CHAIRMAN. Mr. Barnard? 
Mr. BARNARD. Thank you, Mr. Chairman. 
Ladies and gentlemen, you have been most cooperative today, as 

well as patient and enduring, and for that reason I will make my 
questions as brief as possible. 

Mr. Cook, did you know that the Penn Square Bank very fre
quently made venture capital loans for new oil ventures? 

Mr. COOK. NO, I didn't. 
Mr. BARNARD. Let me rephrase it. 
Do you have any knowledge that they made that type of loan? 
Mr. COOK. NO, I do not. 
Mr. BARNARD. Mr. Haugland, as a banker, and in Muskogee, 

Okla., where I would imagine you would be confronted with the 
same opportunities for business as the Penn Square Bank, is it a 
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customary practice for banks to involve themselves in venture capi
tal for new wells and new drills, new rigs. 

Mr. HAUGLAND. Sir, we have very little oil activity in that part 
of Oklahoma. So our customer base is quite a bit different than the 
banks that you would look at here in Oklahoma City. 

Mr. BARNARD. Is it not customary for those larger banks who 
have been in the oil business or energy business for many, many 
years to specialize not in venture capital loans but in collateral of 
wells and rigs and operations that are already in being and making 
a profit? 

Mr. HAUGLAND. I guess in response to that, I would say that a 
venture capital oil loan would be like any other venture capital, 
that if there were additional collateral forthcoming to justify the 
credit advance, it would be done, but do you mean just by the ven
ture itself? 

Mr. BARNARD. Well, it was pretty widely known, at least suspect
ed that Penn Square was making brandnew loans to brandnew 
people in the business, which was contrary to what I understand to 
be the practice in other banks who have had many, many years of 
experience in the oil-lending business. That story was written up 
rather at length in the American Banker of April 26, 1982, and 
somewhat corroborated by Mr. Jennings. When the gentleman 
writing the article asked him if he was actually providing venture 
capital, Mr. Jennings said he would like to be, noting that he was 
thinking about forming a venture capital subsidiary. It was report
ed that Penn Square was pretty much involved in new ventures, 
which I understand is somewhat contrary to normal banking prac
tice 

Mr. HAUGLAND. If it was, sir, I was not aware of it. 
Mr. BARNARD. Back in 1979, we passed a bill in Congress called 

FIRA, and in that particular law it required that insider loans, 
loans to members of the board of directors or to correspondents, 
had to be reported to the board of directors. 

Was any such report ever made to you all about a schedule of 
loans made to your directors? 

Mr. HAUGLAND. Yes, sir. 
Mr. COOK. Yes, at every meeting. 
Mr. Ross. Yes, sir. 
Mr. BARNARD. At every meeting that was done? 
One of the things that interests me is that all of you seemed to 

be very, very surprised that the bank closed. You suspected that 
additional capital had to be raised and possibly according to some 
of you, $4 million or $5 million might be needed, and then all of a 
sudden $40 million in loans were charged off. 

Mr. RANDOLPH. Someone from your bench said that. 
Mr. BARNARD. YOU had no forewarning, no indication at all from 

the Comptroller of the Currency that this requirement was going 
to be made on the bank? 

Mr. RANDOLPH. NO, sir, not until the last weekend. 
Mr. BARNARD. Not until the last week, and yet you had had how 

many meetings with the Office of the Comptroller of the Currency? 
Mr. RANDOLPH. We as a board did not meet with them at all 

during the last examination. 
Mr. BARNARD. But you had been to Dallas twice, right? 
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Mr. RANDOLPH. Well, in 1980 and 1981. 
Mr. BARNARD. But in those discussions, the ultimate results of 

what could happen if you did not turn the bank around was never 
discussed? 

Mr. RANDOLPH. I don't understand what you mean. 
Mr. BARNARD. Well, general, it is like talking tough to a recruit. 

They did not say something like if you do not turn that bank 
around we are going to close you up? Nothing like that was ever 
said? 

Mr. RANDOLPH. They made those comments, but as we have told 
you over and over again that based upon their examinations in the 
fall of 1981 and their report to us in January 1982, that we were 
making progress to clear up those deficiencies that they were con
cerned about, further collaborated by the auditor's report to us in 
April. 

Mr. BARNARD. SO you felt comfortable? 
Mr. RANDOLPH. Yes, sir, we did. We felt that the bank was in fact 

improving and the fact that they came in in April of this year and 
started an examination and we had no contact with any members 
of that examining group until the last week, on the first of July. 

Mr. BARNARD. And they felt so comfortable about it in April that 
the just took a little vacation. 

Mr. RANDOLPH. Well, I read the testimony that they found after 
2 or 3 weeks that it was so horrible they ran to Washington with it, 
but we didn't have a chance to take a swing at the bat, so to speak. 

Mr. BARNARD. Well, we are going to give them a swing at the bat 
when they come before us. 

Mr. Haugland, I believe that you have been very close to the 
Rooney family, if I am not mistaken. 

Mr. HAUGLAND. Yes, sir. 
Mr. BARNARD. And my information is you replaced Mr. Rooney 

on the board of Penn Square after his death in 1980. 
I understand that there was a relationship between the Rooney 

family of Muskogee and the Rowsey family of the Mahan-Rowsey 
Co. 

Do you know much about that relationship? 
Mr. HAUGLAND. I know both families. Mr. Rooney, deceased, 

Larry Rooney, happens to live next door to the Rowsey-that-you-
are-mentioning's father, but I don't think that outside of that, they 
serve on different bank boards. 

Mr. BARNARD. IS Mr. Rooney on your board? Is there a Rooney 
on your board? 

Mr. HAUGLAND. Yes, sir. 
Mr. BARNARD. Which Rooney is it? 
Mr. HAUGLAND. The son of Lawrence Rooney. 
Mr. BARNARD. Can you tell us anything about the Mahan-Rowsey 

debt at Penn Square? 
Mr. HAUGLAND. NO, sir, I don't know anything about it except 

that we had an extremely large line of credit granted to them that 
was a participation of credit with either Chase or Continental. 

Mr. BARNARD. All right. Thank you, sir. 
Mr. Chairman, I have no further questions. 
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The CHAIRMAN. I am going to ask each and every one of you to 
answer this question. We have been trying to get to this, and per
haps we will try to twist the question around. 

The Comptroller's Office was in Penn Square and indeed called 
the FDIC in, alerted Chase Manhattan and Continental, finally ad
mitted to the Federal Reserve Board, after they asked about it, 
that there was trouble in the streets of Oklahoma City, particular
ly at Penn Square Bank. 

There is a question about the fact that some customers of the in
stitution withdrew substantial amounts of funds at the "advice of a 
mystical financial consultant/' 

You people are on the board, or were on the board of directors of 
the Penn Square Bank. 

Did you, Mr. Smelser, can you state to this committee that the 
Comptroller's office and the representatives of the Comptroller's 
Office alerted you and apprised you of the severity of the situation 
at Penn Square Bank on Thursday and Friday of the week—that 
was the last 2 days, the Thursday and Friday that that bank was 
open? 

Mr. SMELSER. Did they apprise us of the severity? 
The CHAIRMAN. The severity of the situation and the impending 

doom that laid ahead. 
Mr. SMELSER. Well, they apprised us of the severity, but I don't 

think they apprised us of the impending doom. 
The CHAIRMAN. Well, let's put it this way. Did you feel as a 

result of those meetings that at the next board meeting with the 
management of Penn Square, that there was a whole lot that had 
to be done that had not been done to date, despite those glowing 
reports from Peat, Marwick & Mitchell and the Comptroller's Office 
in January of 1982? 

Mr. SMELSER. Yes. 
The CHAIRMAN. Yes what? 
Mr. SMELSER. Yes, I did feel there was a lot to be done. 
The CHAIRMAN. There was a lot to be done as a result of meet

ings on Thursday and Friday? 
Mr. SMELSER. That's correct. 
The CHAIRMAN. But prior to that you were not aware of it? 
Mr. SMELSER. NO, sir. 
The CHAIRMAN. This was the first point at which you felt it was 

that serious? 
Mr. SMELSER. The severity of it, yes, sir. 
The CHAIRMAN. And Mr. Richardson, I believe you had some 

loans, rather substantial loans with Penn Square? 
Mr. RICHARDSON. That's correct. 
The CHAIRMAN. Would you pull the mike a little closer? That 

had to be renegotiated once Penn Square was closed, correct? 
Mr. RICHARDSON. NO, I just moved them out of the bank. 
The CHAIRMAN. I am sorry, I used the wrong term. You had to go 

someplace else to get those loans. 
Mr. RICHARDSON. That is right. 
The CHAIRMAN. I ask you, did the Comptroller's Office in your 

opinion keep you properly apprised of the severity of the situation 
at Penn Square Bank? 
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Mr. RICHARDSON. I would say on Thursday they apprised us 
pretty heavily. They gave us 1 week to raise enough capital, until 
the 9th, to more or less stay in business. 

The CHAIRMAN. OK. Prior to that. 
Mr. RICHARDSON. NO. That is the first meeting we had. 
The CHAIRMAN. Was that the first inkling you got that things 

were that severe and that serious? 
Mr. RICHARDSON. Yes, that is correct. 
The CHAIRMAN. Mr. Ross? 
Mr. Ross. I was out of town on Thursday the 1st, and my first 

knowing of the problem was on July 2, on Friday when I returned 
back to town, but prior to that I had no knowledge or any expecta
tions as has been testified here about its closing. 

The CHAIRMAN. Well, I think you get the most—well, not the 
most, but certainly very glowing testimony and testimony very dif
ficult to contradict that in view of the loss you sustained. 

Mr. Ross. Yes, sir. 
The CHAIRMAN. SO it is fair to say that until that Friday, because 

you could not be there Thursday, you were not aware of the fact 
that Penn Square was as severe as it was? 

Mr. Ross. That is correct. 
The CHAIRMAN. SO either the Comptroller held it from you or hid 

it from you, or the Comptroller did not know it either. 
Mr. Ross. Yes, sir, I would say that is fair. 
The CHAIRMAN. IS that a fair conclusion? 
Mr. Ross. That is a fair statement. 
The CHAIRMAN. MS. Coe? 
Ms. COE. Yes. 
The CHAIRMAN. DO you agree? 
Ms. COE. I did not know anything until I attended the July 1 

meeting. 
The CHAIRMAN. SO either those facts were not made available to 

you 
Ms. COE. They were not. 
The CHAIRMAN. Or/and were hidden from you, or the Comptrol

ler's office did not know it either. 
Is that a fair summation? 
Ms. COE. I think that's fair. 
The CHAIRMAN. Mr. Cook, do you agree with that summation? 
Mr. COOK. I would concur with that. 
The CHAIRMAN. Mr. Randolph? 
Mr. RANDOLPH. Yes, sir, I knew nothing prior to the meeting. I 

did not attend the meeting because I was out of the country. I did 
learn about the need to raise capital in order to keep the bank 
open from talking to Mr. Smelser by phone on Thursday evening, 
and I later learned—I didn't learn the bank closed until the follow
ing Thursday. So I was somewhat out of touch. 

The CHAIRMAN. But prior to the meetings of Thursday and 
Friday, July 1 and 2, you as a rather—as a businessman, again, 
whose I think business acumen is pretty good, were not aware of it. 
You were not appraised of it. 

Mr. RANDOLPH. NO. 
The CHAIRMAN. SO the conclusion is either the Comptroller hid it 

from you or the Comptroller did not know it either. 
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Mr. RANDOLPH. I guess I really don't know how to characterize 
the facts. 

The CHAIRMAN. NOW we get to our star here, Mr. Haugland, who 
is also not only a member of the board of directors but is also a 
member of the financial institutions industry, so to speak. 

Were you aware of the severity of the situation prior to July 1 
. and 2? 

Mr. HAUGLAND. Only to the extent that in our June regularly 
called board meeting that our management speculated from what 
he had been able to determine in his meetings with the representa
tives of the Comptroller's Office that our losses were going to be 
somewhere in the $5 million to $6 million area. 

The CHAIRMAN. That was your management, right, your manage
ment telling you that? 

Mr. HAUGLAND. Yes. 
The CHAIRMAN. HOW about the Comptroller's Office? 
Mr. HAUGLAND. Nothing. We knew they were in the bank and 

had been there since April 19,1 believe. 
The CHAIRMAN. YOU know, you were called to Dallas a few times, 

and here is what I want to know before we hear from the regula
tors, and I am going to be straight out with it. 

You went to Dallas, and we got the impression from the Comp
troller's briefing that by cracky, you people on the board should 
have known how bad things were because they laid it all out on 
the table for you. 

Do you think that is an accurate picture of the meetings that you 
had in the Dallas office of the Comptroller on those two occasions? 
Did anyone feel as though it was all laid out for you and made 
clear to you that things were real bad? 

Mr. RANDOLPH. I think with that meeting in Dallas they prob
ably attempted to convey to us that there were some problems 
there, and they gave us the scenario of what they wanted us to do. 

But I guess I don't really know. 
The CHAIRMAN. Did you come away from that meeting say, by 

cracky, I am on this board of directors, I own stock. 
Do you own stock or does your family own stock in the bank? 
Mr. RANDOLPH. Yes, that is correct. 
The CHAIRMAN. By cracky, I am going home to Oklahoma City 

and I am going to talk to my fellow board members, and by golly, 
we have got a lot of work to do to turn this thing around and we 
have got to do it rather expeditiously. 

Did you have that feeling when you came home from that meet
ing? 

Mr. RICHARDSON. I think that to some extent, yes, but then 
maybe that is wrong. However, from that day on in the board 
meetings we were constantly questioning the fact that we had this 
letter of agreement—and how we were getting along with it, and 
felt that things were getting done to work towards its solution. 

Mr. SMELSER. Mr. Chairman, we speak of the severity of the situ
ation, were we aware of it. The Comptroller classified Penn Square 
as a class 3 bank and not a 4 or 5 which makes a tremendous dif
ference as to what the supposed severity of the situation is. 

The CHAIRMAN. I just repeat that Mr. Richardson says he came 
back feeling things ought to be done. You know, on a scale of 1 to 
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10, how excited were you about the fact that you had to come back 
here, motivated, excited? 

Mr. COOK. I remember talking to Eldon Beller and asking him 
how serious the problem was, and he said it was damned serious. 
He said the next step will be a cease and desist order—this was in 
the summer of 1981. He said the next step was clearly going to be a 
cease and desist order. But again, as I think all of us have said, 
that was 1981. Then we get the examination in late 1981 and we 
have got the Comptroller saying to us in January that we have 
gone a long way toward solving the various items that were in the 
compliance letter, No. 1, and No. 2, that there is a reasonable 
chance—and that is in our minutes—I believe there is a reasonable 
chance that we will get out from underneath that compliance letter 
at our next audit, that things are in that good a shape. 

The CHAIRMAN. SO at that point you were lulled into a sense of 
security? 

Mr. COOK. I wouldn't say we were lulled because we still felt—I 
mean, after all, we didn't want to be a No. 3 bank. We wanted to 
be a No. 1 bank. So there was still a long way to go. 

The CHAIRMAN. But a number three bank in reality and in truth 
is not all that bad. 

Mr. COOK. At least it is not a four or a five. That is exactly right. 
Mr. BARNARD. Mr. Chairman, I guess we cannot resolve until we 

talk to the Comptroller, how they moved from $5 million or $6 mil
lion in capital needs to $40 million in capital needs overnight. 

Maybe Mr. Beller could answer that. 
Mr. BELLER. NO, sir, I can't. But based upon the anticipated char-

geoffs that we had concluded in-house that our chargeoffs would 
run in the neighborhood of $3 million to $4 million, we had identi
fied that many problems ourselves. The first indication I had that 
it would be more than that was when I was advised by the examin
ers that they looked like it was $6 million. 

Mr. BARNARD. NOW, you charged off $4 million at the end of 
1981, at your direction, I believe. 

Mr. BELLER. At my direction, after I came to work for the bank. 
Mr. BARNARD. But those were other than energy loans? Those 

were real estate loans? 
Mr. BELLER. Yes, other than energy, and those were loans that 

we charged them off ourselves. 
Mr. BARNARD. Did you feel that you had cleaned up the loan 

portfolio at that time? 
Mr. BELLER. Inasmuch as I had been able to find within those 

few short weeks. The examination continued and the examiners 
continued to come up with larger numbers of chargeoffs until they 
finally got to $12 million, $20 million, and I understand it ended up 
somewhere in the $40 millions. I have never seen the list of the 
chargeoffs yet. 

Mr. BARNARD. Mr. Chairman, I would like to ask the board mem
bers, were you being lulled into the dream of this bank in the next 
2 or 3 years becoming a billion dollar bank? 

Mr. RANDOLPH. NO. We were programming somewhere between 
15 to 20 percent growth, which was in real terms probably 5 to 6 
percent if you take account of inflation. We were basically basing 
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our growth on the ability to fund the capital needs from the earn
ings of the bank rather than the need for new capital infusions. 

Mr. WEBER. Mr. Chairman? 
The CHAIRMAN. Mr. Weber. 
Mr. WEBER. It seems to me the situation is becoming a little 

more clear. Based upon the testimony of the board of directors and 
also Mr. Beliefs testimony that apparently—and also the earlier 
testimony that we had from Mr. Conover and buttressed by the tes
timony that we will be getting from the regional Comptroller's 
office later today, corrective actions apparently were in place or 
were being put into place that were satisfactory to the OCC as of 
the September 30, 1981 examination. 

The question then is how were those corrective actions evaded so 
easily between October of 1981 and the period or the time of the 
next examination of the bank that the OCC made in I believe it 
was April of 1982, completed—the preliminary I think was com
pleted in early May of 1982, arousing their alarm. 

I think the question is, What were the corrective actions that 
were taken and how were they so easily evaded during that period 
of time? And I do not know that any of you can answer that, but I 
think that is really the question. 

The OCC is saying that the bank had the corrective, was in the 
process of taking corrective actions and did not follow through, and 
I do not know who could answer that question. Apparently you 
were placing your reliance on a management that did not make 
good on the corrections that they had agreed, the corrective actions 
that they had agreed to make, and I do not know if that was the 
president, the chief executive officer, or the senior loan officer in 
the department of energy? 

The CHAIRMAN. YOU are a little young to remember this, Mr. 
Weber, but when I was young, every Saturday you would go to the 
movies to see Tom Mix or one of those old cowboys, but you always 
had to go the next Saturday to see the next issue in the serial, you 
know, what happens next week. 

So we are going to get as much as we can from these witnesses, 
and hopefully, as we get to the next episode, we might learn a little 
more. 

Now, at the June 15, 1982, meeting, Mr. Patterson noted his par
ticipation in what appeared to be a partnership. "Mr. Randolph 
then inquired about possible conflict of interest. The chairman, Mr. 
Jennings, stated the ethics committee reviews officer participations 
as well as details of the borrowing/' 

Could anyone on this panel tell the committee what members of 
the board sat on the ethics committee? 

Did any of you sit on the ethics committee? 
Mr. Ross. No. 
The CHAIRMAN. DO you know who the members of the ethics 

committee were? 
Ms. COE. NO. 
The CHAIRMAN. Does anyone know who was on the ethics 

committee? 
Mr. RANDOLPH. NO, sir. 
Mr. SMELSER. It is the first time we've heard of it. 
The CHAIRMAN. Was it kept a secret from you? 
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Mr. RICHARDSON. That's the first time we knew of it. 
The CHAIRMAN. They answered your question, Mr. Randolph, 

about a conflict by saying the ethics committee would take it up. 
I was going to ask you what the procedures of the committee, of 

the ethics committee were in reviewing potential conflicts of inter
est, but none of you know anything about the ethics committee at 
Penn Square Bank? 

Mr. RANDOLPH. I don't know anything. 
Mr. Ross. No, sir. 
The CHAIRMAN. Mr. Beller, were you on the ethics committee? 
Mr. BELLER. There was not a formal ethics committee, to my 

knowledge. There was a standards and conduct directive. All offi
cers had 

The CHAIRMAN. Directive? 
Mr. BELLER. Yes, sir, an outline that we gave them that would, if 

they were placed in any type of relationship that would give a con
flict of interest at any time, that that should be reported in writing 
to the chairman of the board and president of the bank. That is the 
nearest thing to an ethics committee that existed to my knowledge. 

The CHAIRMAN. But you are not aware of any ethics committee 
that met in formal meetings? 

Mr. BELLER. NO, sir. 
The CHAIRMAN. And people wonder why Penn Square had prob

lems. 
Ladies and gentlemen, we want to thank you very kindly for 

your assistance. 
There might be some written questions we might submit to you 

and if you think of anything else that might be helpful to the 
committee, please feel free to contact us or our staffs. 

But on behalf of each and every member of the committee, we 
want to thank you for your assistance, your openness, your frank
ness, your willingness to assist, and the help you have given us this 
morning and this afternoon. 

The committee will be in recess for 5 minutes in order to allow 
our official reporter to retool and relubricate. 

This fellow is fantastic. We have had him around the country 
with us. We have had him all over the place. He is just outstand
ing. 

Mr. BARNARD. IS that going in the record, Mr. Chairman? 
The CHAIRMAN. Of course. That goes in the official record. We 

asked for him to come with us because of the fact that he gets the 
testimony accurately. 

Ray, you have 5 minutes. 
We will be back. 
Our next panel will consist of, so that they know, Mr. Frank 

Murphy and Mr. Cravens, Mr. Kenworthy, Mr. Kimberling, Dr. 
Margo, Mr. Mead Norton, and Bill Stubbs, and we have already 
had Gene Smelser. 

[A brief recess was taken.] 
The CHAIRMAN. The committee will come to order. 
The Chair at this point in time would like to submit for the 

record other documents that have been referred to in the question
ing of the witnesses, and this would be the minutes of the meeting 
of the board of directors of Penn Square Bank from April 14, 1981, 
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through June 15, 1982, and without objection, these will be put into 
the record. 

The CHAIRMAN. The Chair would also ask unanimous consent to 
place into the record a communication from the Comptroller of the 
Currency re Penn Square Bank from Mr. Conover, the Comptroller 
of the Currency, dated August 15, 1982, and this is a summary, a 
copy, rather, a formal agreement executed with the bank of Sep
tember 1980, copies of the notice of charges of the order for cease-
and-desist order June and July 1982, and a summary of each exam
ination report from 1976 through 1982. 

I would inform the press and everybody else not to get too ex
cited because this is a summary of the examination reports with all 
kinds of names and I.D.'s deleted, and very frankly, I am afraid we 
are going to have to ask for much more than the summary. 

[The material referred to, with an addendum, appears in the ap
pendix section as appendix C] 

Mr. SPRADLING. I am Mr. Spradling, an attorney for Mr. Cravens. 
With respect to the minutes first admitted, there is an error in 

the minutes of the Dallas meeting. Mr. Cravens was absent and 
Mr. Norton was present, and I think they have got it reversed. 

The CHAIRMAN. They had it backwards. 
Thank you. 
At this time we have Mr. Frank Murphy, former president of 

Penn Square; J. C. Cravens, Mr. Kenworthy, Mr. Kimberling, Dr. 
Margo, H. Mead Norton, Mr. Stubbs, and Mr. Ron Burks. 

If you gentlemen would be kind enough to rise with me. 
[Witnesses sworn.] 
The CHAIRMAN. The Chair would like to thank all of you again 

for your assistance and your appearance here, and the members of 
this particular panel have been with the institution since its incep
tion, and it will be very helpful to get a real clear history of this. 

And I think I would first like to ask Mr. Murphy, since he has 
been with the institution or connected with it for a long period of 
time, if you would be willing to tell us or give us a brief recap of 
the history of the bank from the time you joined I believe in the 
1960,s, a very brief one. 

TESTIMONY OF FRANK MURPHY, FORMER PRESIDENT OF PENN 
SQUARE BANK; J. C. CRAVENS, KEN L. KENWORTHY, C. F. KIM
BERLING, DR. MARVIN K. MARGO, H. MEAD NORTON, BILL 
STUBBS, AND RON BURKS 
Mr. MURPHY. Yes, Mr. Chairman. I joined in January 1961 as as

sistant vice president. In September 1961 I went into commercial 
loans as vice president. In April 1964, the executive vice president; 
in January, I believe, 1965 until the present, then last year, as vice 
chairman. 

The CHAIRMAN. NOW, you became at any time between 1964 
when Mr. Jennings left the bank and went to Fidelity and 1975 
and 1976 when he regained control and returned, was the bank 
under any level of criticism from the Comptroller of the Currency's 
administrator, or from the Comptroller of the Currency? 

Mr. MURPHY. NO letter of administration, no, sir. 
The CHAIRMAN. Any cease-and-desist orders? 
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Mr. MURPHY. NO, sir. 
The CHAIRMAN. In other words, the bank was functioning proper

ly as far as the Comptroller's office was concerned? Your reports 
were relatively unexciting? 

Mr. MURPHY. I would think operating above average, I would like 
to believe. 

The CHAIRMAN. NOW, could you tell the committee your impres
sions of what changes occurred at the bank subsequent to the 
return of Mr. Jennings and his assuming control? 

Mr. MURPHY. The primary change was directing the bank into 
the energy field. That has been at the peak. 

The CHAIRMAN. This was a rather substantial or dramatic 
change in direction, was it not? 

Mr. MURPHY. Yes, it was. 
The CHAIRMAN. Compared to what the bank had been doing pre

viously. 
Mr. MURPHY. Very much so. 
The CHAIRMAN. What was your reaction to this right hand turn, 

so to speak, or 180 degree turn? 
Mr. MURPHY. Well, I guess I am known as pretty conservative. I 

felt that with the proper direction and proper loans there would be 
nothing wrong with it, even though I am conservative. 

The CHAIRMAN. When did you indeed leave the institution? 
Mr. MURPHY. Sir? 
The CHAIRMAN. When did you leave Penn Square? 
Mr. MURPHY. When the FDIC—I was advised I was no longer on 

the payroll. 
The CHAIRMAN. The minutes reflect considerable discussion of a 

former officer, Mr. Thomas Orr, and the problems he had caused 
prior to his resignation in 1981. 

Could you tell us what was his function at Penn Square? 
Mr. MURPHY. Mr. Orr was an executive vice president over com

mercial loans, excluding energy. 
The CHAIRMAN. And do you know who brought him into Penn 

Square? 
Mr. MURPHY. Yes, sir, Mr. Jennings. 
The CHAIRMAN. We have heard references this morning to horse 

loans. 
Was Mr. Orr involved in what is known, in these horse loans? 
Mr. MURPHY. Well, we didn't think so, but apparently it has 

turned out that way, yes. 
The CHAIRMAN. And were other members of the board or officers 

of the institution involved in these horse loans? 
Mr. MURPHY. Not to my knowledge, sir. 
The CHAIRMAN. NOW, again, he seems to have had problems. 
Is he the gentleman about whom letters went to the Comptroller 

in complaint? 
Mr. MURPHY. Yes, sir. 
The CHAIRMAN. DO you know what the sum and substance of 

those complaints were? 
Mr. MURPHY. The sum and substance, no, sir, I do not. 
The CHAIRMAN. YOU do not know what the allegations were? 
Mr. MURPHY. Allegations, direct knowledge, I do not. Hearsay, 

yes, but direct knowledge I do not. 
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The CHAIRMAN. Maybe we can get that from the Comptroller's 
office. 

Tell me, Mr. Murphy, would you be good enough to inform us as 
to how long you had been acquainted with Mrs. Evelyn Wood who I 
believe served as an assistant to Mr. Jennings? 

Mr. MURPHY. I have been acquainted with her from the time she 
became a secretary originally to Mr. Jennings. 

The CHAIRMAN. And when would that have been? 
Mr. MURPHY. Four or five years ago maybe. Maybe longer. 
The CHAIRMAN. Subsequent to his return to Penn Square in 

1975? 
Mr. MURPHY. Yes, sir. 
The CHAIRMAN. And to the best of your knowledge she came on 

board and worked for Mr. Jennings throughout? 
Mr. MURPHY. Yes, sir. 
The CHAIRMAN. That period of time? 
Mr. MURPHY. Yes, sir. 
The CHAIRMAN. If the committee members will allow, I am just 

getting this in handwriting myself. I will go through with some of 
these members their involvement and then open up for the other 
members, and then that way maybe we will have a better handle. 

Now, Mr. Stubbs, you have been a director since 1964? 
Mr. STUBBS. Yes, sir. 
The CHAIRMAN. And you, therefore, were with the bank since 

1964 and 1974 prior to the change of direction? 
Mr. STUBBS. Yes, sir. 
The CHAIRMAN. And then you were on from 1975 until the 

demise, so to speak, on July 5 and 6? 
Mr. STUBBS. Yes, sir. 
The CHAIRMAN. Could you give us your impression of the direc

tion the bank took, the difference between the manner in which it 
functioned prior to 1974 and subsequent to 1975—a very capsulized 
version? 

Mr. STUBBS. I was on the board from 1964 to 1974. The bank was 
basically a real estate bank and I am in the real estate business, 
and that is the reason I was on the board. I offered to resign when 
Mr. Jennings and his group bought the bank and he requested that 
I stay on, and I did. 

And it did take a complete change and go into the energy busi
ness, which was very foreign to me. And what I could see from sit
ting on the board, it seemed like it was a very profitable venture 
for the bank. 

The CHAIRMAN. Let me ask you this, Mr. Stubbs. Were you pres
ent at the Dallas meeting in 1981? 

Mr. STUBBS. Yes, sir. 
The CHAIRMAN. With the Comptroller? 
Mr. STUBBS. Yes, sir. 
The CHAIRMAN. Did any of the directors at any time say to the 

Comptroller of the Currency—the people at that meeting—what is 
our authority as far as the control of management is concerned 
and do we have the power to remove management if we feel it is in 
the best interest of the institution? 
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Mr. STUBBS. Yes, sir. I think that was reflected in such minutes 
with Mr. Smelser, asking him, and he told us that if we did not 
feel—I am sorry; I have got laryngitis 

The CHAIRMAN. See if you can get a little closer. 
Mr. STUBBS. That if he did not feel that we could move the people 

that we could resign from the board. 
The CHAIRMAN. This is what the Comptroller told you? 
Mr. STUBBS. I am afraid he said that, yes. 
The CHAIRMAN. The Comptroller, when asked 
Mr. STUBBS. In the minutes. 
The CHAIRMAN. In other words, when asked how you could re

prove management if you felt that in some instances management 
was poor, the answer was well, one way would be to resign from 
the board? 

Mr. STUBBS. Yes, sir. He said that. 
The CHAIRMAN. That is a most unique way of solving the prob

lem. 
Now, Mr. Cravens and Mr. Norton, you were the two that we 

had a little dispute about. We again want to thank you for your 
appearance here. You two have been with the bank for a long 
period of time. 

Let me ask, because you were there both before and after the 
original tenure of Mr. Jennings and then his return. 

Mr. NORTON. Yes. 
The CHAIRMAN. In your opinion, was the board of directors kept 

sufficiently informed about the affairs of the bank by management 
subsequent to 1975? 

Mr. NORTON. YOU will have to talk a little bit louder. I am hard 
of hearing. 

The CHAIRMAN. DO you feel as though you were sufficiently in
formed about the manner in which Penn Square Bank was being 
operated after 1975, when Mr. Jennings returned, until July of this 
year? 

Mr. NORTON. Well, before Mr. Jennings came there it was pretty 
open, but after he got there, why it was not so open. In other 
words, he did not explain a lot of things to us. 

The CHAIRMAN. Mr. Cravens? 
Mr. CRAVENS. Well, I am one of the original directors of the bank 

and I am speaking more or less for Mead Norton and myself. We 
are just advisory directors. I have been a nonvoting director since 
inception, except I was a director until we sold out our interest in 
1974, I believe it was, when we sold the majority interest to Jen
nings' group. 

To my knowledge, and I guess I believe that of Mr. Norton, our 
greatest knowledge was of the early years of the bank, we do not 
know much about it after it became out of our control. I concur 
generally with General Randolph and Mr. Cook's comments. I will 
be happy to answer any questions that the committee may have to 
the best of my knowledge. 

The CHAIRMAN. Dr. Margo, you have been on the board since 
1965, is that correct? 

Dr. MARGO. Yes, sir. 
The CHAIRMAN. I tell you I must compliment you because prior 

to coming to Congress I did a lot of work with workman's comp 
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with orthopedic surgeons and I have to have orthopedic men be
cause of a back condition and I know how busy you are and the 
fact that you were able to spend time on the board of this bank I 
compliment you. 

Tell me, do you feel as though the documents and the informa
tion provided to you by management of the bank subsequent to 
1975 allowed you or gave you sufficient knowledge so that you 
could in an intelligent and responsible manner carry out your 
duties as a member of the board of directors of that institution? 

Dr. MARGO. Well, at the time I thought I was getting enough in
formation, but all of the information we received was at the board 
meetings only. It was always recommended to us at the end of the 
meetings that we not take home any of this information and keep 
it there in our board manuals, and that seemed reasonable. 

And so we very seldom, if ever, had any material to take home 
and peruse and study. 

The CHAIRMAN. For instance, let me ask you this. Did you ever 
see the management letter from Peat Marwick and Mitchell that 
cited the fact that a great number of steps should be taken to fur
ther improve the institution that was in oh, perhaps mid-1982? 

Dr. MARGO. I believe that was in the June meeting and I do not 
remember having that, no, sir. 

The CHAIRMAN. The previous panel told us that it was mentioned 
in passing, that a synopsis or a summary 

Dr. MARGO. Yes. 
The CHAIRMAN. But you never saw the actual letter? 
Dr. MARGO. I don't remember seeing it, no, sir. 
The CHAIRMAN. The recommendation of the Comptroller's office, 

you signed the letter of agreement in Dallas, correct? 
Dr. MARGO. Yes. 
The CHAIRMAN. Did you get a copy of that letter to take home 

with you—that agreement? 
Dr. MARGO. NO, sir. 
The CHAIRMAN. Did you ask for a copy? 
Dr. MARGO. NO, sir. 
The CHAIRMAN. Would it have been helpful to you to have a 

copy? 
Dr. MARGO. Well, in hindsight it would have been. 
The CHAIRMAN. Well, you tell me you never asked for a copy. 

Tell me why did you not ask for a copy? It is a rather lengthy 
agreement. Frankly, I have read it a few times and I have a good 
memory, but a half an hour after I read it I do not remember each 
and every point in that letter. 

Dr. MARGO. I assumed again that it was something that we 
should not be taking out. It was not public information. Therefore, 
they did not want it to get out into the public hands. 

The CHAIRMAN. Yet you remember the board, you have, you are 
looked upon as a responsible individual since you are elected to 
that board. Don't you feel as though you were trustworthy enough 
to take that material home, and particularly you as a doctor? Just 
think of the responsibility you have under your Hippocratic oath, 
right? 

Dr. MARGO. Yes, sir. There was only one copy that I know of and 
to my knowledge none of the members got a copy. 
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The CHAIRMAN. That is most unfortunate. 
Mr. Kimberling, you came on the board in 1981? 
Mr. KIMBERLING. In 1963. 
The CHAIRMAN. And at that time you were treasurer of the CMI 

Corp? 
Mr. KENWORTHY. That is me. 
The CHAIRMAN. Mr. Kenworthy. I am sorry. 
So you came on board in August of 1981? 
Mr. KENWORTHY. I came on board in September. I was elected in 

August. 
The CHAIRMAN. Your first meeting was September? 
Mr. KENWORTHY. That is correct. 
The CHAIRMAN. And that was immediately after the July 1981 

meeting at the Comptroller in Dallas. Were you told about the 
bank's problems prior to joining the board? 

Mr. KENWORTHY. Yes. I was told that the bank was under a 
letter agreement and had 10 points and were making progress 
toward those. 

The CHAIRMAN. Who gave you that information? 
Mr. KENWORTHY. Eldon Beller. 
The CHAIRMAN. By the way, who asked or who was it that invit

ed you to join the board? 
Mr. KENWORTHY. Eldon Beller. 
The CHAIRMAN. But I have here information that during the 

board meeting August 11 when Mr. Jennings was recommending 
your election as director, the minutes state the following: "Jen
nings repeated Mr. Kenworthy's background. Mr. Beller noted Mr. 
Kenworthy's knowledge of financial matters would be of special 
benefit to the board and from the asset and liability side." So you 
had both of them recommending you, so to speak. You could not 
miss. 

Now you, I think, except for two instances, attended every board 
meeting from there on, right? 

Mr. KENWORTHY. TO my knowledge, yes. 
The CHAIRMAN. And there were extensive discussions about pass-

through loans and overdrafts in those meetings? 
Mr. KENWORTHY. Yes, there was. 
The CHAIRMAN. The June board meeting—that is the next-to-the-

last one before the bank was shut down—you raised questions 
about the sudden changes and increases in loan loss reserves. 

Mr. KENWORTHY. Yes, sir. 
The CHAIRMAN. IS that correct? 
Mr. KENWORTHY. Yes. 
The CHAIRMAN. Would you share with the committee your im

pressions of the board meetings and the adequacy of the informa
tion you received at these meetings? 

Mr. KENWORTHY. They were—from the moment I began until the 
last June meeting the information increased. The directors ap
peared to discuss the information in greater depth at each board 
meeting. It was an improving information, to my knowledge. 

The CHAIRMAN. YOU heard me ask Dr. Margo about whether or 
not that letter of agreement that had been signed—incidentally, it 
had been entered into even before you went on the board—but 
when you were told about it. 
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Mr. KENWORTHY. Yes, it was. 
The CHAIRMAN. Did you ever see a copy of that actual letter? 
Mr. KENWORTHY. NO, sir. 
The CHAIRMAN. Did you ever ask to see a copy? 
Mr. KENWORTHY. NO, sir. 
The CHAIRMAN. Would it have been helpful to you to see a copy, 

or to have a copy, so that you knew which direction the institution 
was taking, whether they were complying with the requirements of 
the Comptroller? 

Mr. KENWORTHY. It was my understanding that that was the 
blueprint for Mr. Beller to work against in the bank. It was also 
my understanding that they were making progress against that 
letter. 

The CHAIRMAN. The minutes reflected both you and your compa
ny, CMI, were borrowers at the bank. Could you tell us the status 
of your loans? Were any of them participated out or did they stay 
with Penn Square? 

Mr. KENWORTHY. Personal loans or CMI? 
The CHAIRMAN. The CMI loans. 
Mr. KENWORTHY. The CMI loans, they are both—both in the 

bank and participated out. 
The CHAIRMAN. What committees of the board did you serve on? 
Mr. KENWORTHY. I was elected to the audit committee this year 

in March. 
The CHAIRMAN. HOW about the ethics committee? Were you ever 

on the ethics committee? 
Mr. KENWORTHY. NO, sir. 
The CHAIRMAN. Was anybody on this panel ever on the ethics 

committee? 
Mr. KENWORTHY. NO, sir. 
The CHAIRMAN. Did anybody on this panel—were they ever 

aware of the existence of an ethics committee? 
Mr. KENWORTHY. Only as it was mentioned. 
The CHAIRMAN. AS it was mentioned earlier this morning? 
Mr. KENWORTHY. Yes, sir. 
The CHAIRMAN. Mr. Kimberling, you have been a director since 

1963? 
Mr. KIMBERLING. Yes. 
The CHAIRMAN. And do you have stock holdings in either Penn 

Square Bank or the holding company, the parent holding company, 
First Penn? 

Mr. KIMBERLING. Yes. 
The CHAIRMAN. And would you describe those for us? 
Mr. KIMBERLING. I have 450 shares of stock, I believe, in the 

holding company. 
The CHAIRMAN. And in the bank itself? 
Mr. KIMBERLING. None. 
The CHAIRMAN. Are you involved in the partnership that is still 

in the Penn Bank Tower? 
Mr. KIMBERLING. NO, sir. 
The CHAIRMAN. DO you have any relationship with Kimberling's 

Inc., a supermarket concern? 
Mr. KIMBERLING. My son is the operator of those and I have 

some interest in them. 
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The CHAIRMAN. DO you have any personal loan from Penn 
Square Bank? 

Mr. KIMBERLING. No, sir. 
The CHAIRMAN. DO you know if Kimberling's Inc., the supermar

ket chain, does? 
Mr. KIMBERLING. Yes. They have one loan. 
The CHAIRMAN. Are there any loans to any partnerships that you 

are a part of or have an interest in with Penn Square Bank? 
Mr. KIMBERLING. Only the supermarket loan. 
The CHAIRMAN. DO you know what the status of that loan is? 
Mr. KIMBERLING. It is current. 
The CHAIRMAN. YOU have faith in your son? 
Mr. KIMBERLING. Yes, sir. 
The CHAIRMAN. OK. On June 15, 1982, meeting, however, the 

minutes state that you were not at this meeting. Mr. Murphy com
mented on Kimberling's loan, 15-0055, noting he expects its over
draft to be cleared in a week or 10 days. Do you have any familiar
ity with that? 

Mr. KIMBERLING. Yes, sir. The reason it was an overdraft, we 
were in the process of selling a supermarket and it did not go as 
soon as we thought. And so we made some—paid some bills to 
shake the deal. 

The CHAIRMAN. Selling anything at this point in our economy is 
difficult. 

Lastly, Mr. Kimberling, did you or any company you are in
volved in make any large withdrawals in the last few weeks prior 
to the demise of this institution? 

Mr. KIMBERLING. NO, sir. 
The CHAIRMAN. And lastly, Mr. Burks, would you be good enough 

to tell the committee a little bit about your background and busi
ness background? 

Mr. BURKS. I went to Stanford University and graduated from 
Harvard Business School and have spent the major portion of my 
business career in real estate activities, primarily in regard to the 
financial aspects of the real estate practice. 

The CHAIRMAN. NOW when did you become a director of Penn 
Square? 

Mr. BURKS. In February 1980. 
The CHAIRMAN. February 1980? 
Mr. BURKS. Yes. 
The CHAIRMAN. And do you have any interest in any of the cor

porations or partnerships involved in the construction of the build
ing that was to be named Penn Bank Tower? 

Mr. BURKS. Yes, I did. 
The CHAIRMAN. Could you describe that for us? 
Mr. BURKS. I would be happy to. I am the general partner of a 

limited partnership which is entitled "Penn Bank Tower Inves-
tors.,, This partnership contributed some $4.6 million toward the 
equity of the construction of the Penn Bank Tower Building. 

The basic structure of the transaction was based on the $4.6 mil
lion equity contributed by the limited partner and the general 
partners and some $32 million of construction financing provided 
by Seattle First National Bank. The composition of the limited 
partnership was such that to the extent that a tenant in the build-
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ing would occupy space in the building then he would have a right 
to participate to the extent of having to come up with his percent
age of the equity required, his percentage of the loan guarantee 
that Seattle First and, of course, his lease in the building. 

The CHAIRMAN. This is somewhat almost akin to a condo-type? 
Mr. BURKS. It really is. That really was the kind of concept. For 

instance, if—I have precise numbers for you which I could give 
you, but just in terms of round numbers for simplification, one 
floor of the building approximated approximately 5 percent of the 
space of the building. The building was 22 stories, 300,000 square 
feet. 

So that if an individual signed a lease for one floor, for 12,000 
square feet, they would have had to come up with approximately 5 
percent of the $4.6 million in equity, which would have been ap
proximately a quarter of a million dollars. They would have to 
have personally guaranteed 150 percent of their pro rata share of 
the construction loan. 

So, let's say, here is this hypothetical tenant that is leasing a 
floor which approximates 5 percent of the building and he would 
have had to have guaranteed 7% percent or 150 percent of his pro 
rata share. He would have had to have guaranteed IVz percent of 
the $32 million construction loan personally. 

In addition, he would have had to have personally guaranteed 
the lease, which was a 10-year lease. All the leases in the building 
were the same, with the exception of the bank's. The bank's space 
was—the bank's lease was 20 years, and all other tenants were 10. 
So that individual who was signing the lease was on the hook for 
essentially— if a floor, using round numbers again, if a floor leased 
for $20 a square foot and it comprised 12,000 square feet, that 
would a quarter of a million dollars a year in lease payments, and 
it was a 10-year lease with the rent escalating 5 percent a year. 

But even if it did not, the individual would be responsible for 
some, in excess of $2.5 million in lease payments over the term. 

The CHAIRMAN. Let me ask you this and see if I understand this 
correctly. Who is the general partner? 

Mr. BURKS. If I could, I am the general partner. 
The CHAIRMAN. That means that no matter what happens with 

the Penn Square Bank, you are still on the line as the general 
partner. 

Mr. BURKS. That is correct. 
The CHAIRMAN. AS I think most of us here understand what a 

general partner is and limited partners and the liabilities that 
accrue to the general as opposed to some of the limited partners, so 
that the failure of Penn Square Bank does not inure to or enhance 
your position as a general partner. In fact, I do not think I envy 
you very much. 

Mr. BURKS. Well, I think on the basis of the number of telephone 
calls that I have received from people who want to buy the build
ing, they seem to infer that I am in somewhat precarious position. 

The CHAIRMAN. Well, I hope you get your price. [Laughter.] 
Let me ask you this. You attended quite a few of the meetings. 
Mr. BURKS. Yes. 
The CHAIRMAN. And as a matter of fact you did attend the 1981 

and 1982 meetings at the Comptroller's Office in Dallas. 
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Mr. BURKS. Yes, sir. 
The CHAIRMAN. HOW about giving us, as a fellow New England 

student—I did not get to Harvard, but I got to Boston University. 
Mr. BURKS. I understood you were in the neighborhood. 
The CHAIRMAN. AS a neighborhood boy who has done well, you, 

Mr. Burks, what is your impression? Do you feel you were getting 
adequate information from the Comptroller's Office and that you 
were kept fully informed by management of what was occurring at 
Penn Square Bank? 

Mr. BURKS. That is two questions. Let me try and answer the 
first one. Let me start out by saying that prior to 1980 I had never 
served on a board of directors of a bank and so had no real stand
ard of comparision with what kinds of information a person should 
get and should not get. 

And I was obviously coming on the board in February 1980 and 
going down to Dallas that summer. Thihgs were already in motion. 
To be honest, I never questioned the fact of the amount of informa
tion that the Comptroller should be providing the bank directors. 

I did feel, frankly, that the summer meeting with the Comptrol
ler, I reviewed my notes of that meeting. I took fairly specific notes 
at that meeting and time and again Mr. Poole reiterated that the 
real problem with Penn Square Bank was the growth of the bank 
and the capital and that in fact if it were not for the issue of ade
quate capital within the bank that the bank would not have been 
placed in the special projects area. And, as a matter of fact, my 
notes indicate Mr. Poole mentioned that three different times 
during the course of that meeting. 

So I left the meeting very concerned about the direction of the 
bank and the situation in which we found ourselves and the high 
growth rate. Very frankly, the energy industry in Oklahoma and 
the economy in Oklahoma up until very recently has been going at 
a fairly rapid rate compared to other areas of the country and so 
while we were concerned about the level of growth, we felt like it 
was somewhat symptomatic of the economy in which we were oper
ating. 

And in the summer meeting of 1981 I would say really the only 
thing that I would disagree with in terms of any of the outside di
rectors that made any comments prior to, in the group prior to us, 
was just one slight remark that was made as to the summer of 
1981 meeting being very harsh. I understand that the minutes re
flect that Mr. Poole was very harsh with the board. 

But I came away from that meeting with a very good attitude 
and feeling about their confidence and knowledge of Mr. Beller and 
Mr. Preston, who they had known for some time. So I had a high 
degree of confidence. 

In regard to the amount of management information that we re
ceived as directors, once again I really was not aware of what a 
bank director should be receiving. As several people have pointed 
out, I was—I really did not like the situation of not being able to— 
of always keeping the bank information at the bank. It is very dif
ficult to have information presented to you and then taken away 
and you never see it again. 

But I feel like and felt like that the reports that management 
provided, especially after Mr. Beller came, that there was a high 
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degree of confidence on the part of the board of directors that we 
relied on Mr. Beliefs background and experience. We relied on his 
commitment to be tough and to be strong and to bring areas that 
had been uncontrolled to bring them under control. And there was 
a high degree of comfort. 

The CHAIRMAN. NOW were you aware of the fact that Mr. Beller 
was doing his utmost but that he had his hands tied behind his 
back? I do not know if you were here earlier today, were you, when 
he cited 

Mr. BURKS. That comment of Mr. Beller's came as great a shock 
to me as it did to the previous outside directors that were on this 
panel and, I would imagine, as it did to the people that sit at this 
table right now. 

The CHAIRMAN. AS a matter of fact, would it not be rather diffi
cult to really do things in that institution when you are hamstrung 
in that manner and a major portion of that portfolio you are not 
allowed to touch, so to speak? 

Mr. BURKS. It would be very difficult. 
The CHAIRMAN. Very difficult. 
Incidentally, I would point out to you that there is a booklet, and 

there are quite a few of them out there, an official booklet, some 
put out by the Federal Reserve Board, some by the regulatory 
agencies, this by a former Chairman of the FDIC, Mr. Robert Bar-
nett—"Responsibilities and Liabilities of Bank Directors." It is a 
very tiny book, $8.50. I will admit it is expensive. It was published 
in 1980 and I do not get a profit out of it. I am not trying to sell it. 

But there are publications available from the regulatory agencies 
as well that perhaps you might get for nothing, but they do outline 
the responsibilities and liabilities of bank directors, and I think it 
would be very helpful and I wish that more—how many of you 
here are aware of the fact that these are available to you? 

[A show of hands.] 
The CHAIRMAN. All right, you are all aware of it? Swell. I am 

really not trying to sell this, really and truly. 
Mr. Burks, are you involved in various other enterprises other 

than Penn Square or in partnerships or in companies in which you 
are a stockholder or director, where other officers of Penn Square 
or directors of Penn Square are also involved? 

Mr. BURKS. I am involved in four different partnerships, of which 
the Penn Bank Towers is one partnership. There are three other 
partnerships of which I am the general partner and in which there 
are limited partners, of which there are Penn Square Bank direc
tors and officers involved as limited partners. 

The CHAIRMAN. IS Mr. Jennings involved in some of these? 
Mr. BURKS. Yes, he is. 
The CHAIRMAN. What type of businesses are those? You are talk

ing about three other partnerships? 
Mr. BURKS. Those businesses are three hotels with one partner

ship, also owning real estate and previously owned an office build
ing tha t we sold a couple of years ago. 

The CHAIRMAN. Mr. Leach. 
Mr. LEACH. Thank you, Mr. Chairman. 
Mr. Murphy, when you were president of the bank, did you also 

have authority as either chief executive officer or chief administra-
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tive officer? Would you describe your functions the same way as 
Mr. Beller described his, or were they very different? 

Mr. MURPHY. During which period, sir—the 1964 to 1965 or after 
1975? 

Mr. LEACH. Please begin with the first period. 
Mr. MURPHY. I was the chief executive officer and chief adminis

trative officer from, say, 1965 to 1975. After 1975 Mr. Jennings was 
chief executive officer. I was chief administrative officer. I saw that 
on a call report one day. I did not know I had been appointed that. 

Mr. LEACH. Were you as surprised as the rest of the directors at 
the reading of the various duties of the president as compared to 
the head of the petroleum division and the chairman of the board? 

Mr. MURPHY. I certainly was, yes. 
Mr. LEACH. Have you ever known of a bank structured that way, 

where the president had such a limited role? 
Mr. MURPHY. Well, I operated that way for a while, yes. I must 

says in other banks I do not know, sir. 
Mr. LEACH. Mr. Burks, you stated that the chief problem of the 

bank was lack of capital and too much growth, but Mr. Conover, 
head of the Comptroller's Office, testified before us in Washington 
several weeks ago, that the bank was repeatedly warned of illegal 
banking activities. Was this board ever informed of the fact that 
illegal practices—by illegal I mean violations of the banking law— 
were occurring? 

Mr. BURKS. We were informed that there were some violations of 
the law at the summer of 1980 meeting, and I was extremely 
shocked that a bank upon which I was a member of the board of 
directors had violated any law. 

Mr. LEACH. It is one thing to say abstractly we are dealing with a 
problem of a lot of growth and not quite enough capital. Many good 
companies as well as good banks in America deal with that prob
lem all the time. In fact, I cannot think of a company that says it 
has too much capital. But there is a distinction between a problem 
that is abstract, that is dealt with in the Harvard Business School 
case study method all the time and a corporation in which the U.S. 
Government tells the board of directors that violations of law are 
occurring. I am just wondering how seriously the board of directors 
took those descriptions. 

Mr. BURKS. I took that comment very seriously and it disturbed 
me a great deal and I did not mean to minimize the violations of 
the law that Mr. Poole cited that day. I merely meant to indicate, 
which my notes reflect, that Mr. Poole said that the Penn Square 
Bank would not be under the administrative letter if it were not 
for the single issue of capital. 

Mr. LEACH. I appreciate that and I do not want to stress it too 
much. Frankly, I think that in terms of the outside directors we 
are perhaps spending more time than we need to, Mr. Chairman. It 
is the inside directors who I think will provide the most interesting 
insights into this problem. I suspect many of you outside directors 
are going to be embarrassed as to your pocketbooks and some per
haps as to your judgment, but I doubt very much if many of you 
will suffer any embarrassment to your reputation. 

I think it should be stressed that when something goes wrong, a 
lot of very good and very decent and very reasonable people get 
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tainted. In this case, it appears that the vast majority of people 
should suffer no damage to their reputations in a situation which 
frankly, has upset the Nation's whole banking system. While there 
is some suggestion of less than perfect ethical behavior on the part 
of some insiders, that certainly does not apply to the vast majority 
of those associated with this bank. 

The CHAIRMAN. Mr. Annunzio? 
Mr. ANNUNZIO. Thank you, Mr. Chairman. 
I do not have any questions. I do not want to go over the same 

ground that we have been over. I look at the witness list and we 
are only about halfway, but just one comment. 

I take it that after listening to the panel, the last group of direc
tors—outside directors—and this panel, I just get this feeling that 
some of you or most of you think that the closing of the Penn 
Square Bank was a mistake by the Comptroller of the Currency, 
that things were really not as bad as the Comptroller pictured 
them to be, and that this is similar to an "Alice in Wonderland" 
story, despite the fact that millions and millions of dollars were 
lost and the Comptroller warned about the $41 million and a 
couple of directors here that lost a couple of million dollars and 
hundreds of thousands of dollars and bad loans all around the 
country. 

How many of you feel that the Comptroller made a mistake 
when he closed the bank? 

Mr. MURPHY. Sir, with the information I had on July 1—I was 
out of town that week and was called back in—at the meeting on 
July 1, when the cease-and-desist order was issued, the require
ment of $30 million in capital given until July 9, the loan losses as 
shown at that time, which in my opinion some of them are not 
losses—that is a personal opinion—I, from that, what happened 
after that, I do not know. I left town again and came back in and 
heard it on the news—the 10 o'clock news July 5. 

I was shocked, of course. 
Mr. ANNUNZIO. That is why I detect this, Mr. Murphy. That is 

the reason I detect this feeling all morning that nobody knew what 
was going on. 

Mr. MURPHY. Unless there is a lot of changes between the first 
and when the decision was made, which I am not aware of, it 
should not have been closed. The shareholders should have been 
given the opportunity to raise the capital and change management 
if they wanted to—fire Frank Murphy or some of the others. That 
would be fine. 

But I do not think—to save the bank I do not think an effort was 
made to try to save it. That is my personal opinion, sir. 

Mr. ANNUNZIO. Were there any other comments? Let's get this 
thing out in the open. 

Mr. STUBBS. I think we definitely needed to have an effort to 
save the bank and I think there were commitments already made 
to cover the—cover $40 million instead of $30 million. I lost 
$800,000 in that bank myself and I had all the faith that we could 
keep it going. 

Mr. ANNUNZIO. HOW much worse would it have been, Mr. Stubbs, 
if you got rid of Mr. Patterson and Mr. Jennings and the bank had 
remained open? The Comptroller, after all, could have recommend-
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ed that both of these gentlemen get out. How much worse could it 
have been? 

Mr. STUBBS. It could not have been this bad. [Laughter.] [Ap
plause.] 

Mr. ANNUNZIO. Anybody else? Mr. Burks? 
Mr. BURKS. One of the things that I still cannot understand is 

the reason why. 
Mr. ANNUNZIO. Let's get it out. That is right. 
Mr. BURKS. Why the Comptroller did not make some of the infor

mation available to management. I do not understand why the 
Comptroller did not have some conversations with the Federal Re
serve before this took place. 

I read in the testimony before your committee that it came as a 
surprise during the last week or so. Just 2 or 3 days before the 
bank was closed the Comptroller found out that there were 150 
credit unions that had $250 million in Penn Square Bank. I think 
the ramifications of the decision that the Comptroller of the Cur
rency made, I think it would be very interesting to have those ex
posed to the light of day. 

Mr. ANNUNZIO. YOU know, Mr. Burks, when he appeared before 
the committee I asked him if he knew of any banks that were 
going to close on the weekend, and our hearings were on, I think it 
was on a Thursday. So the weekend was coming. I said can you 
give me some advance information? Are you going to close any 
banks? And he did not know of any. But a few days later I read in 
the Wall Street Journal—that is how I got my information, and I 
am a senior member of the House Banking, Finance and Urban Af
fairs Committee—that he closed a bank in Abilene. 

Mr. BARNARD. That was an aberration. [Laughter.] 
Mr. ANNUNZIO. Right. But the point I wanted to make here was 

they pumped in a lot of money at Abilene and kept it open. 
Mr. BURKS. We were prepared to do that here in Oklahoma City 

as well. 
Mr. STUBBS. We were going to do it with private capital. They got 

the FDIC loan. We were going to do it with private capital. 
Mr. ANNUNZIO. Thank you. 
The CHAIRMAN. Mr. Weber. 
Mr. WEBER. TO the best of your recollection, was there ever an 

occurrence where the chairman or anyone else on the management 
team suggested that the board would voluntarily declare the bank 
insolvent? 

Dr. MARGO. NO. 
Mr. KIMBERLING. NO. 
Mr. WEBER. There was never any discussion about that possibil

ity? 
Mr. KIMBERLING. NO. 
Dr. MARGO. NO. 
Mr. MURPHY. NO. 
Mr. BURKS. My memory escapes me exactly, but on the afternoon 

of the 4th, Mr. Jennings made a statement to the board that based 
on certain events that had taken place he had thought that the 
bank was technically—and I am not sure what the definition of 
"technically solvent" or "technically insolvent" is—but said that 
the law was such that it was his responsibility to notify the Comp-
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troller of the Currency at such time that he thought that the bank 
was insolvent. 

He advised certain people—and it was in a board room and some 
of the board had come and gone; it was not like the board was in 
session all day long. I happened to be at the bank that entire day 
and certain people had come and gone, but he came in and said it 
is my belief, based upon the information that we have because of 
all of the publicity in the newspapers and in the media, that there 
was a run, that there was in fact a run on the bank and that it was 
his opinion that the bank was probably technically insolvent and 
that it was his responsibility to notify the Comptroller. 

Now I am just telling you what I heard. Mr. Jennings was gone 
for 30 or 45 minutes meeting with a representative of the Comp
troller's office, and to the best of my knowledge came back to the 
room and said the Comptroller does not accept our position, that 
the bank is insolvent. It is the Comptroller's position that the bank 
is solvent and that the Federal Reserve is willing to lend up to $27 
million to protect a run on the bank, and that the bank will be 
open for business on Tuesday. 

Mr. WEBER. What day was that? Do you have any idea? 
Mr. BURKS. That was Friday. 
Mr. WEBER. Which would have been July 2? 
Mr. BURKS. Yes, sir. 
Mr. WEBER. And was that an official meeting of the board of di

rectors? 
Mr. BURKS. I can't really tell you. There were certain of the di

rectors that were around the bank. The meeting started at 8 in the 
morning, as I recall, and certain people came and left. As I recall, 
that was midafternoon or so. 

I had a subsequent conversation later that afternoon with a gen
tleman who, I believe, was the chief lending officer of the Federal 
Reserve, who advised me that the Federal Reserve was in fact 
going to support Penn Square Bank and I walked him to his car as 
he was racing to the airport, and we shook hands and he said he 
would see me next week. And I said I look forward to seeing you, 
with the thought that Penn Square would open on Tuesday morn
ing. 

Mr. WEBER. I believe that the chronology is that on that same 
day the OCC sent a letter to the FDIC formally requesting assess
ment of the prospect for an FDIC-assisted transaction and merger 
or something of that kind. And then it was on July 5, 1982, that 
the Federal Reserve Bank of Kansas City indicated that it was not 
prepared to extend further credit, and that was the day that the 
insolvency was declared. 

Mr. BURKS. I am not sure I understand the disagreement in fact. 
Mr. WEBER. I am not saying I disagree with anything you are 

saying at all. I do not want to recount the statement that I made to 
the earlier panel, but it does seem to me that we have got a failure, 
a problem of trust, I guess—who trusts whom. 

You are being charged as a board of directors with the failure to 
exercise your powers as directors who control the operations of this 
bank. You were relying upon the officers to get that job done. I be
lieve probably the officers were a major part of the problem. You 
signed an agreement—and I guess most of you were signatories to 
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the formal agreement dated September 9, 1980. Are there any that 
were not on the board at that time? 

Mr. KENWORTHY. I was not. 
Mr. WEBER. Mr. Kenworthy, you were not a signatory, but were 

aware of it when you came on the board later. 
One of the provisions of that agreement was not to grant addi

tional loans unless current and satisfactory credit information was 
available and the loans were supported by appropriate collateral 
documentation. 

One of the other points of that agreement was to revise the lend
ing policy and establish procedures to monitor and enforce adher
ence and, very frankly, in October of 1981 the Comptroller of the 
Currency, as a result of its examinations, thought the bank was on 
the right road to correcting or to putting corrective procedures into 
practice. After having given the board great warnings—at two of 
the directors' meetings at least—they felt that you were on the 
right road. 

I think the board felt it was on the right road to correcting the 
situation. You were relying on the officers, Mr. Beller and Mr. Jen
nings and Mr. Patterson. Mr. Beller tells us in effect this morning 
that he was relying upon Mr. Jennings and Mr. Patterson. 

And I think that what needed to be done was to put into place 
some procedure for an independent review of the actions of the offi
cers by a committee of the board of directors or agents that report
ed to the board of directors and had the power to review and con
trol the actions of the officers specifically and could override the 
officers' actions in that way. 

Apparently there was no such procedure. Am I correct that you 
had no independent group that was overriding the decisions of the 
officers? I guess I do not have any further questions. 

The CHAIRMAN. Thank you. 
Mr. Burks, since you were asked to bring certain documents with 

you today, are the documents that we requested available? 
Mr. BURKS. Yes, sir, they are. 
The CHAIRMAN. Would you be good enough to provide them to 

the committee at the conclusion of your testimony? Well, we will 
take them now. Thank you for your cooperation. 

Prior to going to my colleagues, one question. The previous 
panel, we went back and forth on this. Now I am informed and I 
would like to ask this panel—I am informed that when a copy of 
the examiner's report was sent to the bank there is a signature 
sheet attached and it is the duty of each director to review the ex
amination report and to sign the sheet attesting to his or her 
review. The examiners then check that signature sheet at the next 
exam. 

Mr. Stubbs, have you signed the signature sheet on the examin
er's report? 

Mr. STUBBS. I think, if I recall correctly, that the examination 
would be reviewed at the board and passed around and everybody 
sign it. 

The CHAIRMAN. And then everybody would sign the signature 
sheet to the effect that they had either reviewed or had reviewed 
for them? 

Mr. STUBBS. It was reviewed for us. 

97-830 0 - 8 2 - 1 5 
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The CHAIRMAN. By management? 
Mr. STUBBS. By management and then passed around and we 

signed it. 
The CHAIRMAN. In other words, management told you what they 

wanted you to know about the examiner's report? Let's be honest 
now, Mr. Stubbs. 

Mr. STUBBS. I never ever read the report. 
The CHAIRMAN. YOU were told what they wanted to tell you 

about it, right? I mean, you are a $700,000 or $800,000 loser in this 
situation. 

Mr. STUBBS. More than that. 
The CHAIRMAN. DO you think maybe you should have read those 

reports rather than have them just summarized for you? 
Mr. STUBBS. Maybe I am easier to con than Continental is. I do 

not know. [Laughter.] 
The CHAIRMAN. YOU have got some sense of humor, taking the 

bath that you took, if you can still laugh about it. 
Mr. STUBBS. I would rather laugh than cry. 
Mr. ANNUNZIO. YOU know, in Congress we have a procedure 

known as the signing of a conference report that is passed around 
for all the members of the conference; and 80 percent do not know 
what is in that conference report. 

Mr. BARNARD. Frank, don't tell it all. [Laughter.] 
Mr. ANNUNZIO. Don't feel so bad. 
Mr. STUBBS. Thank you, sir. 
The CHAIRMAN. I assure you that there are very few Members of 

Congress who have lost the kind of money you have lost for not 
reading a conference report. 

Mr. Barnard. 
Mr. BARNARD. Thank you, Mr. Chairman. 
Mr. Cravens, you and Mr. Norton are indicated as advisory board 

members. Why is that so? 
Mr. CRAVENS. Well, it is automatic when you are 70. That is in 

the bylaws. 
Mr. BARNARD. YOU do not have the same function and responsi

bilities as the other directors? 
Mr. CRAVENS. We have no vote, no. 
The CHAIRMAN. They do not get paid, either. 
Mr. BARNARD. I would doubt that, Mr. Chairman. 
Mr. Cravens, I know you are speaking somewhat for Mr. Norton. 

Your membership on the board dates back to what date? 
Mr. CRAVENS. I was one of the original organizers of the bank. 
Mr. BARNARD. One of the original organizers. Then I think that 

you and Mr. Norton and Mr. Murphy, your membership is dated 
back to the early 1960's, right? 

Mr. MURPHY. I joined the bank in January 1961, sir, and became 
a board member in 1964,1 believe it was. 

Mr. BARNARD. Mr. Stubbs, I believe you were an early member of 
the board. 

Mr. STUBBS. Frank came on in 1963 and I came on in 1964. 
Mr. BARNARD. Did it disturb you gentlemen that after the change 

in organization in 1975 there was a change in modus operandi of 
the bank? 
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Mr. CRAVENS. Well, I thought there was a very enthusiastic 
bunch in trying to do something. 

Mr. BARNARD. YOU did not question at all the thrust of the new 
enthusiastic bunch? 

Mr. CRAVENS. Well, I kind of figured I was a little old fashioned. 
Mr. BARNARD. DO you still feel that way about it? 
Mr. CRAVENS. That I was not keeping up with the modern times. 
Mr. BARNARD. But you felt that it was worth a go, right? 
Mr. CRAVENS. Well, I do not know. I lost about a half a million in 

it too. 
Mr. BARNARD. That is hindsight, isn't it. What about you, Mr. 

Murphy? Did you express any dissent about the new thrust of the 
management? 

Mr. MURPHY. I say dissent? No; I cannot say I dissented, sir. Pre
viously I was more conservative. 

Mr. BARNARD. Well, hadn't this modus operandi been consider
ably different than the previous operation of the bank? 

Mr. MURPHY. More aggressive, yes, sir. 
Mr. BARNARD. Well, did you consider the concentration of loans 

that was developed? Did you think that was healthy for the bank? 
Mr. MURPHY. Concentration with proper loans I felt would be 

healthy. 
Mr. BARNARD. What about the lack of diversity? 
Mr. MURPHY. It depends upon which area you are in. When real 

estate is up, you should be in real estate, and I am not saying 100 
percent. 

Mr. BARNARD. DO you remember the experience that some great 
banks had in the country during the era of REIT's? 

Mr. MURPHY. Yes, sir, I sure do. 
Mr. BARNARD. Wasn't that a problem of concentration and not 

being aware of the marketplace? 
Mr. MURPHY. Yes, it was. 
Mr. BARNARD. Would you go so far as to say that it is an exam

ple of poor bank management to concentrate in one particular area 
of loans? 

Mr. MURPHY. Well, I personally would not dwell on that. I never 
did. But I did accept the philosophy—Mr. Jennings being from Oil 
Patch and all—and I had confidence that he knew what he was 
doing, sir. 

Mr. BARNARD. Mr. Stubbs, you and Mr. Kimberling, how did you 
feel about this change in direction of the bank? 

Mr. STUBBS. I was not adverse to oil. I was strictly real estate 
and I did not feel qualified to express myself on it. The profits 
looked great and the interest rates were high and nobody could 
afford to pay the interest rates but the oilers anyhow. I thought we 
were dropping a little too much real estate myself. 

Mr. BARNARD. Let me ask Mr. Burks, was the board brought up 
to date from time to time as to how active brokers were in finding 
deposits for the institution? 

Mr. CRAVENS. NO, sir. 
Mr. BURKS. I was never aware that the bank utilized brokers. 
Mr. CRAVENS. We never heard that. 
Mr. BARNARD. And yet they were paying brokers 100 or 200 basis 

points for deposits brought into the bank. From time to time were 
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you able to see the makeup of deposits such as the concentration of 
credit union deposits in the bank? 

Mr. BURKS. Absolutely not. 
Mr. BARNARD. Did any of you on the board except Mr. Murphy— 

I presume you knew about the brokers' activities. 
Mr. MURPHY. I knew that. Yes, sir. 
Mr. BARNARD. Did any of the other members of the board under

stand how broker deposits functioned? 
Mr. STUBBS. NO. 
Mr. BARNARD. They are very expensive, you know—very expen

sive deposits to bring in. 
Mr. Chairman, I have no further questions. 
The CHAIRMAN. Mr. Wortley. 
Mr. WORTLEY. Thank you, Mr. Chairman. 
Mr. Murphy, just for the record, what is the fee for a director's 

meeting? 
Mr. MURPHY. $400 a meeting if you attend. 
Mr. WORTLEY. $400 a meeting. 
Mr. MURPHY. Yes, sir. 
Mr. WORTLEY. That is about the same fee which prevails all over 

Oklahoma City area in other banks? 
Mr. MURPHY. I have no idea, sir. 
Mr. WORTLEY. Mr. Burks, I wonder if you could straighten me 

out on some information I have here. According to some annual re
ports you had a number of interests with Bill Jennings and Carl 
Swan—for instance, First Penn Corp. You owned about 5.9 percent 
and Jennings owned 26.7 percent and Swan 7.6 percent. 

Peachtree Hospitalities—you seem to be equal partners, the 
three of you—Jennings, Swan, and yourself had one-third interest. 
The Chi-Chi property in Atlanta, at least at one time you owned 
about 11 percent and Mr. Jennings around 25 percent and Mr. 
Swan 21 percent. 

What is this Skirvin Plaza Investors? You had a 1 percent inter
est and Mr. Jennings had about 16 percent; and Copeland Energy 
you owned about 5 percent and Mr. Swan about 23 percent; and 
Northwest Investors you owned around 23 percent-plus and Mr. 
Jennings about 15 percent. 

Would these be reasonably close figures as to common endeavors 
that you shared with these other gentlemen? 

Mr. BURKS. Yes, sir. Those are reasonably close percentages. 
Mr. WORTLEY. I would imagine that those various business en

deavors did some of their banking at least with Penn Square. 
Would it be safe to say? 

Mr. BURKS. TO the best of my knowledge, Mr. Wortley, the 
amount of business that was done with Penn Square was very, very 
minor and I would be happy to go down with you, if you would like, 
the list of each one of those entities and describe the financial rela
tionships, if you would like. 

But from the time I went on the board of directors it was a per
sonal policy of mine to limit the amount of business that I did with 
Penn Square Bank to the absolute minimum and my major bank is 
another bank here in Oklahoma City. 

The CHAIRMAN. Would the gentleman yield on that? 
Mr. WORTLEY. Yes. 
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The CHAIRMAN. By investment are you talking about shares of 
stock in the bank or the holding company? 

Mr. BURKS. Yes, sir. 
The CHAIRMAN. Did you also have deposits in Penn Square at the 

time? 
Mr. BURKS. Yes, sir. 
The CHAIRMAN. HOW did you do? 
Mr. BURKS. Well, I don't know whether it is good or bad, but I 

was not in the position to have lost the amount of money that some 
people did, but we had two different accounts which exceeded 
$100,000. 

The CHAIRMAN. All of those records are available to us. Did you 
or any of your—do you mind, George? 

Mr. WORTLEY. Go right ahead, Mr. Chairman. 
The CHAIRMAN. Did you or any of your businesses have any de

posits in Penn Square that were removed within the last 4 or 5 
days? 

Mr. BURKS. NO, sir. 
The CHAIRMAN. YOU were not one of those lucky ones who had 

the benefit of the unnamed financial consultant? 
Mr. BURKS. I personally deposited $80,000 in Penn Square Bank 

on Wednesday or Thursday of the week before it closed. 
The CHAIRMAN. Was that a brand new account? 
Mr. BURKS. NO, it was an account that I had maintained. While 

it was an account that—it was one of my company accounts—I did 
maintain a number of business accounts at Penn Square Bank. 
But, as I said, my borrowings at the bank were very, very modest. 

The CHAIRMAN. But the point is that you lost too. 
Mr. BURKS. A great deal. 
The CHAIRMAN. That does not help the others who lost. 
Mr. BURKS. Misery loves company, I guess. 
Mr. WORTLEY. Thank you, Mr. Burks, for your very forthright 

answers. 
Mr. BURKS. YOU are welcome. 
Mr. ANNUNZIO. Mr. Chairman, could I ask each of the witnesses 

one question with a yes or no answer? 
Mr. Stubbs, could the bank have been saved, yes or no? 
Mr. STUBBS. Yes. 
Mr. ANNUNZIO. Mr. Kimberling? 
Mr. KIMBERLING. I believe so, yes. 
Mr. ANNUNZIO. Dr. Margo? 
Dr. MARGO. I am not sure. I was not there at the last two meet

ings. 
Mr. ANNUNZIO. Mr. Murphy? 
Mr. MURPHY. From the information I had, yes. 
Mr. ANNUNZIO. Mr. Burks? 
Mr. BURKS. I have no knowledge of the information that the 

Comptroller had at his fingertips in making the determination that 
the loan losses were $50 million. I do know that that figure, as late 
as 2 or 3 days before the bank closed, was as low as $22 and the 
number was bouncing around like a ping-pong ball. 

Mr. ANNUNZIO. Mr. Kenworthy? 
Mr. KENWORTHY. I have no knowledge. 
Mr. ANNUNZIO. Just your opinion. 
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The CHAIRMAN. IS what you are saying that once you went on 
the board that rather than borrow from Penn Square, either your
self or the partnerships in which you are involved, you went to 
other institutions? You were better off avoiding any conflicts? 

Mr. BURKS. Yes, sir. 
The CHAIRMAN. IS it safe to assume that your involvement—be

cause I had the same questions—that as far as borrowing from 
Penn Square are concerned they were de minimus? You provided 
us with volumes of documentation. 

Mr. BURKS. I would be more than happy to provide you with de
tailed information, but it certainly is my position that my borrow
ings with Penn Square were very negligible. 

Mr. WORTLEY. Your personal borrowings or the borrowings of 
these institutions I just recited? 

Mr. BURKS. Both. 
Mr. WORTLEY. In other words, are you also saying that those in

stitutions never borrowed any money from Penn Square Bank? 
Mr. BURKS. AS I said before, I would be delighted to give you a 

detailed description. I would not want to say never, but I can tell 
you that it is very minimal and I will be happy to provide as de
tailed an information as this committee would like. 

Mr. WORTLEY. Maybe just a bottom line item, if I could ask you. 
At the time Penn Square was closed, did any of these organizations 
I just mentioned owe any money to Penn Square Bank? 

Mr. BURKS. One company, called Copeland Energy, of which I 
was a very small investor, I am not sure even what their borrow
ings were with the Penn Square Bank, so I would hate to make 
any—I do know that they borrowed from a correspondent. North
west Investors had no borrowings, had their borrowings from Liber
ty National Bank. Skirvin Plaza Hotel had $110,000 laundry lease 
with the Penn Square Bank, which was at a market rate and 
which I was asked to give— I have got $10 million of financing on 
the Skirvin Plaza Hotel and $110,000 at Penn Square Bank. 

I have got $10 million of financing at Northwest Investors and 
virtually none at Penn Square Bank. 

So they are modest numbers. 
Mr. WORTLEY. DO you think that business relationships that you 

may have enjoyed with Mr. Jennings and Mr. Swan in any way 
might have impaired your ability to exercise some independent 
judgment as an outside director of the Penn Square Bank? 

Mr. BURKS. Well, let me speak to that question. You indicated 
two individuals and I would like to speak to the two individuals as 
opposed to just one question. 

Mr. Swan has had a long relationship with Mr. Jennings and so 
anything that I was involved in with Mr. Swan was a result of his 
close and long-term friendship with Mr. Jennings, and any of my 
investments with Mr. Swan were extremely minor, as I think the 
information that I have provided you will show. 

In regard to my ability to be an objective director of the Penn 
Square Bank, I think the record will show that I had more money 
invested in Penn Square Bank than Mr. Jennings had invested in 
any of my real estate projects of which he was a limited partner. I 
believe that I was able to indicate to him total objectivity. 
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Mr. KENWORTHY. I have no opinion. 
Mr. ANNUNZIO. Mr. Cravens? 
Mr. CRAVENS. I do not have an opinion. 
Mr. ANNUNZIO. Mr. Norton? 
Mr. NORTON. NO opinion. 
Mr. ANNUNZIO. Thank you, Mr. Chairman. 
The CHAIRMAN. I want to thank all of you for assisting us here 

today. And for those who suffered such losses, it is not easy, and 
unfortunately it is part of the process. And your presence here and 
your assistance has been deeply appreciated. Thank you. 

Now we will ask Jim Blanton, the managing partner, and Dean 
York, engagement partner of Peat Marwick and Mitchell, to please 
join us. 

[Witnesses sworn.] 

TESTIMONY OF JIM BLANTON, MANAGING PARTNER, AND DEAN 
YORK, ENGAGEMENT PARTNER, PEAT, MARWICK, MITCHELL & 
CO., OKLAHOMA CITY, OKLA. 

The CHAIRMAN. Mr. Blanton and Mr. York, we want to thank 
you for your appearance here today. We would like to inform the 
committee or remind them of the fact that a friendly subpena was 
issued to these gentlemen to appear. They have, however, indeed 
been most cooperative. They have submitted a statement that I 
would like to place in the record at this point. If there is no objec
tion, we will put your entire statement in the record at this point. 

[The statement submitted for the record follows:] 
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STATEMENT BY JAMES D. BLANTON, MANAGING PARTNER, PEAT, MARWICK, MITCHELL 
& Co., OKLAHOMA CITY, OKLA., AUGUST 16, 1982 

Mr. Chairman and Members of the Committee: 

I am James Blanton, managing partner of the Oklahoma City office of Peat, 

Marwick, Mitchell & Co. I served as our firm's partner in overall charge of 

our relationship with First Penn Corporation and its subsidiaries, principal of 

which was Penn Square Bank. With me today is one of our partners, Dean York, 

who was in charge of our 1981 audit of First Penn Corporation and Penn Square. 

With banks as with all clients, the code of ethics governing our profes

sion dictates that we not discuss publicly confidential client matters. We are 

able, however, to discuss Penn Square with you today because we appear pursuant 

to your subpoena. 

Your staff asked that we provide a chronology of our relationship with the 

Bank, a relationship which began ten months ago. This statement reviews that 

chronology in brief. 

Penn Square Retention of Peat Marwick 

During the Spring of 1981, the Bank hired several new senior executives. 

We were later to learn that recruitment of new management talent was a part of 

the Bank's response to the critical findings of the Office of the Comptroller 

of the Currency during prior examinations of the Bank. 

Certain of the new senior officers who joined in 1981 — including Mr. 

Eldon Beller, as President and Chief Administrative Officer — came to Penn 

Square as experienced bank executives from other banks in the area which are 

clients of Peat Marwick. We knew Mr. Beller and many of his colleagues to be 

respected, professional bankers. They in turn knew our firm, our services, our 

people and our reputation. As you may know, Peat Marwick serves clients of all 

sizes in all industries around the world. We are particularly known, however, 

as a leader among accounting firms providing services to the banking industry. 
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In November 1981, Mr. Beller contacted us to discuss the possibility that 

Peat Marwick consider serving as independent auditors for the parent company 

and the Bank. Important aspects of the discussions included three matters: 

(1) The Bank's Response to the Agreement Between 
the Board of Directors and the Comptroller 

Mr. Beller advised us that the Bank was operating under an Administrative 

Agreement with the Comptroller requiring changes in various areas noted by the 

Comptroller's prior examinations. His mission, as he explained it, was to do 

what was necessary and appropriate to satisfy the regulators' concerns. 

Additionally, he wished to improve the Bank's policies, procedures and prac

tices to sustain its continued growth and profitability consistent with sound 

banking practice. He indicated that the Bank's independent accounting firm 

would perform the annual audit and also be asked to provide professional 

services needed to assist management in establishing improved accounting pro

cedures, controls, and information systems to better manage the Bank's growth. 

(2) The Prior Auditors, Arthur Young & Company 

During these discussions we obtained the prior audit reports and noted 

that while the 1979 report was unqualified, the 1980 report reflected a quali

fied opinion by Arthur Young. The Arthur Young report indicated that they were 

unable to satisfy themselves as to the adequacy of the reserve for possible 

loan losses at December 31, 1980 "due to the lack of supporting documentation 

of collateral values of certain loans." 

As is customary, we contacted Arthur Young to discuss their relationship 

with the parent company and the Bank and to inquire of any disagreements or 

problems they might have had in serving this client. They indicated they had 

served this client for several years with a good professional relationship, 

free of significant problems. They cited the qualification in their 1980 
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report to be certain we were aware of it. They also indicated that in accord

ance with usual practices there would be no problem in our reviewing their 

working papers whenever we desired. 

We have seen reports in the media which imply that Arthur Young was 

"fired" because they gave a qualified opinion in 1980. We have never had that 

impression. Based on everything we were told by that firm, and by Penn Square, 

they were not "fired" because of their qualified opinion. We believe we were 

engaged at a time when the new president and the new management team were doing 

their utmost to bring to bear all necessary resources, both within and outside 

the Bank, to remedy the past problems. 

During our discussions, we advised Penn Square that if the conditions 

Arthur Young encountered had not been corrected, we would also qualify our 

report for 1981. 

(3) Peat Marwick Independence 

The requirements of our firm and profession specify that we must be 

independent of our clients before serving as auditors. In terms of client 

banks, this means, among other things, that our partners should not have 

unsecured loans with a client bank in excess of ten percent of individual net 

worth. 

Since our office serves a number of banking clients, Penn Square was, 

until late 1981, one of the banks where our partners could borrow money with no 

independence concern. Hence, several of our partners had loans at Penn Square. 

As is our usual practice, we asked our Executive Office in New York for 

advice on the steps to take to ensure our independence. After consultation 

with our Executive Office, we advised the Bank that the loans must be sold by 

the Bank to non-client banks to ensure that Penn Square would not be at risk of 

loss. 
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The Bank sold the partners' loans to non-client banks. During the audit, 

we satisfied ourselves that such loans were out of the Bank. 

After thorough discussions of these and other matters we agreed to accept 

appointment as the independent auditors. 

The 1981 Audit 

Our audit of the financial statements was as of and for the year ended 

December 31, 1981. On the other hand, the Arthur Young audit was as of and for 

the year ended December 31, 1980. At no time did we have any quarrel with the 

qualified opinion on their 1980 audit and our report disclosed the existence of 

their 1980 opinion with its qualification. 

Our audit of the 1981 financial statements was conducted in accordance 

with generally accepted auditing standards as promulgated by the American 

Institute of Certified Public Accountants. In accordance with these standards 

and based on our evaluation of internal controls, our audit procedures were 

principally substantive in nature. That is to say that we focused on account 

balances at or near year end and performed procedures, on a test basis, 

designed to verify such year-end balances. So, for example, we obtained 

written confirmations directly from selected borrowers and depositors as to 

their account balances. 

As I am sure you know, Penn Square had sold many loans, without recourse, 

to other banks. Once sold, these loans were no longer assets of Penn Square 

but were assets of the purchasing bank. Accordingly, these loans were no 

longer in the financial statements of Penn Square. We did, however, check the 

accuracy of Penn Square memorandum records on loans sold to other banks by 

'obtaining written confirmations from the purchasing banks of the amount of the 

loans they had purchased from Penn Square. 
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As part of the 1981 audit, we spent considerable time reviewing the 

adequacy of the Bank's "allowance for possible loan losses". We noted the Bank 

had established a loan review function as a part of the Credit Review 

Department. This Department was established in September 1981 to review all 

significant loans in the Bank. Its objective was to identify and evaluate all 

problem loans and use such information to assist management in correcting the 

problems where possible and to establish the "allowance for possible loan 

losses" at the proper level. This ongoing process was the basis of the Bank's 

"allowance" recorded as of December 31, 1981. 

In our audit, we reviewed information, including financial and other data, 

on selected borrowers, principally those loans which were past due or had other 

indications of problems, to assess the risk of loss in the loan portfolio. 

Much like the Comptroller's examiners, we categorized such loans by our evalua

tion as to risk of loss. After summarizing this information, we satisfied 

ourselves that the "allowance for possible loan losses" at December 31, 1981 

was a reasonable estimate by management of possible loan losses in the loan 

portfolio at that time. 

From our review of the Arthur Young workpapers we ascertained that the 

"certain loans" which were the subject of their qualification in 1980 and to 

which they referred as lacking supporting documentation of collateral value 

aggregated approximately $14,700,000 or about 7% of the total loans of the Bank 

at December 31, 1980. 

Our audit work in 1981 disclosed that subsequently 12 of these loans 

totalling approximately $3,000,000 were completely or substantially paid-off. 

Of these loans, $800,000 were charged-off in 1981. Other of these loans had 

little, if any, documentation problems in 1981 due to follow-up by management 

to correct deficiencies. Those loans that still had documentation problems 

were considered in assessing the overall adequacy of the allowance for possible 

loan losses at December 31, 1981. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



231 

As part of its ongoing monitoring process, the Comptroller's office in 

October 1981 conducted an examination to follow up on progress made in correc

ting deficiencies noted by them in prior examinations. Their report indicated 

that although significant problems remained, improvement was reflected in all 

areas and commended the Directors for their efforts in recent months. 

During the course of our audit, we also noted the improving picture with 

respect to the Bank's operations, procedures, policies, credit review, and loan 

administration. While a definite improvement had occurred, the Bank still had 

problems with much still to be done. Areas which we believed needed attention 

and further improvement were covered in our extensive 22 page management letter 

to the Bank's Board of Directors — a document separate from the audited state

ments. 

This management letter contained our specific recommendations with respect 

to the many problems of the Bank, including: 

o loan administration, and specifically loan review and docu

mentation; 

o organization structure; 

o written policies and procedures and related employee training; 

o internal monitoring and reporting to the Board of Directors; and 

o increased internal auditor effectiveness. 

While these were important areas to the Bank, they did not, in our view, 

significantly impact the Bank's financial statements at December 31, 1981 or 

our opinion that such statements were fairly presented. 

The independent auditor's function is to determine whether the financial 

statements including the notes thereto, as prepared by management, fairly 

present the financial position and results of operations in accordance with 

generally accepted accounting principles for the reporting period. The facts 

disclosed in the Bank's 1981 financial statements include: 

o the provision for possible loan losses in 1981 was $6,343,000 as 

compared with $1,407,830 in 1980. 

o loans charged off in 1981 were $4,835,557 as compared with 

$617,401 in 1980. 

o the allowance for possible loan losses at December 31, 1981 was 
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$4,141,447 as compared with $2,004,587 at December 31, 1980. 

After the audit work on the financial condition as of December 31, 1981, 

was completed in March 1982, 50 copies of the audit report were delivered to 

First Penn Corporation and the Bank, and our 22 page management letter to the 

Board was subsequently delivered. 

The Bank, as you may know, produced and distributed an annual report for 

1981. This report contained limited financial data but did not contain the 

full set of financial statements or our accountant's report or that of Arthur 

Young for 1980. As the Bank is not publicly held, it is not required to 

present this information in its printed annual report. 

After the Audit 

We had involvement with the Bank management following delivery of the 

report, principally on financial systems consulting and tax matters. Our 

contact with the Comptroller's examiners before they closed the Bank was 

limited and we have had no communication with them since then as to the 

problems they found. 

We did have one meeting on July 1, 1982, with management of the Bank who 

informed us that one of our partner's loans, which had been sold to another 

bank, apparently had been repurchased by Penn Square Bank. This repurchase 

occurred without our knowledge and was completely contrary to our prior under

standing with the Bank. Immediately after being made aware of this matter, our 

partner arranged to repay the Bank in full. 

Neither the Comptroller nor the FDIC have indicated to us specifically why 

they concluded that the Bank had to be liquidated. 

We appreciate this opportunity to provide a brief overview of our audit of 

Penn Square. I will be pleased to answer questions that you may have of us. 
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The CHAIRMAN. I think you are both aware of the fact that there 
are two primary areas that we would like to inquire into. And 
indeed, you have also been cooperative prior to today with staff in 
providing us information in these areas. And so I would at this 
point, with your statement in the record, just approach the loan re
lationship situation. 

Mr. BLANTON. Mr. Chairman, may I read my statement into the 
record? 

The CHAIRMAN. Well, it is in the record already. If you want to 
summarize it, I am just trying to get along with the situation. We 
have put the entire statement in as presented. It is one of our 
standard procedures. OK? 

Mr. BLANTON. Yes, sir. 
The CHAIRMAN. NOW, you have provided us with memorandum 

relating to loans to Penn Square Bank with various individuals 
with Peat, Marwick, Mitchell & Co.; correct? 

Mr. BLANTON. That is correct. 
The CHAIRMAN. What were the origination dates on the loans 

discussed in your memos? By "memos" I mean the memo from 
Peat, Marwick, Mitchell & Co. in New York to you here in Oklaho
ma City, dated December 30, 1981. 

Mr. BLANTON. There were, to my recollection, approximately six 
different loans. There were three loans to one partner in our firm. 
There was one loan to another partner in our firm. I don't know 
the exact dates, but I believe they were in 1979 and 1980. There 
were two additional loans that were made to a group of partners. 
One loan was a line of credit that I believe was in place about the 
latter part of August. The first draw was in September. 

The CHAIRMAN. Of? 
Mr. BLANTON. 1981. 
The CHAIRMAN. Would that be Doral Associates? 
Mr. BLANTON. Yes. Both of those are Doral Associates. 
The second loan was committed to, I believe, in about September 

of 1981. It was a permanent financing loan, if you will, a mortgage 
on a project. And it was funded and closed in January of 1982. 

The CHAIRMAN. Were these loans subsequently sold, the Doral 
loans? 

Mr. BLANTON. Yes, they were. 
The CHAIRMAN. DO you know when that occurred, the date of the 

sale? 
Mr. BLANTON. I don't know the exact dates. I believe they were 

both sold. It is my understanding that the permanent loan, the 
mortgage, was actually sold when it was closed, that presumably it 
was never on the books of the bank. The first loan, the equity loan, 
was sold, I believe, in January. 

The CHAIRMAN. DO you know to which institutions these were 
sold? 

Mr. BLANTON. It is my understanding that—and both of those 
were Doral loans—that they were sold to Utica Bank, the Bank of 
New England, I believe, and Citizens Bank in Muskogee. 

The CHAIRMAN. And were these loans sold in their entirety? And 
does Penn Square have any remaining interest? 

Mr. BLANTON. Penn Square has QO interest. 
The CHAIRMAN. Were they nonrecourse sales? 
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Mr. BLANTON. Yes. 
The CHAIRMAN. Has Penn Square Bank ever bought back any of 

these loans or taken back any of these loans whether they be the 
Doral loans or the other loans referred to in the memorandum? 

Mr. BLANTON. It is my understanding that one of the loans that 
belonged to one of our partners did get returned to Penn Square 
for collection or renewal and was not reparticipated. 

The CHAIRMAN. DO you know which one that was? 
Mr. BLANTON. It was approximately, I believe, a $300,000 loan. 
The CHAIRMAN. And to whom was that one? I see $50,000 to Dick 

Turner; $600,000 to Marshall Snipes 
Mr. BLANTON. It was one of the loans to Mr. Snipes. 
The CHAIRMAN. And that was repurchased by Penn Square? 
Mr. BLANTON. It was returned to Penn Square. 
The CHAIRMAN. And where does it stand now? 
Mr. BLANTON. It has been paid. 
The CHAIRMAN. SO there is no loan outstanding from Penn 

Square to any of the Peat, Marwick, Mitchell & Co. people? 
Mr. BLANTON. That is correct. 
The CHAIRMAN. The memo from your New York office dates De

cember 30, 1981. And that memo describes what has to be done to 
assure independence. Do you know when your New York office was 
asked to provide the advice concerning this issue? 

Mr. BLANTON. From my memory, I don't know the exact date. It 
was late November. 

The CHAIRMAN. Then it would have been about the time that 
Arthur Young was terminated, November 20, 1981? 

Mr. BLANTON. Yes. My recollection of the facts was that it was, 
in fact, before Arthur Young was terminated. 

The CHAIRMAN. But as a matter of fact, the independence issue 
was resolved subsequent to Peat, Marwick, Mitchell & Co. having 
been retained by Penn Square? By that I mean the memorandum 
of independence. 

Mr. BLANTON. The memorandum that you have there was dated 
after we were retained. 

The CHAIRMAN. December 30, 1981? 
Mr. BLANTON. Yes. But the independence issue, we believe, was 

resolved prior to our engagement as auditors. 
The CHAIRMAN. DO you have your material? I think there is a 

typo here. We have a memorandum, and I would like to put these 
in the record, but before I do, I would like to correct this. There is 
the December 31, 1981, memo from Mr. Guinan to Mr. Blanton. 

Mr. BLANTON. Correct. 
The CHAIRMAN. And then there is a March 4, it says, 1981, but I 

think it should be 1982 memo to the file from C. D. York, the en
gaging partner. 

Mr. BLANTON. If that is dated in 1981, you are correct. 
The CHAIRMAN. That is a mistake, is that not correct, because it 

indeed tells us what you have just been telling us about the loans 
have been participated out, Doral to Utica, and to Idaho First Na
tional Bank of Boise? 

Mr. BLANTON. Yes, that is correct. 
The CHAIRMAN. And another one, a line of credit to Citizens Na

tional in Muskogee, Okla. 
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Mr. BLANTON. Yes. 
The CHAIRMAN. SO the record will show that there is a typo in 

that. And at this point I would ask unanimous consent that both 
those memoranda be put into the record. 

[The material referred to follows:] 
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Marwick.Muchell&Ca 

December 30, 1981 
as 

C. E. Graese - Executive 
L. E. Levy - Executive 
Independence Files 

Personal 

This memorandum summarizes our discussions regarding certain loan arrangements that 
partners in your office have with Penn Square Bank, a new audit client. The loan 
arrangements have been grouped into three separate categories below for ease of 
discussion. All of the loans described herein were negotiated with the Bank prior to it 
becoming a client. 

In connection with a real estate venture, a group of partners have a $2.3 MM loan with 
the Bank. Eighty percent of the Joan is secured by a first mortgage on the property; the 
remainder is guaranteed personally by the partners involved. The loan is material to the 
partners, but not to the Bank. Penn Square Bank currently has arranged to fully 
participate out the loans to nonclient financial.institutions. It would service the loan 
for the nonclient. The Bank would bear no risk for default because the participation-
would be without recourse. The participation arrangement should be completed by 
December 31, 1981, the Bank's fiscal year-end. As we discussed, an independence 
problem would not arise if the above arrangement were completed as proposed. 

A partner has a loan of approximately $50,000 for a partnership investment which is 
secured by those partnership assets and which he personally has guaranteed. Under 
AICPA and Firm independence rules, this type of unsecured Joan would not c.-euie an 
independence problem if the loan were not to exceed ten percent of the partner's net 
worth. It is my understanding that the loan amount is below the ten percent threshhold; 
therefore, nojndependence problem exists with regard to the subject loan. 

Another partner has three separate loans that total $600,000. The loans relate to various 
investments and are secured either by investment assets or by the partner's personal 
guarantee. The loans are material to the partner's net worth. None of the investments 
involves participation with prohibited companies or persons. The partner intends to pay 
off the loans within six months. . As we discussed, the appearance of independence would 
not be impaired if the partner were to pay off the loans prior to the year-end of the 
Bank. In no event, however, should the pay off period extend beyond the date of our 
initial accountants' report. If the partner were unable to pay off the loans within that 
time period, he would have to obtain a letter of credit from a nonclient bank to support 
the loans. If the client were to fully participate out the loans similar to the 
participation arrangement discussed above, the appearance of independence also would 
not be impaired. 

P 
I Ptal. 

To: 
Office: 

3. D. Blanton D<ue: 
Oklahoma City Stcno: 

F n i m . 3. M. Guinan 
Office- Executive 

Subject- Independence - Borrowings from Financial 
Institutions 
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P 
IPeaLV 
I Pbat,Marwick,Mitchell&Ca 

CONFIDENTIAL 

To: • File Dale: March 4, 1981 

Officê  Steno: jk 

From: C. Dean York gnc: 

Office:' Engagement Partner ^ 

Subject: Independence re: Penn Square Bank 

In response to the instructions from John Guinan in his memo dated December 30, 1981, 
regarding the Firm's independence with Penn Square Bank, a new client, I am satisfied 
the following has occurred: 

(1) The Doral Associates related loans in which the partners of the office 
equally participate amount to the following with the related actions 
taken by the Bank: 

o The interim first mortgage loan which approximates $1.6 million 
on a real estate project in Oklahoma City has been fully partici
pated to Utica National Bank & Trust Co. in Tulsa. Plans are to 
make the permanent loan with the Idaho First National Bank in 
Boise, Idaho. 

o The line of credit of $1. million to Doral Associates has been 
participated to Citizens National Bank of Muskogee. 

(2) A $50,000 loan made by Dick Turner for an oil and gas personal invest

ment is not considered to be material to Mr. Turner's net worth. 

(3) The loans to Marshall Snipes, which approximates $600,000 to his in
terest, to the extent material to his net worth, have been participa
ted out of the bank on a nonrecourse to non-client banks. 

All of the above was reviewed with Mr. Rick Dunn, Executive Vice President, on this 
date. I am satisfied the above arrangements conform to the spirit of Mr. Guinan's 
memo and that the Firm is independent of Penn Square Bank and its related entities. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



238 

The CHAIRMAN. Mr. Leach. 
Mr. LEACH. With reference to the Arthur Young audit statement, 

which they qualified, how unusual is it to have a qualified state
ment on a bank audit? 

Mr. BLANTON. My reaction is that it probably would not be that 
unusual. 

Dean, would you feel differently? 
Mr. YORK. Well, I would only say that a qualified opinion, while 

it is unusual, it certainly does occur. 
Mr. LEACH. When I look at the Arthur Young contract dated 

January 6, 1981, it makes specific mention that they would be look
ing at the possibility that illegal acts might have occurred. When 
you audited the bank, did you find that any illegal acts had oc
curred? 

Mr. BLANTON. NO, we did not. 
Mr. LEACH. Were you aware that the Comptroller's Office had re

peatedly warned the bank about violations of the banking laws of 
the United States? 

Mr. BLANTON. Yes. 
Mr. LEACH. Would you call a violation of the law an illegal act? 
Mr. BLANTON. I think the way that we would interpret that—and 

let me say that we were, as we said, aware that those were techni
cal violations as opposed to someone knowingly or willingly violat
ing the law. 

Mr. LEACH. The Comptroller of the United States has talked 
about repeated violations of the banking laws of the United States. 
As a banking committee, we write legislation in the banking area, 
and we have a high respect for what we do. Repeated violations of 
law are something that one raises one's eyebrows about. And I 
think that this would be particularly the case from an auditor's 
perspective. 

None of us knows how this situation is going to unfold, but cer
tainly there are widespread rumors that activities have occurred 
here that go beyond the realm of bad judgment into the realm of 
conflict of interest and, very possibly, if not probably, violation of 
the law. Did you find any indication of this at any time during 
your audit? 

Mr. BLANTON. NO, we did not. 
Mr. LEACH. When you prepared a second audit that explained 

your major audit, it indicated some negative things at the bank. 
Did you consider including part of this in the public audit? 

Mr. BLANTON. We only conducted one audit and rendered our 
opinion on the financial statements. The management letter, which 
I presume you are referring to, was a byproduct of that one audit. 

Mr. LEACH. YOU probably heard mentioned by a number of public 
directors of the bank that they had a good deal of confidence in 
how the bank was doing based upon your audit of the bank. Do you 
think they had reason, based upon your discussions with them, to 
be concerned otherwise? In particular, one director asked at a 
board meeting whether there was anything that should be brought 
to the attention of the board of directors, and he indicates that you 
said no. Do you recall that question being asked, and do you recall 
your response? 
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Mr. BLANTON. I don't specifically recall that question being 
asked. Obviously, there were many things in our management 
letter that were of importance to the board and areas that they 
needed to direct their attention to. But I think it would be fair for 
the board to say that when we met with them to briefly discuss the 
results of the audit, that we gave them the impression of an im
proving picture. And I presume that maybe that is what he is re
ferring to. 

Mr. LEACH. But you do not think that any member of the board 
has the right to feel somewhat misled by a failure on the part of 
the auditors to stipulate that things were not perhaps as good as 
they might have been? 

Mr. BLANTON. I believe that we—well, as I said, we advised the 
board of an improving situation which is what we believed. 

Mr. LEACH. Sometimes improving situations mask troubles. One 
can say that some parts of the situation were improving and new 
people were brought in to handle certain things. But in terms of 
bank assets being leveraged, in terms of loans being made with per
haps less than adequate documentation, one might argue that the 
problem was not improving but worsening. Even if it were improv
ing, things could still have been very, very bad. 

Mr. BLANTON. Yes, that is correct. Let me clarify what I mean by 
"an improving situation/' Not that the bank's financial condition 
was improving, because we looked at it only at one date, but that 
they were addressing those areas that the Comptroller had criti
cized bank management for and that they were making improve
ment. 

Mr. LEACH. Perhaps I am confusing roles here. You are respons-
ble for the figures, and the Comptroller is responsible for the struc
tural things like whether or not there are enough people in place. 
Are you saying that there was no improvement in the figures but 
that with respect to what the Comptroller was concerned about 
there might have been improvement in some areas? 

Mr. BLANTON. I am not quite certain how to answer that. Let me 
try. The context of the Comptroller's report, as I recall it, was that 
the bank had numerous administrative problems. It is also my rec
ollection of that report that although the Comptroller did have 
classified loans, that they were not of such a magnitude that we 
were concerned. Our own evaluation of the loans on December 31, 
and the Comptroller, his review was either September 30 or 
October 31, was that we had classified loans in excess of what the 
Comptroller had. 

Mr. LEACH. HOW many banks does your office audit? 
Mr. BLANTON. We provide auditing, tax, and consulting services 

to approximately 50 banks. 
Mr. LEACH. Of the 50 banks, how many have loans with inad

equate documentation in the same proportion as Penn Square? 
Would you say that Penn Square was average in terms of its docu
mentation problems, or substantially worse than average? 

Mr. BLANTON. Worse than average. 
Mr. LEACH. Out of the 50 banks, would you place it 20th from the 

bottom or at the bottom? 
Mr. BLANTON. I am not sure that I know the answer to that. Cer

tainly, it was worse than average. 
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Mr. LEACH. Just barely worse than average? 
Mr. BLANTON. It was substantially worse than average. 
Mr. LEACH. DO you know of any bank that is worse? 
Mr. BLANTON. I don't have the basis for knowing the details of 

the other banks. I personally do not audit the banking clients. 
Mr. LEACH. Have you ever personally audited a worse bank in 

terms of documentation? 
Mr. BLANTON. I personally have never audited any bank, includ

ing Penn Square. 
Mr. LEACH. Why are you before us? 
Mr. BLANTON. Well, I was hoping to read my statement, or at 

least portions of it, to somewhat explain my role. I am managing 
partner of the office. 

Mr. LEACH. Has your office ever audited a bank with worse docu
mentation? 

Mr. BLANTON. I don't know the answer to that, but I suspect we 
have audited, perhaps not banks, but companies whose records 
were as bad or worse. 

Mr. LEACH. But no bank? You cannot think of a bank? 
Mr. York, can you? 
Mr. YORK. I can say, yes, that I have. 
Mr. LEACH. HOW many? How many have you audited? 
Mr. YORK. Because I am speaking from personal knowledge, I 

can think of one. 
Mr. LEACH. Out of 5 or out of 50? 
Mr. YORK. Out of the client base that is in our office. 
Mr. LEACH. DO you compete with other auditing firms to get cli

ents? 
Mr. BLANTON. Yes, we do. 
Mr. LEACH. When you take on a firm that has had a qualified 

audit report and you give an unqualified audit report, you bear an 
extra burden of responsibility, particularly when you take over for 
one of the reputable firms—and yours is one of the reputable 
firms—in America. Do you agree that you bear an extra burden? 

Mr. BLANTON. NO, sir, I think that our responsibility lies with 
our opinion. In other words, we have responsibility for our opinion 
regardless of what the previous auditors did. 

Mr. LEACH. Was there any in-house dissent? Did anyone in your 
firm say that this ought to be a qualified audit or that there might 
be something going on beneath the surface that appeared to be a 
violation of the law? 

Mr. BLANTON. NO, sir. 
Mr. LEACH. There was no dissent? This was a unanimous opin

ion? 
Mr. BLANTON. Yes, sir. 
Mr. LEACH. I have no further questions. 
The CHAIRMAN. NO one on your examining team saw anything at 

Penn Square that they felt was a violation of the regulations or the 
statutes that apply? 

Mr. BLANTON. I did not. Are you asking about my answer to Mr. 
Leach's question? Was it the same question? 

The CHAIRMAN. I changed the question slightly. Would you 
answer the question? 
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Mr. YORK. When you speak of violations of the law, one that is 
commonly referred to by the Comptroller is in the area of legal 
lending limit violations. And, yes, those did occur in the bank, we 
did observe them, and we did comment on them in our letter to the 
board. 

The CHAIRMAN. Were you aware of the participations that were 
indeed supposedly nonrecourse and yet it now appears as though 
they were recourse participations? 

Mr. YORK. Yes, we were aware of one of them. 
The CHAIRMAN. YOU do not think that there is anything illegal 

about that to label them nonrecourse, whereas in reality they were 
recourse? 

Mr. BLANTON. We were not aware of any participations with any 
understandings that they were not nonrecourse. It was our under
standing that all participations were nonrecourse. 

The CHAIRMAN. Did your people observe the fact that there were 
a number of nonrecourse loans that had been repurchased by Penn 
Square from the upstream banks? 

Mr. YORK. I was not aware of a number of them. As I can recall, 
I can think of one loan that did come back to the bank that we 
reviewed. 

The CHAIRMAN. Just one? 
Mr. YORK. Just one that I can think of. 
The CHAIRMAN. Mr. Annunzio. 
Mr. ANNUNZIO. I have no questions, Mr. Chairman. 
The CHAIRMAN. Mr. Weber. 
Mr. WEBER. Thank you, Mr. Chairman. 
Did you have any discussions of your yearend audit report with 

the Comptroller of the Currency's office, with the OCC? 
Mr. BLANTON. NO, we did not. 
Mr. WEBER. Were you aware that they made an examination of 

this bank on March 1 of 1982 and that in their findings they report 
that the external audit was unacceptable to the examiner? 

Mr. BLANTON. I am not aware of that. That is the first that I 
have heard that. 

Mr. WEBER. YOU are not aware whether they were referring to 
the external audit of Peat Marwick or not? 

Mr. BLANTON. I don't know what they're talking about. We have 
had virtually no communication with the Comptroller or the FDIC. 

Mr. WEBER. YOU know, I was looking at, on May 4, 1982, a confi
dential report to the board of directors of the bank from Peat Mar
wick. It is quite a few pages long, 20 pages or so, giving recommen
dations on management procedures that should be improved and so 
forth. 

And there is a statement on page 5 that it says, in summary, vir
tually every significant area of the bank has been reviewed and 
changes have either been made or in process. 

And on page 20 of the report, the bank has made great strides in 
correcting or improving practically all of the areas addressed in 
this agreement of September or the administrative agreement that 
had been entered into between the board and the Comptroller of 
the Currency. 

You know, it was at that very same time that the Comptroller of 
the Currency was engaged in another examination of a bank that 
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was leading, in their own words, to uncovering serious problems 
with the bank. 

What that says to me is that the board of directors was receiving 
very, very mixed signals here. On the one hand they were being 
told by people, their own officers and Peat Marwick, that every
thing was coming along just fine. And on the other hand there 
were these things going on with the Office of the Comptroller of 
the Currency that indicated things were quite different. 

Specifically, did you know the president had no control over the 
lending functions of the department of energy or the energy 
department, the energy lending, and that was being carried out by 
Mr. Jennings and Mr. Patterson? 

Mr. BLANTON. It may be necessary to ask Mr. Beller. But as I in
terpreted Mr. Beliefs comments was that Mr. Jennings had the au
thority to override him on lending decisions. I did not interpret, 
nor was it our observation, that Mr. Beller did not have authority 
over the operations of the Energy Department. 

Mr. WEBER. SO you, in fact, did not know the differentiation of 
responsibilities between the president and the chairman? 

Mr. BLANTON. Well, I think that it has been represented that 80 
percent of the banks lending activity was devoted to energy and 
Mr. Beller had no involvement over that 80 percent. That was not 
our understanding or observation. That is not my understanding of 
his comment. 

It was my understanding that if Mr. Jennings could override Mr. 
Beller on making an energy loan; tha t was my understanding of 
the comment. If he is here, perhaps we need to ask him. 

The CHAIRMAN. Would the gentleman yield? 
Mr. WEBER. Yes, I would. 
The CHAIRMAN. I think the gentleman and I both heard Mr. 

Beller read his instructions from the CEO and the chairman of the 
board. Were you here when he read those? 

Mr. BLANTON. Yes, I was. 
Mr. WEBER. My recollection, Mr. Chairman, was very clearly 

that Mr. Patterson reported to Mr. Jennings and Mr. Beller report
ed to Mr. Jennings. 

The CHAIRMAN. And Mr. Beller was told that as far as energy 
loans are concerned, don't you worry about them, we are taking 
care of them. 

Mr. WEBER. I want to get back to the differences between the 
Arthur Young report on the 1980 audit and your findings. In the 
1981 audit, Arthur Young qualified their report on the basis that it 
was the adequacy of the reserves for possible loan losses due to the 
lack of submitting documentation and collateral values of certain 
loans. That was the reason why they qualified their report. 

You have, in turn, in your report found, I quote, " that the bank 
formed a loan review function and adopted a formalized approach 
to the evaluation and documentation of credit risks within the loan 
portfolio,,, and went on to say that this satisfied your judgment. 

That was not satisfactory to the Office of the Comptroller of the 
Currency. But can you explain what improvement there had been 
in the evaluation of the loan reserves as the result of what you call 
the formalization of that systematic analysis and so forth? How did 
tha t actually work to the benefit of the bank, or did it work at all? 
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Mr. YORK. In our judgment, it was in place and working, ac
knowledging the fact that the people who came to the bank to es
tablish that review function came basically in September of 1981. 

They had in place people with the background in credit review 
and evaluation. They had established their own internal proce
dures as to how they would classify loans internally, how they 
would relate those classifications to the reserve for loan losses, and 
help management and the board establish the necessary reserves. 

We certainly noted that. And very frankly, Arthur Young, the 
previous auditors, did not have that to review. 

Mr. WEBER. I would yield back, Mr. Chairman. 
The CHAIRMAN. Mr. Barnard. 
Mr. BARNARD. Thank you, Mr. Chairman. 
Mr. York, I presume you had the largest part to play in the 

report to the board after your initial examination. Is that true? 
Mr. YORK. Yes. I signed the firm's reports. 
Mr. BARNARD. Have you had any second thoughts about that 

since this time? Do you think that you should have probably been 
stronger in your recommendations of some of the things that you 
found in the examination of the bank? 

Mr. YORK. Well, certainly, when you read the newspapers now, 
you might surmise that. The problem that I am still dealing with, 
and I think a lot of people are dealing with, is factually why the 
bank was closed. We understand that the Comptroller classified $40 
million or whatever the number is in loans, which caused the bank 
to become insolvent. 

Mr. BARNARD. Well, at the time of that examination, you did 
know, of course, about the administrative agreement? 

Mr. YORK. Absolutely. 
Mr. BARNARD. What is the general approach of Peat Marwick 

and Mitchell when writing an audit report about revealing admin
istrative agreements? 

Mr. YORK. TO my knowledge, there are banks that are under 
other administrative agreements. It is my understanding generally. 
I have never seen those disclosures made, for some good reasons. If 
you make those kind of disclosures in financial statements, since 
public confidence is such that that type of disclosure, in essence, 
could trigger some kind of run on the bank. 

Mr. BARNARD. Well, would you kindly interpret this to me? As I 
understand it, this is a footnote that is on the audit reports. It is in 
the work papers. 

Mr. YORK. This was a memorandum written by the manager on 
engagement regarding the letter of agreement. Since that agree
ment did exist and we were aware of it, in one of my review notes, 
as I recall, I felt like that it needed to be addressed as a matter of 
import as far as the audit goes, but not from the standpoint that 
the administrative agreement would require disclosure. 

In footnotes to financial statements, that is not a typical disclo
sure. 

Mr. BARNARD. But what you wrote—and I would like for you to 
read it into the record—it seems to be pretty substantial to me as 
far as your opinion of the operation of this bank. Could you read it 
into the record for us, please? 
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Mr. YORK. I will try. This copy is not real clear. I believe it says 
something to the effect—may I take just a moment and look at this 
to make sure I am reading the same thing? 

The directorate of the bank signed an administrative agreement with the Comp
troller. Until Mr. Beller became president of the bank in 1981, the bank remained 
in total noncompliance with the agreement. Presently, the bank is in substantial 
compliance with the agreement and expects to be released from it during the next 
ongoing examination. 

Due to the fact that the new management has worked so vigorously towards cor
recting the situation that led to the issuance of the agreement and the fact that 
they expect to be released from it shortly, it is not necessary to disclose the agree
ment in the footnotes to our report. 

Reading on: 
In order to ensure that substantial compliance existed, PMM examined all areas 

of agreement either through review and observation or inquiry of personnel. All 
areas appear to be satisfactory with the exception of occasional lending limit viola
tions and a substantial number of loan document exceptions which the bank is 
working on vigorously to correct. 

Mr. BARNARD. Mr. York, in the fourth line of that, is it not true 
that the word "total" was originally in that, and it was struck out 
and the word "substantial" written over it? 

Mr. YORK. That is correct. 
Mr. BARNARD. In other words, originally it read "Until Mr. 

Beller became president of the bank in May of 1981, the bank re
mained in total noncompliance with your agreement. At present, 
the bank is in total," and then that "total" was scratched out and 
"substantial compliance" with the agreement? Right? 

Mr. YORK. That is correct. 
Mr. BARNARD. But the question I asked you originally was, you 

did not feel that this was important enough to be in the report 
itself? 

Mr. YORK. NO. And I am not sure it would ever normally be, 
merely because of the existence of an administrative agreement. 

Mr. BARNARD. Well, what happened to these poor institutions 
that put money in there, relying upon your report? You think that 
they would have had the same attitude about this bank if they had 
seen that the auditors had said that they were in even substantial 
noncompliance? 

Mr. YORK. I don't how they might interpret that. 
The CHAIRMAN. Would the gentleman yield? 
Mr. BARNARD. Yes. 
The CHAIRMAN. Does Peat Marwick and Mitchell audit any 

credit unions? 
Mr. BLANTON. We do not audit any credit unions in Oklahoma 

City out of the Oklahoma City office. 
The CHAIRMAN. I mean in the United States of America. 
Mr. BLANTON. I am very sure we do. 
The CHAIRMAN. DO you audit any savings and loans? 
Mr. BLANTON. Yes, we do. 
The CHAIRMAN. DO you think it is possible that some of those you 

audit, that your firm audits, may have had funds in excess of 
$100,000 at Penn Square Bank? 

Mr. BLANTON. It's possible. 
The CHAIRMAN. I thank the gentleman for yielding. I would not 

be too happy if I were they. 
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Mr. BARNARD. Mr. York, another question I would like to ask 
you about your report. On page 8 of the management letter it says, 
"after reviewing the new organizational chart which is currently in 
the process of implementation" and I emphasize this "there is only 
one recommendation that we wish to make" and I will read on 
very hurriedly: 

The oil and gas division is quite large and has several key personnel reporting to 
the senior vice president in charge of the department. Because of the relatively 
large span of control which now exists and the variety of tasks performed within 
the department and particular talents of the department head, we recommend that 
the organization of this key department continue to be reviewed. 

The review should be made from the standpoint of continuing to improve the ad
ministration of the day-to-day activities of the department and yet capitalize on the 
strengths of the department head and his relationship with key loan customers and 
upstream correspondents. For him to maintain these relationships and effectively 
administer the department may be unrealistic as the bank continues to grow. 

Do you think possibly on reflection you might want to make that 
a little bit stronger? I presume we are talking about Mr. Patterson 
in that statement; is that correct? 

Mr. YORK. That is correct. 
Mr. BARNARD. Would you care to answer that? 
Mr. YORK. Well, I feel like our recommendation is still good 

today because of the span of control that he did have and all of the 
things that Mr. Patterson was doing. 

Mr. BARNARD. On another subject, let us talk about the adequacy 
of loan loss reserves. In a memo written during March, Mr. York, I 
believe that you discussed the adequacy of Penn Square's loan loss 
reserves. The memo states that: 

In connection with our review of the loan charge-offs for 1981 and our review 
made to determine the adequacy of the reserve for 1981 there was nothing specifi
cally noted that would indicate the 1980 reserve was materially inadequate at that 
point in time. 

One could surmise because of the large charge-offs which occurred in 1981 that 
perhaps the 1980 reserve was inadequate at that point in time. However, on review 
of what happened during 1981, this would not necessarily be the conclusion that one 
would draw. 

So I ask the question, was it your opinion today that the 1980 
reserve was understated, according to Peat, Marwick, Mitchell & 
Co.'s formula? 

[The memorandum referred to follows:] 
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Client: First Penn Corporation and Penn 
Square Bank, N.A. 

From : CD. York, Engagement Partner 

Subject: 1981 Accountants' Report 

Because 1981 was our first year to audit the Company and its related entities, 
principally, Penn Square Bank, it was necessary for us to refer to the prior 
auditor's report which was qualified. Arthur Young's qualification was 
quite unusual due to the fact they qualified their opinion on the basis 
of a scope restriction because they were unable to satisfy themselves as to 
the adequacy of the reserve for loan losses due to certain collateral infor
mation being insufficent for their purposes. Naturally it was necessary on 
our part to consider their qualification in relation to our opinion on the 
1981 financial statements. 

After much review of the professional literature regarding auditors reports 
and qualified opinions, I was unable to find an example of the particular 
problem that we have. In considering our opinion for 1981, first I deter
mined that we are satisfied that the 1981 balance sheet is fairly stated. I 
am satisfied we will give a clean opinion on the 1981 financial position 
without any problem. The next question is, due to Arthur Young's qualifi
cation, should it have any impact on our opinion on the 1981 results of opera
tions. In analyzing this particular problem the following was considered: 

1. AY's qualification did not indicate they were satisfied 
or dissatisfied with the reserve for loan losses. Their 
qualification only indicated they could not make a deter
mination as to the adequacy or inadequacy and accordingly 
resulted in their "except for" opinion. 

2. Management of the Company and the Bank maintain that, in 
their opinion, the 1980 reserve for loan losses was suffi
cient. This is borne out by a number of statements made 
by management in their offering document for the sale of 
stock in November 1981. 

3. In connection with our review of the loan chargeoffs for 
1981 and our review made to determine the adequacy of the 
reserve for 1981, there was nothing specifically noted that 
would indicate the 1980 reserve was materially inadequate 
at that point in time. One could surmise, because of the 
large chargeoffs which occured in 1981, that perhaps the 1980 
reserve was inadequate; however, on review of what happened 
during 1981, this would not necessarily be the conclusion 
that one would draw. Several things were noted in our re
view of 1981 such as: 

o The Bank's senior management changed considerably 
with the addition of a new president, a new execu
tive vice president in charge of credit and collec
tion and a new executive vice president in .charge 
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of finance. 
o The establishment of a loan review department, 
o A formalization of their approach as to how the 

reserve for loan losses should be reviewed and 
adjusted periodically. 

Also, in reviewing what happened in 1981, we noted that the federal 
examiners' report had a number of classified loans in their examina
tion of early 1981. However, such classifications, insofar as losses 
and doubtful loans, was not in excess of the reserve which was esta
blished at the end of 1980. It was also noted that when Mr. Beller, 
the new bank president, came on board he took a very conservative 
view of the loans they had reviewed internally. If loans were deter
mined to be anywhere near doubtful in collection, he placed them on a 
nonacc&£al status and gave them a very conservative classification 
which in turn caused an upward adjustment in the reserve for loan 
losses. Also, if in their view, a loan could not be recovered in the 
very near term, the loan was charged-off and litigation was immediately 
instituted against the borrower; even though they knew, and subsequent
ly, it has occurred there were significant recoveries to be had on 
such loans. In reviewing the prospectus that the Bank prepared as of 
September 30, 1981, it was noted that the reserve for loan losses was 
about $2,600,000. Subsequently, due to a softening in the local eco
nomy, and particularly the energy industry, the Bank believed it was 
necessary to increase the reserve for potential problems that appear 
to exist in the loan portfolio. 

So, in reviewing what happened in 1981 with respect to the reserve 
for loan losses, it appears to me that the Bank's new management is 
taking a much Ltronger stance in it's estimation of the reserve and 
has adjusted the reserve upward to recognize potential losses in the 
loan portfolio which are more visible due to the change in the economy 
in the latter part of 1981 as compared to what the picture was at the 
end of 1980. 

Consequently, my conclusion is that the change in the reserve is just 
a natural progression of the estimating process which management must 
continually undertake. Although, I do recognize that the attitude of 
senior mangement now is probably different than it was in 1980; how
ever, this is still a part of the estimating process. 

In summary, it is my opinion that what we have is a situation where 
management has certainly improved its documentation of their rationale 
for maintaining the reserve for loan losses at a certain level. It 
was also obvious to me and our staff, during the course of the audit, 
that the Bank's system of loan review and documentation of credit and 
collateral has certainly improved over the prior year. In the course 
of our review and evaluation of the loans, we were able to have at 
our disposal documentation and and information with which to make a 
review of the individual loans. Management also uses such information 
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to help determine the necessary adjustments to the reserve on a 
quarterly basis. 

In view of the foregoing, it's my opinion that the 1981 adjustments 
made to the reserve for loan losses are part of the normal estimat
ing process. Management's opinion as to the adequacy of the reserve 
at the end of 1980 further confirms that whatever happened in 1981 
is again reflective of the estimating process and the actual occur-
ances during 1981. As a result of our review and tests of the re
serve including the above information, I believe that we can give 
an opinion on the 1981 results of operations. 

In order to help bridge the gap between AY's qualified opinion for 
1980 and our clean opinion for 1981, I felt that it was necessary 
to have language in our opinion drawing the reader's attention to 
footnote 4 of the financial statements which discusses improvements 
made in 1981 in the formalization of their approach to evaluating 
the reserve and related documentation. Such language was added 
immediately following our reference to AY's qualified opinion. The 
location of the reference, I believe, should be there as opposed to 
a middle paragraph in order to immediately draw the reader's atten
tion to the fact that something has changed in 1981 as fyt compared 
to 1980. While professional literature speaks to middle paragraphs 
where an emphasis of a matter is concerned, I believe, in this case, 
the notation of that reference is best shown immediately following 
our reference to AY's qualification as opposed to a middle paragraph. 

Due to the unusual nature of these reporting problems, I consulted 
with various of my audit partners as to what they thought about the 
problems encountered and my recommendations as to how to handle them. 
I spoke with Hugh Hyde, bank partner in the Houston office, Mr. Jack 
Noftsger, our audit PIC and Mr. Jim Blanton, the managing partner. 
After discussing the various points mentioned herein with them, they 
all indicated that my assessment of these problems and the resulting 
resolutions were acceptable. 
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Mr. YORK. DO I believe that the 1980 reserve was understated? 
Mr. BARNARD. Right. 
Mr. YORK. Not necessarily, no. 
Mr. BARNARD. What about the 1981 reserve? 
Mr. YORK. I am aware of no information to this date as to why 

that reserve would be inadequate. 
Mr. BARNARD. According to the information that we have, Penn 

Square in each instance, did not reserve nearly the percentage that 
most banks did against its substandard loans or the next classifica
tion, doubtful loans. It did reserve 100 percent of its loss loans. But 
the percentages of substandard and doubtful were far less than 
what the normal average was. 

Do you know any reason why that was done? 
Mr. YORK. NO, I don't. The whole area of loan review, as you can 

appreciate, is a highly judgmental area, and there are different 
rules of thumb that are used. 

Mr. BARNARD. Mr. Chairman, I have no further questions. 
The CHAIRMAN. Mr. Wortley. 
Mr. WORTLEY. Thank you, Mr. Chairman. 
In the scope of your audit of a client, what portion of the loan 

portfolio do you verify? 
Mr. BLANTON. We took the total loan portfolio of the Penn 

Square Bank. We performed tests of that portfolio in total, but 
they were only tests. In other words, we did not verify every loan. 
The total population was the portfolio of Penn Square Bank. 

Mr. WORTLEY. HOW much of the loan, how much of the Energy 
Department, since that was about 80 percent of the portfolio? 

Mr. BLANTON. It was in the total population, so the entire energy 
portfolio had an opportunity to be tested. 

Mr. WORTLEY. And you did not find any deficiencies in it, and 
you were satisfied with what you saw that these loans were in good 
shape that were on the books and were verified? 

Mr. BLANTON. Our review of those loans was to form an opinion 
on the financial statements as a whole, which we did; not to dis-
cribe the energy portfolio in particular, some of the energy loans 
were classified in our examination. 

Mr. WORTLEY. In view of the fact that the Comptroller of the 
Currency was critical of the Penn Square Bank, do you feel that 
the internal controls of Penn Square were adequate? 

Mr. BLANTON. NO, sir. We don't believe that they were adequate. 
Mr. WORTLEY. Well, did you criticize them in the public state

ment? 
Mr. BLANTON. NO, sir. 
Mr. WORTLEY. YOU only criticized them in the management 

letter? 
Mr. BLANTON. That is correct. 
Mr. WORTLEY. DO you think that is fair to the public? And is that 

a custom of the profession? 
Mr. BLANTON. I am not sure that I can determine what is fair or 

unfair to the public. I can say that it is a normal procedure to issue 
a management letter, and that we do not address in the financial 
statements or in footnotes all of the problems of a client. 

Mr. WORTLEY. Well, do you not feel that you have a responsibili
ty to someone other than your client, in this case Penn Square? Is 
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the whole purpose of an audit not to make certain that things are 
verified and the public is adequately informed of it, and sharehold
ers and investors and depositors? 

Mr. BLANTON. Penn Square Bank was a privately held bank. We 
were engaged by and to report to the board of directors. We did not 
report to depositors. We did not report to the public. We reported 
only to the directors of Penn Square Bank. 

Mr. WORTLEY. But was not your audit report, in turn, passed on 
to depositors? 

Mr. BLANTON. TO my knowledge, our audit report was not passed 
on to depositors. 

Mr. WORTLEY. What was the distribution of the report then? Who 
would get it? 

Mr. BLANTON. We delivered 50 copies of our report to the board 
of directors. We would assume that that report was for the use of 
the directors, and we would presume that the report would prob
ably be requested by the upstream banks. The bank itself, as far as 
putting information to whomever, they produced their own slick, if 
you will, annual report, with pictures. It did not include a complete 
set of financial statements. It did not include our opinion, nor did 
it include Arthur Young's opinion. 

[The documents referred to will be found in the appendix section 
as follows: Appendix D, Penn Square Bank, N.A., Annual Report, 
1981; appendix E, Penn Square Bank, N.A., Annual Report, 1982; 
appendix F, filings of First Penn Corp. with the Federal Reserve 
Bank, received in Records Section, June 4, 1982, which includes 
amendments to organizational documents, First Penn Corp. min
utes of special shareholders' meeting, Tuesday, June 14, 1981, and 
consolidated and parent holding company financial statements 
with Peat, Marwick, Mitchell & Co. report thereon.] 

Mr. WORTLEY. It did not include your statement at all? 
Mr. BLANTON. That is correct. 
Mr. WORTLEY. IS that the custom for most banks? 
Mr. BLANTON. If a bank is publicly held, then it is required to 

produce an annual report in accordance with the rules of the SEC. 
Penn Square, not being publicly held, was not required to do that. 
In other words, a publicly held bank would include a complete set 
of financial statements, the auditor's report, and other manage
ment information that are required to discuss the operations of the 
bank. And those are SEC rules. Where you have a private company 
or bank, they generally don't publish anything. But in an instance 
like this, I can't recall any specific examples, but, yes, this is done. 
It is not that unusual. 

Mr. WORTLEY. Well, in other words, your audit is only for their 
personal gratification? It went nowhere else? 

Mr. BLANTON. Our audit was for the board of directors, and that 
is who we reported to. If I might distinguish, we were not a part of 
any offering document. So from our viewpoint, well, if we were 
part of an offering document, then we would, in fact, know that in
vestors were going to rely on it. That was not the case here. 

Mr. WORTLEY. I yield back the balance of my time. I am finished, 
Mr. Chairman. 
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The CHAIRMAN. If it were indeed going to be part of an offering 
document, what would you have put in there that you did not put 
in? 

Mr. BLANTON. If it were 
The CHAIRMAN. Say, you were auditing Chase Manhattan, and 

that is publicly held; right? 
Mr. BLANTON. If it were an offering document, it would have fi

nancial statements in it, as we have reported. But it would also 
contain other disclosures by management. 

The CHAIRMAN. I am talking about Peat, Marwick, Mitchell & 
Co. 

Mr. BLANTON. If it were an offering document? 
The CHAIRMAN. If your report was going to be part of an offering 

document, tell me what you would have done. 
Mr. BLANTON. If our report were going to be part of an offering 

document, it would be the same set of financial statements, assum
ing that it met regulatory requirements. From time to time there 
are differences. For example, the SEC wants certain information, 
or perhaps the Federal home loan bank wants certain informa
tion. 

Basically, our product, or our opinion on the financial statements 
would be the same, with one exception, and that is that they would 
require our consent to the use of our opinion. To obtain our con
sent for the use of our opinion, we would presumably have insisted 
that other disclosures be placed in there by management, some
thing so that an investor would be aware of all events up to the 
date of his investment. 

The CHAIRMAN. Would that include the letter of agreement with 
the Comptroller of the Currency? 

Mr. BLANTON. I don't know. 
Mr. LEACH. Would the gentleman yield? 
The CHAIRMAN. I would yield to the gentleman. 
Mr. LEACH. The chairman asked a question earlier as to whether 

you audited any credit unions that might be involved. Are you re
sponsible for auditing any activity of Seattle First, of Chase Man
hattan, or of Continental Illinois? 

Mr. BLANTON. Our firm is the auditor for Chase Manhattan. 
Mr. LEACH. In this instance, did you have any contact with your 

firm regarding the audit of Chase Manhattan, and would you have 
given any information to Chase Manhattan that might have been 
relevant to them? 

Mr. BLANTON. TO my knowledge, we gave no information to our 
firm regarding that. 

Mr. LEACH. If you knew what we presume is new knowledge in 
comparison with 6 months ago, what are your obligations as an 
auditor? Would that information be immediately given to your firm 
in New York as relevant to Chase Manhattan's audit? 

Mr. BLANTON. My response would be no, that we would not give 
information. I have never encountered that. So in a real-life situa
tion 

The CHAIRMAN. YOU have never encountered it. You encountered 
it right here. You have it right here. Are you wearing blinders? 

Mr. BLANTON. While we were doing the audit of the Penn Square 
Bank, we didn't share anything. 
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The CHAIRMAN. YOU were not aware of the fact that there were 
numerous classified energy loans in Penn Square Bank? 

Mr. BLANTON. Are you asking did we notify our New York office 
after conducting our examination? 

The CHAIRMAN. Excuse me. I am asking you if you were aware of 
the fact that there were numerous classified energy loans at Penn 
Square Bank. 

Mr. BLANTON. AS of what date? 
The CHAIRMAN. During your audit. 
Mr. BLANTON. I don't believe that there were numerous classified 

energy loans as of the date of our audit. 
The CHAIRMAN. Were you aware of the fact that Penn Square 

was paying the interest on behalf of borrowers on participation 
loans that had been sold upstream to Chase Manhattan and to Con
tinental? 

Mr. BLANTON. Yes, we were aware of that. We discussed it in our 
management letter. 

The CHAIRMAN. YOU were aware of that? 
Mr. BLANTON. Yes, we were. 
The CHAIRMAN. YOU do not and did not feel an obligation, there

fore, as an auditing firm to inform Chase Manhattan of the fact 
that this bank in Oklahoma City was pulling the wool over their 
eyes on some of those participation loans that they purchased from 
Penn Square? 

Mr. BLANTON. I don't believe that you can conclude that if they 
were advancing interest on these participations that they were 
pulling the wool over anyone's eyes without knowing why the 
advance was made. 

The CHAIRMAN. Mr. Blanton, Mr. Blanton, please, please. This is 
one of the problem areas. Mr. Beller stated earlier that as a result 
of the December 8 memorandum that has been placed in the record 
that there was over $2 million of interest that was paid to up
stream banks on loans that were nonperforming loans, and some of 
these moneys were going to your other client, Chase Manhattan. 

And there is only one reason to do something like that, and that 
is so Mr. Patterson and his colleagues could continue selling par
ticipations to upstream banks. Otherwise, if too many of the loans 
were found to be nonperforming, they could not continue their 
sales around the Nation, could they? 

So to say that that was not improper, that they were not pulling 
the wool over Chase Manhattan's eyes, you are maybe hoping they 
were not. But I think perhaps you should think twice about that 
one. 

You have two clients, and I think maybe you think you did not 
have an obligation to the borrowers or rather to the depositors who 
put sums in excess of $100,000 into Penn Square. But it seems to 
me that since your firm was collecting fees from both Chase and 
Penn Square, that you might have had some kind of obligation 
there. 

[Witnesses conferred.] 
Mr. BLANTON. I think Mr. York can add to that. Some of those 

advances were investigated, the information available to us indicat
ed the practice was decreasing and there were some reasons for 
those instances where it was continuing. 
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Mr. YORK. Yes. We also read the memo that you had presented 
this morning to you. We looked at that area as well. We inquired 
and reviewed what management was doing, and still felt that it 
was the type of thing that should still be a subject matter in our 
management letter, which we covered. 

The CHAIRMAN. What do you mean, a subject matter? What is 
that? Absolution? I mean you say you are forgiven for your sin, we 
will make it a subject matter rather than a sin? 

Mr. YORK. NO. 
The CHAIRMAN. Well, what do you mean by "a subject matter"? I 

mean something is either right or it is wrong. 
Mr. YORK. And it was wrong from a viewpoint of good business 

practice. 
The CHAIRMAN. OK. Well, why call it a subject matter? Why not 

just say it is wrong? I mean this obfuscation and semantics and all 
of that, let us talk English that the people in Oklahoma and the 
people in Rhode Island and Georgia and Iowa can understand 
rather than some gobblydegook? 

Now, Mr. Blanton, you know those 50 copies you say you deliv
ered to the board of directors because it is a privately held bank; is 
that correct? 

Mr. BLANTON. Yes, sir. 
The CHAIRMAN. YOU are not aware of the fact that the people at 

Penn Square dealing with brokers gave your reports as well as 
those of Arthur Young of those money brokers who, in turn, cited 
those, your reports, to people, credit unions, S&L/s around this 
Nation who put enormous sums of money into this institution 
based on your audit reports, since that was all that was available 
to them? 

Do you mean to tell me you are not aware of the fact that your 
reports are used by brokers for that purpose and by the people at 
Penn Square Bank who were attempting to get large deposits into 
that institution? 

Mr. BLANTON. I have read newspaper reports that money brokers 
had copies of our financial statements. 

The CHAIRMAN. And this is the first time it ever occurred to you 
in your career with Peat Marwick and Mitchell that your reports 
of Peat, Marwick, Mitchell & Co. were used in this manner by fi
nancial institutions, whether it be Penn Square or any other insti
tution that you do auditing for? Did this come as a complete and 
total surprise to you, like the fact that when you get to be 10 years 
old you find out there is no Santa Claus? 

Mr. BLANTON. Because there were two sets of financial state
ments that we discussed, I do not know whether the credit unions 
had the financial statements that we issued or the financial state
ments that the bank issued. Obviously, I do not know what the 
bank did with those financial statements. 

The CHAIRMAN. YOU have heard of Xerox machines? 
Mr. BLANTON. Yes, sir. 
The CHAIRMAN. I have a letter here that was handed to me. 
Mr. LEACH. Will the gentleman yield to me? 
The CHAIRMAN. Yes. 
Mr. LEACH. At any time, whether directly after the audit or up 

through late June, did you talk to your office in New York with an 
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understanding that they might talk to Chase Manhattan about dif
ficulties at this bank? 

Mr. BLANTON. TO my knowledge, we never initiated any calls to 
our New York office concerning Penn Square Bank. 

Mr. LEACH. HOW about vice versa? 
Mr. BLANTON. It is my understanding that our New York office 

did call us and ask that we perform certain procedures with re
spect to their participations that were being serviced by Penn 
Square. 

Mr. LEACH. At what time was this? 
Mr. BLANTON. In March. 
Mr. LEACH. In other words, by virtue of the fact that Peat, Mar-

wick worked as an auditor for both banks, Chase came to have ear
lier knowledge of this particular bank's situation? 

Mr. BLANTON. Not to my knowledge. To my knowledge, no one in 
our office involved with Penn Square Bank ever initiated any calls 
to Chase or to New York. 

Mr. LEACH. But you indicated a moment ago that your office in 
New York initiated a call to your office here. 

Mr. BLANTON. They asked us to perform certain procedures. 
The CHAIRMAN. I feel as though now we are in General Hospital. 
[Laughter.] 
The CHAIRMAN. What do you mean by a certain procedure—I 

mean, is this a blood transfusion or a transplant or a bypass? Could 
you be more specific? 

Mr. BLANTON. When we audited Penn Square Bank we were 
looking at Penn Square's portfolio, not the participations. They 
asked us to perform similar types of procedures with respect to par
ticipations. 

The CHAIRMAN. Your New York office, on behalf of Chase Man
hattan? 

Mr. BLANTON. That is correct. 
Mr. LEACH. Earlier you indicated that if you came upon prob

lems, you would not feel it your obligation to inform Peat, Marwick 
in New York and to inform Chase. Is that your position? Do you 
think that intra-company obligation is something that the auditing 
community is going to have to look at very carefully in terms of its 
future procedures? 

Mr. BLANTON. Mr. Leach, as the chairman pointed out, yes, that 
did happen in this instance where Penn Square was closed, but we 
had no advance notice to give our New York office that it was 
coming. 

All I am saying is that that never became an issue, and to my 
knowledge, I don't ever recall that being an issue on any client. So 
I guess what I am saying—my response would be I think that we 
probably would not notify, but I have never encountered it. 

Mr. LEACH. I understand exactly what you are saying. I suspect 
that this might become a problem in your intracompany discus
sions. It poses a very serious philosophical dilemma for the compa
ny as well as for the auditing profession. 

Mr. WEBER. Would the gentleman yield? 
Mr. LEACH. I would be happy to. 
Mr. WEBER. It seems to me you could do us a favor if you would 

restate, as best you understand it, what are the rules of ethical 
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conduct that pertain to the accounting profession so far as the con
fidentiality of client information is concerned. 

I assume that you keep all confidences of the client just that, 
confidential, between you and the client only. Is that correct? 

Mr. BLANTON. That is correct. 
Mr. WEBER. And the thing that clouds the issue here is that we 

may be dealing in an area of civil fraud or actual illegality, and the 
question is at that point, do you maintain the confidentiality of 
those potential violations of law from other people who may be af
fected by that information, I assume. Is that the way you read that 
question also, or that problem? 

[Pause.] 
Mr. WEBER. Can you answer? 
Mr. BLANTON. I am thinking. I really do not know the answer to 

that question. It obviously has been the subject of much debate 
among accountants. 

Mr. WEBER. YOU are in a situation of a conflict of interest. You 
are representing two clients who have conflicting interests. The in
terest of the one client is to keep the information totally confiden
tial. The interest of the other client, of course, is to be informed. 

Mr. BLANTON. I think that I can safely say that it is our firm 
policy that we do not ever discuss the condition of one client with 
another client. And I do not think that that was the question being 
asked. 

The CHAIRMAN. Let me rephrase the question for you. No. 1,1 do 
not think that accountants are in the stead of attorneys or doctors. 

Mr. BLANTON. That is correct. 
The CHAIRMAN. YOU do perhaps have a code of conduct within a 

profession. 
Mr. BLANTON. That is correct. 
The CHAIRMAN. But you do not have an immunity, say, where if 

you were brought into a courtroom. 
Mr. BLANTON. That is correct. 
The CHAIRMAN. Don't you really face the dilemma, in this in

stance, when indeed, that which is happening at Penn Square has 
a very direct relationship, as we found out, on Chase Manhattan? 
Both of whom are your clients. I would suspect that the fee for au
diting Penn Square doesn't begin to compare with the fee Peat, 
Marwick, Mitchell & Co. gets for auditing Chase Manhattan. 

Now, it is not as though Chase Manhattan says, We want to 
know about the internal workings of this competitor institution. 
What you are faced with here is a situation where they are dealing 
with each other; there is an interaction, a business relationship, 
and the health of one affects the health of the other. 

Don't you really have a compounding of your dilemma because 
gee, if the people at Chase Manhattan say to themselves, Why 
didn't that Oklahoma City group of Peat, Marwick, Mitchell & Co. 
let us know what was happening or what was going on at Penn 
Square, when they knew that this would affect our losses at Chase 
Manhattan, also being audited by Peat, Marwick. 

Mr. BLANTON. Mr. Chairman, you are assuming that we knew 
what was going on at Penn Square. 

The CHAIRMAN. I think that is because I am told you are an ex
cellent firm. 
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Mr. BLANTON. YOU are assuming that we have knowledge of 
what the Comptroller found during his examination. 

The CHAIRMAN. Mr. York said he was aware of the memo of De
cember 8 about what was happening on those participations. That 
is not an assumption. I am not assuming, sir. 

Mr. BARNARD. Mr. Chairman, would you yield for a minute? 
The CHAIRMAN. I would be happy to. 
Mr. BARNARD. Mr. Blanton, what was the substance of the in

quiry from the Chase Manhattan Bank? Was it about a specific 
participation, or was it about general participation policy? Can you 
tell us what that inquiry was? 

Mr. BLANTON. Mr. Barnard, I would like to decline to answer 
your question, only because we are getting now out of the discus
sion of Penn Square and into a discussion of Chase Manhattan. 
And I am not free to discuss Chase Manhattan. 

Mr. BARNARD. Well, may I just differ slightly in saying that we 
are really talking about what information is privy to Chase Man
hattan and not privy to other people who also stand to lose. 

The CHAIRMAN. And excuse me, we are talking—the question is 
directed to the situation at Penn Square, not Chase Manhattan. 
What was that procedure? 

Mr. BARNARD. In other words, we were talking here about an in
quiry that the Peat, Marwick, & Mitchell Co., office in New York 
made to the Oklahoma City office as a result of a Chase Manhattan 
inquiry. Was that about a specific participation loan or was it 
about a general participation policy? You don't think you could tell 
us that? 

Mr. BLANTON. I do not believe I could tell you that. 
Mr. LEACH. If you would yield, Mr. Barnard. 
Mr. BARNARD. Yes. 
Mr. LEACH. Was this request based upon a standard audit of 

Chase Manhattan, or was it a request based upon some concerns 
reflected by Peat, Marwick, Mitchell & Co.? 

Mr. BLANTON. I do not know the answer. If I did know the 
answer, I do not think I could say. 

The CHAIRMAN. DO you want to state that question again for me, 
Jim? 

Mr. LEACH. The question was whether this was a standard oper
ating procedure stemming from a normal audit of Chase, or wheth
er it was a special request growing out of a nonstandard audit pro
cedure. 

The CHAIRMAN. If the gentleman would yield, I would like to 
rephrase his question. Actually, the question was propounded by 
Mr. Barnard, and the question was, you were asked as you stated, 
"to perform a procedure" at Penn Square relative to participation 
loans. Is that not correct? 

Mr. BLANTON. That is correct. 
The CHAIRMAN. I think I am quoting you. Is that correct? 
Mr. BLANTON. That is correct. 
The CHAIRMAN. We are now asking you to tell us whether that 

procedure had to do with participations in general, whether it re
lated to the December 8 memo about prepayment of interest, 
whether it was on a particular participation. You now tell us you 
don't feel you can answer, but the Chair at this point would state 
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to you, sir, that this committee is investigating the failure of Penn 
Square Bank, a matter of which we have jurisdiction and, indeed, 
the responsibility to look into to see if any changes in legislation or 
bank regulatory procedures or processes are necessary. 

Your answer to the question would help this committee, and 
would be invaluable to this committee and necessary to this 
committee to carry out its duties. The Chair rules that the question 
is pertinent and directed to the situation at hand. I would respect
fully request on behalf of this committee that you, indeed, answer 
the question. 

[Witness conferring with counsel.] 
Mr. BLANTON. Mr. Chairman, my counsel has advised me that we 

would be pleased to discuss any information concerning Chase only 
if we can obtain Chase's permission first. 

Mr. BARNARD. Mr. Chairman, I don't believe we are asking any
thing about Chase. 

The CHAIRMAN. Excuse me. Let me ask you this question. The in
quiry to perform a procedure, did it come from Chase Manhattan 
or from Peat, Marwick, Mitchell & Co. in New York? 

Mr. BLANTON. I do not know the answer. 
The CHAIRMAN. Mr. York? I assume Mr. York is the gentleman 

who performed the procedure. 
Mr. YORK. It is my understanding that the request came from 

Chase. 
The CHAIRMAN. Directly or through Peat, Marwick, Mitchell & 

Co.? 
Mr. YORK. Through Peat, Marwick, Mitchell & Co. 
Mr. LEACH. Mr. Chairman? 
The CHAIRMAN. Mr. Leach. 
Mr. LEACH. This is a very interesting area of concern and of 

philosophical import. Since we are going to be holding additional 
hearings, however, and given the position of the gentlemen present 
and their counsel's advice, I would suggest that we postpone fur
ther consideration of this issue. To press the point at this time 
could be unnecessarily embarrassing both to the witnesses and 
their company, which is one of the great American auditing firms. 
With the understanding that this matter will be pursued further, I 
recommend that we not pursue it at this time. 

The CHAIRMAN. Well, if we don't pursue it, Mr. Leach, I think 
that by the same token, it leaves unanswered from this moment 
forward the fact that Chase Manhattan asked that certain proce
dures be performed in March of this past year. 

We were told by the Comptroller in a briefing by the Comptroller 
and the FDIC that they informed—the Comptroller didn't inform 
their office; that they, in turn, informed Continental Illinois and 
Chase Manhattan and the others until 6 or 7 days before July 5, 
the date the D-Day here. 

We are finding out that it appears as though Chase Manhattan, 
through some ESP—which in this instance I don't criticize; I think 
it is great of Chase Manhattan—that they had some inklings about 
the fact that maybe procedures ought to be performed here at 
Penn Square to try to learn a little more about these participa
tions. 
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It appears that Chase Manhattan may have been privy to some
thing through the Peat, Marwick, Mitchell & Co. route back in 
March of this year. If we want to leave that hanging—and certain
ly I want to assure Mr. Blanton and Mr. York that we will not 
leave it hanging for ad infinitum, because this committee does 
pursue these things. If you want to leave it hanging and you make 
a conscious decision that you are better off letting it hang out there 
unanswered than to face up to it now, perhaps then we will allow 
you to leave it hanging. 

[Witness conferring with counsel.] 
Mr. BLANTON. Mr. Chairman, let me just make this statement. 

To the best of my knowledge, no one in Peat, Marwick, Mitchell & 
Co. in Oklahoma City had any conversations with any individual 
from Chase Manhattan specifically concerning Penn Square. To my 
knowledge, no one in Peat, Marwick, Mitchell & Co. in Oklahoma 
City initiated any discussions with anyone in our New York office 
to discuss specifically Penn Square Bank. 

I would be pleased to 
The CHAIRMAN. But you are leaving one—let's go this way. To 

your knowledge, did anyone at Peat, Marwick, Mitchell & Co. in 
New York City initiate any discussions with personnel in Peat, 
Marwick, Mitchell & Co. in Oklahoma City relative to performing a 
procedure in Oklahoma City? That is one you did not include. 

Mr. BLANTON. AS I stated earlier, we would be pleased to discuss 
that matter, but we feel that we need the consent of Chase Man
hattan. 

Mr. LEACH. Mr. Chairman? 
The CHAIRMAN. Just let me get an answer to this. He told me to 

his knowledge, no one from Chase contacted Peat, Marwick, Mitch
ell & Co. in Oklahoma; no one from Oklahoma contacted either 
Peat, Marwick, Mitchell & Co. or Chase. Now I am saying did 
anyone from Peat, Marwick, Mitchell & Co. New York contact 
somebody at Peat, Marwick, Oklahoma City relative to performing 
a procedure at Penn Square on participations? 

Mr. BLANTON. I have already answered that question, that yes, 
we were contacted by New York. 

Mr. LEACH. Mr. Chairman? 
The CHAIRMAN. Yes? 
Mr. LEACH. I certainly understand the dilemma you gentlemen 

face in wanting to discuss this with your client. It would be my 
suggestion at this point, given the potential for contempt citations, 
that the representatives of Peat, Marwick, Mitchell & Co. relating 
to Chase Manhattan be invited to testify at a future hearing to re
solve all of this. 

The CHAIRMAN. May the Chair just state that I wanted to get it 
clear on the record, because of his last reply, that there was com
munication. I didn't want to leave it hanging that there was not. I 
am satisfied that we will have—certainly, there are going to be fur
ther hearings on this, and not only for the benefit of Peat, Mar
wick, Mitchell & Co., but for many others who are happy to testify, 
or who were unhappy to testify today or didn't want to testify 
today. 

I want to make it very clear that we are going to be chatting 
with them in the months ahead, and maybe the years ahead. There 
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is too much of this case that has to be cleared up that we are not 
going to forget about it. 

Mr. Barnard, do you have any further questions? 
Mr. BARNARD. NO, Mr. Chairman. 
The CHAIRMAN. Does anyone else have any questions of these 

witnesses? 
[No response.] 
Let me ask you this, Mr. Blanton and Mr. York. You have heard 

the panel preceding who testified that in their opinion, Penn 
Square should not have been shut down on July 5. You were here, 
weren't you? 

Mr. BLANTON. Yes. 
Mr. YORK. Yes. 
The CHAIRMAN. NOW, you are the auditing firm. Do you agree or 

disagree with that panel? Do you feel that Penn Square should 
have been shut down and this unusual procedure entered into by 
establishing the special deposit insurance bank? Or should that 
have been triggered, or do you think other means should have been 
taken? 

Mr. BLANTON. Because we do not have the facts that caused the 
Comptroller to reach his decision as of that date, let me say this. If 
the Comptroller had closed Penn Square Bank on December 31, 
1981, then I believe that would have been done in error. 

The CHAIRMAN. Thank you, gentlemen. At this time, I would ask 
unanimous consent to have placed in the record the two documents 
from Peat, Marwick, Mitchell & Co; one dated June 14, 1982, ad
dressed to Mr. James Gunter, executive vice president, Penn 
Square Bank; and the other dated May 4, 1982, board of directors, 
Penn Square Bank in Oklahoma. Without objection, so ordered. 

[The documents referred to follow:] 
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P 
I Peat,! 

Peat,Marwick,Mitchell&Ca 

Certified Public Accountants 

First Oklahoma Tower 
Oklahoma City, Oklahoma 73102 

J u n e 1 4 , 1982 

CONFIDENTIAL 

Mr. James J. Gunter, Executive Vice-President 
Perm Square Bank, N.A. 
Oklahoma City, Oklahoma 

Dear Mr. Gunter: 

In connection with our examination of the financial statements of Perm 

Square Bank, N.A. as of December 31, 1981, we noted certain matters relating to 

the Bank's system of internal accounting control and accounting procedures that 

we wish to call to your attention. In your consideration of the items men

tioned in the following paragraphs, please understand that our recommendations 

are intended to assist you in the presentation of and accountability for the 

Bank's assets, liabilities, income and expense accounts. An effective system 

of internal accounting control and operating procedures should help guard 

against any irregularities that our test work may not disclose. The efficiency 

and effectiveness of Bank personnel are determined by adequate managerial 

policies and periodic reviews of such policies and employee performance. 

As you read this letter, please bear in mind that its purpose is to 

supplement our letter which was issued to the Bank's Board of Directors on May 

A, 1982. Also, please consider that we have not reviewed the Bank's internal 

accounting controls since March 19, 1982, the date of completion of our field-

work in the Bank, and therefore, we may not be aware of changes subsequent to 

that date. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



261 

GENERAL 

As noted in our previous letter, the Bank's growth rate over the last few 

years has been phenominal. This type of rapid expansion normally increases 

processing requirements and tends to stretch existing personnel. This in turn 

increases the opportunity for errors to occur, processing short cuts and the 

circumventing of existing internal controls. The remainder of this letter will 

speak to individual areas of the Bank which we believe merit your attention; 

however, we urge you to continually be aware of and make improvements in other 

areas of the Bank where controls may have been weakened during this period of 

rapid growth. 

OPERATIONS 

Efficient workflows 'are essential to any organization to ensure and 

maintain excellent customer satisfaction. The following items are intended to 

enhance the Bank's ability to process items orderly and efficiently. 

o Require all departments to release work immediately to the Proof 
Department. This will assist the department in meeting impor
tant deadlines and reduce the late afternoon volume; 

o Clean checks of all staples, rubber bands, paper clips and other 
fasteners prior to delivery to the Proof Department to avoid 
rehandling the items and to reduce the number of rejected items; 

o Encode account numbers on unencoded deposit and withdrawal 
tickets at the funds receiving areas to assist in assuring that 
the encoded number is correct and to encourage the use of 
pre-encoded customer deposit slips; 
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o Establish procedures in all funds receiving areas to prepare 
items for MICR encoding by arranging items in proper sequence 
before sending them to Proof; 

o Prepare a notice of missing documents for inclusion with the 
customer's monthly statement when an item or items are missing 
from the statement. The notice should explain that an item is 
missing but to prevent delay, the statement is being mailed. 
The notice should continue with a statement indicating that 
should the customer need a copy for tax purposes, to circle the 
needed item, return the statement to the Bank and a copy will be 
forwarded as soon as possible. This procedure will reduce the 
amount of time necessary for research and filmwork; 

o Review the types of manually prepared reports to the reports 
produced by the data processing system. When the same or 
similar information is available from the" system, the manual 
reports should be deleted; 

o Close select departments to outside calls (bookkeeping, proof, 
tellers, etc.) except during posted operating hours. This 
allows individual departments to prepare and process the bulk of 
their work without disruptions; 

o Encourage customers to properly endorse all checks with name and 
account number. This procedure reduces bookkeeping research 
time for deposited items returned; 

o Request a program change in order to automatically assess 
insufficient , check charges through the data processing system. 
This, method decreases the amount of time required to manually 
handle the items and decreases the number of paper items in the 
system. In addition, it requires positive officer response to 
waive insufficient charges, improving controls over excess 
waivers; 

o Revise the overall Bank policy regarding NSF items. We realize 
that the Bank will tiot collect 100% of the income generated and 
that special arrangements have been made for zero balance type 
accounts or customers who maintain substantial balances in other 
accounts; 

o Establish a cut-off time in which loans may be brought to the 
note area for same day processing. This will assist the note 
departments in forwarding their work to proof in a timely 
manner; 
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o Discontinue manually posting payment activity on the reverse 
side of commercial notes. This is time consuming and unneces
sary. Department personnel indicated that an account history 
can be requested from the processor's automated system and 
received the following day; and 

o Relocate operational departments (bookkeeping, proof, transit, 
data processing, etc.) within close proximity of each othej:. At 
the present time, these departments are located in separate 
sections of the Bank, creating disruptions in the efficient flow 
of work. This recommendation is currently being reviewed by the 
senior operations officer. 

CASH MANAGEMENT 

The realization of any bank's earning potential is dependent upon the 

effective management of its earning assets. An overall goal for employing Bank 

assets effectively is to maintain an average of 90% of total assets in an 

earning capacity. 

o Due From Bank Accounts - The Bank continually monitors the 
activity of its primary correspondent banks in order to maintain 
balances to compensate for services performed. At the same 
time, it was indicated that "due from" accounts with little or 
no activity were reviewed periodically. We recommend the Bank 
review these relationships and eliminate or reduce balances 
where possible*; 

o Clearinghouse Cash Letter - At the present time the Bank does 
not make / a cash letter send to the 10:00 A.M. clearinghouse 
exchange. The Bank's check volumes may be significant enough, 
due to holdovers and early morning mail, to indicate an oppor
tunity may exist to reduce float by making an additional send to 
the clearinghouse exchange. We understand this option is 
currently being evaluated; 

o Large Item Procedures - The Bank should ensure that large item 
procedures are clearly defined and understood for all funds 
receiving areas, by documenting the procedures and reviewing 
them periodically with the staff who processes these items. 
Additionally, the money manager should monitor areas where large 
items are normally received to ensure that all large items are 
identified, pulled and processed in time to meet key deadlines. 
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LOANS 

The following represent opportunities for possible improvements in the area of 

loans (commercial and installment): 

o As of December 31, 1981, the Bank was approximately two months 
behind on preparing its daily commercial loan reconciliations. 
We recommend that the loans and their related interest be 
reconciled on a daily basis without exception and that an 
officer scrutinize and approve each reconciliation. Subsequent 
to year end, the Bank corrected, in varying degrees, many of the 
problems that plagued this process; however, we urge the Bank to 
devote a great deal of attention to this area until the recon
ciliation process is operating smoothly. 

o A formalized daily reconciliation of installment loans (prin
cipal and interest) is not being consistently prepared. Per
sonnel within the department should be required to prepare daily 
a formalized reconciliation on a standardized form. Once this 
reconciliation is complete, a subsequent review and approval by 
a supervisor in the department should be performed. 

o On certain participated loans, we noted that the Bank had 
maturity dates on certain of the notes and corresponding partici
pation certificates which did not correspond. The Bank should 
consider improving procedures in this area to ensure such dates 
are the same on future participated loans. 

DEPOSITOR ACCOUNTS 

During our examination, we noted the following with respect to depositor 

accounts: 

o There was no supervisory review and approval of the demand and 
savings accounts reconciliations. Such a review would encourage 
a more timely recognition of errors or unusual reconciling 
items. 

o Although all depositor account reconciliations are being per
formed timely, they only reconcile dollar amounts. The Bank 
should consider instituting a requirement in the reconciliation 
process that a reconciliation of the numb e r of accounts be 
performed in addition to reconciliations of dollar amounts. 
This procedure will ensure that accounts are not inadvertently 
or purposely dropped from the system and the dollars transferred 
to another account. 
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OTHER 

The following represent other areas of the Bank where improvements can occur: 

o The Bank sometimes releases loan collateral without requiring 
proper authorization and documentation of the released items. 

o The Bank does not always prepare reconciliations of all "due 
from bank" accounts on a timely basis. Procedures should be 
implemented to require that such accounts be reconciled on a 
current basis. 

o The control logs for travelers checks in both the main bank and 
drive-in bank were not posted up-to-date on the day of our 
surprise count. Also, it was noted the log had only a grand 
total with no denominational break down. We recommend a review 
of policies in this area for possible improvement. 

******** 

Jim, we trust these operational comments will be of benefit as you continue to 

improve the Bank's financial controls and procedures. 

Very truly yours, 

cc. Mr. Bill Jennings 

Mr. Eldon Beller 

Board of Directors 
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Certified Public Accountants 

First Oklahoma Tower 
Oklahoma City, Oklahoma 73102 
(405) 239-6411 

May 4 , 1982 

The Board of Directors 
Penn Square Bank, N.A. 
Oklahoma City, Oklahoma 

Gentlemen: 

Recently, we completed our examination of Penn Square Bank, N.A.'s financial 

statements for the year ended December 31, 1981 along with the consolidated 

financial statements of First Penn Corporation (collectively referred to herein 

as the Bank). 

Because this was the first year for us to be associated with the Bank, we spent 

considerable time reviewing such areas as the Bank's organization, policies, 

procedures, information systems, internal reporting, income tax strategies, data 

processing, internal accounting controls, etc. The topics as outlined herein are 

the result of such review. 

Our recommendations are designed to address the broader issues which confront 

management that have been brought about by che Bank's phenomenal growth over the 

past five years. These recommendations, if adopted, will enhance the Bank's 

security over its assets and depositor accounts and increase overall profita

bility and control of the organization as a whole. Matters which relate directly 

to accounting procedures and internal controls of an operational nature are 

covered in a separate letter to Mr. James J. Guncer, Execucive Vice PresidenC of 

Finance. A copy of such letcer will be made available to you. 

P Peat, Marwick, Mitchell &Ca 

CONFIDENTIAL 
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After reviewing the letter, we recommend that you ask Bank management to respond 

to the various recommendations and indicate in writing which recommendations will 

be implemented and the reasons for those which are rejected, if any. Also, a time 

frame should be established for implementation of the recommended procedures. 

Periodic progress reports should be made to the Board and/or Audit Committee as to 

the progress the Bank is making with its implementation schedule. However, as new 

controls and procedures are considered, please bear in mind that organizational 

changes and effective systems of internal control evolve over a period of time and 

the cost-benefit of such changes must be evaluated by management and the Board 

prior to implementation. 

Gentlemen, you have the overall responsibility for the financial health of the 

Bank and protection of its assets. We trust the recommendations herein and our 

involvement with your organization will be beneficial as each of you fulfill your 

duties as directors. 

OVERVIEW 

Presently the Bank is the fourth largest bank in Oklahoma City with assets in 

excess of $400'million. Three years ago, assets were only $100 million which 

indicates the Bank's remarkable growth in such a short time. 

Typically when an institution experiences rapid growth of this magnitude, tremen

dous stress is placed on virtually every aspect of the Bank to keep pace, but in 

particular, it is difficult on personnel and support systems. Penn Square has 
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The positive results of growth are generally obvious and occur almost immediately 

with accelerating growth in assets, deposits and increased profits. However, 

there are usually negative aspects to growth if the growth is not carefully 

controlled. Such negative aspects are not so obvious and take longer/to surface. 

The negative aspects to the Bank's virtually uncontrolled growth (fulminated in 

1980 and early 1981 with a qualified audit report for 1980 and a critical bank 

examiners' report from the Comptroller's office in early 1981. 

The more significant problem areas within the Bank which caused these reports 

were: 

o Inadequate asset, liability management; 

o Poor liquidity; 

o No monitoring of credit and collection; 

o Large number of loan collateral documentation deficiencies and 
technical violations; 

o Rising loan losses; 

o Inadequate financial management information; 

o Support systems in the commercial and energy lending area could not 
keep pace with the loan volume. As a result, the details of commer
cial loans along with accrued interest were very difficult to 
reconcile to the general ledger control accounts; 

o Numerous extensions of loans for both principal and interest were 
made with no cash payments required of the customer; 

o Many of the Bank's best loans were participated upstream to large 
correspondent banks which often left Che lesser quality loans on 
Che Bank's books. The Bank's loan volume at year end was becween 
$1.5 billion and $2 billion, most of which had been participated 
with other banks; 
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o Inadequate information with respect to customer balances, profita
bility and his total relationship with the Bank; 

o Numerous lending limit violations; 

o Large overdrafts on which fees were often waived; 

o Insufficient level of equity capital to support the Bank's growth; 
and 

o Inadequate internal monitoring through committees of the Board and 
management to set policy, follow-up and measure results. 

These and other problems were only symptoms of the larger problem. Due to the 

Bank's unparalleled growth, there were insufficient numbers of personnel to cope 

with the growth and a corresponding lack of experienced senior managemenc to 

direct the efforts of departmental personnel. 

During the second quarter of 1981, the Bank's senior management responded to these 

problems by making a commitment to do whatever was necessary to correct the 

problems and bring the Bank's growth under control. Some of the steps taken which 

have been quite visible to us were: 

o Hiring of a new president who had experience in a large bank. 

o Hiring of additional senior management all with large bank 
experience to support the president in the areas of: 

- Loan administration, credit and collection 
Finance 

- General legal, counsel 

o Hiring of additional supervisory personnel and staff to support the 
new senior management as well as additional personnel to adequately 
support existing departments within the bank. This meant the 
hiring of personnel ranging from senior loan officers to file 
clerks. 
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o The Bank's number of personnel more than doubled in a nine month 
period from a level of approximately 160 to a level of almost 325 by 
December 31, 1981. 

o Internal committees of the Board and senior management have been 
formed to set policy and monitor performance. 

o Some of the Bank's policies have been formalized in writing while 
others are in the process of being formalized. 

o Procedures manuals are in the process of being written. 

o A credit department has been established to review and evaluate 
loan collection and documentation. 

o Controls have been placed'on the making of new loans and the exten
sion of existing loans. 

o A process has been established for determining the necessary level ; 
of the loan loss reserve and the related monthly provision. 

o Controls over letters of credit have been established. 

o Criteria has been established for the charge off of loans and the 
placement of loans on a noninterest accrual status. 

o An asset, liability program has been established with the related 
review of liquidity. 

o Financial controls have been improved and the accounting department 
significantly strengthened. 

o The Bank's current and long-term financial management information 
needs are currently being reviewed with an action plan to make the 
necessary charges in. a cost-effective orderly fashion. 

o The Bank's entire organization structure has been reviewed from top 
to bottom with consequent changes made which are in the process of 
being implemented. 

In summary, virtually every significant area of the Bank has been reviewed and 

changes have either been made or are in process. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



271 

During the course of our audit of the Bank for 1981, we had an opportunity to work 

with virtually all of the Bank's new senior management and many of the new 

supervisory personnel. Without exception we have been highly impressed with their 

professional banking knowledge and ability to bring about change in their area of 

responsibility. It appears to us that the Bank has put together, in a very short 

time, an outstanding management team which has the skills to bring the Bank's 

growth under control. But more importantly, they have the talent to take advan

tage of the growth the Bank has achieved to date by strengthening the existing 

asset base and use it to develop a long-term program of controlled growth and 

profits. The positive changes which have occurred in less than one year have been 

truly remarkable and impressive. 

As mentioned in the first part of this letter our remaining comments and recom

mendations are designed to help the Bank bring about further change and/or to 

encourage the changes which are already underway. Such comments and recommenda

tions should also help the Bank further formalize and structure its program for 

changes and improvement in the Bank's operations and performance. 

These comments have been reviewed with senior management to ensure that factual 

content is correct. In the process of such review, it was gratifying to note 

there were few comments which we had that management had not previously considered 

or was in the process of reviewing. In short, there were no surprises of signifi

cance. 
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PLANNING FOR CONTROLLED GROWTH AND PROFITS 

Goal Setting and Long Range Planning 

One of the characteristics of a high performance bank is having clearly defined 

goals and objectives for growth and profits with the necessary short and long 

range plans for achievement of such goals. 

As the Bank considers a variety of changes throughout the organization, we recom

mend that the Board of Directors and senior management consider the need to 

formalize the Bank's goals and objectives with the related short and long range 

plans for achievement. Also, in conjunction with such strategies, the Bank should 

consider establishing budgetary controls over all general ledger accounts and 

cost centers for certain departments of the Bank. 

Establishment of a formal planning process and budgetary controls will provide the 

Bank with multiple benefits and allow the following to occur: 

o Penetrating questions are asked by both members of the Board and 
senior management as to what the organization is now and where would 
they like for it to be in the future. 

o Careful analysis is made of the organization's strengths and weak
nesses. 

o Realistic and measurable goals and objectives are set with a plan 
for periodic monitoring and reporting to the Board on the Bank's 
progress. 

o Management develops a short and long range strategy for the 
achievement of its goals. 

o Reward systems are reviewed and often revised to encourage the 
achievement of established individual and departmental goals. 
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There is no question that organizations perform better when they have a clear 

understanding as to where they are going and a well developed plan to get there*as 

opposed to organizations which just operate from day-to-day and let the future 

take its course. 

While we recognize the Bank has begun to address the area of long range planning 

and budgetary control, we urge you to continue the progress on perhaps a more 

formalized basis. By doing so, we believe it will be easier to treat longer range 

organizational problems on an overall basis rather than by the traditional piece

meal approach. 

Organizational Structure 

Recently, the Bank's organizational structure was revised for the effect of new 

additions of senior and intermediate levels of management personnel which was 

mentioned earlier. As a result, new positions and even new departments have been 

created. 

While the organizational changes are still in an evolutionary state, we urge chat 

senior management and the Board continue to review the organizational structure 

and personnel positions and ask yourselves "is it right now and for the future, or 

does it need revision?" 

After reviewing the new organization chart which is currently in the process of 

implementation, there is only one recommendation we wish to make. 
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The Oil and Gas Division is quite large and has several key personnel reporting to 

the Senior Executive Vice President in charge of the department. Because of'the 

relatively large span of control which now exists, the variety of tasks performed 

within the department and the particular talents of the department head, we 

recommend that the organization of this key department continue to be reviewed. 

The review should be made from the standpoint of continuing to improve the admin

istration of the day-to-day activities of the department and yet capitalize on the 

strengths of the department head and his relationships with key loan customers and 

upstream correspondents. For him to maintain these relationships and effectively 

administer the department may be unrealisitic as the Bank continues to grow. 

Policies and Procedures 

Guidelines for the operation of a bank or any organization are generally set 

through policies established by the board of directors and senior management. 

Specific procedures are then designed by management and staff to implement the 

various policies. In some organizations, policies and procedures are informal and 

most often communicated orally or through internal memos. However, as an organi

zation grows in terms of volume of business and number of personnel, such informal 

means of communicating important operational matters becomes less and less 

efficient and effective. 
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The above described method has been the way in which the Bank has operated with 

respect to the setting of policies and implementation of related procedures. 

However, with the Bank's rapid growth, principally in the past three years, it is 

becoming more necessary to formalize old policies and establish new ones along 

with the necessary procedures to carry out the various policies. 

At the present time, the Bank has under its employment a systems group which is 

responsible for reducing to writing all policies an4 procedures which govern 

operations in various areas of the Bank. This is, indeed, a positive effort, for 

approximately a year ago the Bank had practically no manuals in any areas. As the 

Bank continues to complete the various manuals for each area of the Bank, we urge 

you to consider the following: 

o As the systems personnel go into an area to formalize the policies 
and procedures in writing, an officer from that area should be 
assigned to work closely with this group. This will allow indi
vidual areas of the Bank to lend valuable input to the systems group 
during the formulation of that area's policies and procedures. 

o When the policies and procedures have been written in a certain 
area, management should consider having the internal audit depart
ment perform a detailed review of the policies and procedures of 
that area before presentation to the Board for their approval. This 
will help ensure that the policies and procedures provide for 
proper controls in each area. 

o As procedures are being developed, management should strive to 
design them to be functionally oriented rather than written for an 
individual's duties. This approach will provide more flexibility 
as the Bank continues to grow. 

Completion of the policies and procedures manuals in each area of the Bank and 

required compliance with them by all bank personnel will allow the Bank's opera

tions to flow more smoothly and provide the Bank with stronger controls in each 
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Profitability 

In the past, the Bank has not established formalized performance goals such as: 

o return on average assets, 

o return on equity capital, 
o ratio of capital to assets, 
o earning assets as a percentage of total assets, 
o ratio of loans to deposits, 
o interest spread, 
o liquidity ratio, 
o etc. 

With today's volatile interest rates and inflationary pressures which the Bank 

must operate within, the establishment of such measurable performance goals 

becomes a necessity in order to monitor and control the Bank's growth. 

When establishing these goals, management must recognize that profitability 

levels of the Bank should be higher than most banks of similar asset size pri

marily due to the large loan portfolio which the Bank is currently servicing for 

correspondent.banks and the related fee income generated therefrom. 

Although the Bank has performed work in some of these areas, we encourage further 

development of matters such as the following: 

o Review the pricing of all products and services. 

o Determine the actual profitability of the Bank's large customer 
relationships. 

o Consider revising Bank policy with respect to service charges for 
overdrafts and NSF items. It appears to us that some customers have 
taken advantage of the Bank in this area. 
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o Determine the direction of the Bank's trust department. Our 
limited analysis indicates that it will continue to be a loss center 
for some time. 

o Establish an overall goal of maintaining an average of a percentage 
of total assets (say 9QZ) in earning assets. This is especially 
important since the realization of the Bank's earning potential is 
dependent upon the effective management of its assets. 

o As the Bank considers improved operational efficiencies throughout 
the Bank, there are a number of ways in which improved workflow and 
controls can be achieved in the processing of items. Specific 
suggestions have been made in our letter to Mr. Gunter. 

REPORTING AND MONITORING SYSTEMS 

Internal Monitoring Reports 

As described in the diagram at Appendix A, the "control environment" of the Bank 

in its simplest form consists of the Board and senior management setting policies, 

goals and objectives for the organization with the related monitoring and 

reporting systems established to monitor adherence to policies and measurement of 

performance. 

Naturally, for proper monitoring to occur, the Bank must have a good information 

system to meet the needs of the various levels of management and a well organized 

and managed internal audit department to review and test adherence to policies and 

procedures and report exceptions noted to the Board and senior management. 
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At the present time the Bank, aided by the consulting division of our firm, is 

determining whether it is receiving the necessary reports to adequately monitor 

the operations of the Bank. This is a vital question facing the Bank, which 

should receive a high priority until the management information needs of the Bank 

have been determined and an action plan agreed upon as to how such needs will be 

met. 

Completion of this project will allow the Bank to determine the following: 

o Determine what information is necessary which will allow management 
to properly monitor bank operations. 

o Once this is determined and cost estimates are developed, the Bank 
can decide whether it needs to establish a data processing function 
within the Bank, leave it at Fidelity Bank as a service bureau 
operation or a combination of the tvo. 

o The Bank will then be able to formulate alternatives and ultimately 
establish the necessary system along with related data processing 
equipment which will benefit the Bank in the short and long run on a 
cost-effective basis. 

Reports to the Board of Directors 

Although you as Board members are receiving various financial reports at the 

monthly meetings, we believe that the presentation of additional financial 

information would be beneficial. We recommend the following as improvements in 

this area: 

o The Board has been seeing financial information for only the Bank. 
We recommend that the Board also receive consolidated financial 
statements of First Penn Corporation. Such information represents 
the true financial picture of your financial institution as a whole 
and presents the only meaningful financial results from a stock
holder point of view. 
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o A presentation of asset yield and cost of money trends over a period 
of time should be presented to help you monitor the actual "spread", 
made by the Bank on its interest margin. A proper management of 
this spread has a direct impact on the Bank's profit objectives. 

o After management establishes a budgetary system, they will be able 
to present to you a comparison of actual financial results compared 
with the corresponding budgeted data on a monthly basis. Such a 
report should also contain explanations of material variances 
between budgeted and actual information. 

o The loan administration area of the Bank presently prepares an 
excellent "problem loan list" and a related calculation of the 
necessary loan loss reserve. We believe thLs information will be an 
excellent addition to your board reports and should be presented to 
you on at least a quarterly basis. Because the level of the Bank's 
reserve for loan losses has a direct impact on earnings, you should 
be familiar with the rationale as ,to how the level of the reserve is 
determined at any point in time. 

o Many times the presentation of financial information in the form of 
illustrated graphs is beneficial to the readers of such informa
tion. This provides the preparer of information an opportunity to 
provide the reader a view of asset, income and expense,, yields and 
cost of money trends over an extended period of time in a clearer 
but much less detailed presentation. Virtually all the measurement 
goals which the Board establishes can be reported effectively 
through the use of various types of charts and graphs. We encourage 
the' use of such presentation due to the trends which are highlighted 
and the time savings achieved when having to present and read a 
large variety of financial data. 

Increasing Internal Audit Effectiveness 

The Internal Audit Department is an important and integral part of the monitoring 

process. They serve as your "eyes and ears" to determine how well the rest of the 

Bank is following established policies and procedures. 
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For any internal audit function to be effective, it must have direct and visible 

support from the Board in order for them to have the proper stature within the 

organization. Their reports to the Board should receive due consideration and 

significant exceptions reported should be appropriately dealt with in a decisive 

and timely manner. The audit department also requires input and direction of the 

Board with respect to their annual audit program, areas which require emphasis or 

special projects in areas where the Board requires more information. At the same 

time, the audit department should be accountable to the Board for their budget of 

time and money to operate the department versus amounts actually spent. 

The Bank has an active- internal audit department of six persons. To improve their 

effectiveness, we recommend the following: 

o The development of a complete internal audit program which spans 
the entire year and is approved annually by the Board's audit 
committee. Such a program should relate audit risk to time spent 
and be comprehensive enough to cover all significant areas of the 
Bank. Presently, we are making arrangements with personnel of this 
department to assist in .the development of such a program. 

o The stature and authority of the department within the Bank is 
unclear among some of the Bank's officers and staff. The Board 
should consider instructing its senior management to convey to all 
personnel the importance of the internal - audit function within the 
Bank and the cooperation they are expected to receive. 

o Development of an adequate working knowledge of EDP functions, 
especially if processing is established "in house", could prove to 
be extremely beneficial to the department. The use of audit soft
ware programs will allow the auditors to be more efficient and 
effective in the work they perform. 
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LOAN ADMINISTRATION 

Loan Review Function 

In 1981, the Bank established a much needed loan review function which consists of 

a grading system for all loans to be used to determine the necessary reserve for 

loan losses at the end of each quarter. A controlled expansion of this function 

will allow the Bank to challenge its reserve for adequacy on a regular basis, 

which is an admirable trait of any bank. This is an extremely positive step for 

the Bank, and we urge you to take full advantage of your capable staff in this 

area. 

Loan Documentation 

As was pointed out in recent regulatory examinations of the Bank, documentation of 

loans and their related collateral has been less than adequate in the past. 

During the latter part of 1981, the Bank showed a marked improvement with respect 

to loan documentation and will apparently continue to improve due primarily to the 

perseverance of senior management to correct existing problems and reduce future 

errors through the' hiring of an excellent staff to monitor, this area. This is a 

critical area for any bank but especially your bank, due to the expanding nature 

of your loan operations. Therefore, we believe it merits your utmost attention 

until all problems are corrected. 
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Correspondent Banking 

During 1981, the Bank was involved in certain practices with respect to loans 

participated upstream to other banks which we consider questionable. The most 

significant of these involves the practice of making periodic payments of both 

principal and interest to the correspondent banks without first receiving pay

ments from the borrowers. The Bank is not required to do this according to the 

written participation agreements, but apparently the Correspondent Banking divi

sion has orally agreed to do this with some banks. 

This practice is not desirable for the folldwing reasons: 

o It causes a continual increase in the Bank's accrued interest 
receivable (a non-earning asset) which reduces the potential 
earnings of the Bank. 

o It also causes an unplanned strain on the Bank's liquidity since 
cash is paid out before cash is received from the borrowers. 

o When these transactions occur, an extension of credit has been made 
to the borrower without official approval. 

In our opinion, discontinuance of this practice is imperative to the Bank. If it 

remains necessary to continue on certain occasions, it should require documented 

approval by the credit policy committee or executive management. 

Other 

During our examination, we observed other practices in the area of loans which we 

believe merit your attention and possible improvement: 
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o As of December 31, 1981, the Bank was approximately two months 
behind on preparing its daily loan reconciliations. We recommend 
that the loans and their related interest be reconciled on a daily 
basis without exception and that an officer scrutinize and approve 
each reconciliation. Subsequent to year end, the Bank corrected, 
in varying degrees, many of the problems that plagued this process; 
however, we urge the Bank to devote a great deal of attention to 
thi3 area until the reconciliation process is operating smoothly. 

o We noted instances where loan officers have extended loans, some as 
many as 15 times, without requiring a principal reduction and many 
times without requiring the payment of the accrued interest. In 
addition, we noted several cases when interest is not paid, the 
accrued interest is not added to the principal of the new loan. As 
a result, interest income is being lost when these situations 
occur. Additionally, the effects of this practice resulted in a 
situation at December 31, 1981 where there was approximately five 
months of interest income for the year which had not been collected 
compared to three months at December 31, 1980. The effect on the 
Bank is a strain on cash flow and an increase in non-earning assets. 
We recommend the Bank establish a policy of requiring interest to be 
paid' when due and exceptions to this policy only approved by the 
Bank's chairman, president or Board. If the interest payment is 
extended, it should be added to the principal of the note. 

o Subsequent to December 31, 1981, we observed a continual increase 
in customer overdrafts. Some of the overdrafts resulted in the Bank 
violating its legal lending limit to certain of these customers. We 
believe the Bank should make concentrated efforts to not allow 
thes'e violations to occur in the future. Also, management should 
consider working with customers in an effort to reduce the amounts 
involved'in these overdrafts, especially since customers are often 
not charged for their overdrafts. To also ease the problem in the 
overdraft area, we recommend that the Bank's loan officers not make 
loans until funds are available for such loans. 

o It came to our attention during our examination that loan officers 
occasionally instruct their secretaries to prepare and sign 
official documents such as official checks and loan instruments in 
their absence. In most cases, such persons have no authority to 
perform such a task. We recommend, if the loan officers are unable 
to be in the Bank, they should arrange for other officers to perform 
these tasks in their absence. 
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TRAINING 

As discussed earlier herein, the Bank's number of personnel have more than doubled 

in the past year. Such an increase was necessary to adequately staff the Bank in 

order to handle its growth to date as well as future growth and changes which will 

occur. When the Bank assimilates such a large number of personnel in such a short 

time, little time is available to properly train new personnel in the Bank's 

policies, procedures, practices and philosophy of operation. 

Presently, the Bank has slowed its hiring to a more normal pace. Now is a good 

time to review the Bank's need to establish a formal internal training program. 

Establishment of such a program will allow the following to happen: 

o All personnel can be instructed in an orderly manner regarding 
recent changes which have taken place with respect to policies, 
procedures and organizational changes. An excellent training 
program can serve to communicate the Board's and senior manage
ment's views on a variety of matters. 

o The Bank will have a vehicle whereby once an employee is hired, he 
can be taken through a new-employee orientation program and 
adequately trained to perform his job early in his employment, 
thereby helping to avoid unnecessary and costly errors. 

o The Bank can also begin a program of cross-training for all posi
tions in the Bank. This will provide adequate backup Co ensure that 
during periods of vacation or illness, an employee's daily tasks 
and routines are adequately performed by another employee in the 
Bank. 
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OTHER MATTERS 

Administrative Agreement 

As you are well aware, the Bank has been operating under an administrative agree

ment with the Comptroller of the Currency throughout most of 1981. Primarily, 

during the later part of 1981, management of the Bank has made great strides in 

correcting or improving practically all of the areas addressed in this agreement. 

Management is to be commended for their efforts and progress to correct a serious 

situation in such a short period of time. 

Centralized Purchasing 

During this period of rapid growth, the Bank has lacked control over its 

purchasing function. It appears that several departments have purchased fixed 

assets, such as minicomputers, cars, artwork, etc. without approval of the 

purchasing officer. 

Recently, controls in the purchasing area have been significantly strengthened. 

The Bank now requires that all purchasing be performed or approved by the 

purchasing department. These new controls are a must before previously mentioned 

budgetary controls can be effective. 
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IMPLEMENTATION OF RECOMMENDATIONS 

As you consider the comments and recommendations made herein, please remember that 

responsibility for having effective internal controls and sound operating pro

cedures within the Bank ultimately rests with each of you as Directors. In 

preparing to implement some or all of the recommendations, the following should be 

considered: 

o Preparation of a formal response to this letter for the Board by 
management of the Bank; 

o Preparation of a plan for implementation on a priority basis with 
definite timetables established; 

o Identification of matters which can be performed by the Bank and, 
those which will require outside assistance; 

o Reporting periodically to the Board the progress made regarding the 
implementation schedule; and 

o Consideration of the concept of cost versus benefit as decisions 
are made regarding controls and procedures to be installed. 

******** 

Our examination of the Bank's financial statements is based on tests of data 

supporting financial transactions and as such, you will appreciate that our exami

nation will not necessarily disclose the existence of irregularities, if any. The 

ultimate assurance as to the safeguarding of assets and reliability of the finan

cial records and information is dependent upon an effective system of internal 

controls, good management and the application of proper accounting principles and 

procedures. We trust that the recommendations made herein will serve to 

strengthen and enhance such controls in your efforts to meet your underlying 

managerial responsibilities. 
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Normally, the transition to a new accounting firm can be quite time consuming and 

sometimes rather frustrating for certain of the Bank's personnel. However,* we 

trust that the benefits of our first audit will outweigh any of the negative 

aspects and that on the whole, you will find it to have been a worthwhile 

experience. We have certainly enjoyed this first year in working with you and 

Bank management and look forward to a lasting relationship in serving Penn Square 

Bank and its related entities. 

Should you have any questions concerning the matters discussed in this letter, we 

shall be pleased to discuss them with you at your convenience. 

Very truly yours, 
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Certified Public Accountants 

345 Park Avenue 
New York, New York 10154 
(212) 758-9700 

October 8, 1982 

The Hon. Fernand J. St Germain 
Chairman 
Committee on Banking, Finance and 

Urban Affairs 
U.S. House of Representatives 
2129 Rayburn House Office Building 
Washington, D.C. 20515 

Dear Mr. Chairman: 

Peat, Marwick, Mitchell & Co. ("PMM&Co.") submits this 
letter to clarify and to amplify its testimony during the 
hearing on Penn Square Bank, N.A. ("Penn Square") before 
your Committee on August 16. On behalf of the Firm, I request 
the permission of the Committee to supplement the record of 
that hearing. 

During the hearing on August 16, PMM&Co.'s witnesses 
respectfully declined to discuss, on the grounds of client 
confidentiality, the services performed by PMM&Co.'s Oklahoma 
City office for The Chase Manhattan Bank, N.A. ("Chase") 
with respect to loan participations Chase purchased from 
Penn Square. The witnesses faced a dilemma. They had ap
peared pursuant to a subpoena which, in PMM&Co.'s view, ex
tended to services performed for penn Square, but not to 
services performed for any other client of the Firm. With 
respect to services performed independently for and at the 
request of another client, _i.e., Chase, PMM&Co. was bound by 
a professional code of ethics not to disclose the services 
or the resulting communications. 

PMM&Co.'s predicament, of course, could be resolved 
by Chase's consent. As Mr. Blanton then stated, PMM&Co. would 
be pleased to provide this information to the Committee under 
such circumstances. Subsequently PMM&Co. requested and re
ceived permission from Chase for PMM&Co. to set forth its 
views as to the request it received, the services performed 
and the resulting communications with Chase. 

P 
I Feat J 

Peat,Marwick,Mitchell&Ca 

Office of General Counsel 
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As you, Mr. Chairman, noted during the hearing, the 
assertion of client confidentiality could result, and did 
result, in false accusations and misinformation being circu
lated in the media. We believe the disclosure, with the 
client's permission, of the facts relating to the services 
performed for Chase amply demonstrates the propriety of 
PMM&Co.'s conduct. 

PMM&Co.'s New York office, for many years, has served 
as Chase's independent certified public accountants. In 
late October, before Penn Square had approached PMM&Co. to 
accept the engagement as Penn Square's auditors, Chase re
quested advice from our New York office on procedures Chase 
might employ with respect to its loan participations from 
Penn Square. PMM&Co.'s New York office recommended that 
Chase engage Penn Square's auditors, with Penn Square's per
mission, to conduct the anticipated procedures. Arthur Young 
& Company had been, and was then assumed to be continuing 
as, Penn Square's auditors. Such a recommendation and course 
of action is not uncommon in the case of loan participations. 

Later, when Chase determined to proceed, Penn Square 
had engaged PMM&Co.'s Oklahoma City office to conduct its 
audit examination as of and for the year ended December 31, 
1981. Thus, in early February 1982, Chase's request was 
made to PMM&Co. personnel in New York who in turn discussed 
it with PMM&Co.'s Oklahoma City office. Attached as Exhibit 
A is a copy of a memorandum dated February 10, 1982 outlining 
Chase's request. As expressly set forth in the memorandum, 
Chase was to forward a letter of understanding to penn Square 
once the scope of the assignment was determined. 

PMM&Co. personnel in New York and Oklahoma City discussed 
the work to be undertaken and then PMM&Co. New York personnel 
reviewed the scope of the assignment with Chase. Once PMM&Co. 
and Chase agreed upon the specific procedures, Chase on April 8, 
1982 wrote to Mr. Bill P. Jennings, Chairman and Chief Exec
utive Officer of penn Square, requesting Penn Square's approv
al. Following the approval of Peon Square senior manage
ment — confirmed orally to PMM&Co. by Eldon Beller, Presi
dent and Chief Administrative Officer and James Gunter, Chief 
Financial Officer — PMM&Co. began its work. 

By letter dated May 21, 1982, PMM&Co.'s Oklahoma City 
office forwarded a draft of the expected report, dated May 5, 
1982, to PMM&Co.'s New York office. PMM&Co.'s New York office 
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subsequently provided a draft to Chase for purposes of review 
and discussion, and determination as to whether further proce
dures were appropriate. The letter and draft report appear 
as Exhibit B hereto. With the press of other matters, the 
report was never completed nor any additional procedures 
performed. 

As is evident, there was nothing improper in these pro
cedures. It is not uncommon for one financial institution 
to approve the conduct of special procedures by its auditors 
for a second institution when the first is servicing loans 
for the other. Moreover, as the draft report indicates, 
these limited, special procedures did not disclose significant 
discrepancies or weaknesses. The proposed findings of the 
draft report were not inconsistent with the information avail
able at the time of the PMM&Co. report on Penn Square's fi
nancial statements. 

We believe this information will clarify the testimony 
presented on August 16 and will resolve the questions raised 
concerning the services peat, Marwick, Mitchell & Co. per
formed for Chase with respect to the Penn Square loan partici
pations . 

Respectfully yours, 

Edwin D. S<̂ 6tt 
Assistant General Counsel 

EDS:bw 
Attachments 
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P Peat, Marwick. Mitchell &Ca 

To: Mr. C. D. York Date: February 10, 1982 
Office: Oklahoma City Steno: rms 

From: J. S. Zvaik Enc: 
Office: New York cc: 

Subject: Performance of Agreed-upon Procedures at Request of Chase 
Manhattan Bank 

Pursuant to our telephone conversation of February 9, the purpose of 
this memorandum is to outline certain procedures which you are being 
asked to perform on behalf ,of The Chase Manhattan Bank. These pro
cedures pertain to certain commercial loans (primarily production 
payment loans) in which Chase is participating, with Penn Square (generally 
90%-99% Chase share). These loans were originated by Penn Square, who 
continues to service them. Currently, Chase has approximately 150 such 
loans totaling approximately $230 million. 

Based upon discussions I have held with Chase personnel, they are 
requesting the following procedures to be performed: 

o review of Penn Square1s credit granting policies and 
procedures 

o review of Penn Square's credit monitoring (subsequent to 
credit extension) policies and procedures 

o review of Penn Square1s procedures for the servicing of loans 
(including, but not limited to, collection of payments from 
borrowers and forwarding appropriate amounts to Chase) 

o confirmation of 25% of the number of leans Chase is parti
cipating with Penn Square (confirmation with both borrowers 
and any other participants). 'Selection to be on a random 
basis. 

o review of credit files for all Chase participation loans over 
$5 million, plus 15 such loans under $5 million, randomly 
selected. 

EXHIBIT A 
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Based upon the above, could you please prepare and forward to me cne 
following: 

o proposed draft report 

o detail procedures to be performed 

o fee estimate 

Based upon the procedures, etc., Chase personnel will prepare a letter 

of understanding to be sent to Penn Square. 
I 
In addition, as we discussed, since Chase says that they will pay for 
these procedures (Chase will address the question of passing the cost to 
Penn Square with them at a later date), you should charge your time and 
expenses to Kew York contract #176-07545-77. 

I appreciate very much your cooperation in this matter. If you have any 
questions, please call me at (212) 552-2873 (or 2874). 
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<405»239-r.M]J 

May 21, 19S2 

Joeseph Chu 
Peat, Marvick, Mitchell & Co. 
34 5 Park Avenue 
New York, NY 10154 

Dear Mr. Chu: 

Enclosed is a draft of our special report performed for Chase Manhatten 
Bank on Penn Square Bank, N.A. Please note any changes you wish to make 
and provide me with the proper heading of our report and return to me as 
soon as possible. 

Sincerely, 

PEAT, MARWICK, MITCHELL & CO. 

Kim W. Shcemake, Supervising Senior 

KVS/clh 

I 

.Mar\vick.Mitchell<kC 

EXHIBIT B 
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OH 1- r 

Robert L. Denner, Vice-President 
Chase Manhattan Bank, N.A. 
One Chase Manhattan Plaza 
New York, New York 10015 

Dear Mr. Denner: 

As you requested, we have performed certain agreed procedures on behalf 
of Chase Manhattan Bank (Chase) on certain loans and records of Penn 
Square Bank, N.A. (Penn Square). These procedures are in accordance with 
our audit program (Exhibit B) which was attached to the authorization 
letter from Chase to Mr. Bill P. Jennings, Chairman of the Board, Penn 
Square Bank, N.A. Our resulting findings were as follows: 

Credit Granting 

We discussed credit granting policies with Mr. John Baldwin, Senior Vice 
President, who informed us at the present time any lending officer in the 
Bank has authority to make a loan, if such loan does not cause the 
borrower's total indebtedness to exceed $50,000. If such a loan does 
cause total indebtedness to exceed $50,000, the loan is then approved by 
either the Bank's credit policy committee, or the Bank's president or 
Chairman. We performed an inspection of the loan documents on a test 
basis to determine whether all new notes which caused total indebtedness 
to exceed $50,000 were so approved and discovered no discrepancies from 
this p-licy. The Bank has plans in the near future to establish indi
vidual lending limits for each officer rather than the 350,000 limit for 
all officers. 

Credit Monitoring 

During 1981 the Bank established a strong loan review function. It is 
presently a joint responsibility of the loan review department and each 
individual loan officer to monitor the financial condition of their 
customers. The loan review department performs this task by reviewing 
past cue reports and overdraft lists, performing periodic collectibility 
reviews and maintaining a problem loan list. We performed various tests 
and reviews to ensure the completeness of this work and discovered no 
discrepancies. In addition, the loan review department reviews all new 
loans within 90 days of the issuance date to ensure performance as agreed 
on in the loan documents. The individual lean officers are responsible 
for maintaining contact with each customer in an effort to determine 
their business needs and possibly detect potential problems with a Izzr. 
•-hen they first occur. 
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Loan Servicing 

We discussed with Bank officials the policies regarding servicing of the 
loans participated with Chase and learned there are two types of payments 
to Chase. The first type is simply when a customer makes a payment and 
Penn Square wires Chase its pro-rata share. The Bank has adequate 
controls over this function. The second type of payment to Chase occurs 
when Penn Square vires Chase money from its own funds to meet the 
requirements of the note even though the borrower has failed to meet 
these requirements. This procedure occurred quite frequently in 1981, 
due to the lack of a policy to govern it. In 1982 a new policy was 
established which requires the approval of Penn Square's credit policy 
committee and therefore, due to these stringent controls, this situation 
is occurring less frequently. 

Confirmations 

We randomly selected 252 of the total number of loans in which Chase is 
participating with Penn Square for direct confirmation with the borrower 
as of March 31, 1982. This resulted in 38 confirmations mailed and 36 
being returned to us with no exceptions. . We performed alternative 
procedures to ensure validity of the notes on those borrowers not 
responding. 

Loan Document Inspection and Payment History 

We randomly selected 25 loans participated to Chase and inspected the 
loan files for the following required documentation: 

o executed loan document 
o signed note 
o collateral properly perfected 
o appraisals when appropriate 
o engineering reports, Including a documented revie by Penn 

Square's engineers, when appropriate 
o insurance coverage with Penn Square named as loss payee, when 

appropriate 
o current financial information 
o properly executed extensions, vhen applicable 

We discovered three minor exceptions which the Bank is in the process of 
correcting. 

Also, on these 25 loans we performed a payment history test which con 
sisted of: 

o Zezer-ir.ir.g whether lean payments ara -ace when due. 
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o Determining the number of times, if any, the loan has been 
extended. 

o Determining the borrower is making his required payments or if 
Penn Square is making them on behalf of the borrower to Chase 
(see information under loan servicing). 

We discovered no significant exceptions in this area. 

Collectibility Review 

We perfonned a credit file review for collectibility on all loans in 
which the portion Chase owned, equaled or exceeded $5,000,000. Also, we 
performed such a review on 15 additional loans • selected at random in 
which Chase participated in an amount less than $5,000,000. See Exhibit 
A for a detail list of loans reviewed and their related classification. 

* * * * * * * * 

Because these procedures do not constitute an examination in accordance 
with generally accepted auditing standards, we express no opinion on the 
financial statements of Penn Square. In connection with the procedures 
referred to above, no significant discrepancies or weaknesses were 
discovered. Had we performed additional procedures or had we cade an 
examination of the financial statements in accordance with generally 
accepted auditing standards, other matters might have come to our atten
tion that would have been reported to you. It is understood that this 
report is for the exclusive information of Chase Manhattan Bank and is 
not to be distributed to others for any purpose. 

May 5, 1982 
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Exhibit A 

Kane, of Borrower Classification 

<&» 
*&> 

<& & 
<$> 

Good 
Good 
Good 
OLEM 
Good 
Good 
Good 
OLEM 
OLEM 
Good 
OLEM 
OLEM 

Substandard 
Substandard 

Good 
Doubtful 

Substandard 
OLEM 
Good 

* OLEM 
OLEM 

Substandard 
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Examination »f i 1T* ? * ^fi "T . i 

- ?«sn Square Bank. .H.A. 

X»4itin% Proc+dvrm 
! D<* 

Br 

O b j e c t i v e s ; 

The o b j e c t i v e of t h e f o l l o w i n g a u d i t t e s t s i s to de termine whether or 
aoc chac Penn Square Bank I s f o l l o w i n g i t s own p o l i c i e s and t h o s e o f 
prudent banking w i t h r e s p e c t to the l oans t h e y have p a r t i c i p a t e d to 
Chase Hanhat t« i Bank o f Mew York. A s p e c i a l r e p o r t i n accordance w i th 
SAS flU w i l l be prepared which c o v e r s our f i n d i n g a f t e r a p p l y i n g the 
below agreed upon p r o c e d u r e s . 

Review e x i s t i n g p o l i c i e s and procedures r e g a r d i n g Pesn Square Bank's 
c r e d i t g r a n t i n g p o l i c i e s . D i s c u s s a l l p e r t i n e n t d a t a w i t h a p p r o p r i a t e 
p e r s o n n e l and prepare a mean docuaent lng our f i n d i n g s . 

Perform the same p r o c e d u r e s a s mentioned i n #1 r e g a r d i n g c r e d i t moni -
c o r i n g . 

Prepare a aeao r e g a r d i n g t h e s e r v i c i n g of Peon Square Bank's l o a n s 
which are p a r t i c i p a t e d t o Chase Han ha t t en Bank. 

Randomly s e l e c t 25 l o ; 
f o l l o w i n g : 

tans p a r t i c i p a t e d t o Chase and perform t h e 

(A) Review and a n a l y z e l o a n document f l l s , t o d e t e r m i n e i f such 
documents a r e c o m p l e t e wi th data such a s : 

o Executed l o a n document 
o C u r r e n t l y s i g n e d n o t e s 
o C o l l a t e r a l p r o p e r l y p e r f e c t e d 
o A p p r a i s a l s o b t a i n e d where a p p r o p r i a t e 
o E n g i n e e r i n g r e p o r t s obta ined and rev iewed 

by t h e Bank's e n g i n e e r s where appropr ia te* 
o Insurance c o v e r a g e obta ined wi th the 3ank 

named a s l o s s payable payee where a p p r o p r i a t e 
o Current f i n a n c i a l s ta t ement s 
o I f l o a n e x t e n s i o n s for p r i n c i p a l a n d / o r 

i n t e r e s t e x i s t , determine chey have been 
p r o p e r l y e x e c u c e d . 

(B) In r e v i e w i n g t h e l o a n documentat ion, compl iance t e s t the 3 a n k ' s 
adherence to t h e p o l i c i e s noted in s t e p s 1, 2 and 3 above . 

(C) On the l o a n s s e l e c t e d , perform a payment h i s t o r y c e s t of the 
loan or c r e d i t l i n e cracking such i n f o r m a t i o n a s : 

o Are payments made when due for p r i n c i p a l and i n t e r e s t ? 

o Determine i f l oan i s current or p a s t due and chac such 
s t a t u s i s r e f l e c t e d on the 3ank ' s i n t e r n a l r e p o r t s . 

o Determine number of t imes the l o a n has been extended for 
p r i n c i p a l a n d / o r i n t e r e s t . , 

o Determine i f customer i s =aking t h e p r i n c i p a l and i n t e r e s t 
payments or i f the 3ank i s making chem in the c u s t o m e r ' s 
b e h a l f to Chase . 

CD) If s i g n i f i c a n t e x c e p t i o n s are found in c h i s c e s c . c a l l Jan Zvaik 
- s N'ew f o r k for gu idance as to how -je snould proceed . 
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nomination at . 
z r s e d =a r r s c e a u r e s for Z'r.&se .-.acren Z&XXK. 

Auditing Ptocrdutm Period 

On a random basis as of a randoa date, select 251 of the total number 
of loans i s vhlch Ciase is participating vita Penn Souare and confirm 
directly with borrowers via positive confirmations. Such leans were 
previously confirmed as of December 31, 1981 and a i l exceptions were 
cleared to our sat isfact ion. The loans selected ia (4) above snould 
be included in the tes t . 

Send second requescs as necessary. 

Clear a l l exceptions to our satisfaction. 

Reviev for c o l l e c t i b i l i t y a l l loans which Chase has a participation 
equal to or greater than 55,000,000 plus fifteen other loans less than 
55,000,000 selected at random. Include a l l loans c lass i f ied other 
than "good" in the report to Chase. 

Draft the report noting a l l procedures performed and any errors or 
weaknesses noted during our work. Such report wi l l be prepared in 
conformity with SAS /14. 

97-830 0 - 8 2 - 2 0 
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



300 

The CHAIRMAN. At this time, the Chair would call Mr. Harold 
Russell, managing partner of Arthur Young & Co. 

Mr. BARNARD. Mr. Chairman, might I ask a procedural question? 
Because of the essence of time, might it not be possible to question 
some of the witnesses whose testimony would be a lot more perti
nent today? 

The CHAIRMAN. I assure the gentlemen we will complete the wit
ness list today. 

Mr. BARNARD. We are going to complete it today? 
The CHAIRMAN. Yes, sir. 
Mr. BARNARD. Thank you. You are not going to complete it 

today; you might complete it tonight or in the morning. 
The CHAIRMAN. AS the gentleman knows, we from Rhode Island 

feel that all hours are daytime hours. The way you enjoy life, it is 
a wonderful thing, and being in Oklahoma City is such a wonderful 
pleasure 

Mr. BARNARD. YOU are enjoying this? [Laughter.] 
The CHAIRMAN. I enjoy being with these wonderful people and 

with you and Jim, and the rest. [Laughter.] [Witness sworn.] 

TESTIMONY OF HAROLD RUSSELL, ARTHUR YOUNG & CO. 
The CHAIRMAN. Mr. Russell, you are the gentleman with Arthur 

Young & Co. who was the predecessor firm to Peat, Marwick, 
Mitchell & Co., doing the auditing at Penn Square Bank? 

Mr. RUSSELL. Yes, I am. 
The CHAIRMAN. For how long a period of time were you auditing 

Penn Square? 
Mr. RUSSELL. We began to audit the bank in 1976. We examined 

the balance sheets for 3 years, and then on the formation of the 
holding company in 1979. We reported on the holding company in 
1979 and 1980. 

The CHAIRMAN. In addition to the bank 
Mr. RUSSELL. We reported only on the holding company in 1979. 
The CHAIRMAN. Would you be good enough to describe for us the 

reasons given to you by the people at Penn Square when they in
formed you that they had no further need for your services? 

Mr. RUSSELL. We really weren't given a reason; we simply were 
sent a letter saying that—I think the term was executive manage
ment had decided to make a change. 

The CHAIRMAN. Were you here this morning when the question 
was asked of Mr, Beller as to this change, and among the reasons 
were that he could not get any return phone calls from the people 
at Arthur Young & Co.? 

Mr. RUSSELL. I think he said Mr. Gunter complained of that. Yes, 
I was here. There was a period for about a week when the individu
al who was responsible for the day-to-day work was ill, and there 
was some difficulty in getting a hold of him. 

The CHAIRMAN. Were the people at Penn Square informed of the 
fact that that gentleman was ill? 

Mr. RUSSELL. It was a woman, but yes, they were. And in fact, I 
think she called them from home. 

The CHAIRMAN. NOW, your 1980 audit, I think everybody is aware 
of the fact, at this point had a qualifying statement. Do you feel as 
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though this necessarily placed doubt on the adequacy of the loan 
loss reserves? 

Mr. RUSSELL. In the 1980 accounts? 
The CHAIRMAN. Yes. 
Mr. RUSSELL. Yes. With respect to 1980. Of course, that is exactly 

what we were qualifying for, and we said tha t we had a scope 
qualification which is a highly unusual thing, particularly in a fi
nancial institution. And particularly, when it goes to the reserve to 
loan losses, as ours does. 

We simply indicated that the supporting documentation which 
was inadequate was so inadequate that we could not make the de
termination as to whether it was adequate or not adequate. 

The CHAIRMAN. In 1979, you performed an extensive examination 
of the oil and gas loans of Penn Square. 

Mr. RUSSELL. Yes. 
The CHAIRMAN. And my information is that you found that they 

were in pretty good condition? 
Mr. RUSSELL. In 1979, they were in excellent condition. 
The CHAIRMAN. In 1980, you analyzed the loans that were criti

cized by the Comptrollers examiners. Did you find the Comptrol
ler's people to be evenly balanced in their approach, or in your 
opinion, what was the attitude of the bank officials about those 
classifications? 

Mr. RUSSELL. That is two questions. Yes, certainly in 1980, at the 
end of the year, the Comptroller really had what I would call their 
A team examining the bank. 

The CHAIRMAN. Their best? 
Mr. RUSSELL. Some of the best people that they had because they 

brought in people from the Dallas office, the Houston office and 
other offices. So I think in answer to that question, they had excel
lent people reviewing the accounts of the bank at the end of 1980. 
And I have forgotten your second question. 

The CHAIRMAN. AS you know, that team did, indeed, classify a 
number of those loans energy loans. 

Mr. RUSSELL. Yes, they did. 
The CHAIRMAN. DO you think that the people—that the A team 

was overly harsh in their classifications of those loans? 
Mr. RUSSELL. Well, the bank suggested to officials that they were 

overly harsh. We reviewed those classifications and we agreed with 
the classifications of the Comptroller, or those examiners. 

The CHAIRMAN. Mr. Leach? 
Mr. LEACH. Let me say that in retrospect, it is quite clear that 

seldom has a caveat served an auditing company so well. [Laugh
ter.] 

Mr. RUSSELL. But it is not simply a caveat. 
Mr. LEACH. I asked the gentleman from Peat, Marwick how 

common a practice it was to have a qualification in a bank audit, 
and he said it was not highly unusual. You have just stated that it 
is highly unusual to have a scope qualification. Could you elaborate 
on that? 

Mr. RUSSELL. Well, I don't know how I could elaborate other than 
expressing my opinion that when you havira scope qualification 
that says there is inadequate documentation tha t goes to the re-
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serve loan losses. I doubt very much if you will find very many of 
those kinds of qualifications in a bank or any financial institution. 

Mr. LEACH. Out of 1,000 banks that are audited by principal au
diting companies in America, how many will have scope of qualifi
cations? 

Mr. RUSSELL. That run to the loan loss reserve? I would guess— 
and these are hypothetical type questions—but I would guess, I 
would be surprised if it exceeded five. 

Mr. LEACH. Five out of 1,000 would qualify as a highly unusual 
condition. 

I was intrigued to read your letter of contract with the bank 
dated January 6, 1981, in which you stated, and I will just quote, 
"In conducting our examination, we became aware of the possibil
ity that illegal acts may have occurred that may have a material 
effect on the financial statements." Is that standard contractual 
language? 

Mr. RUSSELL. That is standard. 
Mr. LEACH. That is not an unusual aspect? 
Mr. RUSSELL. NO. 
Mr. LEACH. In your judgment, were there illegal acts that oc

curred? 
Mr. RUSSELL. Almost in any bank situation there will be some 

violation, some technical violations, which would be characterized 
as illegal acts. 

Mr. LEACH. Were you saying that your scope qualification indi
cated that the possibility of illegal acts was high or low? 

Mr. RUSSELL. NO. Our scope qualification goes to the inadequacy 
of the documentation of the loan loss ratios. We are saying that the 
loan files themselves were inadequate, the documentation, so we 
could not make a decision. 

Mr. LEACH. I appreciate that and would yield briefly to the chair
man. 

The CHAIRMAN. I thank the gentleman for yielding. Now, you 
said that paragraph on illegal acts is standard, and in many insti
tutions you will find some violations, and we are aware of that. But 
let's talk about Penn Square. 

You just told us that in about 5 out of 1,000 cases you would 
have a scope qualification such as was contained in your report? 

Mr. RUSSELL. Yes, I would be surprised. 
The CHAIRMAN. AS to illegal procedures at Penn Square, were 

they within the ordinary realm, or would you say that they were a 
little higher than ordinary? 

Mr. RUSSELL. Well, I don't think I can make that comparison. 
There were a number of illegal acts which were identified both by 
the examiners and ourselves, and I really couldn't compare it to 
other banks. I don't think I could add anything to that. 

The CHAIRMAN. Except for the fact that—well, you perhaps do 
not think you could add anything, but I think you could because I 
am told that you have written a few manuals on bank procedures 
and are very, very knowledgeable in the area, and this is why I 
asked my colleague to yield for a moment. 

Mr. RUSSELL. Well, I was as far as writing technically when I was 
chairman of the Subcommittee for the American Institute which 
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was writing the Bank Audit Guide for the Institute. That is my in
volvement with that. 

With respect to Penn Square at the end of 1980, I would have to 
say that I think that the technical violations were probably, as far 
as number, more than you would normally incur or see in a bank. 
Yes. But I think they were well documented in the examiner's 
report. 

I think—as I say, I really think they did a fine job, and they sent 
in excellent people to do that. So I think they did document that. 

The CHAIRMAN. I thank the gentleman for yielding. 
Mr. LEACH. In your judgment, do you feel the fact that you made 

a qualifying statement in your audit was a factor in your not being 
rehired to perform the audit the following year? 

Mr. RUSSELL. I have no way of knowing. I have listened to the 
testimony that you have heard today, and I would have to assume 
that Mr. Beller would feel more comfortable with Peat, Marwick. 
But beyond that, I have no knowledge. 

Mr. LEACH. Firms can only make money when they have clients. 
To make an audit finding that is less than perfect and will reflect 
poorly on that company takes a degree of courage. I would like to 
tip my hat both to you, sir, and to your firm. And I appreciate your 
willingness to appear before us today. 

Mr. RUSSELL. Thank you. It is, indeed, an easy thing to do as a 
practical matter. 

The CHAIRMAN. Mr. Barnard? 
Mr. BARNARD. AS far as procedure is concerned, when an audit

ing firm such as yours finds the need to make a qualifying disclo
sure, where is it normally found? 

Mr. RUSSELL. Well, I think you are speaking about the specific 
situation. 

Mr. BARNARD. Yes. 
Mr. RUSSELL. DO you mean where the report is found or where 

the qualifying statement is? 
Mr. BARNARD. Where the qualifying statement is found. 
Mr. RUSSELL. The qualifying statement, when it goes to a scope 

qualification, is normally found in the auditor's opinion letter. 
Mr. BARNARD. And in your particular statement, it was found in 

paragraph 2,1 believe. 
Mr. RUSSELL. That is right. 
Mr. BARNARD. Paragraph 2 of your letter? 
Mr. RUSSELL. That is correct. It is actually in paragraph 1, which 

refers you to paragraph 2. It is an "except for" letter. 
Mr. BARNARD. IS that a generally accepted procedure among all 

creditable 
Mr. RUSSELL. AS far as the way it is presented, yes, that would be 

the way; what we would call the statement of auditing standards 
were presented, yes, sir. 

Mr. BARNARD. That is the general modus operandi? 
Mr. RUSSELL. Yes. 
Mr. BARNARD. The acceptable modus operandi? 
Mr. RUSSELL. Yes, sir. 
Mr. BARNARD. SO in other words, if it was on the four last pages 

of a document that had at least 20 or 25 pages, you would find that 
that might be a little unusual, right? 
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Mr. RUSSELL. Well, that would be unusual because you would 
have to have a four-page opinion letter to do that. When you have 
a scope qualification it must be in the opinion letter. It cannot be 
in the financial statement. 

Mr. BARNARD. Would you consider, then, a statement such as 
this as being a scope qualification: 

It should be understood that future loan losses involved an exercise of judgment. 
It is the judgment of management that the allowance is adequate at both December 
31, 1981 and 1980. 

Is that an explanation? 
Mr. RUSSELL. I think you must be reading from the Peat, Mar-

wick report. 
Mr. BARNARD. Yes, I am. 
Mr. RUSSELL. NO, that would normally—let me think about how I 

might answer you. Well, it would not be a scope qualification. It is 
more—it would be a representation of management in the financial 
statements. I think you would have to characterize it as a represen
tation of management. 

Mr. BARNARD. It is a representation of management? 
Mr. RUSSELL. Yes. 
Mr. BARNARD. But it is a statement from the auditors to whom? 

The board of directors? 
Mr. RUSSELL. Well, the auditors, ourselves, or anyone else really 

only render an opinion letter. The financial statements themselves 
are supposed to be the representation of management. They have 
the primary responsibility for that. So the auditors would be re
sponsible for their opinion letter. 

Mr. BARNARD. I have no further questions. 
The CHAIRMAN. Mr. Russell, when you prepared that report that 

had the qualification, were you aware of the fact that it would be 
reviewed not only by the board of directors of Penn Square or the 
parent holding, but by many, many people around the country who 
might be giving thought to investing funds in Penn Square? 

Mr. RUSSELL. Well, the answer is that we were aware that it 
would become public information, but it would not necessarily 
become public information to the general public in that it was in
cluded in a filing with the Federal Reserve, which is required of a 
bank holding company, and in a document entitled FRY-6 report. 
So we were aware of that. 

And obviously, we have been quite cognizant of the fact that our 
report would be the only public information available—even 
though it is on the holding company itself—for an investor who un
derstood those reports to understand our qualification went to the 
subsidiary bank. 

The CHAIRMAN. And so, a sophisticated money broker who was 
attempting to make a determination as to whether or not advise 
clients to invest funds in a particular institution would know 
enough to look at that report, would they not? 

Mr. RUSSELL. Well, I don't know whether they would know or 
not. It would depend upon the broker. 

The CHAIRMAN. Would it surprise you to be told that quite a few 
of the money brokers have told us that yes, indeed, they reviewed 
your report and that of Peat, Marwick, Mitchell & Co.? 
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Mr. RUSSELL. I would think that brokers were sophisticated 
would know where the information was, and would make sure they 
had access to it, yes, sir. 

The CHAIRMAN. SO it would not surprise you to learn that your 
report was being reviewed by those people? 

Mr. RUSSELL. NO, I would expect it to be. 
The CHAIRMAN. Thank you. Mr. Weber? 
Mr. WEBER. Thank you, Mr. Chairman. Mr. Russell, your 1980 fi

nancial statement is qualified for the reason that there was a lack 
of supporting documentation of collateral values of certain loans. 
Your 1979 report was not so qualified. Was there some change in 
documentation between 1979 and 1980 that caused you to qualify 
the 1980 report but not the 1979? 

Mr. RUSSELL. Yes, there was. In 1979, the bank did a very good 
job in obtaining engineering reports from very reputable engineer
ing firms like Keplinger and Lawson and others, and did that quite 
well and quite thoroughly, and they were very current. 

In 1980, that deteriorated and there were not current engineer
ing reports. In some cases, there were engineering reports which 
did not include an opinion of the engineer, or did not include the 
assumption that the engineer used or the nature of the reserves 
that he had estimated; volumetric versus historical data. 

Mr. WEBER. DO you know any reason why that was permitted to 
deteriorate in that fashion? 

Mr. RUSSELL. NO, I do not. 
Mr. WEBER. When did you first bring to management's attention 

the fact that you were giving consideration to qualifying the report 
in this fashion? 

Mr. RUSSELL. Well, we would normally begin really doing our 
audit, the bulk of it, being able to look at loan reserves, after the 
end of the year. So it would have been sometime prior to the issu
ing of the report obviously, but sometime in latter February or the 
first part of March. 

Mr. WEBER. I assume that you did discuss this with management; 
the fact that you would include this type of statement? 

Mr. RUSSELL. Yes, we did. 
Mr. WEBER. Who specifically did you speak to? 
Mr. RUSSELL. Bill Jennings. 
Mr. WEBER. What was his reaction? 
Mr. RUSSELL. Obviously, he was not pleased with that, but the 

meeting concluded on, I think, you have to do what you think you 
have to do. 

Mr. WEBER. Did he make any statement about future employ
ment? 

Mr. RUSSELL. NO, he did not. 
Mr. WEBER. Did he make any other threat or recommendation or 

pleading or arm twisting of any kind? 
Mr. RUSSELL. NO other threat. 
Mr. WEBER. Did you perform any further services after March 

13, 1981, for the bank? 
Mr. RUSSELL. Yes, we did some various little, what we would call 

management services activities. One was to help them look for a 
new financial vice president. There was another, dealing with some 
review of or actually just helping establish and supervising or help-
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ing direct internal auditors in a study of commitment fees. And 
one was to look at some of the financial accounting and tax ramifi
cations of some of the fringe benefits of the package. 

Mr. WEBER. Did you give them any assistance in instituting pro
cedures to remedy your qualification? 

Mr. RUSSELL. They did not request that. 
Mr. WEBER. Are you familiar at all with the procedures which 

were instituted? 
Mr. RUSSELL. Only as they have been. I, of course, knew that 

Beller had been hired, or Mr. Beller had been hired, and that some 
others had been hired, but nothing beyond that. 

Mr. WEBER. DO you have sufficient knowledge of those new pro
cedures to have an opinion as to whether or not they would have 
satisfied you, had you been the ones to prepare the 1980 or 81 
statement? 

Mr. RUSSELL. NO, I wouldn't have an opinion. 
Mr. WEBER. And did you have anything to do with instituting 

further corrective procedures to bring the bank into compliance 
with the administrative agreement which had been executed be
tween the board of directors and the OCC? 

Mr. RUSSELL. We were not requested to do so, no, sir. 
Mr. WEBER. Thank you very much, Mr. Russell. 
The CHAIRMAN. Mr. Wortley? 
Mr. WORTLEY. I have no questions, Mr. Chairman. 
The CHAIRMAN. Mr. Leach, did you have anything further? 
Mr. LEACH. NO, sir. 
The CHAIRMAN. Mr. Russell, there is another question I am 

tempted to ask but I am not going to ask. Again, we want to thank 
you for your patience in staying with us, and for your assistance 
and willingness to cooperate. 

[Subsequent to the August 16 hearing, Arthur Young & Co. 
issued this statement in regard to the Lytel letter:] 

PENN SQUARE 

During the Congressional hearings on Monday, the Committee introduced a copy 
of a letter from John Lytel of Continental Bank to William Patterson. This letter, 
which we obtained in the course of our audit, related only to loans which Michigan 
National had acquired. It did not indicate that any other bank had a right to resell 
loan participations to Penn Square. And, in fact, the letter suggests that it was Con
tinental and not Penn Square which had agreed to reacquire the loans. 

In the course of our audit of First Penn Corp., we confirmed well in excess of 90 
percent of the participation loans with the banks who purchased participations from 
Penn Square. With the exception of the Michigan National loans covered by this 
letter, none of the confirmations disclosed any repurchase arrangements. 

With respect to the Michigan National participation loans identified in the letter, 
those loans were in fact disclosed in the footnotes to the financial statements. 

The CHAIRMAN. At this point, I would like to put in the record 
the following: First, the February 11, 1980 auditor's letter from 
Arthur Young & Co. regarding First Penn Corp.'s yearend 1979 
consolidated statements; second, the February 18, 1980, Arthur 
Young "Management Letter"; third, the January 6, 1981, letter 
from Arthur Young & Co. re: scope of yearend 1980 audit; fourth, 
March 13, 1981 "qualified" audit letter; fifth, Arthur Young "Man
agement Letter" dated May 20, 1981; sixth, filings of First Penn 
Corp. with the Federal Reserve Bank, received in records section, 
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June 22, 1981; seventh, letter dated November 20, 1981 from Bill P. 
Jennings to Harold L. Russell, Arthur Young & Co., informing 
them that Peat, Marwick, Mitchell & Co. will do yearend 1981 
audit. 

[The material follows:] 

A R T H U R Y O U N G & C O M P A N Y 

1900 LIBERTY TOWER 
OKLAHOMA CITY, OKLAHOMA 73102 

The Board of Directors 
First Perm Corporation 

We have examined the accompanying balance sheets (company 

and consolidated) of First Penn Corporation at December 31, 1979 

and the related statements (company and consolidated) of income, 

stockholders* equity and changes in financial position for the 

year then ended. Our examination was made in accordance with 

generally accepted auditing standards and, accordingly, included such 

tests of the accounting records and such other auditing procedures 

as we considered necessary in the circumstances. 

In our opinion, the statements mentioned above present 

fairly the financial position (company and consolidated) of First 

Penn Corporation at December 31, 1979 and the results of operations 

(company and consolidated) and the changes in financial position 

(company and consolidated) for the year then ended, in conformity 

with generally accepted accounting principles applied on a basis 

consistent with that of the preceding year. 

tftfiUvi, iZucUff ? fa^dttH^ 

February 11, 1980 
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A R T H U R Y O U N G & C O M P A N Y 

1 9 0 0 LIBERTY TOWER 

OKLAHOMA CITY. OKLAHOMA 73102 

Mr. Bill P. Jennings, Chairman of 
the Board 

First Penn Corporation and Penn 
Square Bank N.A. 

Dr. Marvin K. Margo, Chairman, 
Examining Committee, Penn Square 
Bank, N.A. 

1919 Penn Square 
Oklahoma City, Oklahoma 73118 

Dear Mr. Jennings and Dr. Margo: 

We have examined the consolidated financial statements 
of First Penn Corporation for the year ended December 31, 1979, 
and have issued our report thereon dated February 11, 1980. As 
part of our examination, we studied and tested the Company's system 
of internal accounting control to the extent we considered necessary 
under generally accepted auditing standards. This was done to 
establish a basis for relying on such system in determining the 
nature, timing and extent of the other auditing procedures necessary 
to enable us to express an opinion on the Company's consolidated 
financial statements and otherwise to assist us in planning and 
performing our examination of the financial statements. 

Our examination of the Company's consolidated financial 
statements, including our study and evaluation of its system of 
internal accounting control, would not necessarily have disclosed 
all conditions requiring attention in the system of internal account
ing control because both the audit and the study employed, as is 
customary, selected tests of accounting records and related data. 
However, our examination disclosed the following conditions relating 
to Penn Square Bank, N.A. as to which we believe corrective action 
should be taken or documentation (including cost/benefit consid
erations) should be prepared as to the reasons why corrective 
action was not considered necessary in the circumstances. (In 
general, corrective action need not be taken when the cost of 
installing or improving a control procedure would exceed the 
benefit expected to be derived. Since precise measurement of costs 
and benefits usually is not possible, any evaluation of such 
relationship requires estimates and judgments by management.) 
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The following conditions captioned, "Conditions Requiring 
Attention" were considered, to the extent necessary in determining 
the nature, timing and extent of our audit tests applied in our 
examination of the Company's consolidated financial statements. 

CONDITIONS REQUIRING ATTENTION 

Reconciliations 

The following were noted in our review of the reconcilia
tions of various general ledger accounts at December 31, 1979. 

1. Eleven official checks totaling $1,372,337 issued at 
year end by the Bank were either unrecorded or recorded 
in the wrong account at the time loan disbursements were 
made. 

2. Accrued interest receivable on investment securities 
according to the general ledger exceeded the amount per 
the investment portfolio EDP printout by $19,446. It 
was also noted that during the year two unexplained 
journal entries had been made, apparently in an attempt 
to balance the general ledger to the investment port
folio EDP printout. In addition, the pledging status 
of six securities as listed on the investment portfolio 
EDP printout did not agree with confirmation reponses of 
the various state and political subdivisions for which 
the securities were pledged. 

3. The accrued interest related to the single pay notes 
carried on the instalment loan EDP printout was not re
conciled to the general ledger. 

4. Company personnel were unable to locate 46 shares of the 
Bank's stock which is supposed to be in custody of 
First Penn Corporation. 

5. The detail EDP printout of participation loans sold in
cluded numerous classification errors and some unrecorded 
transactions (see further comments immediately following 
under transactions not recorded timely). 

Transactions not recorded timely 

Due to banks reconciliations - Our review of reconciling 
items on the Healdton Bank account reconciliation at December 31, 
1979 disclosed that two checks had been issued by Healdton to 
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purchase loans under participation agreements; however, the Bank 
had not recorded these particular loans as being sold. We were 
told by the Loan Department personnel that the Loan Officer had 
not notified the Credit and Collateral Department of the trans
action. The transaction was subsequently recorded by the Bank on 
January 9, 1980. 

Charged-off loans - Control ledgers and individual loan 
subledgers are maintained by the Accounting Department for all past 
and current year charge-offs and related recoveries. However, these 
subledger cards are not balanced on a regular basis. On loans 
charged-off and subsequent payments, the subledgers should be 
reconciled to the control ledgers on a monthly basis. 

Charged-off loan customers - At our request, the Bank's 
internal auditor made an investigation of an official check payable 
to the Bank not clearing in a reasonable time period which 
disclosed a series of events resulting in two commercial loans, 
one on an unsecured basis, being made in 1980 to a borrower. 
This borrower had three instalment loans which were charged-off 
in 1979 by the Bank. The internal auditor submitted a report 
setting out the details of the transaction to the Bank's president 
in February 1980. 

Trust department income - During our review of the 
Trust Department, it was noted that 1979 income from the purchases 
and sales of gold certificates had not been recorded by the Bank 
at December 31, 1979. 

While the amounts proved to be immaterial in 1979, all 
transactions should be recorded timely. The failure to do so 
frequently leads to a breakdown in discipline which leads to other 
accounts not being recorded. 

Loans 

Documentation - While loan file documentation has improved 
since our last examination, we noted several technical deficiencies 
in documentation during our loan file review. The technical 
deficiencies noted are listed in Exhibit I. Among the more 
significant deficiencies noted were: 
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1. We noted four oil and gas loans on which the collateral 
mortgages had not been filed. 

2. In several instances current financial statements, 
engineering reports and appraisals were not in the 
files but had been received by bank personnel. To 
maintain up-to-date credit information in loan files, 
the responsible individuals should route all documents 
to the Credit and Collection Department in a timely 
manner. 

Loan policies - As mentioned in our 1977 and 1978 manage
ment letters, we believe a formal loan policy statement should be 
adopted by the Board of Directors. In 1978, we were informed that 
a draft loan policy was being prepared; however, the minutes of the 
Board of Directors do not indicate that such a policy has been 
adopted. We continue to believe strongly that a definitive loan 
policy should be formalized and adopted by the Board. 

With the Bank's continued activity in the oil and gas 
area, the loan policies for this type of loan should include 
detail standards for documentation, nature of oil and gas reserves 
on which loans will be made, methods of reserve estimation and 
discount factors which will be acceptable and the maximum amount 
to be loaned as a percent of discounted values for each method 
of reserve estimation. 

Letters of credit - It appears that the various loan 
officers may extend a letter of credit to a customer without 
approval or r.eview from a second loan officer or the Loan Discount 
Committee. In response to one of our inquiries, we were informed 
there are no reconciliation procedures in effect for balancing the 
individual letters of credit to the total letter of credit liability 
ledger. Due to the increased volume of letters of credit during 
1979, we suggest that the individual letters of credit be balanced 
to the liability control ledger at least monthly and that approval 
policies for letters of credit be instituted. 

Loans in excess of legal lending limitations - At 
December 31, 1979, our review of loan concentrations (obligations 
direct or indirect of the same or affiliated interests) revealed 
one line in excess of the Bank's legal lending limitation under 
the Comptroller of the Currency's regulations by approximately 
$250,000. Loan concentrations must be constantly monitored to 
insure that lines of credit do not exceed lending limits. The 
members of the Board of Directors are personally liable for loans 
in excess of lending limits. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



312 

COMMENTS ON OTHER MATTERS 

Interest income on municipal securities 

The Bank maintains two separate general ledger accounts 
for interest income on. municipal securities, municipal - other 
and municipal - Oklahoma. The EDP printout received from R. J. 
Edwards, Inc. does not segregate the Oklahoma municipal interest 
from other municipal securities. During the year arbitrary per
centages were applied to record monthly accrued income. The 
misstatement of income between the two accounts was approximately 
$30,000. At year end we made adjustments to classify the interest 
properly. Since the income tax treatment for state return purposes 
is different for Oklahoma and other municipal interest, we recommend 
that a detail analysis be manually prepared each month and income 
recorded to the proper account. 

Travel and entertainment expenditures 

A review of selected travel and entertainment expendi
tures and the related documentation disclosed that employee expenses 
were not always properly supported or documented. To comply with 
Internal Revenue Service Regulations, proper documentation and 
support should accompany each travel and entertainment report. 
Bank management has notified bank personnel of the documentation 
requirements and new expense report formats were implemented in 
January 1980. 

Overdrawn accounts 

When a customer's overdrawn balance is charged-off, the 
"fees on checking" income general ledger account is charged for 
the total balance. To improve the accounting for losses incurred 
from overdrawn accounts and properly reflect fees on checking income, 
we recommend the loss be recorded to a specified expense account and 
the "fees on checking" income account be reduced only by the portion 
of charges to the customer's account. 

Prepaid expenses 

No detail schedule of prepaid expenses and the related 
monthly amortization to expense is maintained. Our review of 
the prepaid balance at December 31, 1979 disclosed certain expenses 
amounting to $14,696 which should have been fully expensed. A 
schedule should be maintained of prepaid expenses to support 
the monthly amortization to expense. This schedule should be reviewed 
for propriety at least quarterly by the controller. We also noted that 
some relatively minor amounts were recorded as prepaid expenses to be 
amortized. To facilitate monitoring prepaid expenses, a policy should 
be established setting out the type and a minimum dollar amount of 
prepaid expenses which would be deferred. Expenditures not meeting 
these criteria should be expensed. 
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Safekeeping of investment securities 

We noted in our verification of securities held in safe
keeping by Liberty National Bank that the listing contained the Bank's 
securities, securities held for the Bank's customers, and securities 
purchased by the Bank's Trust Department. To facilitate reconcilia-. 
tions of Bank-owned securities, including the related pledging of 
certain securities, we suggest Bank personnel request Liberty's 
safekeeping department to segregate the various securities held by 
type. 

Expense checks 

We noted several instances where invoices were marked 
"paid" but no indication of the expense check number or date paid 
was made. 

Paid invoices should be stamped paid and the related 
check number, date paid and account distribution also should be 
indicated on the invoice. In addition, we recommend the establish
ment of a combination check register and expense distribution 
journal. This record facilitates accounting for all checks issued 
and serves as a source for verifying all paid expenses were charged 
to the proper account. 

Signature cards on demand deposit accounts 

Our review of selected demand deposit accounts revealed 
two instances where unsigned temporary signature cards were on 
file for over a year. We recommend that check file clerks prepare, 
on a monthly basis, detail lists of accounts with temporary signature 
cards which are over 30 days old. This customer list should be 
submitted to the head bookkeeper and reviewed by the internal 
auditor periodically. 

General ledger 

The Bank still does not have a chart of accounts. To 
facilitate general ledger postings and location of cards, each 
account should be assigned a number and cards numbered sequentially 
by account number when more than one card required for account 
activity. The debit and credit slips prepared should include 
account name and number which would facilitate postings to the 
proper general ledger account. 
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Electronic data processing 

Processing of accounting and operational information of 
the Bank is dependent upon the data processing services provided 
by Fidelity Computer Services. As a result of our review of 
Fidelity's EDP Service Center, we developed the following comments 
which we believe the Bank's management should discuss with Fidelity 
management: 

Disaster plan - We were told by Fidelity personnel that, with 
the proposed move of the processing facilities, arrangements for 
alternative processing will be formulated. However, at the time 
of our review Fidelity had no alternative processing arrangements 
for emergency processing in the event of disaster or prolonged 
loss of use of EDP equipment. 

We believe that a EDP Service Center such as Fidelity's 
should develop a comprehensive plan directed towards providing 
alternative manual and mechnical means for continued processing 
in the event the computer systems are destroyed or become in
operative for an extended period of time. 

The contents of such a plan should include: 

• Location and description of alternative processing 
sites. 

• Production schedules and priorities. 

• Data conversion methods. 

• Procedures for establishing updated data and 
program files. 

After a disaster plan has been developed, the Bank should 
be notified that it has been tested under simulated emergency 
conditions. During the test the disaster plan should be 
evaluated for its effectiveness, and modifications, if necessary, 
should then be incorporated in the plan. 
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Standards manual - No formalized standards manual exists for 
program development. Such a manual is a valuable aid in under
standing the role of various EDP techniques utilized in 
processing data. The development of a standards manual documenting 
programming and system development methodology is an important 
factor in continuity of data processing functions. Such a 
manual should be developed which details the approach utilized 
in the following: 

• Systems analysis and design activities. 

• Program development and testing procedures. 

• Program interface techniques to accessing 
data base. 

• User coordination and acceptance procedures. 

• Documentation efforts concerning: 

System specification. 

Individual program narratives, flowcharts. 

Operations and control instructions. 

User processing and control instructions. 

Production control - Production efforts are scheduled and 
controlled by a manual production control system. In an EDP 
service center the size of Fidelity Computer Service, enhanced 
service can be provided by utilizing an automated production 
control system. Such a system to lessens the possibility of 
incomplete or misrouted output of the user bank's data. We 
were told Fidelity has plans to implement an automated system. 

Automated tape library system - Currently, all backup of master 
files is managed by the production personnel in a manual fashion. 
Files are stored offsite on tape and rotated according to a 
predetermined schedule. Due to the large number of tapes 
handled, the possibility exists for failure to create and retain 
necessary backup copies of critical files. We recommend that 
an automated tape librarian system be implemented to provjLde 
greater assurance that proper backup is created for user banks. 

* * * * * * 
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This letter is issued solely for the information of 
the Company's board of directors, management and counsel; it 
should not be presented or quoted to anyone outside the Company 
because of the possibility of misunderstanding by other persons 
who may not be aware of the objectives and limitations of internal 
controls and of our study and evaluation thereof. 

We would like to express our appreciation for the 
cooperation and assistance received from your personnel during 
the course of the audit. 

We would be pleased to discuss the matters reported or 
to answer any questions you may have at your convenience. 

Very truly yours, 

£%a?^i;^d*~~),f &~y/*~~y 

Oklahoma City, Oklahoma 
February 18, 1980 
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Exhibit I 

Bank's portion at 
Borrower 12-31-79  

Roger Casida $ 3500 

ASA Energy 

Corp. 36,232 

James J. Cook 150,000 

Eagle Drilling -0-

Equity Drilling 280,000 

Lambdin-Dawson 34,285 

George C. Martin 225,000 

Paramount 
Drilling 86,887 

Steele 

Construction 31,000 

Bill Stubbs Co. 97,162 

Thomas Oil Co. 19,258 

Robert Daughterty 86,225 

Century Oil & 
Gas Co. 145,356 

Dahlgren 
Contracting, Inc. 100,087 

C. Hubert Gragg 125,000 

Publishing 
Industries, Inc. 394,449 

Page 1 

Loan file deficiency 

Note not made payable to 
Penn Square Bank 

No financial statements 

No financial statements 

No financial statements 

No financial statements 

No financial statements or 
appraisal in file 

No financial statements 

Insurance expired 1-1-79 
on airplane collateral 

No financial statements 

No financial statements 

No financial statements 

Financial statements (3-77) 
and appraisal (1965) old 

Engineering report (2-77) 
and financial statements 
(5-78) old 

Financial statements 
(1-78) old 

Appraisal (1-77) and 
financial statements (12-77) 
old 

Financial statements (9-77) 
old 
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Exhibit I 

Borrower 

Ivan Thompson 

A Perm-O-Green 
Lawn 

Rick Mason 

E. M. McDowell 
Sr. & Jr. 

Delhi Pacific 
Mines Ltd. 

J. D. Helms 

Bank's portion at 
12-31-79  

$200,000 

35,709 

40,000 

500,000 

403,000 

Page 2 

Loan file deficiency 

No appraisal on horse 
collateral and collateral 
title not in Borrower's 
name 

No appraisals of collateral 
and financial statements 
(3-78) old 

Oil and gas mortgage filed 
on one of two leases 

No financial statements 

Oil and gas mortgages had not 
been signed or filed. Title 
opinions and engineering 
reports not in borrower's 
name 

Engineering reports and title 
opinions not obtained on all 
leases 

David Hostelly 

David Kennedy 

L & T Oil & Gas 
Inc. 

700,000 

51,260 

50,000 

Engineering report does not 
segregate information 
individual for lease 
mortgaged. 

No assignment of oil and 
gas mortgages in Borrower's 
name 

Oil and gas mortgages had 
not been filed 

Stanmark 
Petroleum 400,000 Oil and gas mortgages had 

not been filed on all 
leases 

Copeland Energy 
Corp. 296,429 Title opinions not obtained 

on all leases 

Bob Carroll and 
Peter Massion 290,000 Title opinions not in 

borrower's name and no 
assignments in file 
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A R T H U R Y O U N G & C O M P A N Y 

1 9 0 0 L I H I (<!Y I O v a W 

O K L A H O M A CITY, O K L A H O M A / >\<>^ 

January 6, 1981 

Mr. Bill P. Jennings, 
Chairman of the Board 
First Penn Corporation 

Dr. Marvin K. Margo, 
Chairman, Audit Committee 
Penn Square Bank, N.A. 

1919 Penn Square 
Oklahoma City, Oklahoma 73118 

Gentlemen: 

The purpose of this letter is to confirm our existing 
relationship as certified public accountants for First Penn 
Corporation and to provide an understanding of the scope1 of 
services to be performed by our firm. 

Our examination of your annual consolidated and 
parent company financial statements will be made in accordance 
with generally accepted auditing standards and accordingly will 
include such tests as we consider necessary in the circumstances. 
Unless unusual conditions not now foreseen make it impracticable 
for us to do so, we will submit a report on our examination of 
these financial statements which will express an opinion as to 
the fairness of their presentation in conformity with generally 
accepted accounting principles. 

Under generally accepted auditing standards, tin.' 
independent auditor has the responsibility, within the inherent 
limitations of the auditing process, to plan the examination to 
search for errors or irregularities (as defined in authoritative 
professional literature) that would have a material effect on 
the financial statements. Our search for material errors or 
irregularities ordinarily is accomplished by performing those 
auditing procedures that in our judgment are appropriate- in the 
circumstances to form an opinion on the financial statements as 
a whole. Our examination, which is based on the concept of 
selective testing of the data being examined, is subject to the 
inherent risk that material errors or irregularities, if they 
exist, will not be detected. 
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In conducting our examination, we will be aware of the 
possibility that illegal acts (as defined in authoritative 
professional literature) may have occurred that may have a 
material effect on the financial statements. Examinations 
conducted in accordance with generally accepted auditing 
standards are of limited effectiveness in discovering possible 
illegal acts and cannot be expected to provide assurance that 
illegal acts will be detected, although procedures that are 
performed primarily for the purpose of forming an opinion on 
the financial statements as a whole may also bring possible 
illegal acts to the auditor's attention. 

During the course of our examination, we may observe 
opportunities for economies in or improved controls over your 
operations. It is our practice to bring such opportunities to 
the attention of an executive at the appropriate level of 
management, either orally or in writing. Should you desire 
any further information concerning our responsibilities and 
functions as an independent auditor in making the examination, 
we shall be pleased to furnish information to you upon request. 

We will also prepare the Company's annual United States 
Federal and Oklahoma consolidated income tax returns. 

In addition to the preparation of the returns, upon 
your request, we are also prepared to advise you generally on 
tax problems and tax planning. In this connection, in order to 
be of greatest assistance in minimizing the Company's tax 
burdens, we should be advised in advance of any major trans
actions the Company proposes to undertake. 

Should the Company be selected for examination by the 
Internal Revenue Service or by other tax authorities,, we will 
also be pleased to represent the Company or to assist you in 
discussions with these authorities and in preparing any refund 
claims or protests that may be necessary to obtain a final 
determination of the Company's tax liability. 

We would like to caution you that tax rules change 
constantly. For this reason, any opinion expressed in 
connection with a transaction at one time may not apply to a 
similar transaction at a later date. Therefore, to be most 
helpful, we should be able to take a fresh look each time a 
transaction of a material nature is proposed. 

Our fees for the annual examination and other 
accounting and auditing services (as requested) will be based 
on hours worked by the various grades of personnel, at our 
standard rates applicable to each, plus out-of-pocket expenses. 
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We anticipate reducing the fees at our standard rates by a 
discount of 23% for 1980. Other work, including preparation 
of the Federal and Oklahoma income tax returns and specific 
tax planning related projects upon special request, will be 
billed separately at our standard rates, plus out-of-pocket 
expenses. 

Our report and accompanying financial statements will 
be in the format required for the Company's filing of the 
FR Y-6 with the Federal Reserve Board. 

If this letter meets with your approval, please sign 
one copy and return it to us. 

Yours very truly, 

^•#£t 7^CU^</' ^ ^ ^ 

The arrangements described above are acceptable to us. 

FIRST PENN CORPORATION: 

D y ' • • > ' • ] • • • * - - ~ - ~~  

Bill P. Jennings, 
Chairman of the Board 

Date 

PENN SQUARE BANK, N.A. 

By / ?*h>/' / 7-̂ -yp 
Marvin K. Margo, M.D., ty 
Chairman, Audit Committee 
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^ T ( M Y@M 
ARTHUR YOUNG & COMPANY 

1900 LIBERTY TOWER 
OKLAHOMA CITY, OKLAHOMA 73102 

The Board of Directors 
First Penn Corporation 

We have examined the accompanying balance sheets (company and 
consolidated) of First Penn Corporation at December 31, 1980 
and 1979 and the related statements (company and consolidated) 
of income, stockholders' equity and changes in financial 
position for the years then ended. Except as stated in the 
following paragraph, our examinations were made in accordance 
with generally accepted auditing standards and, accordingly, 
included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the circum
stances. 

We were unable to satisfy ourselves as to the adequacy of the 
reserve for possible loan losses at December 31, 1980 due to 
the lack of supporting documentation of collateral values of 
certain loans. 

In our opinion, expept for the effects of such adjustments, if 
any, on the 1980 financial statements (company and consoli
dated) as might have been determined to be necessary had we 
been able to satisfy ourselves as to the adequacy of the 
reserve for possible loan losses, the statements mentioned 
above present fairly the financial position (company and 
consolidated) of First Penn Corporation at December 31, 1980 
and 1979 and the results of operations (company and consoli
dated) and the changed in financial position (company and 
consolidated) for the years then ended, in conformity with 
generally accepted accounting principles applied on a consis
tent basis during the period. 

C/0\A^AJ^^ LA&tA^& ^ C^sO*rf&~-> 

March 13, 1981 
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AGMwa mm® 
ARTHUR YOUNG & COMPANY 

1900 LIBERTY TOWER 
OKLAHOMA CITY, OKLAHOMA 73102 

May 20, 1981 

Examining Committee, Penn 
Square Bank, N.A. 

Mr. Bill P. Jennings, 
Chairman of the Board 

First Penn Corporation and 
Penn Square Bank 

1919 Penn Square 
Oklahoma City, Oklahoma 73118 

Gentlemen: 

We have examined the parent company and consolidated finan
cial statements of First Penn Corporation for the year ended 
December 31, 1980, and have issued our report thereon dated 
March 13, 1981, As part of our examination, we made a study 
and evaluation of the Company's system of internal accounting 
control to establish the level of our reliance on such system 
in determining the nature, timing, and extent of other auditing 
procedures necessary to enable us to express an opinion on the. 
Company's financial statements. 

Our study and evaluation was more limited than would be neces
sary to express an opinion on the system of internal accounting 
control of First Penn Corporation, taken as a whole. Accord
ingly, we do not express such an opinion. Because of its 
limited nature, our study and evaluation would not necessarily 
disclose all material weaknesses or other conditions requiring 
attention in the system of internal accounting control. 

Our study and evaluation disclosed the following conditions 
that we believe results in more than a relatively low risk that 
errors or irregularities in amounts that would be material in 
relation to the Company and consolidated financial statements 
of First Penn Corporation may occur and not be detected within 
a timely period. 

Our report on the financial statements of First Penn Corpora
tion at December 31, 1980 was qualified since we were unable 
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to satisfy ourselves as to the adequacy of the reserve for loan 
losses due to the lack of supporting documentation of collat
eral values of certain loans. With the significant growth of 
Penn Square Bank's loan portfolio implementing sound loan 
policies and procedures is a critical factor in both the 
decision process in making loans and monitoring the portfolio. 

Loan file documentation 

Both our review and that of the national bank examiners dis
closed documentation deficiencies in the loan files, the most 
significant of which related to information supporting collat
eral values. It is critical that the Bank correct the loan 
file documentation deficiencies and implement procedures to 
obtain all applicable information from new borrowers prior to 
loan approval and to monitor existing loan files for complete 
and current information. 

Loan policies 

Although the Bank has adopted a loan policy, we believe that a 
more definitive loan policy specifically tailored for the 
Bank's portfolio should be formalized and adopted by the Board. 
The policy should include provisions which define by type of 
loan (real estate, construction, oil and gas) criteria for: 
(a) acceptance of loan, (b) review of applications, (c) accept
able appraisal or valuation techniques, (d) required documenta
tion and (e) procedures for monitoring the loan. 

With the Bank's continued activity in the oil and gas area, the 
loan policies for this type of loan should include detail 
standards for documentation, nature of oil and gas reserves on 
which loans will be made, methods of reserve estimation and 
discount factors which will be acceptable and the maximum 
amount to be loaned as a percent of discounted values for each 
method of reserve estimation. 

Reserve for loan losses 

Currently, the Bank's reserve for loan losses is based on a 
percent of outstanding loans, which, in the opinion of manage
ment, is adequate to absorb potential losses in the loan 
portfolio. To properly monitor the loan portfolio and related 
reserve for loan losses, we believe a more definitive policy 
should be implemented to provide for review of individual loans 
or lines of credit. The policy should include procedures for 
review of the adequacy of the reserve at least quarterly with 
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documentation of the loans reviewed and conclusions reached. 
The policy should also include criteria for actual charge-off 
of loans and subsequent monitoring of the charge-offs. 

OTHER CONDITIONS REQUIRING ATTENTION: 

The following conditions also came to our attention as to which 
we believe corrective action should be taken or documentation 
(including cost/benefit considerations) should be prepared as 
to the reasons why corrective action was not considered neces
sary in the circumstances. 

Participation loans 

At December 31, 1980, there were approximately $23 million of 
participation loans effected by the Bank which had participa
tion maturity dates prior to that of the loan. Subsequent to 
year end the terms of the majority of such participation 
loans were amended to conform with that of the underlying 
loan. In addition approximately $2 million of participation 
loans were not reflected in the Bank's subsidiary records due 
to a direct transfer by the participating bank of the funds 
advanced . 

The Bank has had increasing activity in the participation loan 
area. Accordingly, establishing specific procedures related to 
processing of such loans is critical. Such procedures should 
include a review by a responsible employee of the terms of any 
agreements, the amounts involved and proper recording in the 
accounting and subsidiary records. 

In addition, our confirmation procedures related to participa
tion loans disclosed some differences in interest rates and 
loan balances. All differences were reconciled by the Bank's 
internal audit department and reviewed by us. We believe a 
periodic confirmation program of participation loan balances 
and terms by the internal audit department should be estab
lished. This procedures should identify any differences on 
a timely basis. 

Letters of credit 

As mentioned in our 1979 management letter, there are no 
standard procedures in effect regarding the issuance of letters 
of credit including approval by a second loan office or the 
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loan discount committee. A policy should be established 
defining dollar limits for each officer and related approval 
for letters of credit in excess of such limits. In addition, 
policies should be implemented, to define (1) acceptable 
customers, (2) documentation, and (3) method of determining 
and monitoring collateral value. The letters of credit should 
be reconciled to the subsidiary records at least monthly. 

Payroll and payroll tax reports 

Our review of the payroll tax reports for 1980 disclosed 
differences between the amounts reported on the payroll tax 
reports for total compensation and that recorded in the general 
ledger. The Bank's internal audit department is reviewing 
these differences and determined that a portion of the differ
ence appears to relate the Saturday pay to employees. 

Quarterly payroll tax reports should be reconciled to the 
general ledger compensation expense prior to filing. Con
sideration should be given to making payments for Saturday work 
in the normal payroll process rather than the cash payments. 

* * * * * * 

These conditions were considered in determining the nature, 
timing, and extent of audit tests applied in our examination of 
the Company's parent company and consolidated financial state
ments and this report does not affect our report on those 
financial statements dated March 13, 1981. 

COMMENTS ON OTHER MATTERS: 

Commercial paper 

The Company began issuing commercial paper during 1980. We 
noted a trend toward a negative interest factor due to the 
short-term of the paper being issued not allowing for an 
offsetting investment of funds in revenue producing invest
ments. We understand that subsequent to year end, the con
troller of the Bank who was responsible for commercial paper 
transactions has terminated her employment. 

Due to the highly regulated nature of commercial paper and an 
indicated trend of negative cash flow, we suggest a qualified 
employee be placed in charge of commercial paper transactions. 
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General ledger postings 

The Bank still does not have a chart of accounts with assigned 
account numbers. We also noted some general ledger tickets 
which lacked adequate information documenting the purpose of 
the entry. To facilitate postings to the proper general ledger 
account, we suggest assigning each an account number and includ
ing this number on the general ledger ticket. Additionally, 
the tickets should include a brief description of the purpose 
of the entry and bear the approval of a supervisor. An addi
tional control which would facilitate subsequent review of the 
entries would be to indicate the offsetting debit or credit on 
the general ledger ticket. 

Wire transfers 

At the time of our review, the Bank had no formal procedures 
relating to wire transfers. Due to the nature and volume of 
transactions, a system with good controls is imperative. We 
noted a lack of segregation of duties. In addition, there were 
no formal limits or criteria for persons, both in the bank and 
customers who were authorized to initiate transactions. We 
suggest an evaluation of the existing system be prepared and 
control features be determined and implemented. Reference is 
made to the national bank examiners' comments on wire transfers 
under internal control deficiencies for a summary of areas 
which should be considered. 

Accounts payable 

At December 31, 1980, the liability for operating expenses 
incurred at year end but not paid was accrued. As payments 
were made subsequent to year end, the liability was reduced. 
In the past, the Bank has not accrued such expenses as manage
ment did not feel they were significant. 

We understand there has been no procedure adopted regarding the 
handling of such expenses in 1981 and that expenses will be 
recorded as paid. For January 1981, expenses will be under
stated by the amount of expense incurred at January 1981 but 
paid subsequently as payment of expenses in January will have 
been offset against the liability set up at year end. To 
properly reflect monthly and year-to-date expenses, accounts 
payable for accrued liabilities should be set up monthly. This 
could be accomplished by setting up a voucher system whereby 
liabilities are recorded as incurred. Subsequent payment should 
then be offset against the liability. 
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An alternative would be to record an estimate of such accrued 
liabilities and adjust this payable to actual at year end. 
For monthly and year to date information to be as accurate as 
possible the estimate should be compared to actual on at least 
a quarterly basis and infrequent or unusual items should be 
accrued for separately. 

Dual controls 

Internal controls are strengthened by dual control. Areas we 
noted for which such controls could be implemented are as 
follows: 

• Receipt and preparation of currency shipments. 

• Mail deposits. 

• Verification of night deposits. 

• Access to automated teller machine. 

The management of First Penn Corporation and its' subsidiary, 
Penn Square Bank, N.A. is responsible for establishing and 
maintaining a system of internal accounting control. In 
fulfilling this responsibility, estimates and judgements by 
management are required to assess the expected benefits and 
related costs of control procedures. The objectives of a 
system are to provide management with reasonable, but not 
absolute, assurance that assets are safeguarded against loss 
from unauthorized use or disposition, and that transactions are 
executed in accordance with management's authorization and 
recorded properly to permit the preparation of financial 
statements in accordance with generally accepted accounting 
principles. 

Because of inherent limitations in any system of internal 
accounting control, errors or irregularities may nevertheless 
occur and not be detected. Also, projection of any evaluation 
of the system to future periods is subject to the risk that 
procedures may become inadequate because of changes in condi
tions, or that the degree of compliance with the procedures may 
deteriorate. 

This report is intended solely for the use of management and 
should not be used for any other purpose. 

We would be pleased to discuss the matters reported or to 
respond to any questions, at your convenience. 

Very truly yours, 

UAsti^T^Ct^ 
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B ^ p r -
.„ r-^^** feM tfEC'D IN RECORDS SECTiOr; 

1. Consolidated and Parent Holding Company Financial Statements. f ^~ 

The required financial statements, at year ended December 31, 1980 are 
provided, attached as Exhibit I, hereto. 

2. Annual Reports to Stockholders and to the Securities and Exchange Commission 
(SEC). 

a. The registrant does not prepare an annual stockholder report; attached 
as Exhibit I please find the consolidated financial statements of First Penn 
Corporation. 

b. Neither the registrant nor its subsidiary files annual reports with 
the SEC. 

3. Information on Subsidiaries 

Information on the registrant's subsidiary is provided in Schedule A. 

4. Non-Bank Subsidiary Financial Statements 

Information on the registrant's non-bank subsidiary is provided on Schedule 
A. Financial statements are not submitted on this non-bank subsidiary, sin^e 
it is a subsidiary of the bank that is fully consolidated on a line-by-line 
basis in the registrant's consolidated report of condition. 

5. Information or. Organizations Other Than Subsidiaries 

The registrant has no direct or indirect interest in any organization 
other than its wholly owned subsidiary, Penn Square Bank, N.A. 

6- Activities of the Parent Bank Holding Company 

Registrant engages in the activity of owning or controlling its wholly 
owned subsidiary bank as set forth in the completed Schedule C attached 
hereto and as a distributor of commercial paper. 

7. Terminations 

No organization has ceased being a part of the bank holding company 
organization during the registrant's fiscal year. 

O =2^> 
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8. Organization Chart - December 31, 1980 

FIRST PENN CORPORATION 
An Oklahoma Corporation 

I PENN SQUARE BANK N.A. 
Oklahoma City, Oklahoma 

I 
FIRST PENN LEASING 

Oklahoma City, Oklahoma 

9. Amendments to Organizational Documents 

The registrant has not amended the documents under which it was organized 
and operates. 

10. Shareholders 

The following shareholders of registrant, all of whom are either United 
States citizens or corporations, own, control or hold, with the power to vote 5% or 
more of the outstanding voting shares of registrant: 

a. Mr. Bill P. Jennings, of Oklahoma City, Oklahoma, owns beneficially 
and of record 56,049 shares of registrant's common stock. 

b. The Rooney Corporation, located in Tulsa, Oklahoma, owns beneficially 
and of record 15,080 shares of registrant's common stock. 

11. Directors and Officers 

Information concerning the directors and principal officers of registrant 
is as follows: 

a. Mr. Bill P. Jennings of Oklahoma City, Oklahoma, owns 56,049 shares 
of registrant's common stock and serves as President and a Director of registrant, 
and Chairman of registrant's subsidiary bank, which constitutes his principal 
occupation. In addition, Mr. Jennings serves as Vice Chairman and a Director of 
the Bank of Healdton, Healdton, Oklahoma, and exercises voting control over 19.7% 
of the shares of that bank as a result of shares individually owned and shares voted 
as a trustee. Mr. Jennings also serves as President and a Director of First Healdton 
Corporation, in which he controls the same percentage of shares as he controls in 
the bank. Mr. Jennings serves as Director of Community Bank & Trust Company and 
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Community Corporation in Enid, Oklahoma, and has a 13% ownership in each 
entity. In addition, Mr. Jennings, has the following business interests: 

Penn Northwestern Land Development Co. 25% Stock Limited Partnership 
Petro Building Limited 25% Stock Limited Partnership 
J-Mc Aircraft Corporation 50% Stock Ownership Interest 
TSJ, Inc. 25% Stock Ownership Interest 
Chi-Chi's of Atlanta, Inc. 30% Stock Ownership Interest 
Trans-Central Airlines, Inc. 20% Stock Ownership Interest 
American Gypsum Company 10% Stock Ownership Interest 
Northwest Investors, Ltd. 15% Limited Partnership Interest 
Skirvin Plaza Investors 16.6% Limited Partnership Interesi 
JJS, A Partnership 33.3% Limited Partnership Interesi 

b. Mr. Frank L. Murphy of Oklahoma City, Oklahoma, owns 225 shares of 
registrant's common stock and serves as Secretary/Treasurer of registrant and as 
President of registrant's subsidiary bank, which is his principal occupation. 
In addition, Mr. Murphy serves as Secretary and a Director of Edgewater Heights 
Development Corporation in which he has a 50% ownership interest. 

c. Mr. John E. Rooney of Tulsa, Oklahoma, owns 1,960 shares of registrant's 
common stock and serves as a Director of registrant. Mr. Rooney's principal 
occupation is ar President of the Rooney Corporation in which he has a 50% ownership. 
The following entities are subsidiaries of Rooney Corporation or a subsidiary 
of the subsidiaries which Mr. Rooney has a 50% ownership: 

East Side Development Company 
Fleet Finance Company 
Lake Country Beverage 
Leland Equipment Company 
Leland-Manhattan Joint Venture 
Penn Square, Inc. 
Manhattan Constructioa Company 
The Rooney Company 

In addition, Mr. Rooney serves as Secretary and a Director of Hope Lumber 
and Supply Company, in which he owns 140 shares. He also owns 14% of the out
standing shares of Citizens National Bank of Muskogee, Oklahoma. He is an 
operating partner in the Rooney Oil Company in which he has a 1/3 interest. 

97-830 0 - 8 2 - 2 2 
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d. Mr. W. A. Ross of Oklahoma City, Oklahoma, owns 2,944 shares of 
registrant's common stock and serves as a Director of registrant. Mr. Ross's 
principal occupation is as President and owner of Dub Ross Company, in which 
he has a 100% ownership. In addition, Mr. Ross has the following interest: 

Northwest Investors, Inc. 
Colcord Association Ltd. 
Skirvin Plaza Investors 

10% Limited Partnership Interest 
Limited Partnership Interest 

20% Limited Partnership Interest 

e. Mr. Carl W. Swan of Oklahoma City, Oklahoma, owns 9,819 shares of 
registrant's common stock and serves as a Director of the registrant. Mr. Swan's 
principal occupation is as an independent oil producer. Mr. Swan has the following 
interests: 

Copeland Energy 
Swan Aviation Director & President 
World of Travel Director 
Longhorn Oil & Gas Co. Director 
Swan Coal Company Director & President 
American Gypsum Co. Director 
Intrepid Drilling Corp. Director 
Continental Drilling Corp. Director 
Swan Petrcleum Director & President 
Haymaker Farms 
Midwest National Bank 
Texas Oilfield Supply 
Olympic Expl 
High Plains Drilling 

23% Stock Ownership Interest 
100% Stock Ownership Interest 
80% Stock Ownership Interest 
50% Stock Ownership Interest 

100% Stock Ownership Interest 
16.66% Stock Ownership Interest 

15% Stock Ownership Interest 
40% Stock Ownership Interest 
100% Stock Ownership Interest 
11% Stock Ownership Interest 
20% Stock Ownership Interest 
15% Stock Ownership Interest 
40% Stock Ownership Interest 
40% Stock Ownership Interest 

f. Mr. Ronald H. Burks of Oklahoma City, Oklahoma, owns 7,500 shares of 
registrant's common stock and serves as a Director of registrant's subsidiary 
bank and of registrant. Mr. Burks' principal occupation is as President 
of Ronald Burks Investments, Inc. iu which he has 100% ownership. In addition, 
Mr. Burks has the following interests: 

Chi-Chi's of Atlanta 
Chi-Chi's of Sunrise, Florida 
Peachtree Hospitalities 
Northwest Investors 

11.1% Land & Building Interest 
11.1% Land & Building Interest 

33% Stock Ownership Interest 
25% Stock Ownership Interest 

Insider Loans 

* The bank holding company organization has made no loans to any insider, or 
his interests, aggregating more than 10% of the equity capital accounts of the 
registrant. 
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MOTKM WJKK 
ARTHUR YOUNG & COMPANY 

1900 LIBERTY TOWER 
OKLAHOMA CITY, OKLAHOMA 73102 

The Board of Directors 
First Penn Corporation 

We have examined the accompanying balance sheets (company and 
consolidated) of First Penn Corporation at December 31, 1980 
and 1979 and the related statements (company and consolidated) 
of income, stockholders' equity and changes in financial 
position for the years then ended. Except as stated in the 
following paragraph, our examinations were made in accordance 
with generally accepted auditing standards and, accordingly, 
included such tests of the accounting records and sucn other 
auditing procedures as we considered necessary in the circum
stances. 

We were unable to satisfy ourselves as to the adequacy of the 
reserve for possible loan losses at December 31, 1980 due to 
the lack of supporting documentation of collateral values of 
certain loans. 

In our opinion, except for the effects of such adjustments, if 
any, on the 1980 financial statements (company and consoli
dated) as might have been determined to be necessary had we 
been able to satisfy ourselves as to the adequacy of the 
reserve for possible loan losses, the statements mentioned 
above present fairly the financial position (company and 
consolidated) of First Penn Corporation at December 31, 1980 
and 1979 and the results of operations (company and consoli
dated) and the changes in financial position (company and 
consolidated) for the years then ended, in conformity with 
generally accepted accounting principles applied on a consis
tent basis during the period. 

C^JOJ^JJ^-S uA&^a **" (^xytr^a~jL. 

March 13, 1981 
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FIRST PENN CORPORATION 

CONSOLIDATED BALANCE SHEETS 

December 31, 1980 and 1979 

ASSETS 

Cash and due from banks 
Investment securities (Note 3) 
Loans, less reserve for possible loan 

losses of $2,004,587 ($1,002,097 in 
1979) (Notes 4, 5 and 12) 

Federal funds sold 
Premises and equipment (Notes 6 and 8) 
Accrued interest receivable 
Other assets (Note 2) 

Total assets 

LIABILITIES AND STOCKHOLDERS' EQUITY 

Deposits: 
Demand 
Savings 
Time 

Total deposits 

Federal funds purchased 
Other liabilities (Note 7) 
Notes payable (Note 8) 
Commercial paper 
Loans sold under agreement to 

repurchase 

Total liabilities 

Stockholders' equity (Note 10): 
6.5% cumulative preferred stock, 

$60 par value; 5,000 shares 
authorized, 4,225 shares issued 

Common stock, $1 par value; 250,000 
shares authorized, 162,466 shares 
issued (108,311 shares in 1979) 

Surplus 
Retained earnings 

Total stockholders' equity 

Total liabilities and 
stockholders' equity 

1980 

$ 59,625,519 
42,627,346 

199,894,664 
16,000,000 
3,724,388 
7,372,553 
1,213,248 

$330.457.718 

1979 

$ 25,671,661 
22,982,819 

106,484,882 
1,100,000 
1,936,348 
2,495,276 

$135,029,063 $ 79,701,722 
13,341,126 13,261,028 

136,522,794 56,717,078 

284,892,983 149,679,828 

650,000 
4,636,579 
8,606,800 
14,640,252 

400,000 
1,975,341 
3,160,001 

316,222,175 155,215,170 

253,500 

162,466 
7,420,753 
6,398,824 

14,235,543 

253,500 

108,311 
3,142,508 
2,984,611 

6,488,930 

$161.704.100 

See accompanying notes. 
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FIRST PENN CORPORATION 

CONSOLIDATED STATEMENTS OF INCOME 

Years ended December 31, 1980 and 1979 

1980 1979 

Interest income: 
Interest and fees on loans 
Interest on investment securities: 
Taxable 
Tax exempt 

Total interest on investment 
securities 

Interest on federal funds sold 

Total interest income 

Interest expense: 
Interest on deposits: 
Savings 
Time 
Other 

Total interest on deposits 

Interest.on commercial paper 
Interest on federal funds purchased 
Interest on notes payable 
Interest on subordinated notes 

Total interest expense 

Net interest earnings 

Provision for possible loan losses 

Net interest earnings after 
provision for possible 
loan losses 

Other income: 
Service charges on deposit accounts 
Other service charges and fee income 
Other 

Total other income 

$24,665,544 SI1,038,809 

715,844 
11,834,081 

2,745 

12,552,670 

1,055,686 
871,220 
791,024 

15,270,600 

11,285,763 

1,407,830 

9,877,933 

366,920 
431,738 
89,312 

887,970 

277,397 
908,630 

299,778 
1,308,326 

1,608,104 

282,715 14,933 

26,556,363 12,239,769 

1,186,027 

734,974 
4,360,560 

56,650 

5,152,184 

710,847 
189,450 
59,656 

6,112,137 

6,127,632 

615,000 

5,512,632 

108,212 
279,050 
61,536 

448,798 

(Continued on following page) 
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FIRST PENN CORPORATION 

CONSOLIDATED STATEMENTS OF INCOME 
(CONTINUED) 

Years ended December 31, 1980 and 1979 

1980 1979 

Other expense: 
Salaries 
Employee benefits 
Occupancy and equipment expense 
Otber 

Total other expense 

Income before income taxes, 
minority interest and 
securities losses 

Provision for income taxes (Note 9) 

Income before minority 
interest and securities 
losses 

Minority interest 

Income before securities 
losses 

Securities*losses, net of related 
income taxes and minority interest 

1,997,560 $ 1,243,156 
341,656 237,381 
618,828 390,363 

2,410,459 1,208,478 

5,368,503 3,079,378 

5,397,400 2,882,052 
1,966,710 969,675 

3,430,690 1,912,377 

- 232,112 

3,430,690 1,680,265 

7,111 

Net income $ 3.430.690 $ 1.673.154 

See acompanying notes. 
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FIRST PENN CORPORATION 
(consolidated and Darent comDany) 

STATEMENTS OF STOCKHOLDERS' EQUITY 

Years ended December 31, 1980 and 1979 

Preferred Common Retained 
stock stock Surplus earnings 

Balance at December 

stock Surplus 

31, 1978 $ $ 64,552 $1,387,918 $1,311,457 
Net income - - - 1,673,154 
Exchanee of stock 

for stock of 
subsidiary bank 
(Note 2) 253,500 18,759 779,590 -

Exchange of stock 
for subordinated 
notes of sub
sidiary bank 
(Note 2) - 25,000 975,000 -

Balance at December 

25,000 975,000 

31, 1979 253,500 108,311 3,142,508 2,984,611 

Net income - - - 3,430,690 

Common stock issued - 54,155 4,278,245 

Preferred stock 
dividends z - - (16,477) 

Balance at December 
31, 1980 S253.500 $162.466 $7.420.753 $6.398.824 

See accompanying notes. 
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FIRST PENN CORPORATION 

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 

Years ended December 31, 1980 and 1979 

1980 1979 

Source: 
Net income 
Charges against (credits to) income 

not involving funds in the current 
period: 
Depreciation and amortization 
Excess of provision for possible 

loan losses over net loan 
charge-offs 

Amortization of premiums on 
securities 

Accretion of discounts on 
securities 

Deferred federal income taxes 
Amortization of cost in excess 

of net assets of subsidiary bank 
Net book value of property 

dispositions 
Funds provided from 

operations 

Decrease in federal funds sold 
Proceeds of borrowings 
Increase in deposits 
Increase in federal funds purchased 
Increase in other liabilities 
Increase in commercial paper 
Loans sold under agreement to 

repurchase 
Common stock issued in exchange for 

subordinated notes of subsidiary 
bank (Note 2) 

Common stock issued in exchange for 
subordinated notes of subsidiary 
bank (Note 2) 

Preferred stock issued in exchange 
for stock of subsidiary bank 
(Note 2) 

Proceeds from the sale of common stock 

$ 3,430,690 $ 1,673,154 

307,887 

1,002,490 

129,209 

(36,625) 
76,710 

21,348 

12,562 

4,944,271 

5,606,800 
135,213,155 

250,000 
2,584,528 
14,640,252 

2,795,561 

187,858 

374,606 

57,303 

(16,890) 
(26,000) 

21,314 

4,332,400 

2,271,345 

2,900,000 
1,000,000 

59,033,185 
400,000 

1,000,000 

786,226 

265,623 

$170 .366 .967 $67 .656 .379 

(Continued on following page) 
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FIRST PENN CORPORATION 

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 
(Continued) 

Years ended December 31, 1980 and 1979 

1980 1979 

Application: 
Increase in cash and due from banks 
Increase in securities 
Increase in loans 
Increase in federal funds sold 
Additions to premises and equipment 
Increase in accrued interest 
receivable 

Increase in other assets 
Decrease in other liabilities 
Payments on notes payable 
Cancellation of indebtedness of 

subordinated notes of subsidiary 
bank (Note 2) 

Preferred stock dividends 

$ 33,953,858 $15,075,152 
19,737,111 5,351,876 
94,412,272 43,252,807 
14,900,000 
2,106,886 236,838 

4,877,277 
203,085 

160,001 

16,477 

1,238,279 
11,141 

1,390,286 
100,000 

1,000,000 

$170.366.967 $67.656.379 

See accompanying notes. 
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FIRST PENN CORPORATION 
(parent company only) 

BALANCE SHEETS 

December 31, 1980 and 1979 

ASSETS 

Cash on deposit with subsidiary bank 
Certificate of deposit of subsidiary 

bank 
Receivable from subsidiary bank 
Investment in stock of subsidiary 

(Note 2): 
Equity in net assets 
Cost in excess of net assets 
acquired 

Land (Note 8) 
Other assets 

Total assets 

LIABILITIES AND STOCKHOLDERS' EQUITY 

Liabilities: 
Other liabilities: 

Income taxes payable 
Interest payable 
Othei 

Commercial paper 
Notes payable (Note 8) 

Total liabilities 

Stockholders' equity (Note 10): 
6.5% cumulative preferred stock, S60 
. par value; 5,000 shares authorized, 
4,225 shares issued 

Common stock, $1 par value; 250,000 
shares authorized, 162,466 shares 
issued (108,311 shares in 1979) 

Surplus 
Retained earnings 

Total stockholders' equity 

Total liabilities and 
stockholders' eauity 

1980 1979 

$ 7,595,651 $ 7,442 

8,300,000 
873,083 

20,422,403 

747,180 

21,169,583 
1,242,721 

48,046 

701,500 

8,936,511 

767,322 

9,703,833 

$39.229.084 S10.431.557 

977,535 
752,089 
16,865 

766,490 
1,271 

1,746,489 
14,640,252 
8,606,800 

24,993,541 

253,500 

782,626 

3,160,001 

3,942,627 

253,500 

162,466 108,311 
7,420,753 3,142,508 
6,398,824 2,984,611 

6,488,930 14,235,543 

$39.229.084 $10.431.557 

See accompanying notes. 
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FIRST PENN CORPORATION 
(parent company only) 

STATEMENTS OF INCOME 

Years ended December 31, 1980 and 1979 

Income from subsidiary bank: 
Dividends 
Interest on subordinated notes 
Interest on certificates of deposit 

Total income from subsidiary 
bank 

Expenses: 
Interest 
Amortization 
Other expenses 

Total expenses 

Income (loss) before income tax benefit, 
equity in undistributed earnines of 
subsidiary and securities losses 

Income tax benefit (Note 9) -

Income (loss) before undistributed 
earnings of subsidiary and 
securities losses 

Equity in undistributed earnines of 
subsidiary before securities losses 

Income before securities losses 

Equity in securities losses of subsidiary, 
net of related income taxes 

1980 

$ 300,000 

270,375 

570,375 

1979 

$ 233,125 
7,533 

240,658 

1,846,710 189,450 
22,951 22,946 
4,305 13,959 

226,355 1,873,966 

(1,303,591) 

749,183 

14,303 

95,225 

(554,408) 109,528 

3,985,098 1,570,737 

3,430,690 1,680,265 

z 7,111 

Net income S3.430.690 $1.673.154 

See accompanying notes. 
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FIRST PENN CORPORATION 
(parent company only) 

STATEMENTS OF CHANGES IN FINANCIAL POSITION 

Years ended December 31, 1980 and 1979 

1980 1979 

Source: 
Net income 
Charges against (credit to) income not 

involving funds in the current period: 
Equity in undistributed earnings of 

subsidiary 
Amortization of organization costs 
Amortization of cost in excess of 

net assets of subsidiary bank 

Funds provided from (absorbed 
by) operations 

Proceeds of borrowings 
Increase in taxes payable 
Increase in accrued interest payable 
Increase in commercial paper 
Increase in other liabilities 
Common stock issued in exchange for 

subordinated notes of subsidiary 
bank (Note 2) 

Common stock issued in exchange for 
stock of subsidiary bank (Note 2) 

Preferred stock issued in exchange for 
stock of subsidiary bank (Note 2) 

Proceeds from sale of common stock 

Application: 
Increase in cash 
Increase in certificates of deposit 
Increase in receivable from subsidiary 
Purchase of land 
Increase in other assets 
Additional equity investment in sub

sidiary bank through (Note 2): 
Capital contribution 
Cancellation of indebtedness of 

subordinated notes of subsidiary 
bank 

$ 3,430,690 $1,673,154 

(3,985,098) (1,563,626) 
1,603 1,632 

21,348 

(531,457) 

5,606,800 
211,045 
750,818 

14,640,252 
2,000 

21,314 

4,332,400 

132,474 

1,000,000 
600,413 

1,270 

14,000 

1 ,000 ,000 

786,226 

265 ,623 

S25 .011 .858 $ 3 . 8 0 0 . 0 0 6 

$ 7,588,209 $ 7,021 
8,300,000 

171,583 623,956 
1,242,721 

30,867 17,180 

7,500,000 1,000,000 

1,000,000 

(Continued on following page) 
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FIRST PENN CORPORATION 
(parent company only) 

STATEMENTS OF CHANGES IN FINANCIAL POSITION 
(CONTINUED) 

Years ended December 31, 1980 and 1979 

1980 1979 

Acquisition of subsidiary bank 
stock $ 2,000 $1,051,849 

Payment on notes payable 160,001 100,000 
Preferred stock dividends 16,477 -

S25.011.858 $3.800.006 

See accompanying notes. 
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FIRST PENN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

December 31, 1980 and 1979 

1. Summary of significant accounting policies 

Principles of consolidation - The consolidated financial 
statements include the accounts of First Penn Corporation ("the 
Company") and its subsidiary, Penn Square Bank N.A. ("the Bank"). 
All significant intercompany transactions and accounts have been 
eliminated. 

Investment securities - Investment securities are stated at 
cost adjusted for amortization of premiums and accretion of dis
counts on the straight-line method to maturity. Gains and losses 
on sales of investment securities are computed on the specific cost 
identification method. 

Interest on loans - Interest on commercial and real estate 
loans is accrued based on the principal amount outstanding. 
Interest on instalment *loans is recognized as revenue based on- the 
sum-of-the-months-digits method. 

Reserve for possible loan*losses - The reserve for possible 
loan losses is a valuation reserve which has been provided from 
charges to earnings in the form of provisions for possible loan 
losses. The provision charged to earnings is the amount which, in 
Che opinion of management, is considered necessary to maintain the 
balance in the reserve for possible loan losses at a level adequate 
to absorb potential losses in the loan portfolio. The provision is 
based on loans specifically identified as probable losses and other 
factors which, in management's judgment, deserve recognition in 
estimating possible loan losses. 

Premises and equipment - Premises and equipment are stated at 
cost less accumulated depreciation. Depreciation is computed on 
the straight-line and declining balance basis over the estimated 
useful lives of the individual assets. 

Retirement plan - The Bank has a noncontributory retirement 
plan covering substantially all full-time employees. The Bank's 
policy is to fund costs accrued, including amortization of prior 
service costs. 

Income taxes - The Company and its subsidiary bank file a 
consolidated income tax return. Income tax charges are allocated 
to the Bank on the basis of its taxable income included in the 
consolidated financial statements. 
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FIRST PENN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

December 31, 1980 and 1979 

1. Summary of significant accounting policies (continued) 

Deferred income taxes are provided on all significant timing 
differences. These differences relate primarily to (1) the dif
ference between the provision for possible loan losses reported for 
income tax purposes and that reported for financial statement 
purposes and (2) amortization over a ten-year period of the effect 
of the change for income tax purposes in 1978 from the cash basis 
to the accrual basis of reporting certain revenues and expenses. 

Investment tax credits are accounted for on the flow-through 
method. 

2. Investment in subsidiary 

During 1976 and 1977, the Company acquired 83,259 shares of the 
100,000 outstanding shares of the Bank. This acquisition was 
accounted for as a purchase and the excess of cost over fair market 
value of the net assets acquired of $851,792 is being amortized on 
a straight-line basis over a period of forty years. The unamor
tized balances of $747,180 and $767,322 at December 31, 1980 and 
1979, respectively, are included in other assets in the consoli
dated balance sheet. 

During 1979, the Company offered to issue to the minority 
shareholders of the Bank for each share of the Bank's common stock 
owned either (1) one and one-half shares of the Company's $1 par 
value common stock or (2) one share of the Company's preferred 
stock. 

In September 1979 the following exchanges were effected: 

Number of shares of 
bank stock Number of shares of 
exchanged company stock issued 

Common Preferred 

16,731 18,759 4,225 

The additional investment acquired in the Bank was recorded at 
net book value of the Bank stock which in management's opinion 
approximated fair market value of the net assets acquired. 
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FIRST PENN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

December 31, 1980 and 1979 

2. Investment in subsidiary (continued) 

In addition, the Company offered to exchange one share of its 
common stock for each $40 of principal face value of the Bank's 
$1,000,000 subordinated notes. All note holders exercised their 
options in exchange for 25,000 shares of the Company's common 
stock. In October, the Company canceled the Bank's liability on 
these notes resulting in an additional $1,000,000 investment in 
the subsidiary bank. In addition, a cash capital contribution of 
$1,000,000 was made by the Company to its subsidiary bank in 
1979. 

In January, 1980, the Company purchased the remaining 10 
outstanding shares of the Bank at a cost of $200 per share. The 
excess of cost over fair market value of the shares acquired was 
$1206. This amount is included in the unamortized excess cost at 
December 31, 1980. A cash capital contribution of $7,500,000 was 
made by the Company to its subsidiary bank in 1980. 

3. Investment securities 

The carrying values and estimated market values of investment 
securities at December 31, 1980 and 1979 are as follows: 

Consolidated 

1980 

United States Treasury securities 
Obligations of states and political 

subdivisions 
Otber 

United States Treasury securities 
Obligations of states and political 

subdivisions 
Other 

Carrying 
value 

Market 
value 

$10,992,420 $10,643,000 

31,334,926 26,546,000 
300,000 

$42,627.346 $37.489.000 

1979 

$ 3,181,184 $ 2,816,000 

19,741,635 
60,000 

18,013,000 
60,000 

$22,982,819 $20,889,000 
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FIRST PENN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

December 31, 1980 and 1979 

3. Investment securities (continued) 

At December 31, 1980 and 1979 investment securities with book 
values aggregating $18,549,000 and $9,460,000, respectively, were 
pledged to secure public funds. 

4. Loans 

Loans are s ta ted at face value l e s s unearned income. The 
amount of unearned income at December 31, 1980 and 1979 was 
$1,537,889 and $1,903,264, respect ively . Loans at December 31, 
1980 and 1979 are as fol lows: 

Consolidated  

1980 1979 

Commercial $155,798,134 $ 83,424,493 
Real estate 26,763,002 10,532,265 
Instalment 16,356,789 13,263,098 
Other * 2,981,326 267,123 

201,899,251 107,486,979 
Reserve for possible loan losses (2,004,587) (1,002,097) 

$199.894.664 $106.484.882 

Included in outstanding loans at December 31, 1980 were loans 
totaling $3,846,129 to officers and directors, or their affiliates. 
Also during 1980 the Bank purchased loans from and sold loans to 
two banks in which an officer-director of the Company held an 
equity interest. At December 31, 1980 outstanding transactions 
with these banks consisted of: 

Loan participations purchased $1,737,484 

Loan participations sold $6,767,646 

Management believes all such'loans are made in the ordinary 
course of business. 

5. Reserve for possible loan losses 

Changes in the reserve for possible loan losses during 1980 
and 1979 were as follows: 
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FIRST PENN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

December 31, 1980 and 1979 

Reserve for possible loan losses (continued) 

Consolidated 

1980 1979 

Balance at beginning of year $1,002,097 $ 627,491 
Provision charged to operating expense 1,407,830 615,000 
Recoveries of loans previously charged 
off 212,061 19,038 

Losses charged off (617,401) (259,432) 

Balance at end of year 32,004.587 $1,002,097 

6. Premises and equipment 

An analysis of premises and equipment follows: 

Consolidated  

1980 1979 

Land $1,712,146 $ 469,426 
Building 1,607,244 1,461,562 
Furniture and equipment 1,158,227 845,699 
Other 459,455 74,259 

4,937,072 2,850,946 
Less accumulated depreciation 1,212,684 914,598 

$3.724.388 $1.936.348 

The land account is composed of land on which the drive-in 
facility is located and unimproved land. 

7. Other liabilities 

Other liabilities consist of the following: 

Consolidated  

1980 1979 

Accrued interest payable $3,186,239 $1,012,187 
Income taxes payable 1,032,859 821,789 
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FIRST PENN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

December 31, 1980 and 1979 

7. Other liabilities (continued) 

Deferred federal income taxes 
Other 

Consolidated 

1980 1979 

S 176,710 $ 75 ,000 
240,771 66 ,365 

5 4 . 6 3 6 . 5 7 9 $ 1 . 9 7 5 . 3 4 1 

8 . Notes payable 

N o t e s p a y a b l e c o n s i s t of t h e f o l l o w i n g o b l i g a t i o n s of t b e 
parent company: 

Parent Company and 
c o n s o l i d a t e d 

1979 . 1980 

Demand notes payable secured by 
98,354 shares of the Bank's stock: 

Due February 26, 1981 at Chicago 
floating prime interest rate $7,500,000 $ 

Due February 26, 1980 at New York 
prime interest rate not to exceed 
8% 

Due December 28, 1980 at New York 
prime interest rate 

Demand note payable, due February 27, 
1981 at Dallas prime interest rate, 
secured by land held by the parent 
company at cost of $1,242,721 1,106,800 -

$8.606.800 53.160.001 

Subsequent to year end, the 57,500,000 demand note was extended 
to February 26, 1982 and the 51,106,800 demand note was extended to 
May 29, 1981. It is the intention of management to seek to renew 
the debt upon maturity of the demand notes. 

2,160,001 

1,000,000 
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FIRST PENN CORPORATION 
(consolidated and parent comDany) 

NOTES TO FINANCIAL STATEMENTS 

December 31, 1980 and 1979 

9. Income taxes 

Consolidated income tax expense, including the tax effects 
of securities losses, consists of the following components: 

1980 1979 

Current tax: 
Federal $1,710,000 $888,400 
State 180,000 100,000 

1,890,000 988,400 
Deferred 76,710 (26,000) 

$1,966.710 $962.400 

A reconciliation of the amount computed by applying the federal 
statutory rate of 46% and the effective income rate follows^: 

1980 1979 

Income tax at statutory rate $2,482,804 $1,318,468 
Tax exempt interest (585,059) (392,375) 
Investment tax credit (42,955) (12,200) 
State taxes, net of federal benefit 97,200 54,000 
Other 14,720 (5,493) 

$1.966.710 $ 962.400 

An analysis of the provision (credit) for deferred income taxes 
follows: 

Provision for possible loan losses for 
income tax purposes in excess of 
financial provision $72,400 $ 15,400 

Amortization of effect of the change for 
income tax purposes in 1978 from the 
cash basis to the accrual basis of 
reporting certain revenues and expenses (10,800) (10,800) 

Provision for state income taxes for 
financial purposes in excess of tax 
provision - (32,000) 

Other 15,110 1,400 

$76.710 $(26.000) 
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FIRST PENN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

December 31, 1980 and 1979 

9. Income taxes (continued) 

The income tax benefit for the parent company represents 
the excess of amounts payable by its subsidiary in lieu of paying 
federal income taxes on a separate return basis over the taxes 
payable on the consolidated return. 

10. Common and preferred stock 

On September 6, 1979, the stockholders approved an amendment to 
the Articles of Incorporation increasing the number of $1 par value 
common stock authorized to 250,000 shares from the previously 
authorized 100,000 shares. The stockholders also approved the 
authorization of 5,000 non-voting preferred shares with a par value 
of $60 and with dividends cumulative at the annual rate of 6.5%. 
Each preferred share is convertible into one share of the common 
stock of the Company at any time at the option of the holder and is 
subject to redemption at the option of the Company upon payment of 
the par value plus accrued dividends at any time following January 
1, 1989. No cash dividendjs may be paid on common stock if the 
dividends on the preferred stock is in arrears. 

11. Commitments 

The Bank has lease agreements for (1) the land under the main 
bank, which expire in 2029, and (2) office facilities one of which 
expires in 1985 with renewal options for three five-year terms, one 
of which expires in 1981, and two which expire in 1984 both with 
renewal options for three one-year terms. Minimum annual rentals 
under these leases are as follows: 

1981 $118,353 
1982-1983 122,752 
1984 21,119 
1985 7,980 
1986-1989 7,200 
1990-2029 3,000 

In addition to the minimum rental for one of the office facility 
leases, the Bank also pays additional rental based on a percent of 
average total deposits as defined for each lease year. The lease 
covering the land provides for rental payments to be adjusted every 
10 years based on a cost of living index. Total rental expense for 
1980 amounted to approximately $99,000. 
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FIRST PENN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

December 31, 1980 and 1979 

12. Participation loans 

At December 31, 1980, there were participation agreements in 
effect with maturity dates prior to that of the underlying loans. 
Subsequent to December 31, 1980, the majority of the agreements 
totaling $18,651,497 were amended to reflect terms that coincide 
with the terms of the note. 

Accordingly, the participation agreements amounting to 
$20,969,203 at December 31, 1980 have not been reflected in the 
accompanying balance sheet as loans outstanding. However, the 
National Bank Examiners required that certain of these loans be 
reflected as loans outstanding in reports submitted to their 
office. After renegotiation of the terms of agreements subsequent 
to December 31, 1980, these amounts will not be included in such 
reporting. 

13. Subsequent event 

Subsequent to December 31, 1980 the Company acquired, from 
certain officer-stockholders,^ all of the outstanding stock of a 
company involved in a real estate development project for approxi
mately $1,250,000. The acquired company's principal asset is the 
uncompleted development project which is subject to debt of approx
imately $3,000,000. Approximately $400,000 of this debt, at 
December 31, 1980, was payable to the Bank. The lead lending bank 
has filed foreclosure proceedings on the project. In addition, 
certain suppliers of the project have filed third party claims 
against the Bank for materials supplied the project and punitive 
damages. Management is of the opinion that no significant loss 
will be incurred in connection with this transaction. 
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D O M E S T I C B A N K h O L D l N G C O M P A 

P O R T F. R. Y 

lAK ENDING 19BC/12/3 OFFICIALBMttttftT*" w 
N Y JUN 2 31981' 

/ • 

SDPFTEMFJT 
NAME UF BANK HOLDING COMPANY: FIRST PENN CORPORATION 

/ ! / 

MAILING ADDKESS 

/ / 
/ / 
/ / 
/ / 
/ / 

LOCATION OF PRINCIPAL OFFlLE: 

CITY: OKLAHOMA CITY / / 

CCUNTY: GKLAnOMA / / 

STATES UKLnrtOMA / / 

ZIP CODE: 7̂ 12t> / / 

STREET: 191S PENN SQUARE 

P.O. BOX 2o206 

CITY: OKLAHOMA CITY 

STATE: OKLAHOMA 

ZIP COOE: 741Z6 

1 (NAME) JENNN1NGS, BILL P 
/ 

niTuu PRESIDENT 
/ 

AM AUTHORIZED UFFICEK OF TttE HOLDING COMPANY NAMED ABOVE,HER£BY CERTIFY ON 
THE / , / DAY OF / / 1V/ / .THAT THIS REPORT HAS BEEN EXAMINED BY 
ME ANu li> TROE AND COMPLETE TO THE BEST UF MY KNOWLEDGE AND BELIEF, 

SIGNATORY /_ 

NAME,TiTLE,AND PrtONE NUMBER OF PERSON TO WHOM INQUIRES MAY BE DIRECTED: 

NAME: T R U E S U E L L , P A I T I 

/ / 
T I T L E : ACCT SUPERVISOR 

/ : / 
TELEPHONE N.UMbER: {*<}$) 8 4 * - 7 4 * 1 / _ 

(AREA CObfc)-NUMBfck 

TfllS REPORT IS RtMUlRED LY SECTION 5(C) OF THE BANK HOLDING COMPANY ACT 
( I x U . S . C 184*1 AND SECTION <^3 .3 (B) OF REGULATION Y ( 1 2 C . F . R . 2 3 3 . 5 ( b ) ) . 
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SCHEDULE A PAGE 1 OF 3 

INFORMATION ON SU8S1D1 AR1ES<1> 
SEE F.R. Y-6, REPORT ITEM 3. 

TO BE COMPLETtO FOR EALH BANK AND NONBANK,DIRECT AND INDIRECT,FOREIGN AND 
DGMESTIL SUbSIDIARY OF THE BANK HOLDING COMPANY. 

NAME: FIKST PENN LEASING CORPORATION 

/ / 
CITY: OKLAHOMA CITr 

• 

STATE: OKLAHOMA 

/ 
CJUNTY: OKLAHOMA 

/ / 
ZIP CODE : 7312o 

/ / 

DATE OF SUBSIDIARY'S FISCAL Yfc*R ENDS 196G/12 /31 

1 . I F THIS SUBSIDIARY BECAME PART OF THE BHC ORGANIZATION DURING THE LAST 
FISCAL YEAK.cNlcR T Hfc DATE AND NATURE OF CONSIDERATION PAID IF OTHER" THAN 
MUNtTARYM V*ilCH SHUULD BE REPORTED I N ITEM 13 ON PAGE 3 OF THIS SCHEDULE) 

DATE(YYMMDD): / / 
CONSIDERATION! / / 

FOR ITErtS 2 AND ^,PLACE THE APPROPRIATE NUMBER IN THE BOX PROVIDED. 

2. THIS SUBSIDIARY IS: 
A. (1) A BANK (AS DEFINED I* THE ACT) /2/ / / 

t2) A NGNbANK OHGAN1~ZAT10N<2> 
B. 41) A JU1NT VENTURE /2/ / / 

12) NOT A JOINT VENTUkE __. 
C. ill A CORPuRATiON /l/ / / 

(*:) A PARTNERSHIP 
(3) NOT A LURPURATION OR PARTNERSHIP 

(SPECIFY TYPt: ) 
D» (1) ACTIVE /!/ / / 

(2i INACTIVE 
E. (1) D0MEST1C<3> /l/ / / 

(2) FuREIGN<4> 

3, IF THIS IS A SUBSIDIARY OF A BANK, IS IT FULLY CONSOLIDATED WITH THE BANK? 
CI) YESiNAME OF BANK) PtN* SQUARE BANK, N. A. /I/ 

/ / /__/ 
(2) No 
C3) NOT APPLlCABLEiNOT A SUBSIDIARY OF A BANK) 

<1> RtFcK TO DEFINITIONS 5 AND 7 IN GENERAL INSTRUCTIONS FOR SUbSIDIARY DEFNS. 
<2> ttULSTIO.*S 2A2: A NONbANK IS ANY ORGANIZATION THAT IS NOT A BANK,AS DEFINED 

IN THE brtC ACT. 
<3> WOESTIC^ 2E: A bANKCAS DEFINED IN THE BHC ACT) IS CONSIDERED DOMESTIC. 
<«r> REFcK TU DEFINITION o AND 7 IN THE GENERAL INSTRUCTIONS FOR FOREIGN 

OKGANIZATIUNS. 
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irxrs^i rcratx Lt-Aaxmu, uurvruivM i xum 
SCHEDULE A 

INFORMATION ON SUBSIDIARIES 

PAGE 2 OF 3 

<*. LIS! EACH ORGANIZATION WITHIN THE BANK HOLDING COMPANY ORGANIZATION THAT 
DIRECTLY OWNS OR CONTROLS VOTING SECURITIES OF THIS SUBSIDIARY,AND INDICATE 
THE TYPE(S) OR CLASS (LS) OF SHARES OWNED OR CONTROLLED ANO PERCENTAGEUO THE 
NtAREST TENTH 04F Ond PERCENT) OF OUTSTANDING SHARES OF EACH TYPE OR CLASS 
OWNED OR CONTROLLED. 

DlKtCT PARENT 

PLNN SQUARE BANK. N. A. 
/ 

CLASS OF SHARES 

COMMON STOCK-VOTING 
_/ / 

PER CENT 
OWNED 
100 .00 

_/ / / 

-/ /_ 

!>. SPtClFY TnE EXtMPTIvt FRGVlSluN AND REGULATION OR BGARD OROER(INDICATE DATE) 
RELIED UPUrt Fuk RETtNTlbf* OF THIS SUBSIDIARY.<1> 

SECTION M O t> 
/ / 
SECTION 
/ 

«*(C> 5 

LIST CURktNl ACTIVITIES CONDUCTED BY THIS SUBSIDIARY IN ORDER OF IMPORTANCE. 
ACTIVITY CODt<i> 

G6AA / / 
U6AC 

CONDUCTED IN U.S.<1=YES,2=N0) 
1 
1 

Li^T ACTIVITIES COMMENCED BY THIS SUBSIDIARY THIS YEAR. 
ACTIVITY CUDt<2> C0NL*OLTCD IN U.S.fl=YES,2=N0) EFFECTIVE DATE(YYMMDO) 

C6AA / / 1 / / 79/01/01 / / 
CoAC / / 1 / / 7V/C1/01 / / 

/ / / / / / / / 
L I S ! A C T I V U I L S TERMINATED tJY Thl i . SUdSIDlAKY DURING THE FISCAL YEAR. 
ACTIVITY CQUt<2> EFFECTIVE OATc(YYMMOD) 

o l f o / / 7 9 / u i / u l / / 
/ / / / / / 
/ / / / / /' 

LIST ACTIVITIES NbT C U K R E M L Y CUMuUCTtD BY T H I S SUBSIDIARY BUT FUR WHICH 
APPROVAL EXISTS. 
ACTIVITY CGDc<z> 

/ / 
/ / 
/ / 

<1> yULSriOiM i>: K L F E N Ip D tF lMTlONS 9 Mil) 10 lM THE GENtRAL INSTRUCTIONS. 
<2> VOCATIONS 6 ,# , i> ,y : > KEFLk 10 THE CMC ACTIVITY MANUAL FOR CODfcS.USE THE' 

t UXblT ALPHANUMtRlC CUDtS WHENEVER POSSIBLE. 
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'. r i . t \ ^ i rciMCM LEAdJ-nit? uur\.rur\M i xun i 
SCHEDULE A PAGE 3 OF 3 

INFORMATION UN SUBSIDIARIES 

lc. If THIS SUbSlulA*Y«S HtAu UFFILE IS LOCATED IN THE UNITED STATES,FURNISH 
InE FOLLOWING INPCRMATiLN:<l> 

A. WuMbtR UF EXISTING uhhlL-LS i / / 
6. NUh^tR UF OFFICES ESTABLISHED DURING FISCAL YEAR / / 
C. NUHbcR OF OFFICES TERMINATED DURING FISCAL YEAR / / 
D. huhxt* OF OFFICES APPKOVEU oUT UNOPtNED / / 

11. IF THIS SUBSIDIARY'S HEAD OFFICE IS LOCATED IN A FOREIGN COUNTRY, 
FuRNlSn TrtE FOLLOWING INFORMATION: 

LUU.tTRY OF HEAD OFF let NUMBER OF OFFICES 

/_ 
COUNTXY OF OTHCA OFFICES NUMBER OF OFFICES 

/ / / / 
AMOUNTS IN THOUSANDS OF U .S . DOLLARS 

1 2 . TOTAL AMUUNT A) WHICH THAS SUBSIDIARY IS CARRIED 
ON THE BOO^S OF I I S U'WNfcRlS) WITHIN THE BANK 
rtOLulNG COMPANY ORfc»ANl2ATIUN. 226 / / 

1 3 . TGIAL HISTORIC CuST OF THIS SUBSIDIARY 100 / / 
l -». BANK HOLDING COMPANY'S{PARENT UNLYl INCUM= FROM THIS 

SUBSIDIARY DURING TrtE PARENT'S FISCAL YfcAR:<2> 
A. DIVIDENDS D E L L A R E D ( P A I D UK PAYABLE DIRECTLY TO 

THE PARENT). / / 
b. OTHER I1NTCREST,MANAGEMLNT,AND SERVICE FEES,ETC.) 

EXCLUDING THE PARENT'S EvUlTY 1M UNulSTRIBUTED 
EARNINGS OF THIS SUBSIDIARY. / / 

lt>. OUTSTANDING LOANS AUD ADVANCES TO THIS SUBSIDIARY AS 
OF THE END UF THE BANK HOLDING COMPANY'S!PARENT 
0*LY) FISCAL YEAK:<2> 

A, FROM THE BANK HOLDING COMPANY(PARENT ONLY) / / 
B. FRO* SUBSIDIARY BANKS OF THE HOLDING COMPANY / / 
C» FROM OTHER SuaSIolARlES OF THE BANK HOLDING COMPANY / / 

16. LOANS AMD LEKSci,fitT OF UNEARNED INCUME AND RESERVE 
FOR POSSIBLE LOAN L0SSES<3> / 

17. TOTAL ASSEIS<3> / 
lb. STOCKHOLJERS• E3UnY<3> / 
IV. TOlAL OPERATING RtVcNUL«0> / 
20. TOTAL OPERATING tXPENSES<3> / 
2.1. NET INC0ME<3> / 
22. UO THt AMOUNTS FUK THIS SUBSIDIARY IN ITEMS 16 THROUGH 

*1 CONSOLIDATE OK A LINE BY LINE BASIS THE ACCOUNTS OF 
ANY OF ITS SUBSIDIARIES? ENTER •!• FOR YES,*?" FOR NO, 
m*m FOR INAPPLICABLE. 3 / / 

23. IF lilt FINANCIAL STATEMENTS OF ThIS SUBSIDIARY HAVE NOT 
IctH SUL-MITTED IN REPORT ITEM 4 BECAUSE ITS ACCOUNTS 
HAVE BEEN CONSOLIDATED ON A LlNE-BY-LlNE BASIS WITH 
ANOTHER SUBSIDIARY FOR WHICH STATtMENTS HAVE BEEN SUB
MITTED, INDICATE THE NAME OF THAT SUBSIDIARY.<3> 

<L> viJESTIOK 10: NEED NOT BE COMPLETED FOR ANY &ANKSUS DEFINED IN THE BHC ACT) 
<2> wUcSTION 1-4-.15: NEED NUT B£ COMPLETED FOR COMPANIES THAT FILE FR 2314 

OK FR 28BoB. 
<„>> QUESTIONS lo-2i: NEEu NCT BE COMPLETED FOR A BANK,A SUB UF A BANK CONSOLI
DATED IN ITS PAKLNI'S CONSOLIDATED REPORT OF CONDITION,OR ANY SUBSIDIARY 
FILING AN FR 23lt- OK FR 2bfcoB: REFER TO REPORT ITEM 3 INSTRUCTION^. 
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SCHEDULE A PAGE 1 OF 3 

INFORMATION UN SUBSIDIAR1ES<1> 
SEE h.R. Y-o, REPORT ITEM 3. 

TO BE COMPLETED FOR E*Cri BANK AND NONBANK,CIRECT ANO INDIRECT,FOREIGN AND 
DOMcSTlC SUBSIDIARY OF THE BANK HOLDING COMPANY. 

HKML: PCNN SQUARE BANK, N. A. 

/ / 
CITY: OKLAHOMA CITY 

/ / 
STATE: OKLAHOMA 

/ / 
COUNTY: 

ZIP CODE 

OKLAHOMA 
/ 

: 73x1b 
/ _/ 

/ 

DATE OF SUBSIDIARY'S FISCAL YEAR END: 1960/12/31 

1. IF THIS SUBSIDIARY BECAME PART OF THE BHC ORGANIZATION DURING THE LAST 
FISCAL YEAR,ENTER THE DATE AND NATUKE OF CONSIDERATION PAID IF OTHER THAN 
M0NE1ARY:(WHICH SHOJLU BE REPORTED It* ITE* 13 ON PAGE 3 OF TrtIS SCHEDULE) 

DATE(YYMMDD): / / 
CONSIDERATION: / / 

FG* ITEnS 2 AND .*,PLACE THE APPROPRIATE NUMLER IN THE BOX PROVIDED. 

I. TMIS ^UtiilJlAKY IS: 
A. (1) A BANK CAS OEFlNcD IN THE ACT) /!/ / / 

(2) A NONBANK OR.«ANlZATlUN<2> 
t. (1) A JOINT VcNTUKE /2/ / / 

iZi NOT A JOINT VcNTUKt 
C, (1) A CURPJRAUON /l/ / / 

(i) A PARTNERSHIP 
(3) NOT A CukPurtATlOU UK PARTNERSHIP 

(SPECIFY TYPE: ) 
0. (1) AC11VE /l/ / / 

(2) INACTIVE 
E. (1) UuME^TlC<3> /l/ / / 

(<c> PukElGN<*> 

3 . I F TrtlS IS A SUSSlDlAhY Ol̂  A BANK, I S I T FULLY CONSOLIDATED WITH THE BANK? 
( I I YtSUAME UF BANK) / 3 / 

/ / /_/ 
(<1) NU 
(j) Nul APPLICABLE(NUT A SUBSIDIARY OF A BANK) 

<1> KEFE.N TO DEFINITIONS :> ANU 7 IN GENERAL INSTRUCTIONS FOR SUBSIDIARY DEFNS. 
<2> QUESTIONS 2A2: A NuNfcANK IS ANY ORGANIZATION THAT IS NOT A BANK,AS DEFINED 

Xti THE btxL ACT. 
<*> QULSTION 2E: A B A N M A S DEFINED IN THE BKC ACT) IS COKSlDbRED DOMESTIC. 
<4> KEhtfx TO DEFINITIONS 6 AND 7 IN 1 Ht GENERAL INSTRUCTIONS FOR FOREIGN 

ORGANIZATIONS. 
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(PtliN SwoARE BAN*, N. A. 
SCHEDULE A PAGE 2 OF 3 

INFORMATION ON SUBSIDIARIES 

LIST EACH ORGANIZATION WIlhlN THE BANK HOLDING COMPANY ORGANIZATION THAT 
DIRECTLY UW»»S OR CONTROLS VUTING SECURITIES OF THIS SUBSIDIARY, AND INDICATE 
1HL TtPcU) Ok CLASSIES) OF SHARES OWNED OR CONTROLLED AND PERCENTAGE (TO THE 
NEAktST TENTH OF ONE PERCEN1> OF OUTSTANDING SHARES OF EACH TYPE OR CLASS 
OWNED UR CONTROLLED. 

OIRECI PARENT 

FIRST PcNN CORPORATION 

/ _ / 
/ / 
/ / 
/ / 
/_ / 

CLASS OF SHARES 

COMMON STOCK-VOTING 
/ 

5 . SPECIFY THt EAErtPTIVE PROVISION AND REGULATION OR BOARD ORDER(INDICATE DATE) 
RLLltu UPON FUR RETENTION OF THIS SUBSIDIARY.<1> 

SECTION 3 ( A ) ill 
/. / 

to. LIST CURRENT ACTIVITIES CbNuUCTED BY TrllS SUBSIDIARY IN ORDER OF IMPORTANCE. 
ACTIVITY CuD£<.2> 

c>Q2:> / / 
CUNDUCTLu IN U.S . i1=YES,2=NQ» 

I / / 
/ / / / 
/ / / / 
/ / / / 
/ / / / 

7 . Ll^T A L T l V l f l E S COMMENCED bY 1H1S SUBSIDIARY THIS YEAR. 
ACTIVITY CuOE<£> CONDUCTED IN u . S . ( 1 = Y E S , 2 = N O ) EFFECTIVE DATE(YYMMDD) 

/ / / / / / / / 
/ / / / / / / / 
/ / / / / / / / 

£. LIST ACTIVITIES TERMINATED bY THlo SUBSIDIARY DURING THE FISCAL YEAR. 
EFFECTIVE DATE(YYMMDD) 

/ / / / 
/ / / / 
/ / / /* 

LIS! ACTIVITIES NOT CURRENTLY CONDUCTED BY THIS SUBSIDIARY BUT FOR WHICH 
APPRJVAL EXISTS. 

<1> *ULS»1UN t>i RCFEK TU DEFINITIONS 9 AND 1C IN THE GENERAL INSTRUCTIONS. 
<Z> vUtSTIONb o,?,o,9: REFER TO THE BHC ACTIVITY MANUAL FOR CODES,USE THE 

•* DIGIT ALPHANUMERIC CODcS WHENEVER POSSIBLE. 
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I H t N f * iWUAKL tSANN, W. A . 
SCHtDULE A PAGE 3 OF 3 

INFORMATION ON SUBSIDIARIES 

IC. IF TrilS SOBSlDlARY'S HEAD OFFICE IS LUCATED IN THE UNITED STATES,FURNISH 
Tut FOLLOWING 1NFURMAT1UN:<1> 

A. tfUMBLR OF fcXlSTING OFFICES 1 / / 
b. NUMBER OF OFFICES ESTABLISHED DURING FISCAL YEAR / / 
C. NUMBER OF OFFICES TERMiNATtD DUKlNG FISCAL YEAR / / 
O. *UMUJ_K OF OFFICES APPROVED BUT UNOPENED / / 

11. IF TtnlS SUBSIDIARY'S HEAD OFFICE IS LOCATED IN A FOREIGN COUNTRY, 
FOKN1SH THE FOLLOWING INFORMATION: 

COUNTRY OF HLAD OFFICE NUMBER OF OFFICES 

/_ 
COUNTRY OF OTHER OFFICES NUMBER OF OFFICES 

/ / / / 
AMOUNTS IN THOUSANDS OF U.S . DOLLARS 

1 2 . TOTAL AnUlAT AT XrtlCH THIS SUBSIDIARY IS CARRIED 
ON THE BOOKS OF ITS UWNEtUS) HITttlN THE BANK 
HOLDING COMPANY G R G A N I Z A I I O N . 21 ,170 / 

1 3 . TOTAL HISTORIC Cu^T OF TrtiS SUBSIDIARY 7 ,134 / 
1*. BAN* HOLDING COMPANY'S(PARENT ONLY) INCOME FROM THIS 

SUBSIDIARY DUKING I H L PARENTS FISCAL YEAR:<2> 
A . DIVIDENDS DECLARED*PAID OK PAYABLE DIRECTLY TO 

THt PARENT). 300 / 
B. OTHER (INTEREST,MANAGEMENT,AND SERVICE FEES,ETC.) 

EXCLUDING IHE PMRENT*S LWOlTY IN UNDISTRIBUTED 
fcAKNlNGS OF THIS SUBSIDIARY. ' / 

lt>. OUTSTANDING LUANS AND ADwANCtS 10 1HI5 SUBSIDIARY AS 
OF THE fcNu OF THE BANK HOLDING COMPANY'S(PARENT 
OfiLY) FISCAL YcAK:<<:> 

A. i-RQM THE BANK HOLDING CUMPANY (PARENT ONLY) / 
£. FROM SUBSIDIARY EAM'.S UF THt HOLDING COMPANY / 
C. FROM OTHER SUBSIDIARIES LF THE BANK HOLDING COMPANY / 
le>. LOANS ANu LEAStS.NtT OF UNEARNED INCOME AND RESERVE 

FOR POSSIBLE LOAN LOSS£SO> / 
17. TOTAL ASSETS<3> / 
Id. STOCKHOLDERS' EWUlTYO> / 
IV. TulAL OPtRATlNG KEVtN0E<3> / 
20. TOTAL OPtKATINo LXPcNSESO> / 
2i. NET 1NC0MC<3> / 
2*1. DU THE AMuUNTs FOR TniS MJBSlDlARY IN ITEMS 16 THROUGH 

21 CONSOLIDATE J* A Line BY LINE BASIS THE ACCOONTS OF 
ANY OF ITS SUBSIDIARIES? ENTER "1" FOR YLS.^Z" FOR NO, 
•3n FOR INAPPLICABLE. 2 / / 

Z3. IF THt FINANCIAL SIATEMLNTS OF TrtlS SUBSIDIARY HAVE NOT 
LfcEN SUBMlTTcO IN REPORT ITEM 4 bECAUSE ITS ACCOUNTS 
HAVE BEEN CONSOLIDATED UN A LINt-t>Y-LlNL" BASIS WITH 
ArtuThcR SUBSIDIARY FOR WHICH STATtMcNTS HAVE BEEN SUB
MIT TtD,INDICATE THt NAML OF THAT SUBSIDIARY.<3> 

<1> woEsllUN iC: NEEU NOT EE COMPLETED FOR ANY BANKSCAS DEFINED IN THE EHC ACT) 
<^> wULSTIcm 14, li>: NfcED NOT BE COMPLETED FOR COMPANIES THAT FILE FR 2314 

OR FR 2*8oB. 
<3> WOc^TIONs lt>-2i: NELD NCI BE CUMPLtTED FOR A BANK,A SUB OF A BANK CONSOLI
DATED IN ITS P*KtNl»S CONSOLIDATED RtPGRT OF CONDITION,OR ANY SubSlDlARY 
FILING AN FR 231** OR FR 2b*6t>: REFER TO REPORT ITEM 3 INSTRUCTIONS. 
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*AML: 

SCHEDULfc C 

ACTIVITIES OF PARENT BHC 

PAGE 1 OF 1 

FIRST PENN CORPORATION 
/ 

CITY: OKLAHOMA CI1Y 

STATE: OKLAHOMA 

COUNTY: OKLAHOMA 

ZIP COut: 73126 

LIST CURRENT ACTIVITIES CONDUCTED BY PARrNT IN ORDER OF IMPORTANCE: 
ACTIVITY C0UE<1> CONDUCTED IN US(1=Y£S,2=N0) 

CCAA / / 1 / / 
/ / /_/ 
/ / /__/ 
/ / / / 
/ / / / 

LiST ACTIVITIES COMMENCED BY THE PARENT THIS FISCAL YEAR: 
ACTIVITY CduE<.i> CONDUCTED IN USl 1=YES, 2=NU > EFFECTIVE DATE(YYMMDD) 

/ / 

/ / / / 
/ / / / 
/ / / / 

LloT ACTIVITIES f tKr t i *ATtb BY PARcNT THIS FISCAL YEAR: 
ACTIVITY CGDE<.1> cFFECTlVE uATE 

/ / / / / / 
/ / / / / / 
/ / / / / / 

LIST ACTIVITIES NOT CURRcMTLY CU*DUC1£D BY PARENT FOR WHICH A VALID APPROVAL 
BY AUTHORITIES AS xN fcFFECT. 
ACTIVITY ctiJE<l> 

I 

/ / 
/ / 
/ / 

f>. NoMuLK OF OFFICES OF THE PARENT COMPANY: 
A* NurttiER OF tX lST iNb OFFICES(INCLUDING HEAD OFFICE). 
B. NUMBER OF OFFICES E S T A & L I S H L O DURING FISCAL YEAR. 
C . NUhfacR OF OFFACLS TcRniUATfcD UURifcG FISCAL YEAR. 
D. NUMBER OF OFFICES APPROVED BUT UNOPENED. 
6 . OOLS COMPANY FILE WITH StC? ( l -YES, i : -NC) 
7 . SPECIFY THE EAfcMPTiVt PROVISIONS AND REGULATION OR BOARD ORDER(INDICATE DATE) 

RELifcU UPON FOR AUTHoKUY Tu CONTINUE Tu ENGAGE IN THE BUSINESS ACTIVITIES 
LISTED I * ITEM 1 A3uVE.<Z> 

•NOT APPLICABLE OK N O N C " 

/ / 
/ / 
/ / 
/ / 
/ / 
<1> wUcSTIUNS 1 , 2 , 3 , * : KEFER TO BnC MANUAL FOR ACTIVITY CODES,USE THE 4 DIGIT 

ALPnANUMERlC CUUcS WHENEVER POSSIBLE. 
<±> WJESIIUN / : REFtK TO DEFlNlTluN 11 IN THE GENERAL INSTRUCTIONS. 
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SCHEDULE D 

TERMINATIONS 

PAGE 1 OF 1 

PROVIDE THE FOLLOWING I N F U R M A T I U N FOR ANY ORGANIZATION SUBSIDIARY AND"ORGANI-
ZATluN OTHER TrtAN A SUbSlUlARY",BANK AND NONBANK,DOMESTIC AND FOREIGN) THAI 
CLAWED BEING PART OF Trtt BANK HOLDING COMPANY ORGANIZATION DURING THE BANK 
nOUUftG COrtPANY^S FISCAL YEAR. IriCLUDE ALL ORGANIZATIONS THAT WERE LIQUIDATED, 
J lVESlED, OR MERGED OUT UF EXISTENCE. I F MORE SPACE IS NEEDED,ATTACH A SEPARATE 
PAGE SUPPLYING THE INFORMATION IN THE SAME FORMAT. 

I F TuE ORGANIZATION WAS DISPOSED OF: DESCRIBE THE MANNER AND TERMS OF DISPOSI
T ION; INDICATE THE AMOUNT OF CREDIT EXTENDED TO THE PURCHASER BY THE BANK 
hULDlNG COMPANY UKGANIZATIGN,IP ANY; AMD INDICATE WHETHER THE PURCHASER HAS ONE 
UR MUKE O F F I C E R S , D I R E C I U R S . T K U S T C E S , O R BENEFICIARIES IN COMMON WITH.OR SUBJECT 
TO CONTROL far, THE BANK HOLDING COMPANY ORGANIZATION. 

COL A . NAME AND ADDRESS OF EACH ORGANIZATION TERMINATED. 
NAME: 

/ / 
CITY: STATE: 

/ / / / 
COUNTY: ZIP CODE: 

/ / / / 
COL 6, NAME AND ADDRESS OF EACH ORGANIZATION THAT ABSORBED A MERGED ORGANIZATION. 
NAMES 

/ / 
CITY: STATE: 

COUNTY: ZIP CODE: 

/ / 
COL C» EFFECTIVE DATE OF lERMiNATIUN IV / / /_ 
CUL 0. ENTER(l=LiUUlDATEO,^=LilVESTED*J=MERGER,^=OTHER) 

COL A. hAME ANO ADDRtSS OF EACH ORGANIZATION TERMINATED. 
A A M t : J, 

/ / 
CITY: STATE: 

/ / / / 
COUNTY: ZIP CODE: 

/ : _/ / / 
CUL fc. N*ME AND ADDRESS UF EACH ORGANIZATION THAT ABSORBED A MERGED ORGANIZATION. 
rtAME: 

/___: / 
C I T Y : STATE: 

CUUNTYi ZIP CODE: 

COL C . EFFECTIVE DATE OF TERMINATION 19 / / / _ 
COL t>. ENTER U=LiwUlDAl ED,2=*U VESTED,3=MERGER,*=OTHER) /—/ 
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o TELEPHONE MESSAGES o | B S T ) IN RECORDSSECTTDNT^ 

JUN 2 3 1981 

TA^j^SfP 
PHONE NUMBER (Area Code & Number) (BANK HOLUflVl 

; ~x?fi-7rr/ ^ g ? 
|BANK HOLDING COMPANY NAME |DATE OF PHONE CALL 

(3̂ ANNUAL REPORT y^J^^S^fe^ /—T* 7& K.A D REGISTRAT,0N STATEMENT 
RKS: ^ 

&^jbtm <^#r ̂  <&#?/ r&sfr* 

s /?£ sex. / /S*r ^ ^ r * : & /& & s/,^. 
&C. C '< * / <£™* <***? ?<?*& >& x?3s&? 

•& Z- ' ^ ^ Q/£& Sb ^76*&&l &**+-rr 

/?/&: /f/^^&rf*/? %&* j&jtte*^. y^^^^^^A^^^^. 
ASSISTANT EXAI NT EXAMU4€«: . _ _ ^ s 

OFFICIAL RECORD COPY SUPPLEMENT 

97-830 0 - 8 2 - 2 4 
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)Z 
N o v e m b e r 2 9 . 1 9 7 8 | . • | - i ,- >• d ' • 

A p p r o v a l e x p i r e s J a n u a r y 1 , 1 9 8 1 \ fc j j l j Q u f u / U L - U L U W W U U - / W V • • 

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 
Washington. D.C. 20551 

BANK HOLDING COMPANY FINANCIAL SUPPLEM 

MAR 0 3 1981 

/ Oft 
Reporting period (fill in appropriate line below) 
For the fiscal year period ending on December 31 IQ 80 
For the 6-month period ending on , 19 

Name of bank holding n,r.Y- F i r s t Penn Corpora t ion 

O S . 

Mailing address: P. 0 . Box 26208 
Street 

Oklahoma City Oklahoma 73126 

Location of principal office: 

City 

Oklahoma Ci ty 
State 

Oklahoma 
City 

Oklahoma 73126 

Bill P. Jennings 

an authorized officer of the bank holding company named above, hereby declare that this report has been examined by me and is 
true and complete to the best of my knowledge and belief. 

S i p n e j * ^ / / " 

Name, title, and phone number of person to whom inquiries may be directed: 

S h e r y l A. Walker  

February 1? r 1QR1 

405 8<+2-7441 Ext . 274 
Area Code Number 

General Instructions 
Who must report: This report is to be filed by domestic bank 
holding companies that have $50 million or more in total con
solidated assets. The following companies are not required to 
file the report: (a) a bank holding company that is a subsidiary 
of another domestic bank holding company; (b) a bank holding 
company that-has been granted an exemption under Section 
4(d) of the Act; and (c) a bank holding company that is orga
nized under the laws of a foreign country, and more than half 
of whose consolidated assets are located, or half of whose con
solidated revenues are derived, outside the United States. The 
Federal Reserve Bank may require this report from bank holding 
companies that are not required to file this report under the 
above criteria.. 

Full year reporting: Bank holding companies that have $50 mil
lion or more in total consolidated assets must file this report 
once a year for the 12-month period covering their fiscal year. 

Midyear reporting: In addition to full-year reporting, bank 
holding companies that have $300 million or more in consoli

dated assets must file this report for the 6-month period covering 
the first half of their fiscal year. 

Time and place of filing: The report must be filed within 45 
days after the end of the reporting period. Submit the original 
and three copies of the report to the Federal Reserve Bank of 
the district in which the bank holding company is registered. 

Confidentiality: The report will be made publicly available 
after the bank holding company has released its financial 
statements to the public or 90 days after the end of the report
ing period, whichever comes first. In the interim period, the 
information contained in this report will be regarded as confi
dential by the Federal Reserve System. If it should be deter
mined that any information contained in this report must be 
released during this period, respondents will be notified. 

. FOR FILES 
Detailed instructions: Please refer to the jnitructions manual 
for the Bank Holding Company Financial Supple frMuess 

This report is required by Section 5(c) of the Bank Holding Company Act ( f2 VS.C. 1844) and Section 225.5(b) of Regulation Y (12 CFR 225.5(b)). 
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Consolidated Balance Sheets 

(Including foreign and domestic subsidiaries) 

As of the close of business nn 12 -31 
,19 80 

FR BANK USE ONLY 

I 1 M V 1 » . . 8 . 2 . 1 I 1 • I 
1 3 9 

BHCNo. Yr. Mo. D»v 

I . . . 11 I I I I . lliJ 
11 23 25 27 30 

ASSETS Dollar amounts 

1 Cash and due from deoositorv institutions: Bil Mil Thou 

0 
b Other 59 626 

2 . U.S Treasury securities 10 992 
0 

4 . Obliqations of States and political subdivisions in the United States. 31 3 3 5 ! 
5. Other bonds, notes, and debentures ,. ._„ 0 
6. Federal Reserve stock and corporate stock , I 0 2 300 ' 

0 
8. Federal funds sold and securities purchased under agreements to resell in domestic offices including mmmz I 16)000 
9. Loans: 

a. Loans made at domestic offices: W^^ 
29 433 

(2) Loans to financial institutions., . . . . . . 0 
U4 099 
n 37=i 

(5) Al l other loans ^ 490 
0 

1 4fi7 
? nm 

196 9?1) 
0 

"\ fiRR 

n 
r 

747 
f 196 

1fi T D T A I ASSPTS I 0 5 .J3ZJ _,,aQ3 

1 / Bank holding companies with lets than $100 million in total consolidated assets need not complete the consolidated balance sheet and income statement 
(parts A and B of this report). 

2J D O not enclose amount in parentheses. 
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Consolidated Balance Sheet - continued 

FR BANK USE ONLY 

1 1 M Y | 9 | | 8 , 2 , 

D.st 

II , 1 
1 3 

BHC No. Yr. Mo. 

I • • • M • I . 
11 23 25 

9 

iLiisi 
27 30 

LIABILITIES AND STOCKHOLDERS' EQUITY 
17. DEPOSITS: 

a. Deposits in domestic offices: 
(1) Demand deposits 
(2) Time deposits: 

(a) Time deposits of $100,000 or more 
(b) Other time deposits 

(3) Sayings deposits: 
(a) Corporations and other profit organizations 
(b) Other savings deposits , 

b. Deposits in foreign offices and in Edge and Agreement subsidiaries _ 
c. TOTAL DEPOSITS 

18. Federal funds purchased and securities sold under agreements to repurchase ii 
including those of Edge and Agreement subsidiaries 

19. Commercial Paper 
20. Other borrowings with an original maturity of one year or less 

domestic offices 

21. Other borrowings with an original maturity of more than one year (excluding mortgage 
indebtedness and subordinated debt) 

22. Mortgage indebtedness and liability for capitalized leases_ 
23. Subordinated notes and debentures 
24. Other liabilities 
25. TOTAL LIABILITIES 
26. Minority interest in consolidated subsidiaries 
27. STOCKHOLDERS'EQUITY 
28. TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY 
MEMORANDA 
29. Amount of debt reported above in Items 21, 22, and 23 that is scheduled to mature within 

o.s year 
Standby letters of credit outstanding 
Deferred taxes (included in Item 24, "Other liabilities"): 
a. IRS bad debt reserve 
b. Other 

32. State the amount of intangible assets reported in Item 14 that is subject to amortization 

Line 20 & 29 . It is the intention of management to seek to renew the debt upon 
maturity of the demand note. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



367 

FR BANK USE ONLY 

Consolidated Report of Income^ 
(Including foreign and domestic subsidiaries) 

Reporting period (fill in appropriate line below) 
For the fiscal year ending nn i ^ - T l , 19_£Q. 
For the 6 month period ending on , 19 

fT i iv 9 1 8 | 2 | 

Dis 

'II 
1 I 

1 3 9 

BHC No. 

1 • • • J U 
Mo. Day 

J_i_ Jl±J 
n 23 25 27 30 

1. OPERATING INCOME: 
a. Interest and fees on loans . 

Dollar amounts 

b. Interest on balances with depository institutions 
c. Income on Federal funds sold and securities purchased under agreements to resell in domestic 

offices including those of Edge and Agreement subsidiaries 
d. Interest on U.S. Treasury securities , 
e. Interest on obligations of other U.S. Government agencies and corporations-

Interest on obligations of States and political subdivisions in the United States _ 
Interest on other bonds, notes, and debentures 
Dividends on stock- . 
Trading account income, net (including commissions and fees)-
Income from lease financing 

k. Income from fiduciary activities 
I. Service charges, commissions, and fees_ 
m. Other operating income h? 

. TOTAL OPERATING INCOME (sum of Items 1a through 1m) _ 
OPERATING EXPENSE: 
a. Salaries and employee benefits 
b. Interest on deposits _ 

Expense of Federal funds purchased and securities sold under agreements to repurchase ii 
domestic offices including those of Edge and Agreement .subsidiaries _ 

d. Interest on borrowed funds (excluding subordinated notes and debentures) _ 
s. Interest on subordinated notes and debentures 

Net occupancy expense, and furniture and equipment expense — 
Pro"is;on for possible loan losses 

. Other operating expenses 
TOTAL OPERATING EXPENSE (sum of Items 2a through 2h)_ 

3. INCOME (LOSS) BEFORE TAXES AND APPROPRIATE ITEMS BELOW (Item 1n n 
Item 2 0 -

4. Applicable income taxes (foreign and domestic) 
5. Minority interest (required to be reported here only if material) - ' 
6. INCOME (LOSS) BEFORE SECURITIES GAINS OR LOSSES AND EXTRAORDINARY ITEMS-
7. Securities gains (losses), net of applicable taxes and minority interest 
8. Extraordinary items, net of applicable taxes and minority interest 
9. NET INCOME (LOSS). 

MEMORANDA 
. Total operating income on a fully taxable equivalent basis (Item 1n, adjusted) _ 
. Allowance for possible loan losses: 

a. Balance at end of previous year , 
b. Recoveries credited to allowance . — 

. Cnanges incident to mergers and absorptions, net _ 

. Provisions for possible loan losses 
e. Less: Losses charged to allowance -
f. Foreign currency translation adjustments-

Balance at end of period (must equal Item 9d of Page 2.) _ 

T2T 

Toa 
J&&} 

^ # ^ % ^ 
Y/zw^/W/A 

}J Bank holding companies w 
(pjiis A and B of this report). 
2J Minority interest may be reported in It 
2 / Do not enclose amount in parentheses. 

than $100 million in total consolidated assets need not complete the consolidated balance sheet and income 

trial (see detailed ir 
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Parent Company Only: Balance Sheet 

As of the close of business on Dec . 31 , 19 80 

FR BANK USE ONLY 

1 , I I Y 9 , , 8 1 2 I U L L J 
9 

-LULiJ 
27 30 

1 3 

BHC No. 

1 . . . 
Yf. 

J L L . 
23 

Mo. 

25 

U L L J 
9 

-LULiJ 
27 30 11 

Yf. 

J L L . 
23 

Mo. 

25 

U L L J 
9 

-LULiJ 
27 30 

Dollar amounts | 

ASSFTS Bit Mil Thouj 

1 Cash anri rash iterm I 1 7 7 596 
9 Securities 1 / 8 300 

0 | 
0 1 

W///////////A 
21 877 

6 Premises, furniture, fixtures, and equipment 1 243 
7. Other assets I 1 8 56 
ft T O T A I ASSFTS 39 072 

L I A B I L I T I E S A N D S T O C K H O L D E R S ' E Q U I T Y 

9. Borrowings wi th an original maturity of on» year or less: 

14 640 
b Other 8 607 

10. Other borrowed funds 0 
1 1 , Siihnrriinaterl nntes anri riehenfures _ 0 
1? OrhPr liahil'.tips I 19 1 578 
13. Stockholders'equity: W///////////A 

254 
h Commnn stock (par value) 162 
c Capital surplus 7 421 
d. Retained earninps 6 410 
e. Less- Treasury stock U 0 
f T H T A I s - rn rKHm nFRS'FnuiTY 1 20 14 247̂  

14 TOTAI I IARII ITIES AND STOCKHOI DERS' EQUITY 39 072 
MEMORANDA 
15. a, Equity investments in bank subsidiaries and associated banks: ^ 

(1) C n m m n n and preferred stock (net of amount reported in Item 15a(2) ) , „ , , 2C 422 
(9) Excess of cost over fair value of net assets acquired, net of amortization _ 747 

b. Nonequity investments in and receivables due from bank subsidiaries and associated banks: Y////////A WA 0 
708 

W/s '/////////A 
0 
0 

b. Nonequity investments in and receivables due f rom nonbank subsidiaries and associated mm 
0 
0 

w///////////y 
0 
0 

19. Does the amount reported in Item 13f equal that reported in Item 27 of page 3 of this report? ntn 
atrarh a (ft?t»mf nt of rprnnril iation . ,. .... _ 1 

15a1 

15a2 

15b1 

15b2 

16a1 

16a2 

16b1 

16b2 

1 / Exclude investments in subsidiaries and "associated companies." See Item 5. 
2J D O not enclose amount in parenthes«s. 
21 The sum of Items 15a(1) throuo.h 16b(2) must equal the amount reported in Item 5. 
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FR BANK USE ONLY 

Parent Company Only: Income Statement 

Reporting period (fill in appropriate line below) 
For the fiscal year ending nr\ Tier . "31 
For the 6-month period ending on_ 

Y»«r 

1 1 1 | V | 9 | | 8 | 2 | 
1 3 

BHC No. Yr. Mo. 

1 . 1 I I I I 1 I 

JLU 
9 

JLLJISJ 
27 30 11 23 25 

JLU 
9 

JLLJISJ 
27 30 

_,i9_ao_ 
,19_ 

1. OPERATING INCOME: 
a. Income from bank subsidiaries and associated banks excluding equity in undistributed income: 

(1) niuirlpnrk 

(2) Interest : 
JLH 

(3) Management and service fees_ 
(4) Other 
(5) Total of Items 1a(1) through 1a(4) 

. Income from nonbank subsidiaries and associated nonbank companies excluding equity in 
undistributed income: 
(1) Dividends 
(2) Interest 
(3) Management and service fees _ 
(4) Other 
(5) Total of Items 1b(1) through 1b(4) _ 

. All other operating income 
d. TOTAL OPERATING INCOME (Sum of Items 1a(5), 1b{5), and 1c)_ 

. OPERATING EXPENSE: 
a. Salaries and employee benefits 
b. Interest expense r» 
c. Provision for possible loan losses _ 
d. All other expenses 
e. TOTAL OPERATING EXPENSE. 

3. INCOME (LOSS) BEFORE TAXES AND APPROPRIATE ITEMS BELOW (Item 1 d minus Item 2e)_ 
4. Applicable income taxes 
5. Extraordinary items, net of tax effect 
6. lUCOMc xL0SS) BEFORE UNDISTRIBUTED INCOME OF SUBSIDIARIES AND 

ASSOCIATED COMPANIES 
J. Equity in undistributed income (losses) of subsidiaries and associated companies: 

a. Bank 
b. Nonbank _ 

8. NET INCOME (LOSS) 
MEMORANDA 
9. Cash dividends declared: 

a. Common 
b. Preferred. 

2DS1 

l i d 

£& W////////^///A 

Ml 

jSTtr 

WWWA 
WWWA 

WA 

m 
2S1 

M 

d ^ 7 
e /T7' 

( It* 

, 0 

Remarks: 
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BILL P. JENNINGS 
Chairman of the Board 
Chief Executive Officer 

PemxSmmre Bni\l<^ 
November 20, 1981 

Mr. Harold L. Russell 
Arthur Young & Company 
1900 Liberty Tower 
Oklahoma city, Oklahoma 73102 

Dear Harold: 

At a recent meeting of our Bank's executive management, a decision 
was made to change accounting firms. This was not an easy decision, 
considering your firm's years of service to us and was only made 
after thoughtful consideration. Please be assured that we have the 
highest regard for your firm, and have been most pleased with the 
high professional standard evidenced by your associates. 

We have asked that Peat, Marwick, Mitchell & Co., become our 
accounting firm for all professional accounting services beginning 
for the year ending December 31, 1981. We hope the timing of our 
decision will not place your firm in a difficult situation with 
respect to year end scheduling and personnel staffing. 

I know certain communication has to take place between predecessor 
and successor accounting firms and ask that your firm cooperate with 
Peat, Marwick, Mitchell & Co. in making the transition as smooth as 
possible. Messrs. Jim Blanton or Dean York, Partners with Peat, 
Marwick, Mitchell, & Co., will be in touch with you to make arrange
ments to review prior year working papers, tax files, etc. 

Should you have any questions please contact me. 

Sincerely, 

> * 
^ e r i \ ""N̂  B i l l 2><Jennings 

^ O ^ - ' ^ ^ ^ V Chairman of the Board 

NOV 23 tS3t 

y ARTHUR WUNG, 
%L< &C0. <£> 
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The CHAIRMAN. NOW, the moment we have all been waiting for. 
That is, we will call upon Mr. Clifton Poole, the Regional Adminis
trator of the Comptroller's office, Mr. James Barton, Regional Sur
veillance Chief, and Stephen Plunk, National Bank Examiner. And 
if my colleagues on the committee would like to join me in the 
swearing in of these gentlemen, you could look upon this as a sev
enth inning stretch. 

[Witnesses sworn.] 
The CHAIRMAN. If all of you would like to stand for a few sec

onds, why don't we just stand and let the blood circulate a little 
bit? I tell you, you Oklahoma City attorneys, you didn't know how 
we northern attorneys operate, did you? 

[Laughter.] 
[Pause.] 
The CHAIRMAN. We have with us now Mr. Poole, Mr. Barton and 

Mr. Plunk. I see another individual whom I understand is counsel 
to these people, and so I would repeat my caution to the effect that 
we will hear from the witnesses, and they may want to consult 
counsel if possible. But your appearance, Mr. Serino, is a distinct 
surprise to us. We thought that these gentlemen could handle it. 

Mr. SERINO. I am sure they can, Mr. Chairman. 
The CHAIRMAN. Mr. Poole, I understand you have a very brief 

statement. If you would like to enunciate it, you may proceed. 

TESTIMONY OF CLIFTON A. POOLE, JR., REGIONAL ADMINISTRA
TOR, OFFICE OF THE COMPTROLLER; JIMMY FRANK BARTON, 
REGIONAL DIRECTOR FOR SPECIAL SURVEILLANCE; AND STE
PHEN PLUNK, NATIONAL BANK EXAMINER 
Mr. POOLE. I have some brief remarks I would like to make with 

regard to the statement that I have submitted. As you indicated 
Mr. Serino is also counsel for the Comptroller and is head of our 
Division of Enforcement and Compliance in Washington. 

The CHAIRMAN. We have seen him before. 
Mr. POOLE. What I would like to do is just very briefly cover the 

series of events that found our office involved with Penn Square, 
beginning in early 1980 and concluding with July 5, 1982 with the 
closure of the bank and its declaration of insolvency. 

As you have indicated and as you requested, I brought Mr. 
Jimmy Barton and Mr. Plunk with me. Mr. Barton, also as you in
dicated, is the Regional Director for Special Surveillance in the re
gional office and is in charge of our problem banks in that capac
ity. 

Mr. Barton is an examiner with some 12 years of experience with 
the Comptroller's office. Mr. Plunk is an examiner with 10 years of 
experience. He is currently examiner in charge of the Oklahoma 
City subregion, and was the examiner in charge of the last exami
nation of Penn Square National Bank. 

I have been with the Comptroller's office myself for 26 years; 19 
of those years were spent in the field as an examiner, and the last 
7 years as the Regional Administrator; three of them in the fifth 
region in Richmond, Va.; one of them in Memphis, Tennessee, and 
then three years in Dallas, Tex. 
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The Dallas region encompasses the States of Texas and Oklaho
ma where we supervise the activities of some 900 national banks. 
As I indicated, I will begin with the examination of April 1980, and 
most of what I will say will pretty well follow the pattern of the 
comments made by the directors of the bank and by the other indi
viduals testifying here today. 

We did conduct an examination completed in April of 1980. That 
examination rated the bank as a 3 bank. We found a wide variety 
of deficiencies in the bank, and I might add, however, that the 
quantitative deficiencies that normally would cause us to rate a 
bank 3 and put it in our special projects program and use adminis
trative action were not present to a degree that we normally see in 
a problem bank. 

Such things as classified asset totals and other such data were 
not of sufficient magnitude to cause us to have any great alarm, 
but there were other factors that did cause us considerable con
cern; namely, the bank's lack of liquidity and difficulty in the 
funds management area; its lack of capitalization and the rapid 
growth of the institution, as many people have pointed out, and in 
the face of that rapid growth, the understaffing of the institution. 

As a result of that examination and based upon the information 
that we drew up a formal from that examination, we gathered into 
or drew up a formal agreement on the bank, and as I have indicat
ed before, that formal agreement was a close call because the fac
tors that tipped us over the edge in using the formal agreement 
were the somewhat subjective judgments which we made regarding 
capital adequacy, and primarily the weaknesses in the funds man
agement area of the bank, and as I said, rapid growth of the insti
tution. 

We decided to have, as is our procedure in region 11, a meeting 
of the board in the regional office. It is our procedure, as I indicat
ed, to do this. We feel that by bringing the board of directors to the 
regional office it impresses them with the seriousness of the situa
tion, and we have found it to be a procedure that works well. 

We held a board meeting on August 27, 1980, at which time we 
presented the formal agreement to the board. We discussed the de
ficiencies that we found in our examination and went over the 
formal agreement in detail. 

At that board meeting, Mr. Jennings was resistive, openly resis
tive, to our efforts. He was concerned that our efforts and the use 
of an administrative agreement would thwart the bank's progress, 
and I might point out that to that point and continuing after that, 
the bank was making money. It was very profitable. The bank was 
growing rapidly, and as I indicated previously, we did not have an 
inordinately high percentage of classified or problem loans, as iden
tified by our examination. 

He was, as I recall, concerned that our administrative action and 
our actions in the bank would displace management's discretion. In 
spite of the objections, the board did sign the administrative agree
ment and returned it to the regional office. They also indicated at 
that point that they were already doing much of what was called 
for by the agreement. 

We subsequently conducted a visitation of the bank on Septem
ber 9, 1980, and we noted some improvement, but were still noting 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



373 

problems in funds management, and growth was continuing and 
also, the understaffing conditions remained. 

Because of these continuing concerns we conducted an examina
tion as of December 31, 1980, which was concluded on February 27, 
1981. As several have indicated, I personally handpicked the crew 
that conducted that examination. I was personally concerned re
garding the funds management area of the bank and its lack of de
termination to address the problems in that area and the exposure 
that this was presenting to the bank. 

The individuals who conducted that examination were some of 
our best people from the regional office, from the Oklahoma subre-
gions, and other subregions around the region. That examination 
showed a significant deterioration in the condition of the bank; 
classified assets had increased, the loan documentation was very 
poor, the bank continued to experience rapid growth in the face of 
the continuing condition of being understaffed, capital growth was 
not keeping pace with the overall asset growth of the bank, and the 
bank had substantially failed to comply with the formal agreement 
which we had placed on the bank at the previous full examination. 

After reviewing the report, the Washington amd regional offices 
were faced with what steps to take to correct the situation. Basical
ly, we had two choices; we could either go with a cease-and-desist 
order which was a more formal type of administrative action, or we 
could stick with our administration agreement, which was also a 
formal document. 

Arguing for the use of a cease-and-desist order were our concerns 
regarding the attitude of the board of directors of the bank, as ex
hibited by their failure to comply with the agreement that we had 
in place, and by their apparent inability or unwillingness to correct 
the deficiencies that we had identified at previous examinations. 

The CHAIRMAN. Excuse me, Mr. Poole, have you been here today 
during the day? 

Mr. POOLE. Yes, sir. 
The CHAIRMAN. Did you hear the two panels of the outside direc

tors testify? 
Mr. POOLE. Yes, sir. 
The CHAIRMAN. What you just said does not square with what 

they told us. They impressed us that they were very concerned in
dividuals and perhaps were not given enough guidance as to what 
they should do. 

Now, one of the individuals said when he complained, he was 
told well, why don't you get off the board. He said that came from 
the Comptroller's Office. How do you square that with what you 
are saying to us. 

Mr. POOLE. I am not sure I understand. 
The CHAIRMAN. What do you mean, you don't understand. I will 

repeat my question. 
Mr. POOLE. All right, sir. 
The CHAIRMAN. YOU have been here today. Forget the statement. 

We will put it all in the record for you. It is all in the record, by 
unanimous consent, OK? 

You state just now in your statement that the board of directors 
either were not that concerned or did not know how to go about 
making changes. Isn't that what you just said? 
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Mr. POOLE. Yes, sir. 
The CHAIRMAN. I repeat. We have listened to the board, the out

side directors. It seems to me they were very concerned. If any
thing, perhaps they did not have enough guidance given to them. 

Mr. POOLE. I would have to disagree with that because the ad
ministrative agreement was a detailed document which, if followed, 
would have, in my opinion and I think everyone else's in the office, 
have corrected the deficiencies in the bank. 

The CHAIRMAN. But that was ignored, was it not? 
Mr. POOLE. It had been ignored substantially up to that point. 
The CHAIRMAN. NOW, what did you do about it? Did you recom

mend to Washington the removal of a few people like maybe Mr. 
Patterson or Mr. Jennings or what have you? 

Mr. POOLE. There were no grounds for the removal of those gen
tlemen. 

The CHAIRMAN. There weren't? 
Mr. POOLE. NO, sir. 
The CHAIRMAN. Did you read the exchange between Mr. Homan 

and myself in Washington on that? 
Mr. POOLE. I am not certain. 
The CHAIRMAN. YOU are not certain. Well, we did have an ex

change. 
Mr. POOLE. In my opinion, sir, there were no grounds for the dis

missal of any officer of the bank at that point in time. 
The CHAIRMAN. OK. Let me ask you this: Were you quoted cor

rectly when you were quoted as saying to the board of directors at 
one point in time, l 'There are those who wanted a cease-and-desist 
order, but I argued against that, and we have gone into this letter 
of agreement instead/' 

Mr. POOLE. What I believe what I said in the board meeting— 
well, prior to the board meeting, the Washington office and our 
office discussed the appropriate type of administrative action to 
take, and we decided that what we would do would be to go to the 
board meeting with the idea of telling the board that if they did 
not give us the impression that they were going to correct, or did 
not convince us that they were going to correct the deficiencies 
that we had found, we would use a cease-and-desist order. But what 
I would like to point out is that the level of deficiencies, in my esti
mation, would not have at that time fully supported the use of a 
cease-and-desist order. If we had used it, it would have been a very 
marginal situation. 

The CHAIRMAN. Let me see if I can help you here, because I 
think this is the way I read you when I read this last night. 

You were using a little psychology here that said, "Hey, listen, 
you have this management letter, this compliance thing, and there 
were those who wanted a cease-and-desist. Now, if you shape up 
here, if you make the necessary corrections and changes, then you 
don't end up with a cease-and-desist. But unless you do,"—is that 
what basically you felt they should read between the lines? 

Mr. POOLE. Yes, sir. There was some use of psychology, as you 
put it, in my statement. 

The CHAIRMAN. I have no quarrel with that. I commend you for 
it. 
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Mr. POOLE. However, there was basis in the fact that there were 
people in Washington, during our discussions, and also in the 
region who felt that we should use it, and sometimes I felt that we 
should have used a cease-and-desist order. 

The CHAIRMAN. Let me ask you this for the benefit of the 
committee. In the face of a cease-and-desist, what would the classi
fication have been? Would it still have remained a 3? 

Mr. POOLE. We have used cease-and-desist orders in some cases 
on banks rated 3, but the majority of them I would say would prob
ably be—well, I don't have any statistics, but many of them would 
be 4's and in some cases 3. 

The CHAIRMAN. We are told that you are very experienced and 
that is why we are asking for your opinions in this matter. 

Mr. POOLE. Yes, sir. 
The CHAIRMAN. SO you don't have to qualify your answers. It is 

just your best judgment and we accept it. 
Mr. POOLE. I would say really I don't remember. I don't recall 

what number of banks that we have dealt with that were 3's or 4's 
with cease-and-desist orders, or in which, you know, ones. 

The CHAIRMAN. Well, let me put the question to you this way: 
There would be more likelihood of a bank being classified 4 if it 
were under a cease-and-desist than if it were just under this letter 
agreement? 

Mr. POOLE. Yes, sir, probably. 
The CHAIRMAN. OK. Do you want to proceed with your state

ment? 
Mr. POOLE. Yes, sir. 
In any case, we viewed that we had the two choices and, as you 

put it, one of the reasons for the statement I made in the meeting 
was to use psychology to some degree. But it was a statement of 
fact, and we told the board that if we did not see significant im
provement in compliance we would indeed convert the formal 
agreement to a cease-and-desist order. 

And I would also like to point out that the contents of the cease-
and-desist order, had we drawn it up, would have been virtually, 
probably virtually the same as the formal agreement, the docu
ment would have covered the same areas. 

We did decide to use the agreement, or at least proceed in the 
manner which I indicated, to go into the meeting with an open 
mind and then determine by our assessment of the attitude of the 
board as to which action we would take. We did feel, however, that 
the administrative agreement in both content and detail covered 
all of the problems in the bank. And as I indicated before, I felt 
that if they were to respond and comply with that agreement it 
would solve the bank's problems and bring it to a recuperative po
sition. 

At the board meeting, as in previous board meetings and in all of 
our board meetings, we presented the condition of the bank as de
tailed in the examination report. We detailed the areas of noncom
pliance with the agreement. We told the bank of the extremely se
rious situation of any bank which does not comply with an agree
ment which they have signed. We told them of the basis for our 
decision. 
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Throughout the meeting, in stark contrast to the previous meet
ing, Mr. Jennings was completely silent until the very end, and at 
the end of the meeting he acknowledged that we had been—had 
done an accurate job of examining the bank. He agreed with our 
conclusions and our findings and he promised and committed him
self to the correction of all of these deficiencies to bring the bank 
into full compliance. 

Also at that meeting was Mr. Beller and several other members 
of the new senior staff of the bank. As indicated previously in testi
mony today, these individuals were known to the Comptroller's 
Office, they were known to our examiners in Oklahoma City, who 
had known them in their previous capacity with a large, conserv
ative, well-managed institution in Oklahoma City. 

We felt that they represented, as they were presented to us, a 
meaningful addition to the staff of the bank. Because of this we de
termined, as the record shows, that we would stay with the admin
istrative agreement. 

And I would like to point out that at the end of that board meet
ing almost to a person every director came up to me personally, 
shook my hand and thanked me for our attention and pledged 
themselves individually to correct the deficiencies in the bank and 
to bring the bank into full compliance with our wishes. 

Following that examination, we conducted our visitation as of 
September 30, 1981, and I would like to point out that, while there 
are several comments this morning I think by members of the 
board regarding comments made to them at the board meeting in 
December, I believe it was, or January, the examination actually 
was as of September 30, 1981. So our representation was as of the 
picture of the bank in September. 

That visitation found—well, first of all, that visitation was con
ducted by an examiner who had been in Mr. Barton's position as 
Regional Director of Special Surveillance throughout our dealings 
with Penn Square up to that point in time, and that examiner had 
been present at both board meetings and had recently been ap
pointed as examiner in charge of the Oklahoma City subregion. 
And I felt that he was, and still do feel that at that time he was, 
the examiner best suited to conduct that examination. 

As a result of that examination, we found that the bank had 
made in our opinion significant progress in beginning the correc
tion of the systems, installing the systems and correcting the defi
ciencies that they had to correct to bring the bank back into com
pliance. 

As several people have indicated and I will also support, the 
bank was not anywhere near a position where we would be willing 
to take it out of special projects or rate it other than a three at 
that time. But we had—we did find that the directors appeared to 
be following through on their promise to us at the earlier board 
meeting, as most of them have stated today. 

In keeping with our policies, thereafter we conducted our exami
nation, beginning on April 19, 1982. On May 13, Examiner Plunk 
telephoned me to report that he was finding significant deteriora
tion of the condition of the bank. He indicated it was far too soon 
for him to accurately identify exactly how bad the situation would 
be, but he did say that he felt the situation had certainly worsened 
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since our last examination and could be truly significantly in
creased in severity. 

On May 21 I was in contact with Mr. Roy Jackson, Regional Di
rector with the FDIC in Dallas, on another matter and indicated 
Mr. Plunk's phone call to him at the end of that conversation. On 
June 23 I spoke further with Mr. Jackson regarding the status of 
our examination. 

I might also point out that the FDIC also gets copies of all of our 
examination reports and numerous other forms that attest to the 
condition of our banks, and we normally have ongoing telephone 
conversations between various levels of staff and Mr. Barton and 
his counterpart there on an ongoing basis with regard to all of our 
problem banks. 

I think it bears repeating briefly the degree of deterioration that 
took place between September 30, 1981, and July 5, 1982: As has 
been indicated previously, $45.7 million in loans that were 
classified as loss in our last examination. Approximately $30 mil
lion were booked by the bank after September 30, 1981. There was 
an increase in the loan portfolio in that same period of $161 mil
lion and an increase of $1 billion in the participations sold over 
that same period. This represents an increase in the loan portfolio 
of 63 percent and an almost doubling of the participations sold by 
the bank during that period. 

In hindsight, I think there were two major causes for the bank's 
problems. One was the failure of the board to follow through on 
the corrective action which they promised to the Comptroller's 
Office at the board meeting in the regional office that they would 
make at that meeting on July 29, 1981, and the corrective action 
which our examination of September 30, 1981, showed to have been 
underway. 

The second major cause was the downturn or the slump in the 
oil and gas industry. It was unprecedented and it was unpredicted, 
and that slump in the oil and gas industry, to which the bank had 
a large concentration of loans, with the absence of controls in the 
bank, left the bank in an extremely vulnerable position, a vulner
able position which led to its failure. 

There has—I might say that in conclusion I'm fully satisfied that 
our supervision of Penn Square was completely consistent with the 
OCC guidelines and procedures, and I think it was totally appropri
ate to the condition of the bank as revealed to us by our supervi
sory efforts. 

There has been some discussion by a number of people regarding 
the appropriateness of the action of examiners in charging off the 
loans that they did, which totaled I think $49 million in total assets 
charged off. I can tell you that in my estimation these loans were 
dead losses. This does not mean that there could not be some recov
ery, and I have no idea what that could be. But these are losses in 
the truest sense of losses as classified by bank regulatory agencies. 

They were, the examiners in the bank, were the best examiners 
we had in the region and some of the best we have in the country. 
We strengthened the examination force in the bank on several oc
casions during the examination, and I am fully confident that the 
losses that we classified are definitely losses. 
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The bank had roughly $37 million in capital, and with losses of 
nearly $50 million in my estimation the Comptrollers Office had no 
choice but to declare the bank insolvent. When a bank has a book 
insolvency, you cannot allow it to stay open, especially if the Fed 
will not continue to fund the liquidity needs of the bank, which 
were materializing at the latter days of this bank's existence. 

I just might add that in my own personal experience I would 
have to say that the Penn Square Bank as we found it as a result 
of our April examination was in the worst condition that I have 
ever seen a bank in my 26 years of experience as a national bank 
examiner and a regional administrator. It doesn't even have any 
close rivals in that condition. 

And the only reason I say that is to get my feelings on the record 
as to the reasoning behind the Comptroller's Office's decision to 
close the bank. 

In essence, I feel we did our job in an exemplary fashion in noti
fying the board again and again as to the condition of the bank. 
We examined the bank a number of times. The condition of the 
bank, as the question has been raised, it was rated a 3 up and 
through our examination of September 1981 and it was ultimately 
closed 8 to 9 months later. 

In my personal estimation, based upon my experience and based 
upon the examinations, the bank was simply a 3 bank through the 
series of examinations that we conducted, and we could not and 
should not have taken actions any different from those that we 
took in view of the condition of the bank as revealed to us through 
our examinations. 

The CHAIRMAN. Let me ask you this. After 26 years, you say this 
is the most horrible thing that you've ever approached. How could 
they do it so quickly? September 30, not too bad, things are improv
ing. October, November, December, January, February, March. 
April Mr. Plunk goes in with his team, right? You started in April? 

Mr. PLUNK. Right. 
The CHAIRMAN. Seven months, and you go from a 3 classification 

to the worst example you have seen in 26 years. 
Mr. POOLE. Yes, sir. 
The CHAIRMAN. NOW, the economy certainly—aren't there other 

banks around this area of the country with a lot of energy loans, a 
lot of oil and gas and drilling and so forth? 

Mr. POOLE. Yes, sir. 
The CHAIRMAN. Aren't there other banks that also are pretty 

heavily involved in this type of lending? 
Mr. POOLE. Yes, sir. 
The CHAIRMAN. And the slump in energy would have affected 

them as well, didn't it? 
Mr. POOLE. I've seen no more Penn Squares. 
The CHAIRMAN. But did that slump—you gave two reasons, the 

failure of the board of directors to comply with your letter of agree
ment and the slump in the economy as far as energy is concerned. 
I'm reading from your statement. Right? 

Mr. POOLE. Yes, sir, the interaction of the two. 
The CHAIRMAN. And you agree that there are other banks heav

ily committed to energy loans. So that all we are left with, there
fore, is the failure of the board of directors to comply. And yet, Sep-
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tember of 1981 you conclude that the board is doing a pretty good 
job, they are moving forward, they've got Mr. Beller onboard and a 
new general counsel, et cetera, et cetera, right? 

What happened? 
Mr. POOLE. The comments we made regarding the job being done 

by the board as of September did in no way indicate that the job 
had been done. It was that it had been started. 

The CHAIRMAN. That's the same comment Mr. Conover made in 
Washington. 

Mr. POOLE. I think Mr. Beller, his comments this morning, indi
cated that the loan review process, which is an essential process in 
any bank, an independent loan review function where the bank as
sesses the quality of its own loans, had only begun the function and 
had not at that time gotten into the oil and energy credits, which, 
as you pointed out, were the great bulk. 

The CHAIRMAN. Mr. Poole, that is inaccurate. 
Mr. POOLE. Had not gotten into. 
The CHAIRMAN. Had not gotten into? You have understated it. 
Were you aware of the agreement or the memoranda or what 

have you, the directive to Mr. Beller: Hands off energy loans, Pat
terson and I, Mr. Jennings, are going to handle the energy loans 
and your loan review committee is not to get involved with energy 
loans? 

Mr. POOLE. NO, sir. We were under the impression of—we had in
formation to the contrary, that Mr. Beller was indeed—and I re
member your comments this morning, your questions to Mr. Beller, 
or some others, regarding his lack of background in the oil and 
energy area. 

We knew that he did not have a background in oil and energy 
credits directly. But we felt that what the bank needed was good 
loan administration. 

The CHAIRMAN. OK, a loan review committee, a good loan review 
committee. 

Mr. POOLE. Right. 
The CHAIRMAN. Were you aware of the fact that the loan review 

committee was not allowed to look at the energy loans? 
Mr. POOLE. We were not aware of that. 
The CHAIRMAN. When did you find this out? 
Mr. POOLE. I would have to say that we found it out at the April 

examination. 
Mr. LEACH. Would the gentleman yield? 
The CHAIRMAN. Sure. 
Mr. LEACH. Were you aware of the job descriptions? 
Mr. POOLE. NO, sir. 
Mr. LEACH. AS part of your examination process don't you look 

at job description? 
Mr. POOLE. I don't know the extent to which the examiners did 

in this case. In some cases we would look at job descriptions, but in 
this particular case I don't believe—I think the job description, and 
I'm operating from memory—indicated that Mr. Beller and Mr. 
Patterson both reported to Mr. Jennings, that Mr. Beller was not 
over 

Mr. LEACH. Excuse me. You said you didn't read the job descrip
tions and now you remember the job descriptions? 
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Mr. POOLE. I remember the discussion this morning, the testimo
ny. 

Mr. LEACH. I see. 
Mr. POOLE. But I do not believe that that in any way conflicted 

with Mr. Beliefs responsibility as head of loan administration to 
oversee the lending function and to have control of and commit to 
us that he was going to install a loan review function at the bank. 

The CHAIRMAN. Mr. Poole, you were here. Mr. Beller read his job 
description to us, and it wasn t one he made up himself. That is the 
one that he was handed and said, here, you are going to be paid x 
number of dollars per year plus bonuses, you've got a 5-year con
tract, and this, man, is what you're going to do: You're going to 
keep hands off energy loans. 

Mr. Plunk, you were in there. You were in Penn Square. Did you 
see those job descriptions? 

Mr. PLUNK. NO, sir, I did not. 
The CHAIRMAN. Were you in there in September of 1981? 
Mr. PLUNK. NO, sir. 
The CHAIRMAN. Who was there? Who did the examining that 

time? 
Mr. BARTON. The bank was examined by Jerry Lanier, who is no 

longer with our Office. 
The CHAIRMAN. He left the Comptroller totally? 
Mr. BARTON. Yes, sir. 
The CHAIRMAN. At that time did he make any mention of the re

strictions placed on Mr. Beller? 
Mr. BARTON. NO, sir, not that I'm aware of. 
The CHAIRMAN. Mr. Plunk, in May of this year, May 13, you 

called Mr. Poole and you told him how bad things were. 
Mr. PLUNK. I told him that I suspected the bank could be in a 

serious condition. 
The CHAIRMAN. Right. Now, subsequently—how many examiners 

did you have with you? 
Mr. PLUNK. I had somewhere around 15 examiners. 
The CHAIRMAN. Subsequently, subsequent to that May 13 phone 

call, did you indeed leave the bank for a period of time, for a week? 
Mr. PLUNK. We had a mandatory training session, yes, sir, that 

involved, among other things, equal employment and so forth. That 
is mandated pretty much by the Treasury Department. 

The CHAIRMAN. HOW often are those held? 
Mr. PLUNK. That's the first meeting in I believe 3 years. 
Mr. POOLE. We had a combination staff conference, the first time 

in 3 years, and a training session which covered, as Mr. Plunk indi
cated, EEO, personnel evaluations, and several other areas. 

The CHAIRMAN. Where was that held, by the way? 
Mr. POOLE. It was held in Austin, Tex. 
The CHAIRMAN. For the Dallas region? 
Mr. POOLE. For the whole Dallas region. 
It was my decision to pull the examiners out of Penn Square at 

that point in time, for two reasons: One, I wanted them to attend 
the conference. There were a significant number of our people 
there. And I also felt that the pulling them out for 1 week would 
not, in my opinion, and did not detrimentally affect the examina
tion. 
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And as a matter of fact, there was an indication that we needed 
to give the bank some time to gather records for us regarding cer
tain large credits which we were accumulating at that time, and 
we felt that with the benefits of the training, plus the time given 
the bank to pull together records, it would be as a total package 
beneficial. 

The CHAIRMAN. Even though Mr. Plunk said, hey, Mr. Poole, 
things are very bad, very bad? 

Mr. POOLE. Yes, sir. 
The CHAIRMAN. The worst you've seen in 26 years. 
Mr. POOLE. Not at that time. 
The CHAIRMAN. Oh, you mean they got bad after the seminar? 

What were the dates of the seminar? 
Mr. POOLE. It was in May. I don't remember the exact date. 
The CHAIRMAN. DO you remember the dates, Mr. Plunk? 
Mr. PLUNK. It was May 24. 
The CHAIRMAN. May 24 through 31? 
Mr. POOLE. It was the week after he called me. 
It was not the worst bank I had ever seen at that point. It was a 

judgment call. 
Mr. BARNARD. Will the gentleman yield for a question? 
The CHAIRMAN. Mr. Barnard. 
Mr. BARNARD. Mr. Poole, who scheduled the examination in 

April of 1982? 
Mr. BARTON. I would have set up the schedule for that examina

tion. 
Mr. BARNARD. Mr. Barton, how far in advance was it scheduled? 
Mr. BARTON. HOW far in advance? We have a scheduling process 

which looks forward two quarters. So we would have set up the 
schedule for the second quarter of 1982 in the fourth quarter of 
1981. 

Mr. BARNARD. It's very interesting that on April 26, 1982, a very 
exhaustive article appeared in "The American Banker," one of the 
best I've ever read about a financial institution, and you went in 
there on April 28. This article didn't prompt you to make that ex
amination so hurriedly, did it? 

Mr. BARTON. NO, sir, it did not. 
Mr. BARNARD. If I would have been you, I would have 
Mr. POOLE. That was purely coincidental. As a matter of fact, I 

didn't read the article until after the examination commenced. 
Mr. BARNARD. Well, it was an excellent article. And as a matter 

of fact, the fellow who wrote the article ought to be a bank examin
er. 

Thank you, Mr. Chairman. 
[The article referred to follows:] 
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The Only Daily Banking Newspaper 

VOL GXIAU NO. Monday, April 26, 1982 147th Year 

Oklahoma's Peim Square Bank, Maverick Oil Patch 
Lender: Some Say It's Bet Too Heavily on Energy 
By PlfflLLIP L ZWEIG 

OKLAHOMA CITY — They call it 
Co.itincntal Illinois' Oklahoma City 
loan production office. Its real name is 
Perm Square Bank NA, the principal 
subsidiary of Perm Square Corp. But 
judging from the pace at which the 
$•100 million-asset institution sells oil 
and gas loans to its friends in Chicago, 
the distinction may be more nominal 
than real. 

What was just six years ago a sleepy, 
$30 rniiiion-asset suburban retail bank 
is today a mammoth loan brokerage 
operation that is originating and 
participating out energy loans at a rate 
that gives some veteran energy lenders 
and correspondent bankers the shivers. 

Here in oil and gas country, energy-
related credits have for years con
stituted a large portion — as much as 

30% or more — of the portfolios of most 
large banks. In contrast, 80% of fVtin 
Square's portfolio is made up of these 
loans. 

Lately, however, declining oil and 
gas prices, the surge in idle rigs, and. 
the well-publicized cash flow squeeze 
of some large independent oil and gas 
producers have given rise to concern 
among some bankers and analysts that 
the bank may have bet too heavily on 
the energy business. 

Having sold more than $2 billion in 
participations — almost seven times the 
$300 million in loans the bank now has 
on its own books — Penn Square may 
well have originated more loans relative 
to its own portfolio than any other bank 
in the nation. The volume of participa
tions relative to loans varies • con

siderably from bank to bank, but it is 
certainly unusual for outstanding 
participations to exceed net loans. 

Energy lending and correspondent 
banking are so tightly knit at the bank 
that the five-man correspondent de
partment is actually melded into the oil 
and gas division. 

Of the $2 billion in participations, 
most have been sold upstream to four 
banks: Continental Illinois (which Penn 
Square says holds close to half of the 
total), Chase Manhattan, Seafirst, and 
Northern Trust. About $125 million 
(G%-7% of the total) have been sold to 
some 30 or so smaller correspondents, 
mainly loan-hungry Oklahoma country 
banks. 

This volume of energy deals is 
»• Penn Square: Page 14 
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Continued from page 1 
particularly awesome when one con
siders that the energy loan portfolios of 
Manufacturers Hanover Trust and 
Chase Manhattan Bank at yearend 1981 
were approximately $4 billion and $3.5 
billion, respectively. 

Object of Some Sharp Criticism 

In recent months, the bank's huge 
volume of participations, rapid growth, 
highly aggressive lending practices, 
some acknowledged snafus in loan 
documentation, and a dramatic rise in 
chargeoffs in 1981 have made it the 
object of some sharp criticism in 
Oklahoma banking circles. ' 

The bank's flamboyant 58-year-old 
chairman and largest stockholder. Bill 
P. Jennings, and a large coterie of 
admirers in the energy business at
tribute this criticism to jealousy over 
Penn Square's phenomenal growth and 

*• Penn Square: Page 15 
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Penn Square 
Continued from page 14 
profitability. "When you've grown as 
fast as we have," says the feisty, white-
haired banker, "people tend to shoot at 
you." 

To be sure, merchant banking has so 
far paid off handsomely for Penn 
Square. In 1980, the bank earned $4.2 
million on average assets of $358 
million, a return of almost 2.1%, far 
above the average for its peer group. 
Return on average equity was a 
phenomenal 33%. These results reflect 
primarily an abundance of fee income 
as well as relatively low noninterest 
expenses. 

But traditional lenders question 
whether the bank can sustain these 
results over the longer term, particular
ly if energy prices continue to de-' 
teriorate. Indeed, 1981 was a year of 
reckoning in which the operational and 
administrative strains of originating 
billions in loans took their • toll. 
Acknowledges one director, "The bank, 
has had to run to keep up.":. 

Big Hike in Loan Loss Provision ; • 

- Although net operating earnings rose 
last year to $4.7 million, the increase 
was due mainly to a lower income tax 

• provision, since pretax operating re-
• venues essentially remained flat. Non-' 
interest expense doubled, while the 
provision for loan losses was boosted 
five fold, from $1.4 million to $6.3 
million. Loan chargeoffs rose from a 
comfortable $405,000 in 1980 (0.27% of 
net loans) to more than $4.2 million in 
1981 (1.895 of net loans). , 

In 1980, average net chargeoffs for 
'banks in Penn Square's regional peer 
group were 0.36%-ofnet loans, accord-. 

--ing to Cates Consulting AnalystsVlnc.J 

^"(Comparisons for-' 1981* were "nbfyet 
available.") Consequently, return on 
average assets arid average equity 

'"• slipped to 1.3% and 18.6%, respective-^ 
• l y . • -"• • ' • '.•'•* ' . - ' o - jp 

Rather than pay dividends to • its 
wealthy stockholders, Penn Square has 
ploughed earnings back into capital, 

creating a capital base that amounted 
to $30.4 million by yearend 1981. That 
resulted in an equity-to-assets ratio of 
7.7%, about the norm for banks of this 
size. 

Many of the bank's customers are also 
stockholders. A closely held institution, 
Penn Square has 120 shareholders, 10 
of whom own 80% of the bank. 

The personal wealth of the bank's 
stockholders and directors is said to be 
one of the bank's key strengths. As one 
observer put it, "The board has very 
deep pockets" that could probably see 
the bank through a downturn in the 
energy picture. 

The bulk of the energy portfolio 
consists of reserve loans and letters of 
credit made to independent producers 
operating in Oklahoma, according to 
the bank. The remainder — about 10% 
— consists of rig and equipment loans 
and loans to energy service firms. The , 
bank says it is involved in virtually no 
national or major oil company credits. 

Deep Anadarko Basin 

Many of Penn Square's customer base 
of some 200 independents are active in 
the Deep Anadarko Basin, a vast 
natural gas pool In the western part of 
the state. / -

These customers include some of the 
most illustrious figures in the Oklahoma 
oil and gas business, such as Robert L. 
Hefner 3d, head of GHK Corp., a 
pioneer in exploration and development, 
of the' Anadarko Basin; An-Son Corp.'s 
Carl Andersen Jr., and Carl W. Swan, 
co-chairman of Continental Drilling 
Co. and a director, of the bank..,; 

But there.aretalso somejesser names , 
believed \o be'BxperfenclAg serious cash 
flow difficulties^ ijever'al" 'other"*" 
Oklahoma banks have lately become so 

, concerned about, the-outlook, for small 
'independent operators that they'have 
established lists' of firms requiring 
special monitoring. 

According to Mr. Jennings, almost all 
its loans are secured, floating-rate 
credits priced at about lk% to 2% above 
the prime rates of its upstream cor
respondents. Typically, Penn Square, 
whose legal lending limit is $3.5 
million, will sell off about 80% of a loan 
— and sometimes even the entire loan 
— receiving an origination fee of lA% 
to 1%. So on a $5 million loan, $4 
million of which is sold, Penn Squaru 
would receive an origination fee of • 
$20,000 to $40,000. 

Penn Square and the upstream cor
respondent will usually charge Vi% on 
the unused portion, though Mr. Jen
nings says this is rare "because our 
Customers use their money." Individual 
participations average $1 million,-
though some have exceeded $30 
million, according to Mr. Jennings. 

But-he says there is no "typical" deal, 
because rates, balances, and fees are 
juggled differently on every credit. 

Penn Square's portfolio is funded 
with a liability mix. that consists of 
about 40% demand deposits and 60% 
time, savings, and NOW accounts. 

Although Penn Square is where many 
banks say they'd like to be — specializ
ing in a particular market and earning 
plenty of fee income by originating 
rather than holding assets -— the older, 
downtown Oklahoma City banks say 
they are uneasy with the degree to 
which Penn Square has embraced this 
practice, and they disclaim any inten
tion of imitating it. 

Violating Taboos 

According to conversations with 
senior officials of some of Penn Square's 
competitors and downstream cor
respondents, the upstart bank appears 

• to have violated some of the taboos of 
energy lending and correspondent 

banking. They believe it has based its 
reserve lending on an overly optimistic 
view of oil prices and interest rates, that 
it lends on brand-new properties and 
to inexperienced oil and gas operators 
— criticisms dismissed as "sour grapes" 
by Perm Square officials. 

Corics^v-ndent bankers say that the 
Penn Square's volume of participations 
exceeds their own "comfort level" 
because of what they called the 
customary "moral obligation" of a loan 
originator to b ly back loans that go 

bad, par t icu la r ly loans sold 
downstream. They point out that most 
of their own downstream participations 
are not made as ovcrlines but rather as 
accomodations to their country banker 
customers. 

But one local banker concedes that 
"about 50% of the criticism is sour 
grapes and the other 50% is deserved." 

At least..some of the snickering stems 
from the fact that Penn Square has built 
its oil and gas division by pirating 
energy lending officers, an increasingly 
scarce commodity, from its competitors, 
namely First National Bank, and Trust 
of Oklahoma City, Fidelity, and Liber
ty National Bank and Trust. For exam
ple, Penn Square's new president, 
Eldon L. Beller, was recruited last year 
from First National, where he had been 
an executive vice president. 

Even More Painful 

What pains them even more is that 
Penn Square has snared some of their 
most valued customers. For example, 
First National Bank of Oklahoma City, 
the cornerstone • of the Vose family's 
Oklahoma banking empire, is said to be 

. smarting1 s6yer the. loss to Penn Square 
"a few month 's 'ago of Mr ' ' ArK?or.scri\ 
An-Son Corp. 

Whatever reservations bankers have 
about Penn Square, oilmen admire its 
hustling, entrepreneurial style and fast 
response to big loan requests. Pointing 
toward the high-rise tower of a well-
established Oklahoma City bank from 
his downtown office window, one lead
ing independent, who also happens to 
be a Penn Square stockholder, says, 
"They may be good for a few million 
without much difficulty. But if you 
need $50 million, they want to tell you 
how to run your business." Adds James 
G. Randolph, president of Kerr McGee 
Coal Corp. and a Penn Square director, 
"They're a bunch of good old boys who 
understand the language of oil and gas. 
And Bill Jennings is a good salesman 
and promoter." 

What is indisputable is that since 
1975, when it was acquired by a group 
of investors headed by Mr. Jennings, 
Penn Square has been transformed 
from an undistinguished shopping 
center bank to a go-go institution that 
is one of .the major originators of energy 
loans in the Southwest. 

Returned to Buy It 

Known to his friends as "Billy Paul" 
or "Beep," Mr. Jennings first joined the 
bank as executive vice president when 
it was founded as a consumer bank in 
1960, then quit in 1964 to work for 
Fidelity in the same capacity. After 10 
years with Fidelity, he returned to Penn 
Square to buy it. 

Penn Square maintains correspon
dent relationships with Fidelity, the 
First National Bank, and Liberty Na
tional, among others. Fidelity, for ex
ample, handles the transaction process
ing of Penn Square's commercial and 
instalment loans and checking and sav
ings accounts. 

Located in the sprawling Tenr. 
Square shopping mall in the northwest 
quadrant of this city, the bank's 
whitewashed, thrcc-story headquart 
building, drive-in facility, and ?.j 
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instalment loan office are today little 
more than vestiges of an earlier era. 
Only a small fraction of its business is 
now consumer related. 

Having outgrown these facilities, the 
bank expects to move into a new 22-
story office tower in mid-1983. The $36 
million building is being financed as an 
off-balance sheet joint venture involv
ing several Penn Square customers. 

'Continental's Local LPO' 

Having his bank called Continental 
Illinois' local LPO doesn't seem to 
bother Mr. Jennings, an old-school en
trepreneur who also owns a large share 
of the fledgling Trans-Central Airlines ' 
("more of it than I'd like," he quips), . 
dabbles in real estate as a partner in 
three local hotels, and is said to have 
sizable oil and gas holdings of his own. 

Indeed, he relishes the association 
with banks that he regards as the top 
names in the oil and gas business, and 
protests with mock scorn that if Penn 
Square is an LPO for Continental, It is 
also an LPO for Chase, Seafirst, and 
Northern Trust. 

However, he bristles at what he calls 
the "street talk" about his institution 
being stretched too thin in the energy 
business. Taking a short puff on his 
ever-present cigar, Mr. Jennings assorts 
that his institution has been a boon to 
the expansion of the capital-intensive ' 
oil and gas industry in" Oklahoma, a 
state he describes as relatively cash-
poor despite its robust energy economy. 

The loan origination concept, he says, 
is particularly well suited to Oklahoma, 
a unit banking state where the capital 
needs of bank customers are often 
greater than the ability of individual 
banks 'to meet' them.'" Moreover, 
Oklahoma's hanking laws mnk<- it dif
ficult for an out-of-state bank to operate 
there,' which explains the absence of 
money-center-bank loan production* of
fices in the state. 

Growing Up with Oil and Banks 

In a lengthy and candid interview, 
Mr. Jennings and his top associates 
sought to dispel the bank's high-flying 
image, stressing that contrary to all the 
rumors, Penn Square lends money in 
much the same way as its downtown " 
competitors, using credit criteria that 
are "standard in the industry." 

"Our growth," he says, "appears so 
dramatic because we started with such 
a small base. By moving into an active 
posture early, and concentrating efforts 
on independent producers, perhaps ' 
when other banks were not, we 
established an orginal base of producers 
who are our very best salesmen. Word 
gets out pretty quickly that Penn 
Square is interested fruthe oilman." ^ 

Mr. Jennings himself grew up around 
oil and banks. His 85-year-old mother 
still runs the Bank of Healdton in 
Healdton, Okla. (pop. 3,380), a small 
southern Oklahoma town located in one 
of the state's original, Depression-era 
oil patches. "I've seen rigs stacked for 
years," the affable Oklahoman recalls. 
"I've seen boom and bust. I have a 
great attraction and feeling for the oil 
and gas business." 

No one questions Mr. Jennings' in
terest in the oilman. But some criticize"-'' 
his interest in operators just going into 
business for themselves — precisely the 
reason Mr. Jennings offers for the 
success of Penn Square. He says that 
while some of his customers may not 
have been in business for themselves for 
very long, most of them have extensive 
experience in the oil and gas industry, 
having been employed as engineers, 
geologists, and "even mud salesmen." 
Mud is any fluid used to remove dirt, 
rock, and other "cuttings" produced 
while drilling for oil and gas. 

•* Penn Square: P*ge 16 
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Continued from page 15 
"Most of our customers were not 

customers of other banks," he says. 
"We recognized the potential of in
dependent producers just getting 
started. These were producers who did 
not have substantial net worth but who 
had experience, integrity, and a willing
ness to work." 

A Practice Frowned Upon 

Asked if Penn Square was actually 
> supplying venture capital, Mr. Jennings 

replied, "We'd like to be," noting that 
he was thinking about forming a ven
ture capital subsidiary. 

According to a lender who says he has 
turned away loan requests later ap
proved by Penn Square, the bank is also 
willing to lend on "brand-new" pro
perties, a practice frowned upon by . 
most energy lenders. Generally, the 

. performance of one or more wells is 
used as collateral for loans to finance 
additional drilling, whereas" investor 
capital is used to fund the first wells 
on new properties. Mr. Jennings 
acknowledges that Penn Square lends 
on new properties, but only when 

: "supplemented by seasoned properties 
or other assets." 

Penn Square's chairman insists that 
the $4.2 million in 1981 chargeoffs 
represented a. one-time writeoff of bad 
real estate loans, not energy credits, 

> much of which he says he expects to 
recover. At the same time, he 
acknowledges that nonaccruals also rose 
"substantially" in 1981. : 

Moreover, he says that the decision 
to take the chargeoffs in one lump was 
the bank's, not the Comptroller of the 
Currency's, as some sources nave sug
gested. 

Mr. Beller, regarded by some ob-
".'. servers as a force for discipline,.: in-the-

bank, responded with a terse "yes" 
when asked if the move to charge off 
the bad loans reflected his influence. 

No Acceleration of Chargeofls 

Despite the weakening of oil and gas 
prices, Mr. Jennings says that he does 
not expect chargeoffs of energy loans 
to increase dramatically in 1982, adding 
that there are a variety of mitigating 
factors that woi.ld cushion his institu
tion even if oil dropped to $20 a barrel. 

For one thing, he says, most of his 
customers are diversified into natural 
gas as well as oil, often deriving as 
much as 70% of their revenues from 
deep gas production. Prices for deep gas 
— reserves found below 15,000 feet — 
are unregulated and lately have ranged 
between $8.50 and $10 per, cubic 

, thousand feet. 
Second, he says that because of the 

margin of safety built into his reserve 
loans, a drop in prices would simply 
require the stretching out of the loan, 
and the loans still would be repaid 
before reserves run out. 

Three Years Becomes Four Years 

Even if "oil hits $20 a barrel, a three-
year loan would become a four-year 
loan," Mr. Beller says. Experts agree 
that because of the windfall profits tax 
on oil selling for more than $25 a barrel, 
a substantial drop in prices must occur 
before oilmen incur a dollar-for-dollar 

I loss. This is because higher priced oil 
I is more heavily taxed than lower priced 
I oil under the extremely complex 
j windfall profits tax formula.: 

Banks generally lend about half of the 
discounted net cash flow from oil and 
gas production for three to four years. 
Before the oil glut really took hold, 
many banks were discounting cash 
flows at about 12% and escalating 
prices about 8% per year on a base of 
$32 per barrel. 

A survey taken by Fidelity Bank of 

I major energy lenders indicated that 
many were revising these assumptions 
to. reflect lower prices and the higher 
cost of funds. Penn Square says that for 
the last two months it has figured on 
oil prices holding at $30 a barrel for two 
years, then rising at 8% per year. It is 
now discounting reserves at 15%. 

"It's realistic," Mr. Jennings says, "to 
asume that for a year or more oil will 
hold at $30-$32, and possibly decline 
to $28 or $25. But we don't look for 
oil to go below $25. Any prudent oil 

1 and gas lender.will have a substantial 
• cushion," he adds. "There is adequate 

coverage for reduction in the price of 
j product." 
| ' The spot market for OPEC oil has 
' recently ranged from $28.50 to $32 per 
jLbarreh depending on the grade, accord- r-
j ing to the New York-based Petroleum 

Intelligence Weekly. 

A Number of Shakcouts 

Energy lenders at other institutions 
agree that most loans could simply be 

* extended if oil prices continue to drop, 
but only if the engineering estimates of 
reserves prove to be accurate. But one 
prominent energy lender says that "in 
the past, rising oil prices covered up a 
lot of mistakes" that would be accented 
by declining prices. As a result, there 
will be a number of "shakeouts" of 
energy operators, large and small, in 

I 1982, he says. 
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The market for used drilling equip
ment has fallen off 50% in the last six 
months, he adds, "so if you've got a 
bad rig loan, you've really got a pro
blem." 

As for rig loans, Mr. Jennings says 
that they make up a small portion of 
the total energy portfolio and are 
generally secured with long-term con
tracts. However, one knowledgeable I 
source contends that these loans are 
more often secured by one-year con
tracts. . 

In the week ending April 18, there 
were 3,422 active rotary rigs in the U. S., 
a drop of almost 10% from the same 
time last year, according to the Hughes 
Tool Co. of Houston, which maintains 
a running count of working units. The 
827 active rigs in Oklahoma 
represented a significant rise over last 
year, but the number has been declin
ing fairly steadily since last January. 

Upsurge In Problems L 

There has also been * what one I 
Oklahoma City energy lender called a 
"tremendous upsurge" in problems —: 
including lawsuits alleging mis
representation — with drilling fund 
loans backed ' by standby letters of 
credit. Because the oil revenues in 
many of these deals have not been 
forthcoming, Oklahoma City banks are I 
drawing on the letters of credit at an ' 
increasing rate. 

Often, bankers say, letters of credit 
for drilling funds have been bought by 
limited partners and issued by a bank 
without the expectation that they would 
ultimately have to be funded. , 

Another criticism that has been ! 
leveled at the bank is that its lending 
staff is not large or experienced enough 
to service a portfolio of this size. In
deed, the : bank's growth has been 
achieved with a commercial lending 
staff of jewer than 20 officers,' most of 

m 
Pei\i\ Square mwlia• 

them young lenders recently hired 
away from First National Bank, Liber
ty, Fidelity, as well as Continental and I 
several New York institutions. The oil 
and gas division also includes four full-
time petroleum engineers, according to 
Mr. Jennings. 

"In this business," says one energy 
lender, "it pays to have a few grey hairs 
and to have lived through boom and 
bust." 

A few of the bank's downstream 
correspondents are known to have re
jected or sold participations back to 
Penn Square because of what one 
termed "sloppy documentation." An 
officer at a major southwestern bank 
said it had refused to buy Penn Square 
participations because "they weren't up 
to our standards." He would not 'I 
elaborate. 

One of the bank's upstream institu- I 
tions, which also asked not to be iden
tified, concedes that "there was a time 
when they were really stretched," but 
it adds that "now they've got that 
behind them." Says Mr. Jennings, "We 
have problems with documentation and 
so do other banks. It's a constant 
problem." 

Understaffed, Overstaffed 

Mr. Jennings acknowledges that "two 
years ago, we were understaffed. To-
,day," he says, "I think we're over
staffed. Our staff is more than adequate 
when coupled with assistance we re
ceive from participating banks. The 
state banking department and the na
tional examiners have been helpful, in 
many instances, in making recommen
dations on procedures and documenta
tion." 

Mr.. Jennings emphasizes that "our 
credit criteria are the credit criteria of 
the uDstream banks" and that Penn 
Square is under no obligation, moral or • 
contractual, to buy back loans. "Their 
engineers get together with our 
engineers before a commitment is I 
made," insists Bill G. Patterson, senior 
executive vice president in charge of 
the oil and gas division. 

Mr. Jennings explains that while his 
engineers occasionally differ with their 
counterparts at the upstream banks, | 
those differences are inevitably "re- i 
solved in favor of the upstream banks." 
And Mr. Patterson declares, "No cor
respondent has ever lost a penny on a 
Penn Square loan." , 

However, one source says that Penh 
Square has avoided letting its cor- j 
respondents take losses by arranging, in 
several instances, for stronger 
customers to buy out weaker clients 
whose loans were on the verge of going 

-bad. 

Some Decline to Comment 

Responding to the controversy sur
rounding Penn Square, a spokesman for 
Chase Manhattan said,' "Penn Square 
is a strong and competent bank, but our 
future relationship would depend on 
what they bring to us." John R. Boyd, 
senior vice president for eneTgy lending 
at Seafirst, said, "They have been a 
strong and close correspondent of ours 
for the last five years and we feel they 

I ;re well managed. They have a strong 
board and excellent acceptance in their 
community." Continental and 
Northern Trust declined to comment. 

One leading correspondent banker 
said he "took comfort" in knowing that 
Continental, one of the nation's leading 

j oil and gas lenders, would certainly 
" have scrutinized a Penn Square-

originated credit as thoroughly as jr 
would one of its own. ——ww---*-

"*"•'' While Mr.' Jennings and his col-
—leagues-do-not-«eem_ta_be_ia.ttled by 

criticism from their fellow bankers 
("We don't care what bankers and 
analysts think, we only care what our 
customers think," he says), they do 
acknowledge that their future growth 
will be less dramatic and more 
diversified than it has been. 

Mr. Jennings says he expects assets 
to rise by about 25% a year to about 
$1 billion within five years, substantial
ly less than the frenzied pace of the last 
few years. Earnings for 1982 should 
increase to about $6.0 million, a gain 
of about 28%, he says. "Future growth 
won't be allowed to be as fast as in the 
past," adds Mr. Beller. 

Branching Out 

Asked if a-more formal. affiliation 
with Continental Illinois or another 
upstream correspondent might occur 
when and if the banking laws permit 
it, Mr. Jennings said, "That is a poten
tial that exists for us or any other bank 
in the state." Then, he adds, he is not 
worried that the upstream banks may 
attempt to steal his customers because 
of their "strong loyalty to the bank that 
helped them get started." 

Meanwhile, "We'll probably do more 
in real estate and construction lending, 
industrial financing and leasing, and 
mortgage servicing,", he says. To that 
end, Penn Square has recently joined 
with four other institutions — which he 
refuses to name — in creating a finan
cial and estate planning firm — 
Thompson, Tuckman, and Andersen — 
based in Palo Alto, Calif. The firm will 
soon open offices in Oklahoma City and 
other cities, according to Mr. Jennings. 

Although he admits to being con
cerned about the sensitivity of his 
institution to the vagaries of the energy 
market, he says with a touch of smug
ness, "I'm awfully grateful we're not 
diversified into apartment houses, car 
loans, cattle ranching, and wheat farm
ing." 
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The CHAIRMAN. At page 5 of your statement you say that: 
We are still not at a level at which you would normally find us using a formal 

letter of agreement, let alone a formal cease and desist. Also, although we see the 
bank's funds tend to be very risky, those activities are extremely profitable. On the 
one hand, the classified assets totals and other quantifiable measures of the bank's 
lending were not at a level which would by themselves normally find us using a 
formal agreement, let alone a formal cease and desist order. 

For how long a period of time had they been making these 
energy loans when you reached this conclusion? In other words, 
how old were these loans? Relatively new, weren't they? You know, 
looking at the charts, these charts of the Comptroller's Office, total 
loan growth rates for 1979, 1980, 1978, 1979, and 1980, the big push 
was in 1980, was it not? 

Mr. POOLE. I believe so. 
The CHAIRMAN. That compares to the chart 
Mr. POOLE. I can't see the chart. 
The CHAIRMAN. Well, we will have them brought up a little 

closer. 
[The charts referred to follow:] 
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The CHAIRMAN. "But on the other hand these loans are compara
tively new." But then we go to page 9 and $30 million of the $45.7 
million in loans that were eventually classified as loss were made 
after September 30, 1981. Now, those got bad awful fast, didn't 
they? 

Mr. POOLE. Yes, sir. 
The CHAIRMAN. SO they couldn't have been very good ab initio, 

from the beginning, right? How did they get that bad that fast? 
Mr. POOLE. I think it was a matter of, in some cases, of the 

amount of lending to specific borrowers in relation to their collater
al and in relation to the various comfort factors in the condition of 
the loans. 

The CHAIRMAN. DO you know who was responsible for making 
these loans, $30 million of the $45.7 million in losses eventually 
classified as losses? 

Mr. POOLE. Mr. Plunk might be able to answer that better. 
Mr. PLUNK. Most of those were originated in the energy 

department. 
The CHAIRMAN. Pardon? 
Mr. PLUNK. Most of those were originated in the energy division. 
The CHAIRMAN. OK. And who was the very efficient individual in 

the energy division who would have originated those? 
Mr. PLUNK. We found in our loan review that Mr. Patterson su

pervised virtually all of the loans, I would say as a guess 70 percent 
or greater. 

The CHAIRMAN. I have a little chart here that indicates, just as 
you've said, "The attached document provides some criticized loans 
of 1980, revealed that Mr. Patterson was the lending officer for 
over $20 million of the $34 million in such loans," right? 

Then we come to 1982, and again he gets the prize, the big 
banana. That being the case, was that brought to your attention, 
Mr. Poole, that you had one particular gentleman in that institu
tion who was a real hot-shot loan officer with a lot of bad loans? 

Mr. POOLE. Yes, sir. But I have to point out that the deficiencies 
in loan portfolio were not that severe at previous examinations. 
That was basically what I meant when I was talking about quanti
fiable factors. And even the 1980, December 1980 examination, one 
of the major factors we used in judging what type of administrative 
action we would use was the level of classified assets. 

The CHAIRMAN. Mr. Poole, your criticized loans in 1980 revealed 
Mr. Patterson was lending officer for over $20 million of the $34 
million in such loans. OK, that's 1980. Now we come to 1982, and 
Mr. Plunk just stated that he was an all star again in these 
classified, brand-new classified loans in 1982. 

I'm asking you if it was brought to your attention that you had a 
very, very capable gentleman here named Patterson making 
energy loans that had a habit of becoming classified? 

Mr. POOLE. Well, it was the oil and energy department primarily, 
and I guess he was in charge of that if I am not mistaken. 

Mr. BARTON. Yes, he was, and we were aware of it. 
The CHAIRMAN. YOU were aware of it, Mr. Barton? 
Mr. BARTON. Yes. 
The CHAIRMAN. OK. You were also aware of the fact that this 

institution had problems? 
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Mr. BARTON. Yes, sir. 
The CHAIRMAN. And did you give any consideration whatsoever 

to saying to Mr. Poole, so he could say to Mr. Conover, say, we've 
got a hot shot here that we can't keep up with, he's too fast for us. 
September of 1981 things weren't too bad at this institution. But 
now we come back and we've got classified loans that were made in 
a short period of time. This young gentleman, perhaps we should 
ask him to step aside. 

Under the powers that you have, it doesn't have to be anything 
critical, just deleterious to the financial condition of the institution. 
Did you give that any consideration? 

Mr. BARTON. We gave that consideration, but the condition of the 
bank, the classified assets, was not that severe during history 
coming up to 1982. 

The CHAIRMAN. I'm talking about April and May of 1982. In May 
of 1982 you found, and June, you found out that there were these 
classified loans, comparatively new loans, correct? 

Mr. BARTON. Yes. 
The CHAIRMAN. And you also knew that the same gentleman 

who was heading up this department had a lot of classified loans in 
previous instances. It was the same gentleman again in May and 
June. The players haven't changed. 

So you know you brought in Mr. Beller, you asked for all of these 
things to be done, and yet this area that is a rather critical one 
still is bad. The same individual is there. Did you give any consid
eration to asking for a change? 

Mr. POOLE. May I answer that? 
The CHAIRMAN. Yes. 
Mr. POOLE. You're talking about the April 1982 examination? 
The CHAIRMAN. Yes, sir. And you know, you look at a little histo

ry and you look at 1980. I read from 1980 as well, sir, the classified 
loans in 1980. Mr. Barton is aware. He's nodding in agreement. So 
I'm not isolating this so that you should have, you know, the Holy 
Ghost lay whole knowledge on your head in 1982. I'm saying that 
this has been going on for a period of time. 

Mr. POOLE. I can personally assure you that had the bank sur
vived and stayed in operation, that I feel personally very comfort
able in saying that we would have recommended the removal of, or 
the board remove certain individuals of the bank. 

But as a matter of fact, our major concern in our April examina
tion—you have to remember, we did not complete the examination. 
It never was completed. The bank was closed in midexamination. 
We were doing our best to try to keep up with—it is very difficult 
to examine loans in a bank where documentation was as poor as 
we found in this bank and where controls are so lacking. 

It is extremely difficult. You've almost got to—you've got to do 
everything yourself. And we sent additional staff into the bank. 

It was really not a type of decision that we would have addressed 
during the April examination as to who we would or would not 
want to recommend getting out of the bank. Our major concern 
was determining how much of the loan portfolio was loss, so that 
was clearly the most critical and crucial element. 

The CHAIRMAN. Weren't at the same time hoping to be able to 
save the institution? 
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Mr. POOLE. Yes, sir. 
The CHAIRMAN. Just not find out how bad the loss was. 
Mr. POOLE. If we could determine, for example, that the bank 

had only $15 million in losses, I can assure you that we would have 
probably taken action according to the nature of that. 

The CHAIRMAN. Let me ask you, Mr. Poole. I've heard words like 
procedures, visitations. It all sounds very medical. Now, frankly, 
you know, if a doctor is examining a patient and finds out he's got 
double pneumonia and a hernia and might also have ingrown toe
nails, does he just keep examining and making tests or does he 
start treating immediately? You start treating immediately, don't 
you? 

Mr. POOLE. In my opinion the treatment that you're talking 
about would have done no good whatsoever by that point in time. 
The horse was already out of the barn. 

The CHAIRMAN. But you knew at the beginning of the exam, 
when Mr. Plunk called you on May 13, when he called you May 13 
and he said, things are very bad here, they are very bad here. Did 
you know the horse was out of the barn? 

Mr. POOLE. NO, sir. It would be practically impossible for me to 
make a decision to do something as drastic as even tell the board to 
remove somebody based upon an incomplete examination. We have 
to be extremely careful in documenting our position and knowing 
where we stand and having conclusive information when we are 
going to take such a step. And it would be very difficult to take 
such a position in midexamination. 

This is the same reason that the board has testified on several 
occasions, that they did not know the extent of the condition of the 
bank until the board meeting on July 1. We were keeping manage
ment of the bank constantly apprised of our findings in classified 
loans and loan losses. Here again, it would be 

The CHAIRMAN. Were you keeping the board informed as well? 
Mr. POOLE. It would have been irresponsible for me or for the 

Comptroller's Office to have called a meeting of the board of direc
tors based upon inconclusive information and to tell them that we 
thought their bank was in real bad shape. It would have been, to 
the extent we were finding—and you have to understand that we 
were getting on a daily basis—we were examining loans that were 
extremely poorly documented. We had missing collateral sections, 
we had missing deeds of trust, we had just, you name it, it was 
missing. We were having to—and missing engineering reports. 

We had to continually wait for the bank to bring us additional 
documentation before we could make a decision on the individual 
credit. 

The CHAIRMAN. Would you agree that not only was this institu
tion the worst that you have ever seen in your 26 years, but that 
also it is a classic case that they were able to, or they managed to, 
probably come up with every type of violation and misdeed and ig
noring of regulations that you could think of? I look upon this as a 
classic. How about you? 

Mr. POOLE. I feel it is a classic based upon what happened after 
September, but not prior to September. I feel very confident that 
the bank was a solid three bank as of September, but it just went 
to pot after September. 
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Mr. BARNARD. Mr. Chairman. 
The CHAIRMAN. Yes, sir. 
Mr. BARNARD. HOW can you say that, Mr. Poole, when you 

threatened cease-and-desist orders in the spring of 1981? 
Mr. POOLE. But we didn't take a cease-and-desist order. 
Mr. BARNARD. That's not the point, though. The point is that 

your statement this afternoon, stated that after the spring 1981 ex
amination, you brought the board in and you threatened cease-and-
desist orders. But you used psychology and decided to just go with 
an agreement. Oh, that was great. The directors came up and per
sonally thanked you for your consideration. 

And then, after threatening a cease-and-desist order, you sent in, 
from what I can understand, a single examiner 6 months later. A 
visitation by examiner, that was the statement. Was that a team of 
examiners? 

Mr. POOLE. Yes, sir. I don't recall how many. 
Mr. BARNARD. Does Mr. Barton know? 
Mr. BARTON. NO, sir, I don't know that. 
Mr. BARNARD. Mr. Plunk? 
Mr. PLUNK. I would have to guess. I would say five or six. 
Mr. BARNARD. Five or six examiners. You normally use 15. And 

the result of that is—and I'm quoting again—"made significant 
progress in correcting deficiencies, not sufficient in taking out fur
ther classification." 

Would it be logical for the Comptroller's Office, knowing of the 
age-old difficulty with this bank, to let it go from the spring of 1981 
to the spring of 1982 without a thorough examination? 

Mr. POOLE. Yes, sir. 
Mr. BARNARD. Even though you had threatened cease-and-desist 

orders? 
Mr. POOLE. I think it was extremely logical, based upon our expe

rience, not only in our region but throughout the Comptroller's 
Office, with the use of formal agreements and with three-rated 
banks that I would say were of not dissimilar condition to Penn 
Square. My experience in three regions has been that when a 
board of directors tells you that they will correct the situation, 
they correct it. In the vast majority of cases, we are able to turn 
around our three-rated banks and bring them back to a one or two 
rating. 

Mr. LEACH. Will the gentleman yield on this point? 
Mr. BARNARD. If I might just finish quickly. 
You don't think that you cried wolf just one time too many? 
Mr. POOLE. NO, sir. 
The CHAIRMAN. I just want to make one observation and then I 

want to go to Mr. Leach. And that is that I would say to you, Mr. 
Poole, I know you've got 26 years. I have got a few years overseeing 
these things myself. And I don't know if you heard what I said ear
lier today. All because that institution, with that one strong indi
vidual who in essence is calling all of the shots and telling every
body what to do—and this gentleman, God bless his soul, I'm sure 
he was well intentioned. But you know, we all make errors in judg
ment. 

But he was very strong, Mr. Jennings, and perhaps that is why 
that board of directors couldn't accomplish what they wanted. I 
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still would say to myself, was Mr. Beller brought in and used? Was 
he brought in to sort of placate the Comptroller? I don't know. 

Mr. POOLE. In my opinion, I don't think Mr. Beller thought he 
was being used. The examiners were not told of any problems, for 
instance, that Mr. Beller had with Mr. Patterson. 

The CHAIRMAN. Mr. Jennings. 
Mr. POOLE. That's right. He led us to believe—he not only led us 

to believe, he assured us, that he had the horsepower, that he had 
the staff, that he had the controls that he needed to accomplish 
what we wanted accomplished. 

The CHAIRMAN. But now we find out today that wasn't so. 
Mr. POOLE. That's exactly right. 
The CHAIRMAN. Mr. Leach. 
Mr. LEACH. I would like to return briefly to some of the com

ments of the gentleman from Georgia, to tie this together from a 
little different perspective. If we are dealing with a bank with a 
possibility of failure and loss of moneys—and this situation has 
probably occurred once a month or so in this country for the past 
20 years—a once-a-year review is fairly reasonable. What distin
guishes this bank, however is that it was in large measure a loan-
generating office for other banks. It was a $500 million bank that 
had generated $2 billion-plus in loans for other banks. In such a 
case, you are not dealing with the small loss alone; you are also 
dealing with the substantial losses of other banks. The ramifica
tions end up shaking the entire banking system. 

Under these circumstances, considering Penn Square's rate of 
growth, the Comptroller's Office cannot stand back and say that it 
lacks significant responsibility, that the only faults were the prob
lems of the board of directors and the problems in the oil economy. 
You people must bear up to the fact that your Office has not oper
ated perfectly. I would like to ask a series of questions in this 
regard. 

Excuse me just a second. 
[Pause.] 
The CHAIRMAN. The committee—I would ask you not to jump 

around, because there are a lot of witnesses to hear yet. We must 
suspend operations for about 3 to 4 minutes. There's a satellite 
going over that some of us can see. We will be back within 3 to 4 
minutes. We are in recess for 3 to 4 minutes. 

[Recess.] 
The CHAIRMAN. The committee will come to order. 
Mr. Leach? 
Mr. LEACH. In the case of Penn Square, you closed the bank and 

it's hard on the pocketbooks and the reputations of many people. It 
was a very abrupt and tough thing to do. In July 1982, that was 
the only action to take. But earlier one could have taken a less 
abrupt but equally firm action and fired an officer or several offi
cers of the bank. Was serious consideration given to that possibil
ity? 

In a prior hearing the Comptroller informed us he doubted he 
had the authority to fire. I would like your authority in this regard 
clearly stated for the record, whether you have the authority to 
demand the firing of any officer of a bank that you supervise and 
whether this would be channeled through the board of director. 
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Mr. POOLE. Mr. Serino may want to correct me, because I'm not 
an attorney. It is my understanding that in the vast majority of 
cases it would have to be the board's decision to fire management. 
It is extremely difficult for an examiner to stand up in front of a 
board and tell that board that they need to fire an individual if the 
level of the criticisms in that examination is not of sufficient con
cern to support that action. 

The board has the ongoing—the inherent responsibility, and the 
first responsibility of any board is to 

Mr. LEACH. I understand that, but I want an unequivocal state
ment. Do you have the right to demand the firing of an officer of a 
bank that you regulate for proper cause? 

Mr. POOLE. There is a procedure for removal and there are spe
cific criteria that must be met under the law for removal proce
dures. 

Mr. LEACH. But you have that authority? 
Mr. POOLE. I do not have the authority to fire someone on the 

board—I mean an officer. I'm sorry. 
Mr. LEACH. YOU have no authority to remove? 
Mr. POOLE. Through the procedures that I indicated, through the 

removal procedures, we do, but not on the spot to say, you are 
fired, or to demand—we can't demand 

Mr. LEACH. We're not talking about on the spot. In looking at 
this bank over a long period of time, there was strong reason to 
suggest that several people in the bank were operating improperly. 
One of the early actions of the regulatory authorities that you rep
resent was to suggest that these individuals be removed from 
office. Did you ever suggest that to the board of directors? 

The board has testified before us that they received many state
ments from your office that indicated things were improving, that 
indicated they were on the right track, that indicated a very posi
tive direction. Wouldn't it have been a lot easier IV2 years ago or 1 
year ago to suggest that someone be removed than it was to close 
this bank? 

Mr. POOLE. In my judgment, we absolutely did not have the nec
essary documentation. We did not have the foundation which 
would support a removal action prior to September 1981. 

Mr. LEACH. Have you ever requested removal of a bank officer? 
Mr. POOLE. I've never initiated a removal proceeding and I'm not 

sure under what statute that falls. There have been cases where in 
a cease and desist order we have had an article requiring the board 
to strip an individual of his administrative and executive authority 
and to hire a new capable chief executive officer. Of course, the 
board has the option of either signing that document, the consent 
order, or not consenting to it. And it is still the board in that case 
that is making the decision. 

I have been a party to the use of that type of document at cer
tain times. 

Mr. LEACH. I raise this because at our hearings in Washington 
the Comptroller indicated that he did not have that authority. Sub
sequently, he wrote the committee a letter. I would like to read the 
first paragraph because it's quite clear that there is confusion in 
your office about it. It says: 
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Dear Mr. Chairman: The purpose of this letter is to clarify the testimony before 
your Subcommittee July 15, 1982, regarding removal powers of 12 U.S.C. 1818(e). 
That statute permits each of the federal financial institution regulators to institute 
removal proceedings against an officer or director of an insured financial institution 
under certain specified conditions. In order to justify removal under the statute, the 
regulator must establish in an informal hearing before an administrative law judge 
that the following criteria have been satisfied. 

Let me read a couple of those criteria: 
That the officer or director of the insured bank has committed a violation of law, 

rule or regulation or of a cease and desist order which has become final. 

Your office has claimed that this bank violated the banking laws 
of the United States on numerous occasions. 

A second reason for which an officer may be removed: "If he has 
engaged or participated in any unsafe or unsound practice in con
nection with the bank." Here it is relevant to go back to the 
Arthur Young audit of this bank, which was a qualified audit. The 
Arthur Young auditor said that it is highly unusual to have a 
qualified scope audit, that it occurs maybe five times in 1,000 bank 
audits. How unusual do you think it is to have a qualified audit? 
Based on your experience, were there a large number of undocu
mented loans at this bank? 

Mr. POOLE. At the April 1982 examination, I think the bank's 
own internal review process identified 3,000 documentation excep
tions. That is an inordinately large number, and I would have to 
say that the quality—I asked Mr. Plunk earlier and he told me 
that he had never seen a bank with poorer loan documentation. 

Mr. LEACH. But none of this appeared in the September 1981 
audit. 

Mr. POOLE. That degree of lacking in quality of documentation 
did not exist as of that date. 

Mr. LEACH. There was no suggestion that perhaps the situation 
ought to be tightened up by removing an officer? 

Mr. POOLE. I believe all of our reports did cite the deficiencies in 
documentation. 

I might interject, with your permission, that I have a copy of 
that letter and if we were to—you'll notice that in each case it says 
"and" and it goes on from one to two and three. If we were to con
sider removal procedures against every officer that might fall 
under A, B, C, or A, B, C of two or whatever, we would be looking 
probably at removal procedures in every bank in the country, be
cause there are no perfect bankers. They all make mistakes. 

There are violations of law in probably every single bank that I 
have ever examined. 

Mr. LEACH. That is why it is awfully important to have a degree 
of flexibility. We're not talking about a marginally bad bank; we're 
talking about, in your terms, the worst bank you have ever seen. 

Mr. POOLE. Based upon the last examination. 
The CHAIRMAN. Would you please yield to me? 
Mr. LEACH. Of course. 
The CHAIRMAN. Mr. Poole, the reason the statute was changed 

was that the regulators said to us, we are hamstrung, we are not 
able to act unless there is a criminal violation. I'm going to have 
my staff send you, and I think I will ask them to send it to every 
regional director in the Comptroller's Office around the country, 
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the committee report and the legislation and the reason for the leg
islation, the change in the statute, and the fact that Mr. Homan 
unfortunately misinterpreted it before our committee, just as you 
are misinterpreting now. 

Mr. Isaac and his general counsel agreed with myself and our at
torney. We gave you the power. We gave you this power, not to 
abuse it but feeling you were responsible individuals who would 
use it in a very judicious manner. There is the appeals process, so 
that if you abuse it the individual can appeal. 

So please don't take that attitude, that you could do that in 
every bank in the country, nobody is a perfect banker. Nobody is a 
perfect Congressman, nobody is a perfect regional administrator, 
nobody is a perfect general counsel, nobody is a perfect anything. 
Perfection means divinity. 

Mr. BARNARD. St Germain. [Laughter.] 
The CHAIRMAN. And even St Germain isn't perfect. [Laughter.] 
But just because you weren't aware of it, don't feel bad. Mr. 

Homan wasn't aware of it, Mr. Conover was not aware of it. But by 
cracky, you know, when I learn something new I am always happy 
to say, gee, thanks for telling me, I wish I had known it. That 
should be the attitude. 

[The letter referred to follows:] 
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Comptroller of the Currency 
Administrator of National Banks 

Washington, D.C. 20219 

Ju ly 29, 1982 

Dear Mr. Chairman: . 

The purpose of this letter is to clarify the testimony before 
your Subcommittee on July 15, 1982, regarding removal powers 
under 12 U.S.C. §1818(e). That statute permits each of the 
Federal financial institutions regulators to institute removal 
proceedings against an officer or director of an insured 
financial institution under certain specified conditions. In 
order to justify removal under the statute, the regulator must 
establish at a formal hearing before an administrative law judge 
that the following criteria have been satisfied: 

I. That the officer or director of the insured bank has 
committed: 

A. any violation of law, rule, or regulation or of a cease 
and desist order which has become final; or 

B. has engaged or participated in any unsafe or unsound 
practice in connection with the bank; or 

C. has committed or engaged in any act, omission, or 
practice which constitutes a breach of his fiduciary 
duty as such director or officer; and 

II. The agency determines that the bank has: 

A. suffered or will probably suffer substantial financial 
loss or other damage; or 

B. that the interests of its depositors could be seriously 
prejudiced by reason of such violation or practice or 
breach of fiduciary duty; or 

C. that the director or officer has received financial 
gain by reason of such violation or practice or a 
breach of fiduciary duty; and 
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III. That such violation or practice or breach of fiduciary duty: 

A. is one involving personal dishonesty on the part of 
such officer or director; or 

B. one which demonstrates a willful or continuing 
disregard for the safety or soundness of the bank. 

The removal provisions of the Financial Institutions Supervisory 
Act of 1966 (FISA) as amended by the Financial Institutions 
Regulatory and Interest Rate Control Act of 1978 (FIRA), as 
described above, may be invoked only under the combination of 
special circumstances delineated in the statute. 12 U.S.C. 
§1818(e) has not been subjected to direct judicial review; 
nevertheless, Congress made it clear when it gave the agencies 
the removal power that it was .an extraordinary power and was not 
to be used by the agencies to remove an officer or director from 
a bank on simple grounds of incompetence or poor judgment. 

The removal power is an extraordinary remedy which this agency 
has used on 'only a few occasions.. The reason the agency has not 
needed to utilize the power is that, ordinarily, when management 
problems are brought to the attention of the directorate, the 
directorate takes action to correct them. It is a principal 
responsibility of the board of directors to ensure that the 
institution is properly managed. Thus, in the normal course, 
where problems are identified the board of directors will resolve 
the difficulties through management changes. If the board of 
directors does not take action to change management and there is 
a statutory basis to remove the individual from the bank this 
Office would not hesitate to consider the need to use the removal 
statute. 

In the instant case, while problems existed in the bank prior to 
the April 1982 examination, in our opinion, based on the 
information known at the time, these problems did not then rise 
to a level satisfying the strict three-criteria removal standards 
of 12 U.S.C. §1818(e). The problems as identified in prior 
examinations indicated that the management team needed 
strengthening. The formal cease and desist Agreement required, 
among other things, that the board of directors evaluate and make 
adjustments to the current management team both in quality and 
depth. Because of that Agreement, the bank responded by 
augmenting its management through the hiring of personnel from 
other financial institutions. This was viewed as a positive 
response to the previously identified management problems. Under 
the circumstances, removal was viewed as neither appropriate 
under the statute nor necessary to effect management changes. 

Sincerely, 

Paul M. Homan 
Senior Deputy Comptroller 
for Bank Supervision 

The Honorable Fernand J. St Germain, Chairman 
Committee on Banking, Finance and Urban Affairs 
2129 Rayburn House Office Building 
Washington, D. C. 20515 
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Mr. LEACH. We talk to bankers all the time, and they believe 
that you have that power. There isn't a banker I know of who isn't 
very concerned with that fact. I'm convinced that it was a failure 
to take more timely and bolder action that has embarrassed this 
community very much and perhaps reduced public confidence in 
the whole banking system. 

At what point did your office notify, either directly or indirectly, 
upstream banks that there might be a problem in this particular 
situation? 

Mr. POOLE. I am personally not aware of who—or I understand 
just generally that contacts were made. I don't know or when. 

Mr. LEACH. Were they authorized contacts? 
Mr. POOLE. I have no idea. 
Mr. LEACH. Approximately when were they made and were they 

generally made from your office? Were they made from Washing
ton? 

Mr. POOLE. I can only give you my understanding, and it may be 
inaccurate. It is my understanding that may be 2 weeks prior to 
the closure of the bank that the Washington office did notify cer
tain upstream banks. The major reason, I m told, for those contacts 
was twofold: One, it was to attempt a recuperative effort with their 
assistance, potentially, for the bank; and the other was to begin to 
try to assess the impact of the Penn Square situation on those 
banks. 

Mr. LEACH. Did Mr. Conover tell our committee that the Dallas 
office 

The CHAIRMAN. That they had notified Chicago, we're having the 
transcript checked. 

Mr. POOLE. You mean that we notified the banks? 
The CHAIRMAN. NO, that the Comptroller's Office notified the re

gional office in Chicago. 
Mr. LEACH. At what point did you notify the Federal Reserve? 
Mr. POOLE. In Penn Square? 
Mr. LEACH. Yes. 
Mr. POOLE. That contact would probably have been made in the 

Washington office. 
Mr. LEACH. YOU don't know if or when? 
Mr. POOLE. I'm sure contacts were made. I'm not certain when 

they were made. 
Mr. LEACH. When would you guess? 
Mr. POOLE. I have no idea. 
Mr. LEACH. Would it have been shortly before last July, or would 

it have been 6 months or a year ago? You have no sense of that? 
Mr. POOLE. I do not know. 
Mr. LEACH. This is an awfully important point. What happens 

with Penn Square Bank has affected Seattle First and Continental 
at Chase Manhattan. If you're telling us you don't know when or if 
the regulators of these other banks were notified, that indicates a 
fairly extraordinary lack of governmental communication. 

Mr. POOLE. I know when I notified the FDIC. 
Mr. LEACH. That was May 21, in a casual conversation at the end 

of which you indicated there might be a problem at this bank. 
Mr. POOLE. I couldn't tell them something I didn't know. 
Mr. LEACH. Understood. 
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Mr. POOLE. I'm not trying to be smart, but I did not want to over
state the situation in the bank. 

Mr. LEACH. But at no point did your office make a profound deci
sion to inform the Federal Reserve? 

Mr. POOLE. I believe—I'm sure they were notified. I read some
place they were notified. I just don't recall where. 

Mr. LEACH. You're the regional director. 
Mr. POOLE. NO, sir, I would not notify the Fed normally. 
Mr. SERINO. Mr. Leach, if I may interject. I am from the Wash

ington office and there was extensive communication from the 
Washington office to the Federal Reserve Board and to the FDIC. 

The CHAIRMAN. Once the Federal Reserve Board had contacted 
the Comptroller's Office because an unnamed individual in the Fed 
office decided to make a call to find out. That is what Paul Volcker 
told us. 

Mr. SERINO. I don't know the exact time, Mr. Chairman, but 
there were extensive contacts in the Washington office. 

Mr. LEACH. Your July letter to the board of directors was partly 
based on an audit which was completed in February. One wonders 
why it took so long for the February results to be transferred to 
the board when the situation was fairly serious. Can you explain 
that? 

Mr. POOLE. That would be—I will have to admit, that was a little 
longer than would traditionally have been the period involved. And 
Mr. Barton might, after I finish, comment on what would be a 
more normal period of time. 

Mr. BARTON. YOU would rather have that now? 
Mr. LEACH. If you would like. 
Mr. BARTON. We typically, in our problem bank processing, at

tempt to get the report out of the office within 30 to 45 days after 
receipt for processing. 

Mr. LEACH. Let me just stress again that you were dealing not 
only with a problem bank but with a bank which was generating 
loans that were affecting the entire American banking system. The 
delay, in my estimation, takes away from Mr. Poole's comment in 
his opening statement that the behavior of the Comptroller's Office 
was exemplary. Do you consider that delay as being exemplary, or 
would you give it another categorization? 

Mr. POOLE. I feel that the delay was justified and I can explain to 
you why the delay took place. It was not—it was the basis of a 
judgment call on my part. It was—in the first place, the bank was 
not in that severe a condition. It was rated three, and I would 
hasten to point out that we were not in great fear of the bank's 
demise at that time, even though we did find some significant dete
rioration. 

There were several reasons. One was extensive discussions, as I 
have pointed out, between Washington and the regional office as to 
what type of action we would take. 

The examiner in charge of that particular bank was handpicked 
by me. He had a position at the regional office. He was out of the 
office and worked 2 months on that examination, and he had his 
duties in the office and brought the report back more or less in 
pieces. There was significant work to be done on the report. 
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Once he came back, he could have extended the closing date of 
that examination for say another 30 days, which he could have le
gitimately done, and made it look a lot closer, say the end of March 
or the 1st of April. But we chose not to have him do so. But he was 
the individual in the office that I felt was the most qualified with 
respect to the funds management process and that was a major 
area of concern on my part at that particular time. That is why I 
chose him. 

So that did lead to the delay. But in my opinion it did not—I did 
not consider that it would damage our supervisory effort with the 
bank. In retrospect I do not think that it did. 

Mr. LEACH. We have heard from two panels of outside directors 
made up of individuals who are respected in this community, indi
viduals who strike me as being articulate, intelligent, and thought
ful human beings, not unlike many boards of banks throughout 
this country. They indicated that one reason they didn't act with 
more alacrity or alarm is they felt they received rather encourag
ing statements from your Office in recent times that things were 
going better, that the bank was given a three rather than a four or 
five, that your Office seemed to be giving a green light on the prog
ress report cards. Would you care to comment on those assess
ments? 

Mr. POOLE. Yes, sir. At the board meeting in Dallas, the second 
one, the board was told. We were encouraged by the steps they 
were beginning to take by the additions to the staff, but at the 
same time I pointed out to them that the situation was very serious 
and could very easily deteriorate, and three things, if the deficien
cies are not corrected, could very easily materialize into a four or 
five situation, and simply because we find some satisfaction with 
work done by the board is no indication that we mean that they 
are correct or that we mean they don't have remaining important 
deficiencies. 

Mr. LEACH. It strikes me that it might well have been appropri
ate for you to have said that although positive steps had been 
taken, the board should remove this or that officer of the bank. Did 
that ever enter you deliberations? 

Mr. POOLE. Yes, sir, it did, and I can tell you without any shame 
that I feel today and I felt then that had I made that decision, I 
would have been irresponsible, based upon the information we had 
and the lack of support for such action. It was a considered deci
sion that we determined at that time that there was no basis for 
such action. 

Mr. LEACH. But it was considered? I think that is worthy of plac
ing in the record. 

Mr. POOLE. We always try to point a finger. 
Mr. LEACH. In other words, your original assessment that remov

al of an officer is virtually never done doesn't quite apply because 
you did consider it seriously in this case? 

Mr. POOLE. Could I read something from this letter pertinent to 
that? 

Mr. LEACH. Of course. 
Mr. POOLE. This is the letter you were quoting from before with 

regards to removal procedures, the last two paragraphs. It says the 
removal power is an extraordinary remedy which this agency has 
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used on only a few occasions. The reason the agency has not 
needed to utilize the power is that ordinarily when management 
problems are brought to the attention of the directorate, the direc
torate takes actions to correct them. It is a principal responsibility 
of the board of directors to insure that the institution is properly 
managed. Thus, in the normal course where problems are identi
fied, the board of directors will resolve the difficulties through 
management changes. If the board of directors does not take action 
to change management and there is a statutory basis to remove the 
individual from the bank, this office would not hesitate to consider 
the need to use the removal statute. 

In the instant case, while problems existed in the bank prior to 
the April 1982 examination, in our opinion based upon the infor
mation known at the time of these problems, these problems did 
not then rise to the level satisfying the strict three criteria removal 
standards in the statute. 

The problems as identified in prior examinations indicated that 
the management team needed strengthening. The formal cease-
and-desist agreement required, among other things, that the board 
of directors evaluate and make adjustments to the current manage
ment teams, both in quality and depth. Because of that agreement, 
the bank responded by augmenting its management through the 
hiring of personnel from other financial institutions. This was 
viewed as a positive response to the previously identified manage
ment problems. Under the circumstances, removal was viewed as 
neither appropriate under the statute nor necessary to effect man
agement changes. 

Mr. LEACH. Did you realize that the new management was 
brought in without authority? 

Mr. POOLE. NO, sir, we did not. We were assured by both the 
board and I think the board has testified today that they felt that 
he had that authority, and we were assured by the board and by 
Mr. Beller himself that he did have the authority to correct the de
ficiencies. 

Mr. LEACH. Even though removal is extraordinary, isn't it less 
extraordinary than closing the bank? Isn't it a less wrenching situ
ation for the bank, for the community, and for the banking system? 

Mr. POOLE. Yes, sir, but I do not believe that would justify its in
appropriate use. 

Mr. LEACH. There has been a good deal of discussion about op
tions that were considered in the last few weeks of the bank's life: 
Whether the bank should be closed, whether there should be a 
P&A, or whether the bank should survive. It is my understanding 
that your office's recommendation was that the bank not be closed. 
Is that correct? 

Mr. POOLE. I'm sorry. We recommended the bank 
Mr. LEACH. Not be closed. My understanding is that the FDIC 

was very firm; based upon its statutory authority, there was very 
little choice but to close the bank. Your office, and perhaps the 
Federal Reserve, had a somewhat different opinion. Could you en
lighten this panel as to the discussions held in the last week or two 
and your recommendations? 

Mr. POOLE. I was not present at those discussions. If I'm not mis
taken, I believe they were between the Comptroller and the chair-
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man of the FDIC and Mr. Volcker. The Comptroller's Office de
clared the bank insolvent. It was then turned over to the FDIC, 
and it would be the FDIC's decision as to whether to effect the clos
ing of the bank. 

Mr. LEACH. Did your office make a recommendation? 
Mr. POOLE. I do not know. 
The CHAIRMAN. AS a matter of fact, I think the FDIC said the 

Comptroller's Office waited too long to declare it insolvent, giving 
them no time whatsoever. That is one of the reasons they went the 
route they want. That is not a question, that is a statement. 

Mr. POOLE. Well, I would like to make a comment. The only com
ment I can make on that is that we declared the bank insolvent 
when we knew it wasn't solvent, and it wasn't possible for us to do 
so prior to that time. 

The CHAIRMAN. YOU mean you couldn't do it Saturday afternoon 
at 1 o'clock after the bank closed. 

Mr. POOLE. I don't believe—as I recall, the loan losses were not 
sufficient to wipe out the capital at that point in time. 

The CHAIRMAN. But you did it before reopening on Tuesday. 
Mr. POOLE. Yes, sir. 
The CHAIRMAN. AS I said, I wasn't asking that as a question. 
Mr. LEACH. If the chairman would yield. Earlier you testified 

that Jennings came to you and said the bank was insolvent, and 
you disagreed. Is that an accurate assessment? 

Mr. POOLE. I don't recall. I don't know about that comment. 
Mr. LEACH. DO any of you know of that conversation? 
Mr. PLUNK. NO. 
Mr. BARTON. NO. 
Mr. LEACH. Thank you. 
The CHAIRMAN. I would like to state that from the briefing that 

was held in Washington a few weeks back, I said they were in
formed of the fact that this bank, prior to the closing, Mr. Con-
over—that is, it was during that previous week, yes, and the chair
man of Chase Manhattan was informed, now Mr. Homan, I believe 
that is correct, and Mr. Homan said they were advised they had 
significant problems in their portfolio as a result of loans they pur
chased from Penn Square and were placing them under examina
tion in terms of our trying to come to grips with them and their 
internal people, come to grips with the loss exposure in those par
ticular loans. 

One further statement. Were you aware of the fact that one of 
the people from Oklahoma, and I am quoting Mr. Homan at page 
36 of the briefing: 

We also sent our energy examiner, one of the experts in Oklahoma, to Continen
tal, to A&R examiners in the assessment of their portfolio. 

Were you aware of that? 
Mr. POOLE. Yes, sir. 
The CHAIRMAN. SO you are aware of the fact that Continental 

had been informed by an examiner from this area? 
Mr. POOLE. Yes, sir. 
The CHAIRMAN. I just want to get that straight because there 

seemed to be a little cloud on that earlier. 
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Mr. LEACH. Mr. Chairman, may I pursue one other point? It is 
apparent that your office did talk with other regulators. 

Mr. POOLE. Did or did not? 
Mr. LEACH. Did. 
Mr. POOLE. Yes, sir. 
Mr. LEACH. Did it also talk with the National Credit Union Ad

ministration? 
Mr. POOLE. I have no knowledge that the Comptroller's Office 

did. 
Mr. LEACH. That is of some significance because, as you know, in 

the last several weeks credit unions were pumping money into this 
particular bank when banks were not. That raises some very inter
esting questions both in terms of Federal coordination as well as in 
terms of 

The CHAIRMAN. If the gentleman would yield, the NCUA and the 
Home Loan Bank Board, by the Comptroller's Office in Washington 
were informed about the time or maybe a day or two after Conti
nental and Chase. 

Mr. Annunzio. 
Mr. ANNUNZIO. Thank you, Mr. Chairman. 
Now, Mr. Poole, what benefits were gained by closing the bank 

that would have been lost had the bank been kept open and finan
cially assisted? 

Mr. POOLE. I believe we had a responsibility to close the bank, as 
I indicated. I don't believe the Federal Reserve—the bank had a li
quidity crisis. It was our assessment, it was the Comptroller's Of
fice's assessment that the bank could not open on Tuesday morning 
without experiencing a run on the bank. The bank had a negative 
capital structure as a result of its losses, and it is my impression 
that the Federal Reserve would not lend funds to a bank that we 
would declare insolvent. 

Mr. ANNUNZIO. Could it have been worse than it is now? 
Mr. POOLE. No, sir, not the condition of the bank. 
Mr. ANNUNZIO. I mean the condition of the community, the fi

nancial community. 
Mr. POOLE. We don't have a choice in the matter, in my estima

tion. We have to close a bank that has a negative capital structure. 
Mr. ANNUNZIO. I have no reason for saying this, but I have been 

very patiently listening and asking questions all day. I am abso
lutely convinced that you people were conned just like the direc
tors, and somebody tried to get to the two con artists and it was a 
lot of emotion involved here and hundreds of people are suffering 
because of the action that was taken by the Comptroller's Office. 

Now Mr. Poole, Mr. Conover testified in Washington that he had 
no choice except to close the bank because under the law he had no 
other legal recourse. Isn't it true that you could have appointed a 
conservator to run the bank, you could have removed management 
and put your own people in place? That has been done in the past. 
Why wasn't it done in Penn Square? 

Mr. POOLE. The bank was insolvent. I don't believe that can be 
done when the bank is insolvent. Here again, these are 

Mr. ANNUNZIO. But I know of banks where it was done. It was 
done in Miami where they appointed a conservator. It is being done 
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every day. Isn't it possible that your office panicked and closed the 
bank? Could you have made a mistake? 

Mr. POOLE. NO, sir, we didn't make a mistake. 
Mr. ANNUNZIO. Why, then, why didn't you give the bank more 

time to raise capital? I heard testimony today from the directors, if 
they had the time, they didn't want money from one of the agen
cies or the regulators. They could have raised private capital. 

Mr. POOLE. They had—the temporary cease-and-desist order was 
issued and they were given until the following Friday to raise the 
capital. As it turned out, the losses were so great that the bank 
would have suffered a closure under any circumstances had it tried 
to reopen. 

Can I make one comment? 
Mr. ANNUNZIO. Really, did you really give them time to raise 

this capital? Did you sit down together and did you say you have a 
week, 10 days, or a month? 

Mr. POOLE. They didn't have that long because the bank was in 
an insolvent condition. It was not in an insolvent condition the day 
of the board meeting. 

Mr. ANNUNZIO. Well, how long did they have? You said they 
didn't have that long. How long did they have? 

Mr. POOLE. They had to raise it by the 9th, and the Comptroller 
declared the bank insolvent on the 5th. 

Mr. ANNUNZIO. YOU said they had until the 9th. Was it the 9th 
to close, to raise the money? 

Mr. POOLE. I am informed that the agreement, that the tempo
rary cease-and-desist was amended subsequent to give them to, 
what, the 2d. It was said the capital should be in the bank original
ly, $30 million, by the 9th, and it was amended the next day to the 
2d, the close of business. 

Mr. ANNUNZIO. And when did the bank close? 
Mr. POOLE. On the 5th. 
Mr. ANNUNZIO. On the 5th? 
Mr. POOLE. It did not reopen on the 6th. 
Mr. ANNUNZIO. And did they raise the money? 
Mr. POOLE. NO. 
Mr. BARTON. NO, sir. 
Mr. ANNUNZIO. Could you tell the committee what they did? Did 

they raise any amount? 
Mr. POOLE. They made attempts, as I understand it, contacts 

were made with individuals. This is only what I am told. 
Mr. ANNUNZIO. It just doesn't sound right to me. In other words, 

they are in the process of raising money and they are cut off even 
before they have a chance to raise the money. 

Mr. POOLE. But sir, if the bank is insolvent, we have no choice. 
Mr. ANNUNZIO. It reminds me of a case of a few bad manage

ment officials like, again, like I stated, that are being punished by 
ruining the lives of hundreds of people, and we have heard the tes
timony from people in this community who lost $850, who lost $2 
million, who lost $1 million, not counting the reputation of the fi
nancial institutions in this country that have gotten publicity from 
coast to coast. I don't really believe that you people realize that 
you have created this monster, then you destroyed the monster, the 
havoc that this would play on the economy of this country. I don't 
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think you understood that. I don't think the Comptroller under
stands it. 

Mr. POOLE. We had no choice. 
Mr. ANNUNZIO. YOU had a choice. 
Mr. POOLE. We did not create the problem. 
Mr. ANNUNZIO. YOU had a choice. I read a report where the bank 

was in good shape in 6 months. It deteriorated fast. You would 
think it had cancer. 

Mr. POOLE. It did. 
Mr. ANNUNZIO. Oh, it had cancer, but a cancer can be cut out, a 

cancer can be arrested, a cancer can be cured today, and that is 
your job. What was the difference between the closing of Penn 
Square—and I brought this up earlier today—and the closing of the 
Abilene National? Just before Abilene closed, didn't your office 
issue a public statement saying that Abilene was in good shape? 

Mr. POOLE. NO, sir. 
Mr. ANNUNZIO. Oh, yes, you did. I asked the Comptroller in 

Washington. 
Mr. POOLE. I can give you a copy of my statement if you would 

like to have it. 
Mr. ANNUNZIO. I would like to have it. 
Mr. POOLE. My statement was, and it was in the judgment of the 

Washington office 
Mr. ANNUNZIO. Are you talking now as an individual, your per

sonal statement, or your office statement? 
Mr. POOLE. It was a personal statement that I made after consul

tation with the Washington office, and it was a statement I made 
with regard to the intentions of the Comptroller of the Currency's 
Office, and that statement was that the Abilene National Bank is 
not in liquidation and the Comptroller's Office has no plans to liq
uidate the bank at this time. That statement was good only for the 
moment it was made. 

That statement was made in response to a rumor that was circu
lating in the Abilene area and that was going to be discussed and 
aired on a television station that night, that the bank was in the 
process of liquidation, which was not a true statement, and the 
office felt an obligation, as much as it would be our office to de
clare the bank insolvent and put it in liquidation, to refute that 
statement. 

It was unprecedented and that statement said nothing other 
than we did not have plans to place the bank in liquidation. It did 
not attest in any way to the condition of the bank. 

Mr. ANNUNZIO. But your office has helped the people of Abilene, 
but you sure have let the people of Oklahoma City suffer. 

Mr. POOLE. It would be impossible for me to contrast for you the 
relative conditions of the two banks and it would be improper for 
me to do so, but I can assure you that they differ significantly. 

Mr. ANNUNZIO. I want to give you another example. It has come 
to my attention that some of your examiners have encouraged 
other banks, national banks, to take the fast track route of Penn 
Square. It has been reported to me that your examiners, in a meet
ing with officials of banks that were growing slowly, told those 
bank officials that they should follow Penn Square's rapid growth 
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policy by getting into the oil and gas loan business in a big way. 
Why would your examiners make such recommendation? 

Mr. POOLE. I have no knowledge of such recommendations. 
Mr. ANNUNZIO. And is it possible that maybe some other banks 

are following your examiners' recommendations and it may well be 
the future Penn Square problems? 

Mr. POOLE. I have no knowledge of such recommendations and I 
would doubt very seriously that they exist. 

Mr. ANNUNZIO. If we get the proof and we bring it in, what 
would you do? 

Mr. POOLE. YOU will have to bring it in first and then we will 
see. 

Mr. ANNUNZIO. Oh, I've got to bring it in and then you will take 
action as far as these examiners are concerned? I have news for 
you. I come from the city of Chicago where we don't have one bank 
but dozens and dozens of banks, and you know, after 18 years on 
this committee how many times the Comptroller, the Regional Di
rector in the city of Chicago has called in bankers and said, you get 
rid of that cashier, you get rid of this, you get rid of that, and the 
banks did it. They got rid of those people. 

And if the bad actors in this bank were the people who created 
this condition, it was your responsibility to get rid of them, to bring 
action under the law that we passed in Congress. Your general 
counsel is here to fight those individuals. They should have made 
the changes that you recommended so that this could not happen 
in this community, especially at this time when we are facing the 
most serious crisis that we have ever faced in this country. I don't 
think that that was taken under consideration, Mr. Poole, the gen
eral condition of the financial structure of this country and how 
dangerous it is today. 

Mr. POOLE. I would have been extremely irresponsible had I 
taken such action based upon the information that we had at the 
time prior to the April examination. 

Mr. ANNUNZIO. Well, I just don't believe it, and I will bring you 
my proof. 

Thank you, Mr. Chairman. 
The CHAIRMAN. Mr. Weber. 
Mr. WEBER. Thank you, Mr. Chairman. 
You know, our purpose in these hearings is to make sure we find 

out what happened so that it doesn't happen again, and I would 
have been much more happy if you had come in, Mr. Poole, with a 
statement that said we are not satisfied with the results we have 
achieved, we have tried our best, now we want to learn from this 
experience, or that this isn't to be repeated. But instead you 
brought us a statement that says, in conclusion, I am fully satisifed 
with our supervision of the Penn Square Bank. The statement says 
our conduct was totally appropriate, and then, I believe, although 
it is not in your written statement, I believe I heard you say we did 
our job in an exemplary fashion. 

Well, I don't think any of us are satisfied where you had this 
bank under your supervision for a couple of years and yet it contin
ued to go downhill and ultimately failed, with the consequences 
that Mr. Annunzio has pointed out. None of us is perfect, but I 
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think we have to learn from this experience and do a better job 
next time. 

Now let me come to the chargeoff of the loans, and maybe we 
can get Mr. Plunk into this. Mr. Plunk, what examination and test 
of the soundness of collectability of these loans did you apply under 
these circumstances? In other words, I think the people of this com
munity and also the people across the country—and we had a 
credit union in Toledo that had an investment—deserve to know 
why this bank was suddenly declared insolvent, and what test did 
you use to determine the fact that these loans were dead? I think 
that was your expression. 

Mr. PLUNK. I think we used general credit standards; that being 
primarily the performance of those loans—as Mr. St Germain 
pointed out earlier, there was a substantial instance of upstream 
interest where these borrowers had to rely on the bank to pay their 
interest. I might add that by the time our crew entered the bank, 
that that amount, that $2.5 million amount had quadrupled. And 
also the overdue percentage was quite substantial at 13 percent, 
which was 4 to 5 times what we see in a normal bank. 

Mr. WEBER. Well, you charged off something like $45 million in 
loans, isn't that right? How many loans did you decide to charge 
off? 

Mr. PLUNK. The final report revealed slightly over $49 million in 
losses, which would include loans and other accounts such as ac
crued interest. 

Mr. WEBER. What was the criteria for charging those off? Were 
they just overdue or overdue by a certain number of months, or 
how did you do it? 

Mr. PLUNK. Overdue. When you say overdue 
Mr. WEBER. Did you have a rule-of-thumb that you used? I would 

like you to explain to the people in this room how you decided 
whether a loan was dead or whether it still should be carried on 
the books. 

Mr. PLUNK. When it could not perform as evidenced by its past 
due status or its upstream interest status or substantial overdrafts; 
second, the financial capacity of the borrower was not supportive; 
and finally, when there was no collateral or insufficient collateral, 
we determined it to be a loss. 

Mr. WEBER. But you are absolutely sure that those $49 million 
that you charged off were dead? 

Mr. PLUNK. Yes, sir, I think they were uncollectable. 
Mr. WEBER. HOW much do you think will be realized on those $49 

million? 
Mr. PLUNK. I don't know. It would surprise me if it were greater 

than 25 cents on the dollar. And I might add that I think, given 
the turn in the oil industry, that there are substantially more 
losses in the portfolio. 

Mr. WEBER. Some mention was made earlier of runs on the bank. 
Can anyone elucidate? Were there runs on the bank in the last 
days of Penn Square? 

Mr. PLUNK. I'm not sure of the definition of a run. I know that 
the lobby traffic was extremely heavy and that the bank initially, I 
think on a Friday, they instituted a policy of letting no more than 
$10,000 in cash go out, and then they made up the difference with 
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a cashier's check or official check. By Saturday that had been 
amended to no more than $5,000 in cash, and then by closing on 
Saturday, no more than $1,000 in cash. 

Mr. WEBER. That sounds to me as though the bank had a liquid
ity problem of some dimensions. 

Mr. PLUNK. Yes, sir, I would agree. 
Mr. WEBER. In the report that you did dated March 31 of 1982, 

there was a statement that the external audit was rated unaccepta
ble. Can you explain what external audit you are speaking of? 

Mr. PLUNK. That is the December 31, 1981, audit, the external 
audit, the CPA audit. 

Mr. WEBER. Performed by Peat Marwick? 
Mr. PLUNK. I believe so. 
Mr. WEBER. What were the reasons to lead you to believe that it 

was unacceptable. 
Mr. PLUNK. We had a difference over their approach toward the 

loan review. My examiners told me that from their review of the 
accountants' workpapers, that they had performed only a 15-per
cent penetration into the bank's loan portfolio, which, of course, as 
you know, is a very limited type of approach. I think most banks 
prefer to have an 80 percent coverage or penetration. 

Second, the collateral and credit documentation exceptions were 
just overwhelming. They were 3,000 in number. And on a gross 
loan basis, it was about $1.1 million. These were also hard excep
tions in that they were unsigned notes; the failure to take an oil 
and gas mortgage, and the failure to get engineering reports. They 
were quite substantial collateral exceptions. 

And also we had trouble with various accounting in the bank, 
such as the accrued interest account and I suppose to this date it is 
still unreconciled. 

Mr. WEBER. Did you bring those criticisms to the attention of the 
auditors of Peat, Marwick, Mitchell & Co.? 

Mr. PLUNK. They were outside the bank. They had left the bank 
by the time our crew had gotten there. We did question some of 
their techniques. 

Mr. WEBER. Did you bring those specific criticisms to the atten
tion of the auditors? 

Mr. POOLE. The bank closed before we had an opportunity to do 
that. 

Mr. WEBER. Well, I was looking at something that I thought was 
dated March 31, 1982, long before the bank was closed. 

Mr. POOLE. That was as of the date of examination. It was com
menced on April 17. 

Mr. WEBER. I understand. Thank you. 
Earlier I think you heard me talk rather critically about your ef

forts to communicate to the board of directors, and if you were 
here earlier today, you heard the directors say that most of them 
were not even aware of the numerous ways in which you were 
trying to communicate to them because your reports were sent to 
the bank and the board of directors wouldn't receive these reports 
until they came to the board meetings, and then for different rea
sons they didn't even take them home. They were persuaded that it 
was unwise to take them home. 
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Have you considered mailing your reports or your communica
tions directly to the directors either at their own offices or at their 
homes? 

Mr. POOLE. Well, of course, a decision like that would probably 
be one that would not only be made by—well, it would be made 
certainly by the Comptroller's Office in Washington, but I person
ally feel that I would not recommend such a procedure because we 
might have 25 directors and it would be not only voluminous to 
send 25 copies of a report, potentially this thick, out to the direc
tors, but I personally would not like to have that many copies of 
such sensitive information floating around the community. 

Mr. WEBER. Would you consider sending a resume or calling at
tention by direct letter to the directors to the fact that an impor
tant report containing sensitive information critical of the perform
ance of the bank is on file in the bank's headquarters and they had 
better make themselves aware of it? 

Mr. POOLE. I think our current procedure is fully adequate. The 
report is sent out with, as was reported earlier, a page, a copy of 
which I have here and would like to submit as evidence, which 
reads at the top: "We the undersigned directors of Penn Square 
Bank, NA, Oklahoma City, Okla., have personally reviewed"—per
sonally reviewed—"the contents of the report of examination dated 
September 30, 1981." It is signed by every director of the bank and 
it is dated. There is one here from each of the last three examina
tions. 

Now, it would seem to me that since directors primarily do their 
business regarding the bank at board meetings in the bank, that 
that would be the appropriate place to discuss examinations, and it 
would seem sufficient to me to have them sign a statement that 
indicates they have personally reviewed, not had it read to them as 
was discussed here earlier, but personally reviewed and signed that 
statement, that should be sufficient. 

The CHAIRMAN. Would the gentleman yield? 
Mr. WEBER. I would yield to the Chairman. 
The CHAIRMAN. Mr. Poole, that is amazing. You just finished 

saying it is a voluminous report. Voluminous report. When did you 
contact the regional Federal Reserve Board official here relative to 
shutting down Penn Square? Excuse me, sir, I want Mr. Poole. 

Mr. POOLE. I don't believe the regional office contacted the 
Kansas City Fed regarding that. Contact was made in Washington. 
We would normally not have reason to contact with the Federal 
Reserve. 

The CHAIRMAN. It seems to me there was a letter on July 5 that 
went to the gentleman at the Fed from you. 

Mr. POOLE. NO, sir, not from me. 
The CHAIRMAN. OK, Mr. Serino. 
[The witness conferred with counsel.] 
The CHAIRMAN. Has you memory been refreshed? 
Mr. POOLE. NO, sir. We contacted before—first of all, the Federal 

Reserve gets copies of our reports. 
The CHAIRMAN. I am sure that I read in my briefing papers that 

on that fateful weekend of July 4, 5 and 6, that there was a contact 
that had to be made between you and the gentleman who is going 
to be testifying here, Mr. Guffey, wherein you sent him a letter 
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saying that—you sent this and he sent a letter back saying no, we 
can't do anything, and that would sort of confirm that nothing 
could be done. 

Mr. SERINO. Mr. Chairman, may I clarify it for you? 
The CHAIRMAN. Yes, Mr. Serino. 
Mr. SERINO. Prior to the administrative action in 1980, there was 

a letter sent, as is our procedure in all administrative actions. 
The CHAIRMAN. I am sorry, that is not the one I am referring to. 

Actually what I was trying to do was to make a point here. 
Mr. POOLE. We did send the letter that you are talking about. 

You are talking about the letter on the 5th. 
The CHAIRMAN. Yes. It went and came back the same day. 
Mr. POOLE. That was not my letter. 
The CHAIRMAN. Whose was that, the FDIC? 
Mr. POOLE. The Comptroller of the Currency himself. 
The CHAIRMAN. Mr. Conover in Washington? 
Mr. POOLE. Yes. 
The CHAIRMAN. Terrific. You got him in Washington, to the re

gional office here and back? Fantastic. 
Mr. POOLE. NO, sir. 
The CHAIRMAN. Federal Express? Was that the Fed in Washing

ton? 
Mr. POOLE. At that particular time, the bank was under the con

trol of the Washington office and its staff from Washington. 
The CHAIRMAN. I stand corrected. I misread the thing. But my 

point is you were saying—here are ordinary individuals that I 
don't think are gifted with photographic memory, voluminous re
ports, they sign a sheet, yes, I've seen the report. In reality, realis
tically, do you think that they remember every point in that volu
minous report at the end of that meeting at which they went over 
that report of the Comptroller criticizing and making recommenda
tions? In truth, can you expect any member of the board of direc
tors to remember all of that? 

Mr. POOLE. I expect them to remember a sufficient detail from 
the report to enable them to live up to their responsibilities in su
pervising the activities at the bank. That is their innate responsi
bility. 

The CHAIRMAN. Did you go through college and whatever schools 
you went through with 100 percent on every test you took? I didn't. 

Mr. POOLE. Not by a long shot. 
The CHAIRMAN. I didn't, but it seems to me, couldn't you provide 

each of them a copy of the points, what was it, about three or four 
pages long, of the points, the corrections that they agreed to in the 
letter of agreement? 

Mr. POOLE. Well, the report has a cover letter and it is addressed 
to the board of directors and it is sent to the bank. 

The CHAIRMAN. Yes, sir. Shouldn't the members of the board—if 
you had asked the members of the board to sign the letter of agree
ment, that letter of agreement—what was it, five or six pages long? 

Mr. POOLE. Yes, sir. 
The CHAIRMAN. Shouldn't they all have copies of that letter they 

signed? 
Mr. POOLE. Of the agreement? 
The CHAIRMAN. The letter of agreement. 
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Mr. POOLE. NO, sir. I don't think we need to have any more 
copies of that document circulated around than we have to. 

The CHAIRMAN. HOW in God's name do you expect them to re
member 3 days later what they signed? 

Mr. POOLE. Well, the agreement appointed members of the board 
to establish compliance committees to see that the articles were 
complied with, and they were to therefore have constant contact in 
the bank on a regular basis to oversee the compliance with those 
articles. 

The CHAIRMAN. I apologize to Mr. Weber for taking his time. It is 
just absolutely incredible. You know, it is as though everybody in 
the Comptroller's Office took the vow of silence. You know, you can 
be oh-so-oversecretive here. This whole secrecy bit is absolutely 
banal, idiotic and ridiculous. 

Mr. POOLE. I would like to point out that the procedures where 
we send only one report to the bank with a letter to the board and 
also one copy or whatever of the administrative agreements has in 
the vast majority of cases worked well for the Office and has not 
led to a breakdown in the quality of communication between the 
Office and the banks. It has worked well and we have not deemed 
it necessary to change it. But this is a Washington policy matter. It 
is not my policy. 

The CHAIRMAN. I agree with you you are not the one. You don't 
set the policy. But I still say to you and to everybody here assem
bled that I think it is absolutely ridiculous and preposterous the 
way we dealt with these people today. These are nice people, these 
people on that board of directors, high class individuals, and, by 
cracky, I think that they could have been trusted with the copies of 
those letters of agreement, very definitely. I am going to tell you 
there are going to be some changes made here. Hopefully we are 
going to make some changes in things like that. 

Mr. WEBER. I only have one more question. Let me just follow 
through with what the chairman said. My evaluation of the people 
that we saw on that board of directors, a lot of good, solid citizens 
of this and other communities trying to do the best they could but 
way in over their heads in dealing with a management that was in 
many ways headstrong and recalcitrant and possibly devious, and 
there perhaps are some other criticisms that I could make; but my 
question really is to what extent did you gentlemen share that ob
servation and proceed and give this board of directors the kind of 
help that they needed? 

Did you specifically tell them how to implement policy and how 
to monitor and how to enforce? Or did you just tell them, this is 
your job, you go to it? Because it sounds as though you told them 
these are the policies the bank has to have and it is your job to 
enforce them, but you didn't tell them how to do it. And maybe I 
stand corrected, but did you tell them specifically this is what you 
need in the way of a compliance committee or whatever it is that 
will have the power and the ability and the capacity to oversee 
what this management is doing and to be able to override their 
judgments since you were not willing to go so far as to recommend 
their removal? 
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Did you go so far as to recommend a committee that would 
review every loan and report to the directors, not report to Mr. 
Jennings and not report to Mr. Patterson? 

Mr. POOLE. The administrative agreement was fairly detailed in 
addressing how the compliance committee would be set up and how 
it would report to the Office and how it would function. 

Mr. WEBER. Excuse me. Who was on that compliance committee? 
Mr. POOLE. I do not recall. 
Mr. WEBER. DO you know if a compliance committee actually was 

set up? 
Mr. PLUNK. Yes. 
Mr. POOLE. I believe it was. 
Mr. WEBER. Did you review whether or not the compliance 

committee had regular meetings and kept minutes of those meet
ings? 

Mr. POOLE. I believe the compliance committee was established 
after our meeting in July, and we found that it was established at 
our September meeting. I do not recall the extent to which they 
were sending information to us. It would have been requested. But 
my point was, as far as your question related to the detailed bank
ing policies, that as you pointed out, it would be very difficult for 
the lay members of the board to conjure up, to deploy, let's say, 
those policies that were in effect. Our more direct direction to them 
was to strengthen the management team of the bank, which as I 
pointed out before, we thought they had done with Mr. Beller and 
his staff, and that these individuals, being experts in the field of 
banking, would aid the board in living up to its responsibilities to 
oversee the development of policies and the carrying out of those 
policies. And it was our impression based upon our examination in 
September that in fact this was the process that had begun, the de
velopment of these policies. 

Mr. WEBER. Thank you, Mr. Chairman. 
The CHAIRMAN. YOU say that they should have known all of this. 

The Comptroller's Office was not aware of the fact that this poor 
Mr. Beller, who was supposed to be the savior here—God bless him, 
I sympathize with him—that there were instructions or memoran
dums of agreements to the effect that he could do nothing about 
loans in the energy area by Mr. Jennings and Mr. Patterson? The 
Comptroller's Office was not aware of that? 

Mr. POOLE. NO, sir. 
The CHAIRMAN. Yet to blame these poor members of the board of 

directors, they should know about everything, and you are the pro
fessionals. They are just ordinary citizens. 

Mr. POOLE. Well, the board, you know—and I say this because I 
say it in some board meetings, and it is part of, I guess, my spiel, if 
you want to call it that—the boards have to realize that we have 
no money in the bank, we have no deposits, we have no stock in 
the bank; it is their bank, they are the ones who organized it, and 
they are the ones who are charged with the responsibility and they 
are the ones who meet on a monthly basis to oversee the activities 
of the bank. We are not in the bank 365 days a year. We can't 
manage the bank. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



418 

The CHAIRMAN. Wait a minute. Let me interrupt you. But don't 
forget your responsibility to the taxpayers of the United States of 
America. 

Mr. POOLE. I think my responsibility 
The CHAIRMAN. And you have got to remember and I have got to 

remember that those responsibilities are that $100,000 deposit 
guarantee to all depositors, and that is why you exist, because of 
the insuring fund, not just to have meetings of the boards of direc
tors. 

Let me ask you this. Is this an accurate report from the minutes 
of the meeting held on July 29, 1981 with the board in Dallas? 

Mr. Smelser asked Mr. Poole what steps the director should take if he disagrees 
with the management actions. Mr. Poole answered by first noting that a director's 
job is to make certain the association has a good management team and to be prop
erly informed on that. Thereafter, the director can make his disagreement known 
and attempt to have management change its position and ultimately to resign. 

In other words, if management won't change its position, resign, 
because you see, in this instance 

Mr. POOLE. Would you give me a chance to explain what I said? 
The CHAIRMAN. YOU will in half a second. In this case you have 

got a strong chap, Mr. Jennings. He actually appointed all of these 
board members, not originally but he kept them on. Like I said 
before, he is the big man in this operation. They couldn't remove 
him, could they, Mr. Poole? 

Mr. POOLE. Sir? 
The CHAIRMAN. They couldn't remove Mr. Jennings, the board of 

directors? 
Mr. POOLE. I believe they could. 
The CHAIRMAN. AS a practical matter? Who appointed most of 

them? Who owns the stock in this institution? 
Mr. POOLE. Why could they not? 
The CHAIRMAN. Who controls the stock in the institution? Was it 

Mr. Jennings and his close friends and relatives? 
Mr. POOLE. I believe he was a large stockholder, yes. 
The CHAIRMAN. The controlling stockholder. 
Mr. POOLE. Right. 
The CHAIRMAN. Who calls the shots as to who remains on the 

board of Directors. 
Mr. POOLE. In other words, you are saying you could strip him of 

his title, you could take him out of the bank and he would still 
have that power. Is that what you are saying? 

The CHAIRMAN. What I am saying is when a particular gentle
man appoints all the members to the board, he is the powerhouse. 
As a practical matter, how many times have you seen that board 
rebel against the powerhouse in the institution? 

Mr. POOLE. I have seen it happen in certain instances. 
The CHAIRMAN. Well, if you would, send me a little note to my 

Washington office, and I would like to review this. I don't want to 
waste your time here or tax your memory or the time of your 
people here, but I would be interested in seeing this. 

Mr. POOLE. There was one case where I believe the owner owned 
practically all the stock of the bank and we succeeded in getting 
him to sell the bank. That is the only way in that case. You can 
strip his title. You can even have the board vote him off as a direc-
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tor if that were possible, if someone were a majority owner. But if 
he still owns all the stock, there arises the question of will that in
dividual still be able to exercise his authority over the bank. 

The CHAIRMAN. YOU said you wanted to explain your statement 
to Mr. Smelser? 

Mr. POOLE. Yes, sir. 
The CHAIRMAN. About resigning. 
Mr. POOLE. I don't remember exactly how the question went, but 

I can assure you that my answer was probably in response to a 
series of questions such as what does a board member do if he dis
agrees with the management. Well, to make sure that you have a 
good management team is the director's first responsibility, and to 
be properly informed on matters. Thereafter the director can make 
his disagreements known. My comment, I'm sure, was, when I was 
pressed, that what if you try to do this as a board member consci
entiously and you failed and you have no other course of action 
except to sit there and compromise your principles and your integ
rity, I guess I said then your alternative would be to resign. I was 
not trying to be facetious or suggest that any board member would 
resign. 

The CHAIRMAN. Mr. Barnard. 
Mr. BARNARD. Mr. Poole, can you say that the Penn Square Bank 

was typical of the average national bank that you and your staff 
examined? 

Mr. POOLE. NO, sir. 
Mr. BARNARD. Why was it not typical? 
Mr. POOLE. It was not typical for two reasons. First, it is a 3-

rated bank, a problem bank; and second, the level of growth and 
the concentration in energy credits made it unique. 

Mr. BARNARD. The charges that are before you were taken from 
the records of the Comptroller of the Currency, and I think you 
have pretty well identified that this was an untypical bank. The 
problem had many, many aspects of it: rapid growth, as you just 
said, and concentration of loans, as you just said. Do you approve of 
a bank like the Penn Square Bank being a loan production office 
for a national banking system? 

Mr. POOLE. By a national banking system 
Mr. BARNARD. I mean for Chase, Continental, Seattle First? 
Mr. POOLE. It is unusual. Normally I guess the flow of correspond

ent relationships is in the opposite direction. 
Mr. BARNARD. It is certainly not typical for a bank to hold no 

more than 20 percent of its total loan production, is it? 
Mr. POOLE. I would say that is unusual. 
Mr. BARNARD. Especially for a bank in the situation that Penn 

Square would be. 
Mr. POOLE. I'm not sure about what you mean. 
Mr. BARNARD. Well, here you are talking about a smaller bank 

in a big city, not by any measure the largest bank in the com
munity. 

Mr. POOLE. Correct. 
Mr. BARNARD. Yet probably producing more loans than three or 

four other banks put together. 
Mr. POOLE. It is unusual, yes, sir. 
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Mr. BARNARD. The whole point is that I think it was untypical to 
the degree that it required more attention than the Comptroller's 
Office gave it. Now, you said you couldn't be there all the time. 

Mr. POOLE. Right. 
Mr. BARNARD. But what do you do when you get a call report? 

Aren't call reports analyzed and aren't they compared with bank 
examination reports to determine what progress a bank has made 
in its operations? 

Mr. POOLE. Well, in the case of Penn Square we had monthly re
ports after a period of time. 

Mr. BARNARD. YOU had monthly reports? 
Mr. POOLE. Yes, sir. 
Mr. BARNARD. And yet you did not find such severe deterioration 

until Mr. Plunk came in in April of 1982? 
Mr. POOLE. Yes, sir. The reports would only indicate the degree 

to which the bank was, as you pointed out, in an unusual situation. 
Mr. BARNARD. It would show overdrafts, wouldn't it? 
Mr. BARTON. NO, the reports did not show overdrafts. 
Mr. BARNARD. DO you mean to tell me a call report does not 

show the volume of overdrafts? 
Mr. BARTON. The monthly reports we received from the bank did 

not. 
Mr. BARNARD. Well, why didn't they? That is a typical measure 

of qualifications. And also I am surprised you didn't ask for a 
schedule of overdrafts because we found in several instances that 
you had—Mr. Plunk, didn't you find some overdrafts which were 
beyond the legal lending limit? 

Mr. PLUNK. Yes, sir, we did. 
Mr. BARNARD. Was that before 1982 or in 1982. 
Mr. PLUNK. Most were during 1982. 
Mr. POOLE. I don't believe overdrafts were a severe problem in 

the bank, to my memory, prior to the examination this year. 
Mr. BARNARD. Some of the directors who read your examination 

report thought it was a severe problem. That was brought out this 
morning. They were concerned about overdrafts. I know you are 
sensitive about this and I think you have got a right to be sensitive 
about it, but I hope the other 215 class 3 banks that you have in 
the country are getting more attention than Penn Square Bank 
got. I don't feel that the Board of Directors were aware that the 
situation was as severe, even though they have had two meetings 
with officials of the Comptroller's Office 

Mr. POOLE. If they didn't hear it, then they didn't use their ears. 
It was given very clearly, as I testified. I gave it just as clearly, if 
not more clearly, than I have in the dozens and maybe even hun
dreds of board meetings that we have held in regional offices that I 
have been in charge of. 

Mr. BARNARD. But you didn't sense the seriousness of the situa
tion and do anything about it. 

Mr. POOLE. The seriousness of the situation as it developed this 
year was not in existence in earlier years. 

Mr. BARNARD. But it jumped from a class 3 bank to a class 5 
bank. 

Mr. POOLE. Yes, it did, and I think that is an accurate assess
ment of the degree to which the problem developed in the bank. 
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Mr. BARNARD. In the meeting that was held in Dallas on July 29, 
1981, Mr. Clifton was reviewing the report and he was talking 
about the growth of continued liability. That is on page 3 of that 
report. It is interesting to note that he was advising the bank how 
they could possibly secure sources of funds to satisfy these contin
gent liabilities, and Mr. Clifton advised the bank that they could 
either go to Fed funds, to large CD's and to participations. Don't 
you think that they had pretty well saturated the participations 
area? 

Mr. POOLE. At that time I think they had something like $380 
million or $390 million of participations. 

Mr. BARNARD. Out of a total loan portfolio of what? 
Mr. POOLE. I don't recall what it was at tha t particular time. 
Mr. BARNARD. SO from 1981 on, it grew $2.2 billion in loan par

ticipations? 
Mr. BARTON. It grew $1 billion after September 1981, so the 

market was not saturated with participations. 
Mr. BARNARD. HOW did you know that, Mr. Barton? 
Mr. BARTON. HOW did I know that then? 
Mr. BARNARD. HOW did you know it was growing at this rate? 
Mr. BARTON. We did not know it was growing at that speed until 

we began the examination in April 1982. 
Mr. BARNARD. NO further questions, Mr. Chairman. 
The CHAIRMAN. Mr. Wortley. 
Mr. WORTLEY. Thank you, Mr. Chairman. 
I would like to go back to a statement made earlier today by 

Ronald Burks, who testified that Mr. Jennings spoke with the 
Comptrollers personnel July 2, indicating that the bank in his 
opinion was insolvent. Jennings indicated, however, tha t the Comp
troller's personnel disagreed with his assessment at that time and 
that the Federal Reserve stood ready to support the bank through 
its discount window. 

What is your understanding of this particular occurrence? 
Mr. POOLE. I have no knowledge of it, sir. 
Mr. WORTLEY. Somebody on your staff has to have some knowl

edge of it. 
Mr. PLUNK. I was at a meeting, I was at several meetings on July 

2, and the question of solvency or insolvency was discussed theo
retically on several occasions, but there was no formal presentation 
or no formal statement made about insolvency. 

Mr. WORTLEY. Neither you, Mr. Plunk nor anybody else told Mr. 
Jennings that the bank was not insolvent. 

Mr. PLUNK. I don't recall the exact words used, but at that time 
losses identified did not exceed the bank's capital structure. There
fore, we could not say that it had been declared insolvent. 

Mr. WORTLEY. Let's look at some of the other chronology of this 
period. Your agency commenced general examination of the bank 
on April 19, but you didn't notify the FDIC until June 23. 

Mr. POOLE. No, sir, May 21. 
Mr. WORTLEY. May 21? 
Mr. POOLE. Yes, sir. 
Mr. WORTLEY. DO you have documentation on that? 
Mr. POOLE. Yes, sir. There is a copy in my testimony. 
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Mr. WORTLEY. Why did it take about a month until you got 
around to notifying the FDIC of the problems? 

Mr. POOLE. Well, even at that time when I talked to Mr. Jackson 
I was not sufficiently aware of the extent of the bank's problems to 
give him any real feel for the problems that existed, and it was 
truly not until June 23 that my knowledge of the depth of the 
problem was sufficient to provide any detailed information. The 
call on May 21 it was just a preliminary indication that I could tell 
him what I had heard from the examiner on May 13. 

Mr. WORTLEY. Did your people notify either the depositors of 
Penn Square or the correspondents of Penn Square during the final 
days of the bank's operation as to the status of the situation? In 
other words, did you folks tell Continental and then tell Chase that 
a problem existed? 

Mr. POOLE. I think I was asked that question earlier with regard 
to the upstream banks, and to my knowledge, and my knowledge is 
only second hand, I think if any contacts were made, they were 
made in Washington. We did subsequently, as the chairman point
ed out, have one of our examiners in Continental, but that was 
after, I think, any contact was made by the Washington office to 
Continental. But those contacts would not have been made by the 
regional people. That would have been a decision on the part of the 
Washington office to make those contacts. 

Mr. WORTLEY. Well, what determines whether you notified? 
Mr. POOLE. Normally there would not be any notification. 
Mr. WORTLEY. Was anybody looking out for the small depositor? 
Mr. POOLE. I don't know of any way that the small depositors 

could have been notified without running the risk of causing a run 
on the bank. If you were to call someone and tell them the bank 
was in crummy shape, first of all I think I would be violating the 
law by putting the bank in jeopardy by disclosing to someone infor
mation based upon a confidential examination report. 

Mr. WORTLEY. IS there a level of interest that determines wheth
er you are going to be notified or not? 

Mr. POOLE. NO, sir, I did not notify anyone. I think the notifica
tion, and I will bear being corrected on this because I was not in
volved, I think the decision to notify was based on the concern for 
the Penn Square Bank and the hope that maybe a recuperative 
effort as sponsored by a combination of four or five largest up
stream participants might be arranged; and also, as I said before, 
over our office's concern with the quality of the assets in those 
banks too as reflected by our examination of Penn Square. But that 
is not necessarily accurate. It is only what I have heard was the 
motivation regarding action that I am guessing was taken by the 
Washington office. 

Mr. WORTLEY. Was there any time in these final days when you 
became concerned about the volume of CD's that were owned by 
credit unions out there? 

Mr. POOLE. We were concerned about the volume of uninsured 
deposits, yes, sir, period. 

Mr. WORTLEY. Mr. Beller claims that he prepared and presented 
a list of CD's to Mr. Robinson in the Office of the Comptroller. Are 
you aware of that? 
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Mr. POOLE. Yes, sir, I did hear that that was done. Mr. Robertson 
is an official, a deputy controller in the Washington Office. 

Mr. WORTLEY. Was anything done about that, to notify the credit 
unions? 

Mr. POOLE. I don't know that that would have been proper, to 
notify any depositor. What would we have told them? 

Mr. WORTLEY. YOU were notifying Continental and you were noti
fying Chase. 

Mr. POOLE. Well, as I have indicated, I am not sure when who 
was notified. 

The CHAIRMAN. Six to seven days before. 
Mr. POOLE. Sir? 
The CHAIRMAN. Six to seven days before. These were the pearls 

of wisdom from the mouths of Mr. Homan and Mr. Conover. 
Mr. POOLE. Well, I guess in my opinion their decisions were 

based on their motivation for recuperative efforts, and these were 
upstream participants and not upstream depositors, if I am not 
mistaken. These were people who shared in credit, not people, in
stitutions that had deposits in the bank. 

Mr. WORTLEY. In 1978 and 1980, and again in 1982, your exami
nation cited insider activity on loans. In the other intervening peri
ods there is no mention of any insider activity on loans. Am I cor
rect in that? 

Mr. POOLE. Yes, sir. 
Mr. WORTLEY. Well, do you think you were doing your job effec

tively if you were not looking into that during those interim peri
ods? 

Mr. POOLE. Yes, sir. In the information I reviewed, even the 
volume of insider credit was very minimal. And when there were 
any loans to insiders classified, it was only a very small percentage 
even of that small percentage. 

Mr. WORTLEY. In 1978, 1980 and 1982, there was only very light 
activity; is that what you are saying? 

Mr. POOLE. Yes, sir, I believe that is correct. 
Mr. LEACH. Would the gentleman yield? 
Mr. WORTLEY. Yes. 
Mr. LEACH. I believe your 1978 examination indicated that 41 

percent of the bank's capital was loaned to one officer of the bank. 
I believe it also pointed out that 142 percent of the bank's capital 
was lent in one industry. If I am mistaken, please correct me. 

Mr. WORTLEY. YOU are right. 
Mr. POOLE. But if that were neither illegal nor imprudent, it 

wouldn't be a subject of criticism, necessarily. 
Mr. LEACH. Forty-two percent to one officer is normal operating 

procedure and is acceptable under your auditing guidelines? 
Mr. POOLE. I am not familiar with that situation but I would 

have to believe that it was not an executive officer of the bank, and 
that it was not a type of lending situation that was combinable 
under the provisions of 12 U.S.C. 84, or that it fell under one of the 
13 exceptions to 84. 

Mr. LEACH. Let me read this and maybe you can explain it. 
Other concentrations included related lines of credit of 41 percent of the capital; 

directors' and other related loans that have been sold to other banks and related 
lines sold to another bank were up 23 percent. 
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Mr. POOLE. It is our practice to list what we consider to be con
centrations of credit, and these are not listed for purposes of criti
cism but for purposes of information to the board so that they 
might be aware of those concentrations, if they are not. 

Mr. WORTLEY. Are you finished, Mr. Leach? 
Mr. LEACH. Yes. 
Mr. WORTLEY. Thank you. I would say 41-percent concentration 

in loans to insiders is pretty high. How can you say, as you did a 
moment ago, that it wasn't a critical issue? 

Mr. POOLE. It would not be a critical issue unless the loans to the 
insider or to the insiders were of poor quality. There is nothing in
trinsically wrong with lending—with loans to insiders, as long as 
those loans are not at preferential rates and as long as they are not 
at preferential terms, and as long as they are properly structured 
and are not of poor quality. 

Mr. WORTLEY. And the loans that you determined should have 
been written off when you closed Penn Square, were any of those 
made to insiders? 

Mr. BARTON. Yes. 
Mr. WORTLEY. They were? 
Mr. BARTON. Yes. 
Mr. WORTLEY. DO you have the names of those insiders? 
Mr. SERINO. We would prefer at this time, Mr. Congressman, not 

to disclose the names of the borrowers in the financial institution. 
Mr. WORTLEY. I will accept that. 
The CHAIRMAN. Excuse me, would the gentleman yield? 
Mr. WORTLEY. I would yield. 
The CHAIRMAN. Are you talking about loans to insiders that were 

in excess of the statutory amounts? 
Mr. SERINO. Yes. 
Mr. POOLE. That was not the question, was it? 
The CHAIRMAN. Well, let's ask the question that way. 
Mr. PLUNK. Yes, there were. 
The CHAIRMAN. Were there loans to insiders beyond the—that 

exceeded the statutory amounts? 
Mr. PLUNK. Yes. 
Mr. POOLE. There were both loans to insiders that were criticized 

and there were loans to insiders that were in violation of the law. 
The CHAIRMAN. And under FIRA, aren't you required to make 

those public so that they are available to the public, at the regional 
office of the Federal Reserve Board? Loans to officers and insiders? 

Mr. SERINO. Mr. Chairman, there are some requirements in 
FIRA for reports to be submitted to our office. One deals with bor
rowings from officers of correspondent banks, and this was a loan 
made by this bank to certain of its directors. 

The CHAIRMAN. DO you have the aggregates among the insiders 
at the end of the year? 

Mr. SERINO. Yes. I believe that is in the summary that was sub
mitted today. 

The CHAIRMAN. I thank the gentleman for yielding. 
Mr. WORTLEY. YOU concerned yourself with insider loans that 

had been originated by the bank that then were taken over or par
ticipated in by Continental Illinois or Chase or someone else? 
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Mr. POOLE. Loans that were sold by one bank—insider loans—to 
another. 

Mr. WORTLEY. Insider loans made by Penn Square and then sold 
to another bank. 

Mr. POOLE. We would be concerned from the standpoint of FIRA, 
the extent to which we would make sure that the directors of one 
financial institution were not using their influence as insiders of 
that institution to gain preferential loans at another institution. 
Yes. 

Mr. WORTLEY. Thank you. I yield back the balance of my time, 
Mr. Chairman. 

The CHAIRMAN. Mr. Plunk, you stated that there were what, 
3,000 loans? What was that 3,000 number you gave us a little while 
ago? 

Mr. PLUNK. That was an internally prepared list of collateral 
and credit-filed exceptions. 

The CHAIRMAN. That is an internally prepared list prepared by 
the bank? 

Mr. PLUNK. By the bank's internal review. 
The CHAIRMAN. And when did you first come across that list? 
Mr. PLUNK. I think that would have been early May. 
The CHAIRMAN. And when was the previous list prepared? Was 

that the first time they prepared one? 
Mr. PLUNK. I think so. That was the first list, and it was pre

pared as of March 31 and was manually prepared, so it took that 
long to get it together. 

The CHAIRMAN. Manually prepared? There are quite a number, 
aren't there? How long do you think it took to accumulate 3,000 
loans that were improperly collateralized, et cetera, or document
ed? 

Mr. PLUNK. Given their loan volume, which was a billion dollars 
in loans were put on the books in the last 7 to 8 months. 

The CHAIRMAN. Well, you are giving us a number, but a lot of 
those loans were of pretty high numbers, weren't they? 

Mr. PLUNK. Yes, sir. 
The CHAIRMAN. HOW many loans would that $1 billion represent? 
Mr. PLUNK. I have no way of knowing. 
The CHAIRMAN. Would you supply that for the record? 
Mr. PLUNK. Pardon? 
The CHAIRMAN. Would you supply that for the record? 
Mr. POOLE. Yes, sir. 
[As a result of the above colloquy, the following letter, dated Sep

tember 28, 1982, was received from Comptroller of the Currency 
C. T. Conover:] 
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O 
Comptroller of the Currency 
Administrator of National Banks 

Washington, D.C. 20219 

September 28, 1982 

Re: Penn Square Bank, N.A., Oklahoma City, Oklahoma 
Loans sold after 9/81 

Dear Mr. Chairman: 

During testimony in Oklahoma City, you asked for information 
regarding the volume of loans sold by Penn Square Bank, N.A., 
after the September 1981 OCC presence in the bank. While our 
records do not reflect the actual number of transactions, the 
figures listed below, and displayed graphically in the 
attachment, demonstrate the massive change in the bank's loan 
volume in late 1981 and early 1982. 

Balance of Total 
Date Participations Sold 

9-30-81 $1,135,000,000 
12-31-81 1,573,000,000 
3-31-82 1,873,000,000 
6-30-82 2,116,000,000 

Total change - $981,000,000 or 86% 

You also asked for some additional information regarding loan 
documentation exceptions. The credit and collateral exceptions, 
as developed during the April 1982 examination, reflected 709 
loans, totalling $1.1 billion, with 3,101 exceptions. Of these 
loans, $798,000,000, or 73% of the total, were made after 
September 30, 1981. 
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Also, the losses on assets originating after September 1981 break 
down as follows: 

Accrual interest on loans $(2,801,000) 
Miscellaneous, other assets 

and overdrafts (733,000) 
Overdrafts related to 

borrowers' lines (6,548,000) 
Actual loan balances (18,424,000) 

TOTAL ($28,506,000) 

Sincerely, 

C.T. Conover 
Comptroller of the Currency 

The Honorable 
Fernand J. St Germain 
Chairman, Committee on Banking, 

Finance and Urban Affairs 
2129 Rayburn House Office Building 
Washington, D.C. 20515 

Attachment 
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PENN SQUARE BANK, N.A. 
LOAN GROWTH HISTORY 

($ MILLIONS) 

^GROSS 
/LOANS 

TOTAL 
LOANS 
SOLD 

12/79 3/80 6/80 9/80 12/80 3/81 6/81 9/81 12/81 3/82 

CALL REPORT DATES 
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Mr. POOLE. There could be a number of documentation excep
tions. 

The CHAIRMAN. We would like to know how many loans this in
volved. That would be most helpful. 

Mr. BARTON. With the billion-dollar increase in the participation 
sold? 

The CHAIRMAN. Correct. 
Mr. BARTON. OK. 
The CHAIRMAN. DO any other members have anything else? 
Mr. LEACH. Just one conclusion. Financial institutions have 

modes of operation that perhaps change faster than we in Congress 
or the regulatory bodies realize. But it strikes me that this bank 
has been examined as kind of a community bank when in reality it 
was on the cutting edge of a new kind of go-go banking. Penn 
Square was the queen of spades in the house of cards that stretches 
the length and breadth of American banking, and based upon 
changes in banking, I think bank regulators are going to have to be 
a little quicker in looking at problems as they arise over time. 

I would say finally, though, on the positive side, that you people 
understood and followed the problem and, in the final measure, 
closed the bank in decisive fashion. Some of us, in retrospect, might 
have wished it were closed a little bit earlier or that corrective 
action had been taken that would have preserved the bank and, 
more importantly, the relationships with other banks. But I think 
that you did act very promptly before the American banking 
system was stretched too far. 

It is my hope this is going to be a lesson for the entire banking 
industry and I am sure you are going to have to look at your 
agency, just as we in Congress are going to have to look at our leg
islation, in a little different way given the new type of banking 
that is developing. I don't think you get an A, but I also don't 
think you get an F. The fact of the matter is that all of us have a 
lot to learn from this. 

Mr. POOLE. I can assure you that the Comptroller's Office, and I 
personally as a regional administrator, and all of our examiners, it 
is not a pleasant experience, and our people have had to work hard 
and we are deeply troubled by the closing. And while we believe we 
acted properly, we are continuing to evaluate our procedures, as we 
always are, and we will make changes in our procedures and, hope
fully, we will learn from this situation, too. But it is an expensive 
lesson. 

Mr. LEACH. Mr. Poole, I appreciate that statement more than 
anything that has been said here today. Thank you. 

The CHAIRMAN. The Chair would like to thank the witnesses. 
There may well be some additional questions that we would like 
answered in writing. Some of those I have myself, but I am sure 
you do not have the answers at your fingertips. 

Mr. Evans also has some questions he would like to submit, and 
we will submit them to you and we would appreciate your answer
ing them for the record. Thank you, gentlemen. 

We will call Mr. Roy Jackson, regional director, FDIC, and 
James Hudson, FDIC liquidator in charge of liquidation at Penn 
Square. 

[Witnesses sworn.] 
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TESTIMONY OF ROY E. JACKSON, REGIONAL DIRECTOR, FDIC; 
AND JAMES HUDSON, LIQUIDATOR IN CHARGE OF PENN 
SQUARE, FDIC 
The CHAIRMAN. Mr. Hudson, we have read some complaints on 

the FDIC's handling of the liquidation of Penn Square. They have 
ranged from accusations that you allowed large banks to take files 
out of the bank; that you have frozen set-aside accounts; that you 
have not been cooperative with borrowers in seeking to find other 
financing sources. 

We would like to have your version of these stories, specifically, 
did upstream banks have access to the bank records, and have ac
counts been frozen, and under what circumstances. What is the 
process used in allowing loans to be refinanced with other banks? 
Just start with those three, just so we can clear them up. First, did 
upstream banks have access to bank records over and beyond what 
others have had? 

Mr. HUDSON. We arranged for them to receive copies, yes, sir. 
The CHAIRMAN. Have accounts been frozen, and under what cir

cumstances? 
Mr. HUDSON. Yes, accounts have been frozen. We freeze the ac

counts of directors and we freeze accounts where we have offset ca
pabilities. When a loan is past due, we have the right of offset. 

The CHAIRMAN. In other words, the same individual has a depos
it 

Mr. HUDSON. It was mutual, yes, sir. 
The CHAIRMAN. Has a loan as well. 
Mr. HUDSON. Yes, sir. 
The CHAIRMAN. That is what you mean by offset? 
Mr. HUDSON. Yes, sir. 
The CHAIRMAN. What is the process used in allowing loans to be 

refinanced with other banks? 
Mr. HUDSON. We encourage customers to go out to—they need an 

ongoing banking affiliation, and we encourage them to go out and 
refinance if at all possible. If not, we collect the loans in accord
ance with their terms. 

The CHAIRMAN. Mr. Hudson, have you completed your inventory 
of the assets of the bank? 

Mr. HUDSON. Almost; not quite, sir. 
The CHAIRMAN. Can you at this point tell us as to those assets 

that you have inventoried what is the percentage of and/or the 
dollar volume of energy loans? What does it look like to you at this 
point? 

Mr. HUDSON. Approximately $321 million. 
The CHAIRMAN. In energy loans? 
Mr. HUDSON. Yes, sir. 
The CHAIRMAN. That are assets? 
Mr. HUDSON. Yes, sir. 
The CHAIRMAN. That includes the participations that were sold 

off? Is that correct? 
Mr. HUDSON. NO, sir. 
The CHAIRMAN. Mr. Hudson, has everyone received receivorship 

certificates of their accounts in amounts receivable from the bank? 
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Mr. HUDSON. NO, sir. The ones that have claimed, most of them 
have received a receipt, but it is not a receivership certificate. They 
will be processed and it will take some period of time to access all 
of those. 

The CHAIRMAN. Can you tell us approximately how long that 
might take? 

Mr. HUDSON. Thirty to 90 days; I understand some of the finan
cial institutions have received certificates so they could discount it 
to the Fed. 

The CHAIRMAN. Mr. Jackson, when were you first contacted by 
the regional administrator in Dallas of the Comptroller's Office re
garding the problems at Penn Square? 

Mr. JACKSON. Mr. Chairman, the first reference I had to Penn 
Square was the May 21 conversation with Mr. Poole in which he 
concluded by indicating that he would soon be providing my office 
with a copy of 4-rated banks, and included on that list would be 
Penn Square after the conclusion of the examination. 

The CHAIRMAN. And the next contact? 
Mr. JACKSON. The next contact was on a Wednesday, late in the 

afternoon, June 23, at which time he advised me that the loans 
classification at that time approximated $22 million against a capi
tal account of about $37 million. And I believe I have those figures 
about right. 

He also apprised me of the fact that there were a great deal of 
upstream participations and downstream participations. 

The CHAIRMAN. AS the regional director of the FDIC, what were 
you doing during that period June 28 through the liquidation 
period itself? 

Mr. JACKSON. Beginning on June 30, my first act was to move 
two people into Oklahoma City for the purpose of going into Penn 
Square on Thursday morning. It was sort of a dual thrust. One, we 
needed to get as much information as we could to determine 
whether or not a purchase and assumption transaction would be 
feasible. 

Second, they wanted to be developing financial data and other in
formation so that in case we could do a purchase and assumption 
transaction, an assisted transaction, that we would be in a position 
to do so. That was Wednesday. 

Thursday, we determined to move six more people into Oklaho
ma City as backup for the purpose of going into the bank to help 
with this package. And we placed, I suppose, an additional 17 or 18 
field examiners on notice, preparing them to go to Oklahoma City 
on short notice. 

On Friday morning, we determined to move the balance of our 
examiners that were on alert to Oklahoma City to be on standby 
for whatever occurred. On Friday afternoon I moved to Oklahoma 
City myself to be there for whatever might transpire. 

I worked at the Oklahoma City field office throughout the week
end coordinating matters with our examiners in the bank, and con
tinued to develop financial data for the purpose of an assisted 
transaction, if such were possible. 

One other action that I was taking—and this began about 
Wednesday—we started developing a list of what we refer to as po
tential bidders; those groups and individuals who we think might 
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have the financial capability and the expertise to enter into some 
sort of an assisted transaction, if we do such. 

The CHAIRMAN. What happened to that list? It was not a very 
long list that you came up with, was it? 

Mr. JACKSON. It is very difficult in Oklahoma. Yes, sir. I think 
we ended up with a basic list of about 12 groups and individuals 
that we thought might have some interest. With the State law 
being like it is, it is very difficult in Oklahoma. 

The CHAIRMAN. But obviously, as a result of what happened, that 
list of 12 just withered away. 

Mr. JACKSON. That is correct, sir. 
The CHAIRMAN. It became nonexistent, is that correct? 
Mr. JACKSON. It resides somewhere in the files, yes, sir. 
The CHAIRMAN. The Comptroller of the Currency's witness a 

little earlier—I think he was sitting right back there—stated—Mr. 
Plunk said that the loans, many of these loans, might bring about 
25 cents on the dollar. How does this compare with the 80 percent 
numbers that the FDIC has been floating to date? 

Mr. JACKSON. That estimate would not compare very favorably, 
sir. 

The CHAIRMAN. Well, whose estimate do you think might be 
closer to accuracy? 

Mr. JACKSON. I am not sure I would be in a position to respond. I 
have never looked at the loans. I only have the figures that were 
given to me, sir. 

The CHAIRMAN. But we are getting those numbers from—did we 
get that from the FDIC? Who gave us those? The Federal Reserve 
gave us that? 

Mr. JACKSON. The 80 percent you referred to? 
The CHAIRMAN. Yes. 
Mr. JACKSON. I am not sure where it was originated. It was 

passed down to me from our Washington office immediately after 
the closing of the bank, but I am not too sure who came up with 
the figure. 

Mr. LEACH. If you would yield, Mr. Chairman. 
The CHAIRMAN. Let me just ask Mr. Hudson if he has a feel for 

what this will be worth. 
Mr. HUDSON. NO, sir. 
The CHAIRMAN. Is 25 cents on the dollar more accurate than 80 

cents, or is 80 cents more accurate than 25 cents? 
Mr. HUDSON. It is difficult to tell at this time, with the amount of 

loans that have been upstream and downstream, estimating where 
the losses are going to go. It would be impossible, in this short 
period of time, to have any degree of accuracy in the forecast of 
that. 

Mr. BARNARD. Mr. Chairman, would you yield? Isn't this esti
mate included in the receivership certificate? 

Mr. HUDSON. NO, sir. 
Mr. BARNARD. I was under the impression that it was. 
The CHAIRMAN. YOU are not the only one. 
Mr. JACKSON. I believe the estimate represents the allowable 

value against each certificate. The certificate would represent 100 
percent of the claim, if I am not incorrect, and the banks or finan
cial institutions were allowed to book 80 percent of that figure. 
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The CHAIRMAN. Mr. Leach? 
Mr. LEACH. Mr. Chairman, we are here not just to criticize; we 

want to learn from this experience. From the FDIC's perspective, 
what weaknesses exist in the regulatory process that should be cor
rected, and what changes should be considered by Congress so that 
we don't have another Penn Square? Specifically, do you think that 
there is a need for five banking regulatory agencies? Is there a 
need for three separate deposit insurance funds? Do you think de
posit insurance premiums should reflect the risk posed by the in
sured entity rather than continue the present flat rate system? 

Mr. JACKSON. If you will keep in mind that I am speaking as a 
lowly regional director and not a policymaking body from Washing
ton, I will certainly try to respond. 

Mr. LEACH. Please. 
Mr. JACKSON. I have opinions on most of those subjects. The first 

one I believe dealt with which one, Mr. Leach? 
Mr. LEACH. The five regulatory 
Mr. JACKSON. Despite my allegiance to the FDIC and my convic

tion that deposit insurance has, indeed, served its purpose and 
served it well, I have reluctantly come to the conclusion sometime 
back and shared it with whoever would take time to listen to me, 
that that is not really realistic. That this many regulatory bodies 
simply does not make a great deal of sense, and it is with a great 
deal of reluctance that I say that. 

The CHAIRMAN. Don't feel bad. 
Mr. LEACH. HOW about the three deposit insurance funds? 
Mr. JACKSON. Well, you know, once again I have a personal prob

lem here. We have a very stable fund and one that has a 50-year 
buildup behind it. The $12, $13 billion did not happen by accident; 
it happened because a lot of responsible people dealt very carefully 
with the assessment funds that we received. And I think a great 
deal of study would have to go into the various funds to see if, in 
fact, overall, we would be improving or not improving. I am not 
sure I could express an opinion on that. 

Mr. LEACH. Should deposit premiums be based upon risk? 
Mr. JACKSON. I think it would be a wonderful concept. I am very 

much in favor of it. The only thing is I have never been able to 
figure out how we could come up with that factor. It would be the 
ideal solution, if we could simply come up with the answer. 

Mr. LEACH. Mr. Hudson, would you concur in these observations? 
Mr. HUDSON. My observation would be no, yes and no. [Laugh

ter.] 
Mr. LEACH. Fair enough. Let me conclude with two brief com

ments. Whenever we look at a bank failure, it is tempting to see 
only the bad. Because of the FDIC, because of the Comptroller's 
office, and because of the State regulatory agencies, however, bank 
failures are unusual occurrences rather than the norm. 

If I were a college professor giving grades, the Comptroller's 
office would get a C or a C— in this case. The FDIC, however, 
would get a very high mark, indeed. When it was brought into the 
Penn Square case, the FDIC made decisions with a resoluteness 
that is admirable. In the final measure, the Federal Government 
exercised good judgment, which reflects very well on the FDIC and 
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less well, but certainly not negatively, on the Comptroller of the 
Currency. 

The CHAIRMAN. Mr. Barnard? 
Mr. BARNARD. I have no questions, Mr. Chairman. 
The CHAIRMAN. Mr. Weber? 
Mr. WEBER. I just wish you a lot of luck in collecting those 

assets. 
Mr. JACKSON. Thank you. 
Mr. HUDSON. Thank you. 
Mr. Chairman, may we have permission to put our statements in 

the record? 
The CHAIRMAN. Yes, at the conclusion, we will place your entire 

statements in the record. 
[The statements of Mr. Jackson and Mr. Hudson follow:] 
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STATEMENT OF 

ROY E. JACKSON 
REGIONAL DIRECTOR 

FEDERAL DEPOSIT INSURANCE CORPORATION 

BEFORE THE 

COMMITTEE ON BANKING, FINANCE AND URBAN AFFAIRS 

August 16, 1982 

OKLAHOMA CITY, OKLAHOMA 
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The letter inviting me to appear before this Committee suggested that 

my testimony would be valuable to the Committee's understanding of the 

relationship between the FDIC and the OCC and of the events leading to the 

closing of the Penn Square Bank, N.A. Ifm happy to be of as much assistance 

as 1 can. 

The FDIC's Dallas Office works at maintaining cooperative relations 

with the Office of the Regional Administrator of National Banks, as well as 

with the other bank supervisory agencies. Our efforts are, I believe, 

reciprocated. As example of efforts by the various agencies to improve 

interagency coordination and cooperation is the quarterly meetings of members 

of executive staffs of the agencies. The last such meeting, held on July 22, 

included senior representatives from the Federal Reserve Bank, Dallas; 

Federal Reserve Bank, Kansas City; Office of the Comptroller of the Currency, 

Dallas; FDIC, Dallas; State Banking Department, Austin; and State Banking 

Department, Oklahoma City. 

Regional Administrator of National Banks Poole and I have frequent 

telephone conversations on banking matters of mutual interest and our staff 

members do not hesitate to call their counterparts as the need arises. My 

office routinely receives and reviews copies of all reports of examination 

of National banks, developing and maintaining basic statistical and narrative 

data from all examination reports and providing our Washington Office with 

comprehensive memorandums on 4 and 5 rated banks in which we focus on the 

identification and nature of the problem and the corrective action being 

taken. 

In developing an outline of the chronology of events leading up to the 

Penn Square Bank closing, I have reviewed my telphone notes and submit the 

following: 
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On May 21, 1982, a telephone conversation with Regional Administrator 

of National Banks Clifton Poole, on supervisory matters in general, concluded 

with an indication that he would soon- send me a list of any "4" rated 

National banks in Oklahoma, and that the list would include Penn Square 

after the examination in process was concluded. 

On June 23, 1982, Mr. Poole informed me by phone that the incomplete 

examination of Penn Square had disclosed loan losses of $22 million, sizable 

overall adverse classifications, and a heavy volume of loan participations 

sold. Total capital was indicated to be some $37 million with owners pro

fessing to have $22 million available for injection if necessary. The 

information was relayed by telephone to our Washington Office with a File 

Memorandum prepared for the record. 

On June 28, 1982, Mr. Poole called to inform me that he and other 

representatives of OCC were to meet with the Penn Square directorate either 

Wednesday, June 30, or Thursday, July 1, to inform them of findings to date. 

Mr. Poole indicated he would place a Cease-and-Desist Order on the bank 

which would require additional capital and correction of defects in loan 

documentation. This conversation was reduced to File Memorandum and also 

relayed to our Washington Office. 

On Wednesday, June 30, I arranged for FDIC examiners to go to Oklahoma 

City to develop data needed by the FDIC. Also, the FDIC Dallas Regional 

Office staff spent Thursday, July 1 and the morning of Friday, July 2, pri

marily in continuing to prepare for a possible purchase and assumption 

transaction and in arranging for additional examiners to move in the direction 

of Oklahoma City from various parts of our four-State region. On Friday after

noon, July 2, I moved my base of operations to Oklahoma City, where I worked 

out of our Oklahoma City Field Office preparing for a purchase and assumption 

transaction or payoff, depending upon the determination of the Board of 

Directors of the FDIC. I returned to my Dallas office July 7, 1982. 

I hope the Committee will find the foregoing comments to be helpful. 
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August 5, 1982 

MEMORANDUM TO: Committee on Banking, Finance and 
Urban Affairs 
House of Representatives 

FROM: James P. Hudson 

MR. CHAIRMAN: 

I AM PLEASED TO HAVE THE OPPORTUNITY TO TESTIFY BEFORE THIS COMMITTEE 

REGARDING FEDERAL DEPOSIT INSURANCE CORPORATION'S LIQUIDATION PROCESS IN 

THE FIELD REGARDING PENN SQUARE BANK, N.A. OF OKLAHOMA CITY. 

ON THURSDAY NIGHT, JULY 1, 1982, I RECEIVED NOTICE THAT PENN SQUARE BANK 

OF OKLAHOMA CITY WAS IN IMMINENT DANGER OF FAILING AND THAT I WOULD BE 

NAMED LIQUIDATOR-IN-CHARGE. I WAS AT THAT TIME ATTENDING A TRAINING 

SESSION IN WASHINGirN, D.C. AND ARRANGEMENTS WERE MADE FOR ME TO TRAVEL 

TO OKLAHOMA CITY FRIDAY MORNING. 

UPON ARRIVAL IN OKLAHOMA CITY THAT AFTERNOON, URGENT NOTICE WAS RECEIVED 

FROM THE OFFICE OF THE COMPTROLLER OF THE CURRENCY'S EXAMINERS IN THE 

BANK THAT THEY REQUESTED SENIOR FDIC EMPLOYEES ON HAND TO COME TO THE 
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BANK AS IT APPEARED THAT THE BANK MIGHT CLOSE THAT AFTERNOON. MICHAEL 

NEWTON, WAYNE NESS AND I RESPONDED TO THE REQUEST AND MET MR. WILLIAM L. 

ROBERTSON OF THE COMPTROLLER'S OFFICE AT THE BANK. 

ALL FDIC EMPLOYEES IN OKLAHOMA CITY WERE PLACED ON READY ALERT FOR A 

POSSIBLE CLOSING AT 12:00 NOON SATURDAY. THIS WAS CONSIDERED A CRITICAL 

TIME IF WE WERE TO PREPARE FOR ANY EVENTUALITY ON TUESDAY MORNING, 

MONDAY BEING THE FOURTH OF JULY HOLIDAY. ACCESS TO THE BANK'S RECORDS 

AND EMPLOYEES ARE CRITICAL TO OUR OPERATIONS. 

SATURDAY AFTERNOON WE RECEIVED.A CALL FROM WASHINGTON THAT NEWTON, NESS 

AND I WERE TO PROCEED TO THE BANK TO MEET WITH MR. BILL JENNINGS. WHEN 

WE ARRIVED AT THE BANK WE MET IN MR. JENNINGS' OFFICE WITH HIS ATTORNEY 

MARION BAUMAN. WE HAD A GENERAL DISCUSSION OF FDIC PROCEDURES AND MR. 

JENNINGS OFFERED TO BRING IN SOME OF THE BANK'S SENIOR OFFICERS TO MEET 

WITH US TO PLAN FOR ANY EVENTUALITY ON TUESDAY^ AFTER LEAVING THE BANK, 

WE WERE INFORMED TO KEEP OUR STAFF ON READY ALERT. 
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ON SUNDAY AFTERNOON WE WERE AGAIN ORDERED TO THE BANK TO MEET WITH MR. 

JENNINGS AND REQUEST SPECIAL SERVICES OF THE DATA PROCESSOR AND OTHER 

INFORMATION FROM THE BANK PERSONNEL TO PREPARE FOR A POSSIBLE CLOSING ON 

TUESDAY. WE WERE INSTRUCTED NOT TO TAKE ANY ACTION, HOWEVER, THAT WOULD 

CAUSE THE BANK NOT TO REOPEN AS USUAL ON TUESDAY MORNING. WE EXPLAINED 

FDIC'S PROCEDURES ON A STRAIGHT PAYOFF AND A DEPOSIT INSURANCE NATIONAL 

BANK (HEREAFTER REFERRED TO AS "DINB") OPTION TO MR. JENNINGS. WE 

ADVISED THAT THE OPERATIONS OF A DINB WOULD BE IN THE BEST INTERESTS OF 

THE DEPOSITORS SINCE THE INSURED DEPOSITORS WOULD HAVE IMMEDIATE ACCESS 

TO THEIR FUNDS. WE ADVISED THAT WITHOUT ACCESS TO EMPLOYEES, RECORDS 

AND DATA PROCESSING FACILITIES, WF WOULD BE UNABLE TO OPEN A DEPOSIT 
1 r 

_ *- i 

INSURANCE NATIONAL BANK ON TUESDAY MORNING.N MR. JENNINGS ADVISED THAT 

HE WOULD CALL IN THE SENIOR OPERATIONS OFFICERS TO ASSIST US IN 

PLANNING. 

;&S^iET THAT NIGHT WITH SOME OF THE SENIOR OFFICERS AND WE BEGAN 

PREPARING A WORK PLAN FOR TUESDAY. SPECIAL RUNS WERE MADE AND DELIVERED 

BY SUNDAY MIDNIGHT. FDIC EMPLOYEES WORKED ALL NIGHT SUNDAY IDENTIFYING, 
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WITH THE HELP OF BANK PERSONNEL, THE EXCESS DEPOSITS AND POSSIBLE 

OFFSETS AGAINST DELINQUENT LOANS. WE WERE SOMEWHAT HANDICAPPED BECAUSE 

SOME OF SATURDAY fS\ WORK WAS LOCKED IN VAULTS AND WE COULD NOT HAVE 

ACCESS UNTIL TUESDAY MORNING. WE AGREED TO MEET WITH THE OFFICERS THE 

NEXT MORNING (THE MONDAY HOLIDAY) TO CONTINUE OUR WORK. THROUGHOUT 

MONDAY OUR WORK CONTINUED ON FREEZING EXCESS AND OFFSET ACCOUNTS. SOME 

BANK EMPLOYEES WERE BROUGHT IN TO HELP. OUR STAFF WAS STILL UNDER 

ORDERS NOT TO DO ANYTHING THAT WOULD KEEP THE BANK FROM NOT OPENING 

TUESDAY. THAT AFTERNOON WE MET WITH SENIOR AND EXECUTIVE OFFICERS OF 

THE BANK AT WHICH TIME THE PLAN WAS DISCUSSED. 

AT 7:05 P.M. WE RECEIVED WORD THAT THE BANK WAS DECLARED INSOLVENT BY 

THE COMPTROLLER OF THE CURRENCY, FDIC WAS APPOINTED RECEIVER AND A 

DEPOSIT INSURANCE NATIONAL BANK WOULD BE OPENED AT 9:00 A.M. TUESDAY 

MORNING. THE DINB OPENED AT 9:00 A.M. TUESDAY MORNING AND LINES FORMED 

THROUGHOUT THE DAY. HOWEVER, AT 7:00 P.M. THE LINES HAD DISAPPEARED AND 

THE BANK CLOSED FOR THE EVENING. AFTER MAKING TRAFFICING CHANGES ON 

WEDNESDAY, THE LINES FOR SMALL DEPOSITORS DISAPPEARED, HOWEVER, BECAUSE 
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OF ADMINISTRATIVE PROCEDURES IN PROCESSING TIME AND EXCESS DEPOSITS, A 

LINE OF APPROXIMATELY 30 PEOPLE REMAINED THROUGH THE WEEK. BY 

TEMPORARILY PAYING INTEREST ON TIME DEPOSITS, WE WERE ABLE TO AVOID VERY 

EXTENSIVE LINES. DEPOSITORS COULD CONTINUE WRITING CHECKS TO THE EXTENT 

OF THE INSURED DEPOSIT TRANSFERRED EXCEPT THOSE CUSTOMERS WHO HAD 

ACCOUNTS FROZEN FOR EXCESS AND POSSIBLE OFFSET PURPOSES. WE ATTEMPTED 

TO ACCOMMODATE THE EXCESS DEPOSITORS WITH TRANSACTION ACCOUNTS AS 

QUICKLY AS POSSIBLE. CUSTOMERS WERE ENCOURAGED TO OPEN ACCOUNTS AT 

OTHER BANKS IN THE AREA TO AVOID COMING TO THE BANK AND THE AUTOMATIC 

TELLER MACHINE WAS TEMPORARILY UTILIZED TO PROVIDE FURTHER ACCESS TO THE 

DEPOSITORS FUNDS. 

THE DINB IS STILL IN OPERATION AND AS OF 8-12-62 THERE REMAINED ON 

DEPOSIT $30,500,000.00. IN ADDITION WE HAVE ISSUED 558 RECEIVERSHIP 

CERTIFICATES TOTAI ING APPROXIMATELY 3153,000,000.00 AND OFFSET 250 

ACCOUNTS TOTALING APPROXIMATELY $31,500,000.00. A TREMENDOUS VOLUME OF 

WORK HAS BEEN PROCESSED BY THE DINB AND IT PROVED TO EE A QUICK METHOD 

OF MEETING FDIC'S OBLIGATION TO THE INSURED DEPOSITORS. LONGER LINES 
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AND PANIC WERE AVOIDED BY THE SMALL DEPOSITORS WHO WOULD HAVE BEEN 

REQUIRED UNDER A STRAIGHT PAY OFF TO WAIT IN LONGER LINES IN THE 100° 

JULY HEAT. 

MICHAEL NEWTON IS RESPONSIBLE FOR THE OPERATIONS OF THE TEMPORARY 

DEPOSIT INSURANCE NATIONAL BANK AND AL PORTERFTELD IS RESPONSIBLE FOR 

THE ADMINISTRATION OF CLAIMS. I AM RESPONSIBLE FOR RECEIVERSHIP 

ACTIVITIES AND THE COLLECTION OF ASSETS. 

WHILE TAKING CONTROL OF THE BANK AND PROVIDING FOR THE INSURED 

DEPOSITORS, OUR PRIMARY OBLIGATION, WE SIMULTANEOUSLY FOCUS OUR 

ATTENTION TO THE COLLECTION OF ASSETS. AS OF 8-12-82, THE LIQUIDATION 

$TAFF TOTALS 50 LIQUIDATORS, 72 LOCAL PROFESSIONAL EMPLOYEES AND 178 

CLERICAL SUPPORT EMPLOYEES. WE ARE UTILIZING THE BANK'S COMPUTER SYSTEM 

FOR THE ASSETS. 

THE TASK AHEAD OF US IS GREAT AND TO THIS END WE ARE PREPARED TO USE OUR 

YEARS OF EXPERIENCE IN LIQUIDATING BANKS TO MAXIMIZE THE RETURN TO THE 

CREDITORS. 

97-830 0 - 8 2 - 2 9 
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The CHAIRMAN. We will have some additional written questions 
for you. I am still holding my ratings in abeyance, unlike Mr. 
Leach. Don't be concerned about your opinion as to the consolida
tion of the regulatory agencies. If you think back a while, I think 
you will remember that I recommended this quite a few years ago 
and still feel that way. And it seems as though more and more 
people are beginning to feel that way. 

Mr. LEACH. Mr. Chairman, we will give you an A. [Laughter.] 
The CHAIRMAN. Thank you, gentlemen. As I say, we may have 

some written questions for you. 
At this point, we would ask Mr. Guffey, the president of the 

Kansas City Federal Reserve Bank, to approach the witness table. 
[Witness sworn.] 

TESTIMONY OF ROGER GUFFEY, PRESIDENT, KANSAS CITY 
FEDERAL RESERVE BANK 

The CHAIRMAN. Mr. Guffey, Penn Square, as you know, is owned 
by a holding company. 

Mr. GUFFEY. Yes, sir. 
The CHAIRMAN. And holding companies naturally are under the 

direct supervision of the Federal Reserve Board. Could you tell us 
what oversight was performed by the Kansas City Federal Reserve 
Bank relative to the holding company that had control of Penn 
Square Bank? 

Mr. GUFFEY. Yes, Mr. Chairman. The Federal Reserve Bank of 
Kansas City conducted an inspection of First Penn Corp. in Febru
ary of 1981, and again in January of 1982. 

The CHAIRMAN. And what were the results of the inspections, as 
it were? 

Mr. GUFFEY. We are referring now to the February 1981 inspec
tion. We had some question with respect to the condition of the cor
poration, particularly with regard to the procedures that were in 
place for management of the corporation. 

Second, there was some indication at that time that the commer
cial paper was being sold through the holding company, and it was 
being sold at the bank and without the proper notification on the 
face of the commercial paper certificate. And we asked that they 
correct those procedures. 

And an additional concern was the capitalization of the holding 
company, and at the time the holding company was approved in 
early 1976, there was a commitment by the directors of the holding 
company that they would maintain the capital at an 8 percent of 
ratio of capital to assets, and it had fallen below that level. And we 
required them to come forth with a plan to provide capital to the 
holding company. 

The CHAIRMAN. That was 1981? 
Mr. GUFFEY. That was in February 1981, yes, sir. 
The CHAIRMAN. When did you next revisit them? 
Mr. GUFFEY. The next inspection was in January 1982, and that 

inspection revealed some improvement in the holding company's 
written procedures that had been put in place. Further, there had 
been considerable capital injected into the holding company during 
1981. 
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Part of our review, of course, is based upon the supervisor's 
report of the bank itself which was the principal asset of the hold
ing company, and we noted at that time that there was some im
provement in the bank itself. 

I guess I should also add that the criticism that we had of the 
commercial paper issuance within the bank lobby, and particularly 
with respect to the notation on the face of those certificates that 
they were not obligations of the bank had been corrected. 

The CHAIRMAN. Were you aware of the fact that indeed, what 
was happening with that commercial paper was that during 1980, 
the holding company entered the commercial paper market; by 
yearend 1981, it had over $30 million outstanding in commercial 
paper. Information indicates that portions of the proceeds from 
such sales were invested in Penn Square CD's. The rate paid on the 
commercial paper was higher than that paid by the bank on the 
CD's. Thus, the holding company had a negative spread at one 
point, leading to a negative cash flow of $1.5 million. Was that 
brought to your attention? 

Mr. GUFFEY. Yes, that was brought to our attention. As a matter 
of fact, I believe it is correct to say that there were some of those 
funds that were raised through the commercial paper market that 
were invested in bank CD's that bore no interest payment at all. 

The CHAIRMAN. And so, what did the Kansas City Federal Re
serve Bank do about this? 

Mr. GUFFEY. Well, our concern, of course, was that the paper was 
being used or utilized for the principal purpose of, or the principal 
asset of the corporation, and our concern was that they were fund
ing the bank with very short-term paper. And it was our urging 
that they bring forth a further injection of capital and lengthen 
their liabilities of the holding company for the purpose of pouring 
funds into the bank. 

The CHAIRMAN. Were you aware that the real estate subsidiary 
formed by the holding company in 1981 was originally owned by 
Mr. Jennings, and that the company injected capital into the realty 
company, and in turn, used the proceeds to repay loans made to it 
by Mr. Jennings? So assets of Penn Realty on an apartment project 
that was funded by Penn Square Bank? 

Mr. GUFFEY. I am aware that a realty subsidiary was formed and 
with our permission for the purpose of taking over from the bank 
the Quail Run apartment project. And I believe that came into the 
holding company—at one point, $2 million, if I recall—and came 
from the bank into the holding company. 

The CHAIRMAN. $1,250, right. And then Penn Realty in turn used 
that money to repay loans made to it by Mr. Jennings and four 
other directors of the company. Were you aware of what the use of 
the proceeds was? 

Mr. GUFFEY. After the property came in as an asset of the hold
ing company. What the holding company then paid the bank for 
the use of those funds may have been, I am not aware of. 

The CHAIRMAN. When the $20 million was provided by the 
Federal Reserve Board on June 30 through the discount window of 
the Kansas City Bank, were you aware of this, and were you con
sulted about this? 

Mr. GUFFEY. Yes, I was. 
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The CHAIRMAN. And did you contact Washington on this, as 
well? 

Mr. GUFFEY. No, I did not. 
The CHAIRMAN. What collateral was behind that $20 million 

loan, and how did you determine that the funds you had were suffi
cient collateral? This was done in a very speedy fashion. 

Mr. GUFFEY. First of all, maybe 
The CHAIRMAN. This is the $20 million, June 30. That was repaid 

very rapidly. But nonetheless, you had to have collateral, right? 
Mr. GUFFEY. That is right. 
The CHAIRMAN. Who looked at that collateral for you? 
Mr. GUFFEY. Let me, if I may, in response to your question about 

speedily—the request came to the bank on Monday, June 28, for a 
line of credit of $15 million for 30 days, and in preparation for 
those discussions, the bank had delivered to our branch located 
here in Oklahoma City customer notes totaling something in the 
area of $21 million for the purpose of collateralizing any borrowing 
from the Federal Reserve. 

The CHAIRMAN. Customer notes in the amount of $20 million? 
Mr. GUFFEY. That is correct. 
The CHAIRMAN. But you had no way of knowing what the value 

of those customer notes was? 
Mr. GUFFEY. It was our understanding that the notes that would 

be delivered, customer notes that would be delivered and used as 
collateral for any loan that might transpire in that period ahead 
would be those notes properly collateralized that had been inspect
ed or looked at by the Comptroller during the course of his exami
nation. When those notes were delivered and our staff took a look 
at them, they returned some $3.5 million of the notes because—and 
I don't know that these numbers are precise, but—one $300,000 
note, for example, had not been signed. Another $2V2 million or so 
was a nonperforming loan. 

So at the time that—after those loans had been returned to the 
bank, there remained then approximately $17 million of customer 
notes held in the possession of our branch here in Oklahoma City. 

Before the loan was made on I believe it was Tuesday, an addi
tional $7.9 million of customer notes were delivered to the branch 
and inspected or reviewed by our staff. 

The CHAIRMAN. HOW did that inspection go? 
Mr. GUFFEY. Pardon me? 
The CHAIRMAN. HOW did that inspection go? 
Mr. GUFFEY. It went 
The CHAIRMAN. On that $7.9 million additional. 
Mr. GUFFEY. We took those and looked at them. We had our 

credit people here from Kansas City that took a look at those $7.9 
million, which was added then to the $17 million roughly, which 
gave a total of $26 million in collateral, which was available at the 
time the $20 million in loans was made. 

The CHAIRMAN. On June 30? 
Mr. GUFFEY. Yes. 
The CHAIRMAN. That is a very interesting story. 
Now, I would like to ask would it be possible for you to provide 

to the committee the customer notes that you accepted? 
Mr. GUFFEY. I do not have those available. 
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The CHAIRMAN. I realize you don't have them now. 
Mr. GUFFEY. I would also hesitate to make a commitment to pro

vide them because it does involve some confidential information 
with regard to individuals. 

The CHAIRMAN. Well, your staff knows about it, right? 
Mr. GUFFEY. Our staff, of course, knows about it. 
The CHAIRMAN. Yet—you know I am pretty proud of our staff, 

our bipartisan staff, and of the Members of Congress, and of the 
fact that we can honor confidential information as well. So I hope 
that you will consult with the Chairman of the Federal Reserve 
Board, and I hope that you will find that we are as responsible as 
any employee of the Federal Reserve Bank of Kansas City is 

Mr. GUFFEY. I trust that is true, Mr. Chairman. 
The CHAIRMAN [continuning]. To honor confidentiality. Now, let 

us get back. You tell us that the Comptroller's Office OK'd the $24 
million; said they were wonderful, but then your staff went over 
them and you found $2Vfe million was what, undercollateralized? 
Or—no, was on which they weren't making payments, right? 

Mr. GUFFEY. Mr. Chairman, I believe I testified that our agree
ment with Penn Square officials was that they would deliver to the 
branch here in Oklahoma City customer notes, only customer notes 
that had been reviewed and passed by the Comptroller. And obvi
ously, that did not take place. 

The CHAIRMAN. Oh, you mean those $24 million had not been re
viewed and OK'd by or approved by the Comptroller? 

Mr. GUFFEY. Well, I would assume that one of the notes for 
$300,000 that wasn't even signed certainly would not have been 
passed in a review by the Comptroller's examination staff. 

I am suggesting to you, sir, that the notes that were delivered to 
us, the customer notes that were delivered to us, may not have 
complied with the agreement we had with the officials of Penn 
Square Bank. 

The CHAIRMAN. HOW can we find out? Is there anyone left here 
from the Comptroller's Office? 

VOICE. I think they are in the hall, Mr. Chairman. 
The CHAIRMAN. Mr. Serino, could you find out if, indeed, the 

Comptroller's Office OK'd that $24 million in customer notes? 
Mr. SERINO. We will find out and provide the committee. 
The CHAIRMAN. We will wait around. I would like to know about 

it now. This is very exciting. I am holding my breath. 
So you returned that, and now you have $17 million. You have 

another $7.9 million, right? 
Mr. GUFFEY. Yes, I believe those figures are correct, Mr. Chair

man. 
The CHAIRMAN. NOW, that $7.9 on the second sweep, your people 

looked at those. Were they more customer notes? 
Mr. GUFFEY. Yes, they were. 
The CHAIRMAN. And had they been reviewed or examined or ap

proved by the Comptroller's Office? 
Mr. GUFFEY. I cannot tell you that. I cannot tell you whether 

those specific notes had been reviewed or not. 
The CHAIRMAN. NOW, you are getting collateral so that you can 

lend money at the discount window to Penn Square Bank. 
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Mr. GUFFEY. That is correct. But let me point out, Mr. Chairman, 
that we did not rely upon the Comptroller's evaluation of those 
notes, nor did we ask the Comptroller specifically to look at those 
notes. Either the $17 million or the $7.9 million. We relied upon 
our own analysis of our own people as to the creditworthiness of 
the notes that we took as collateral for the $20 million loan. 

The CHAIRMAN. Were some of the notes energy loans? 
Mr. GUFFEY. Yes, I am sure some of them were. 
The CHAIRMAN. And some of them were backed up by reserves? 

In other words, oil or gas in the ground? 
Mr. GUFFEY. I am sure that they were. 
The CHAIRMAN. And in that period of time, did the Fed have 

some energy experts, engineers, et cetera, et cetera, who could de
termine whether or not these loans were worth their salt? 

Mr. GUFFEY. The answer is "no." We have what we believe to 
be—and the people who reviewed these loans in a very short time
frame, very short, that looked at these loans and determined the 
creditworthiness. And as a matter of fact, it was our agreement 
with the bank that we would take those loans that they allegedly— 
that had been delivered to us and allegedly looked at by the Comp
troller's Office, that we were prepared to take 

The CHAIRMAN. Excuse me, but you don't know that the Comp
troller's Office—we are confused about that now. We do not really 
know whether the Comptroller saw those. 

Mr. GUFFEY. Our agreement with the bank was that they would 
give us only customer notes that had been reviewed and approved 
or passed, if you will, by the Comptroller's Office. 

The CHAIRMAN. But you now are not sure whether or not that 
happened. You told me that a few minutes ago before I asked Mr. 
Serino to check with Mr. Poole. 

Mr. GUFFEY. Yes. If I said that the Comptroller specifically 
looked at the $21 million of notes, then I misspoke. 

The CHAIRMAN. I have been informed that we may be fortunate. 
Mr. Poole? Has he returned? 

Mr. J. COYNE. I have the answer, Mr. Chairman. 
The CHAIRMAN. Were those customer notes, $24 million worth, 

sent over to the Fed from Penn Square, were they approved by the 
Comptroller before they were sent over? 

Mr. J. COYNE. NO, sir. We were not asked to certify nor did we 
certify. 

The CHAIRMAN. Ah-ha. Therefore, Penn Square Bank did not 
comply with that which they told you they would do; to wit: To 
have it certified or examined by the Comptroller. In view of what 
we have just heard 

Mr. GUFFEY. I think there is a misunderstanding, and I would 
like to clarify that misunderstanding, if I might, with this state
ment. 

Our understanding with the Penn Square officials on Monday 
was that they would provide to us customer notes in some amount, 
and that we asked them to send to us only those notes that had 
already been reviewed by the Comptroller. Whether or not they 
complied with that I can only surmise they did not. 

The CHAIRMAN. Let me understand you. What you are saying is 
not that the Comptroller on that day looked at the customer notes 
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that you were getting, but that the bank told you that maybe a 
week ago, 2 weeks ago, a month ago, 6 months ago, the Comptroller 
looked at those customer notes and certified that they were in good 
condition? 

Mr. GUFFEY. I do not think the Comptroller certified, nor did we 
ask him to certify. 

The CHAIRMAN. OK, approved them. 
Mr. GUFFEY. We were concerned about the creditworthiness of 

the collateral that would be submitted to us. 
The CHAIRMAN. I imagine that you should be. 
Mr. GUFFEY. One, because of the shortness of time. One of the 

conditions that we asked them to meet—and I am talking about 
the bank—was to send loans that had already been looked at by 
the Comptroller's Office. 

The CHAIRMAN. What exactly does that mean, that were looked 
at? 

Mr. GUFFEY. That they had been reviewed and, I assume, not 
classified. 

The CHAIRMAN. YOU assume not classified, but you are not cer
tain of that? 

Mr. GUFFEY. Of course not. 
The CHAIRMAN. Because you, indeed, got some that were 

classified, right? 
Mr. GUFFEY. I do not know that they were classified. 
The CHAIRMAN. Well, if they weren't classified, they were not 

performing. $7% million was not performing. 
Mr. GUFFEY. NO. $300,000—a note for $300,000, the note was not 

signed. 
The CHAIRMAN. HOW about the other portion? 
Mr. GUFFEY. The remainder, of about $3 million roughly, were 

either nonperforming or our people, when they took a look at 
them, felt that they were not creditworthy for the purpose of secur
ing a loan from the Federal Reserve. 

The CHAIRMAN. SO then, subsequently, you got another—to re
place that you got another how much? 

Mr. GUFFEY. $7.9 million. 
The CHAIRMAN. $7.9 million, and your people looked at that $7.9 

million. 
Mr. GUFFEY. That is right, but we relied upon 
The CHAIRMAN. Your own individuals. And you made a decision 

that they were, indeed, good collateral. 
Mr. GUFFEY. Yes. 
The CHAIRMAN. SO you had the collateral of $24.9 million? 
Mr. GUFFEY. NO, approximately $26 million. 
The CHAIRMAN. Of $26 million at that point. 
Mr. GUFFEY. Of which, because of some uncertainty, I should say, 

Mr. Chairman, we valued for collateral purposes those loans that 
had been provided and looked at, supposedly looked at, by the 
Comptroller's Office of 75 percent—for collateral purposes, 75 per
cent of face. And of the $7.9 million that our people had reviewed 
in some detail, we were prepared to take those at 90 percent of face 
value. 

The CHAIRMAN. SO what was your total? Did you have $26 mil
lion? 
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Mr. GUFFEY. We had $26 million. 
The CHAIRMAN. Of which 75 percent of $17 million, right, you 

felt was good? 
Mr. GUFFEY. That is correct. 
The CHAIRMAN. And what was the percentage of that? 
Mr. GUFFEY. Not that we thought was good, Mr. Chairman. 
The CHAIRMAN. I mean, that is what you were—the tag you were 

putting on it, right? The value you were 
Mr. GUFFEY. For collateral purposes, yes, sir. 
The CHAIRMAN. And what percentage of the balance? 
Mr. GUFFEY. Ninety percent of the $7.9 million. 
The CHAIRMAN. Ninety percent of the $7.9 million. 
Mr. GUFFEY. I believe I saw the figure someplace, that came out 

to have a collateral value, for our valuation purposes, of 
$21,834,000. 

The CHAIRMAN. $21,834,000. You know, I would like to tell you a 
little story. We were asking about this in Washington a little while 
ago, and initially, we were told that the advances at the discount 
window at the Penn Square Bank were preferential, and therefore, 
would take precedence. That was later corrected. We said oh, that 
was erroneous; they were not preferential? They were supercolla-
teralized with three to four times—remember that, Jim, you were 
there—three to four times the amount of collateral as against the 
loan. 

[See excerpts from conduct of monetary policy hearing of the 
Banking, Finance and Urban Affairs Committee held on July 21, 
1982, appearing in the appendix section as appendix G.J 

Now we find out it is $21 million some-odd as against $20 mil
lion. I will tell you what, sir. I am a little disappointed. The story 
changes every time we listen or hear it told. It is the first time you 
tell it. Yours has not changed. 

Mr. GUFFEY. Fortunately, that is correct. 
The CHAIRMAN. But this is the third version. Really and truly, 

this version No. 3. You talk about the perils of Pauline! 
The other thing that interests me is when did it come to your 

attention that Penn Square Bank was in difficulty, to you at the 
Kansas City Bank. Now, Paul Volcker told us they found out about 
it maybe a week before the Fourth of July weekend, because some 
ingenious individual at the Federal Reserve Bank in Washington 
decided to make a phone call to the comptroller's office. 

Now, when did it come to your attention? 
Mr. GUFFEY. I believe that a call came to one of our staff mem

bers on June 18, which was on a Friday, and he was unable to 
return a call to the Dallas comptroller's office. He returned that 
call on Monday, June 21, at which time he was told that they were 
in the process of the examination course; that they had identified 
what they believed to be about $22 million of loss, and that there 
had been some passing of criticized loans from the bank up to the 
holding company, and suggested that we might want to take a look 
at the holding company. 

The CHAIRMAN. Yes. Did you look at the holding company before 
making this $20 million loan to the bank at the discount window? 

Mr. GUFFEY. Yes, we did. 
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The CHAIRMAN. HOW many people went into the holding compa
ny? 

Mr. GUFFEY. Four people were dispatched to Oklahoma City on 
June 24 and conducted an inspection of the holding company that 
was concluded on, I believe, June 29 with a review with the officers 
of the holding company. 

The CHAIRMAN. Tell me, was this—you knew, that phone call, 
these phone calls—was this the first that you know of the problems 
at Penn Square Bank? The principal asset of the holding company, 
over which you have supervisory powers? 

Mr. GUFFEY. Other than the examination reports from the Comp
troller, the visitation reports of the Comptroller, as a matter of 
fact, it was in an earlier discussion that I believe took place on 
April 22. 

The CHAIRMAN. This year? 
Mr. GUFFEY. This year, 1982, in an interagency meeting with a 

member of my staff, together with a representative of the FDIC, 
and the Comptroller's Office and the State bank commissioner that 
was held in Dallas on April 22, in which there was knowledge ap
parently that the Comptroller had started an examination, or was 
to start an examination. They felt there was no immediate problem 
at that time. That the information that was exchanged in that 
interagency meeting 

The CHAIRMAN. In April? It wasn't May 13 that Mr. Poole got 
the phone call from Mr. Plunk saying hey, things aren't too good. 
Were you aware of the letter of agreement and the problems with 
Penn Square Bank prior to April of 1982? Let's go to 1981, May of 
1981. 

Mr. GUFFEY. Yes, I believe, Mr. Chairman 
The CHAIRMAN. HOW did that come to your attention? 
Mr. GUFFEY. I did not have personal knowledge of it. But our 

staff receives copies of the Comptroller as well as the FDIC exami
nations, as they receive copies of our examinations. That informa
tion, I am sure, would have been available to our staff at that time. 

The CHAIRMAN. What information is that? 
Mr. GUFFEY. Well, the condition of the bank, and the fact that 

some supervisory action had been taken. 
The CHAIRMAN. That supervisory action was taken in 1980. I am 

talking about 1981. Did a red flag come to your office in 1981? 
Mr. GUFFEY. Let me reflect on the dates, Mr. Chairman. My rec

ollection is that the Comptroller's examination of early 1981 would 
have been available to our staff. 

The CHAIRMAN. Are all of those available to your staff in view of 
the fact that you have the holding company and the bank? 

Mr. GUFFEY. That is right. They are a member bank and we 
would get them otherwise. 

The CHAIRMAN. Mr. Isaac told us the reports went in to him in 
1980, and I think I am being accurate. I would hate to misquote 
him, but he didn't get too excited about it because he gets so many. 
No one called him on the phone and said hey, this is a particularly 
important one. 

I would just like to ask you this. There is a private placement 
offering that occurred in May of 1981, at which time if somebody 
were to read that, they would have read about Penn Realty Co., the 
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competition, the supervision and regulation, the bank, the company 
and that is the holding company, and the use of proceeds, et cetera, 
et cetera, capitalization. 

If anyone read this one, they would not have put any money on 
deposit. They would have been reluctant to put moneys over 
$100,000 on deposit into this institution. Now, this private place
ment letter, was that examined and looked at by your staff and 
personnel? And did they bring it to your attention in May of 1981? 

Mr. GUFFEY. I cannot be specific that it was, but I assume that 
this was for the purpose of raising capital. 

The CHAIRMAN. Yes, sir. As suggested. 
Mr. GUFFEY. AS suggested by the Federal Reserve, that is correct. 
The CHAIRMAN. Would you see if you have any memos back then 

that would indicate whether or not this was brought to your atten
tion by your very competent staff? 

Mr. GUFFEY. I do not have. 
The CHAIRMAN. On that private placement letter? 
Mr. GUFFEY. NO, I do not. 
The CHAIRMAN. YOU are not aware of it. Now again, I would ask 

you if you would be kind enough to determine whether or not our 
very trustworthy staff might receive those customer notes—the 
first group that came in? Some were returned and what you even
tually ended up with as collateral for the discount window advance 
of $20 million. 

Mr. GUFFEY. Well, Mr. Chairman, to avoid any confusion, we do 
not have the customer notes. 

The CHAIRMAN. But you must have a record of those customer 
notes that you took as collateral. 

Mr. GUFFEY. I am sure that we do. I thought you were referring 
to the notes themselves. 

The CHAIRMAN. NO, just the record of them. I realize you had to 
return them because the collateral was no longer needed; the $20 
million was paid back. 

[Subsequent to the hearing, pertinent material was submitted for 
inclusion in the printed record and appears in the appendix section 
as appendix H.] 

Mr. GUFFEY. That is right. 
The CHAIRMAN. Did your inspection reveal that loans had gone 

into the holding company? What you stated was you heard that 
loans had been moved into the holding company, and you made an 
inspection of the holding company. Did you inspect the holding 
company to determine if loans had gone into the holding company 
then, that last week? 

Mr. GUFFEY. Yes, we did. Between June 24 and June 29 we had 
four people in the holding company. In response to your—I think 
your other question, we did determine that some $16 million of 
loans had been moved from the bank into the holding company. 

In looking at those loans, we classified $3 million of those loans 
as loss during that examination. 

The CHAIRMAN. Mr. Leach? 
Mr. LEACH. Mr. Chairman, I would like to ask about several un

usual aspects of this situation. 
It strikes me as somewhat bizarre that a bank issued commercial 

paper at a certain percentage rate and sometimes sold it back to 
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itself, or the holding company, at a lower percentage rate, even at 
a zero-percentage rate. One explanation could be that there are tax 
implications. As a nonbanker, I do not know if that is the case. Or, 
it might be a scam; if the bank were about to go under, this could 
amount to some sort of deposit to keep it afloat. Another possibility 
is that it represents a way to hide something from one or more of 
the regulators. Why do you think this bank might have behaved in 
this fashion? 

Mr. GUFFEY. Now, let's be sure we are talking not about the 
bank but about the holding company. 

Mr. LEACH. Yes. 
Mr. GUFFEY. The holding company had commenced issuing com

mercial paper in 1980. The use of that commercial paper, the pro
ceeds from that commercial paper were being funneled into essen
tially the sole asset of the holding company; being the bank. It was 
a matter, in our view, of a way of raising funds for the purpose of 
funding the asset growth of the bank. 

There were several sources of funds. One would be a Federal 
funds transaction that would come directly to the bank. But the 
holding company could not participate in it. They could raise capi
tal, which they did, in the holding company and funnel that money 
into the bank. So there are a number of ways of tapping markets, 
in our view. The use of the commercial paper by the holding com
pany was a means of raising funds, and the fact that they were, 
indeed, funneling it into its principal asset seemed quite appropri
ate. 

Mr. LEACH. Appropriate, not inappropriate? 
Mr. GUFFEY. Appropriate. 
Mr. LEACH. Even if they raised it at one rate of interest and 

loaned it out at a lower rate of interest? 
Mr. GUFFEY. Yes. It was the consolidated balance sheet that we 

were looking at, and since the bank is the principal and only earn
ing asset that the holding company had, the fact that the manage
ment chose to borrow in the market through the commercial paper 
route, and to then lend that to the bank in the form of deposits, of 
making deposits in the bank at a zero interest rate, since it was a 
consolidated balance sheet that was not a matter of major concern. 

Mr. LEACH. IS this normal operating procedure? Do other banks 
do the same thing? 

Mr. GUFFEY. NO, I am not sure I can say it is normal operating 
procedure, and certainly would not be in those cases in which there 
are several subsidiaries of a holding company. In other words, the 
bank is not the sole asset. 

Mr. LEACH. Does this type of activity have any tax implications? 
Are there any implications for capitalization ratios? 

Mr. GUFFEY. I am not sure that there is. I am not sure that I am 
even qualified, Mr. Leach, to answer that question. 

Mr. LEACH. In your judgment, does this type of activity have 
such implications? 

Mr. GUFFEY. Not in my judgment, no. 
Mr. LEACH. Let me turn to another issue. Once the Comptroller's 

Office started to develop a file on the difficulties at this bank, at 
what point do you think they should have shared those difficulties 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



454 

with the Federal Reserve, the regulator of the upstream banks in
volved? 

Mr. GUFFEY. I think that is very difficult for me to respond to. I 
would hope that they would share that information as quickly as 
they feel that it is credible information. 

Mr. LEACH. Credible or critical? 
Mr. GUFFEY. Credible. 
Mr. LEACH. We must not lose sight of the fact that this bank 

wasn't simply a community bank in trouble. It was a bank in trou
ble jeopardizing other banks and putting them in trouble. 

Given this situation, were there any alarm bells that went off in 
the Federal Reserve signaling that this bank in Oklahoma was op
erating differently than virtually any other bank in America? 

Mr. GUFFEY. Any alarm bells? I think we were concerned in our 
examination or inspection of the holding company in 1981 and 
again in January of 1982 that the principal asset of the holding 
company had experienced rather dramatic growth, and that that 
has an implication for capital requirements for the bank and the 
holding company. And we were pressing hard at both of those 
times for the provision of capital and/or to slow the growth to 
some more reasonable pace. 

Mr. LEACH. Fine. I have no further questions. Thank you. 
The CHAIRMAN. Mr. Barnard? 
Mr. BARNARD. Mr. Guffey, what instigated the interagency meet

ing in the spring of this year? 
Mr. GUFFEY. Well, Mr. Congressman, I believe that that would be 

just a usual exchange of information that we conduct with other 
bank supervisory agencies. And there was nothing unusual about 
the meeting. I think those are quarterly meetings, if I recall cor
rectly. 

Mr. BARNARD. Does that happen with banks that are in excellent 
condition or good condition, as well as a bank like the Penn Square 
Bank? 

Mr. GUFFEY. Well, maybe I have not characterized that meeting 
properly or well enough. But these meetings are simply meetings 
in which the regulators join together in one location to talk about 
the problem. 

Mr. BARNARD. The problem banks? 
Mr. GUFFEY. Not only problem banks, but common problems that 

might be arising in their particular areas. 
Mr. BARNARD. Well, to what extent was the condition of Penn 

Square mentioned? Was it brought up as a problem bank by the 
Comptroller? 

Mr. GUFFEY. I did not attend that meeting, but it is my impres
sion, Mr. Barnard, that the Comptroller had just started his exami
nation and there was perhaps very little discussion about that 
bank particularly, other than a comment that there was no imme
diate concern that was arising which prompted the commencement 
of an examination at that time. 

Mr. BARNARD. DO you have knowledge that at previous inter
agency meetings Penn Square was discussed? 

Mr. GUFFEY. I have no such knowledge. But that doesn't mean 
that this wasn't discussed. 
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Mr. BARNARD. Who attends that meeting? Who represents that 
meeting for the Fed? 

Mr. GUFFEY. Normally that is a senior vice president in our bank 
whose name is Mr. Billington. 

Mr. BARNARD. IS he out of the Dallas office? 
Mr. GUFFEY. NO. You're talking about our representative from 

the Federal Reserve out of Kansas City. 
Mr. BARNARD. Mr. Guffey, you described the inspection of the 

holding company. They are done, I would presume, here on loca
tion? 

Mr. GUFFEY. Yes, that is correct. 
Mr. BARNARD. During those inspections do you review the last 

examination report of the bank, the principal asset of the holding 
company? 

Mr. GUFFEY. That is not done on location, Congressman, but 
rather that is a part of the preparatory process before they actual
ly go into the holding company for the inspection. But yes, they 
would have the benefit of the last examination. 

Mr. BARNARD. SO then, when they come and have this inspection 
and they meet with management I would presume that your exam
ination of holding companies is very similar to a bank examina
tion, and that you have at the end of the inspection a meeting with 
the executives of the management team? 

Mr. GUFFEY. That is correct. 
Mr. BARNARD. Did you have occasion to go over the examination 

report of the Comptroller with the management team? 
Mr. GUFFEY. I did not attend those meetings, nor did I attend 

this specific meeting if you are referring to the one that was held 
on June 29. I cannot answer specifically whether or not there was 
any reference to the Comptroller's examination report. Since it is a 
rather major part of the review and conclusion that leads to the 
closing conversation with the holding company officials, I assume 
that there was some reference indeed to it. 

Mr. BARNARD. Well, I was suspecting that this might be a part of 
the normal check and balance process between the Fed, who has 
responsibility over holding company inspections, and the Comptrol
ler or FDIC and even a State banking department as far as deter
mining the strength of an asset of a holding company. I was hoping 
that this would be a part of the check and balance process, where
by you would have an opportunity to even further check what the 
Comptroller's Office had done. 

Mr. GUFFEY. The examination report of the bank, of course, is of 
bank assets and liabilities and capital position, and the inspection 
of the holding company is a similar review of the holding company 
position and their procedures and so forth. But the holding compa
ny inspection process does not include going into the bank, for an 
example, and inspecting loan portfolio or investment portfolio of 
the bank, but rather we depend upon or rely upon the principal su
pervisor's report for that purpose. 

Mr. BARNARD. SO in essence these inspections are not really 
worth much, are they? 

The CHAIRMAN. That is what Arthur Burns used to say. 
Mr. GUFFEY. Pardon me? 
The CHAIRMAN. I said that 's what Arthur Burns used to say. 
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Mr. GUFFEY. Well, I heard Arthur Burns say a lot of things, Mr. 
Chairman. 

The CHAIRMAN. The Fed doesn't do a good enough job and didn't 
do a good enough job inspecting holding companies. That was back 
then. Maybe it's improving. 

Mr. GUFFEY. With deference to past Chairman Burns, let me say 
that there has been considerable improvement in that process. I 
might also say that it commenced under his direction, because he 
was uncomfortable with what we were doing with holding compa
nies at that time. 

Mr. BARNARD. Well, I'm not really meaning to be critical of the 
Fed. After I found out that all the Fed and the FDIC do with exam
ination reports and call reports is just file them, I was bewildered, 
because I thought that there is a check and balance process, that if 
the Fed got the call report, and didn't think the bank was being 
run properly, they would call up Mr. Conover and say that accord
ing to this call report it appears that something is going wrong 
with Penn Square. 

But you don't do that. You say, that is the jurisdiction of the 
Comptroller, so therefore we're not going to do anything about it. 
We hope and pray the bank won't go broke. But this one did. 

So that disturbs me. I thought that the examination departments 
of the regulators took note of the examinations of other agencies 
and cataloged the condition of the banks, especially—in the case of 
the Fed—if they were part of a holding company operation. 

But it does disturb me a little that there is just not a feeling of 
responsibility, of reviewing critically an examination report and 
making an evaluation different from what the examining agency 
has made. 

Am I absolutely wrong in that evaluation? 
Mr. GUFFEY. Not totally. 
Mr. BARNARD. Thank you. [Laughter.] 
Where am I wrong, though? 
Mr. GUFFEY. Let me say that every examination report that we 

receive, either from the Comptroller or from the State agency or 
the FDIC, we do have a staff that analyzes that report and breaks 
it down. We do put it into a computerized form for the purpose, 
particularly if it's an asset of a holding company, for the purpose of 
running some tests against the assets, the loans, the capital, and 
those kinds of tests. 

We do not, however, get in a position where a particular loan 
may be criticized or not criticized and not even mentioned in the 
report and make some judgment that the examining agency made 
a mistake on that particular loan. 

I hope that clarifies somewhat. 
Mr. BARNARD. I wouldn't expect you to have to analyze the ex

amination report loan for loan. But I certainly would think that 
you would look at it from the standpoint of percentages, the per
centage of risk assets, the percentage of contingent liabilities to 
capital, and other pertinent ratios. 

I think that they would indicate that a bank classified by the 
Comptroller as in precarious condition would qualify with you as a 
dangerous situation, and that you would call them up and suggest 
that the way the figures you put together on this bank, came out 
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would indicate that maybe they had better go back and recalculate 
it again. You would not really be finding fault but just trying to 
clarify the situation. 

I thought that is why we have these very worthwhile interagency 
meetings, that if you discovered something and the FDIC discov
ered something you would discuss it. But Fm not going to continue 
further. 

But I appreciate those answers. 
The CHAIRMAN. Mr. Weber? 
Mr. WEBER. NO questions. 
The CHAIRMAN. Mr. Wortley? 
Mr. WORTLEY. I pass, Mr. Chairman. 
The CHAIRMAN. Any further questions, Mr. Leach? 
Mr. LEACH. NO, sir. 
The CHAIRMAN. One further question for the record. Mr. Guffey, 

would you be able to provide this committee with copies of your in
spection reports of First Penn Corp. for the time period from the 
formation of the holding company through July of 1982? 

Mr. GUFFEY. Mr. Chairman, I would take that under considera
tion and respond to you in writing if I may. I do believe that that is 
confidential information that I would not be able to provide to you. 
But if you would permit me, I would like to take a look at the law. 
And my lawyer tells me I can't, and I think he is correct. But if 
you would want me to respond in writing, to either deny or con
firm. 

[See appendix H.] 
The CHAIRMAN. Then we can take it from there. Thank you, 

kindly. 
Now I will call on—well, let me say this. The members will note 

that the next proceeding was to call and swear in Mr. Robert 
Hefner, Mr. J. D. Allen, Mr. Frank Mahan, and Mr. William 
Rowsey III. With respect to Mr. Mahan and Mr. Rowsey, unfortu
nately the request to them went out a little late. 

With respect to Mr. Hefner, originally counsel said he would be 
joining us, and at the last minute, frankly, they changed their 
minds. It's rather peculiar. However, I'm told that he said that at a 
mutually convenient time he shall come to Washington, and so I'm 
certain we look forward to chatting with Mr. Hefner in Washing
ton. So we will look forward to that. 

However, we do have with us, because we did issue a subpena in 
this case—we would have done it for Mr. Hefner as well, except 
that we got lulled into a false sense of security. [Laughter.] 

Mr. BARNARD. Did you get conned, Mr. Chairman? 
The CHAIRMAN. It seems as though I got conned. [Laughter.] 
We have with us Mr. J. D. Allen. Would he be kind enough to 

approach the witness table. 
Mr. Allen, would you stand and raise your right hand, please. 
[Witness sworn.] 
The CHAIRMAN. Mr. Allen, do you have any sworn statement you 

would like to make at this time? 

TESTIMONY OF J. D. ALLEN 

Mr. ALLEN. Yes, Mr. Chairman, I do. 
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On advice of counsel, I request, pursuant to clause 2(a)(5) of the 
Rules of the House of Representatives, I request that the 
committee go into executive session for the purpose of asking ques
tions or talking with me about my responses to the committee. 

The CHAIRMAN. Let me ask you this, Mr. Allen. Have you pro
vided the committee with documents required to be produced under 
the subpoena that was issued to you? 

Mr. ALLEN. That was totally impossible, which is very easy to see 
from the date of the subpoena. 

The CHAIRMAN. DO you intend to comply with that portion of the 
subpoena? 

Mr. ALLEN. Yes. We have no reason to see why not to. 
The CHAIRMAN. And so counsel for the committee will discuss 

with your counsel a schedule to produce the documents in a timely 
fashion, and we do expect you to comply as you have stated, be
cause—and we certainly understand—I understand that there was 
a time problem, and I appreciate that. 

If we can work together, that will be perfectly acceptable. 
Mr. ALLEN. I would appreciate it if you would help me get some 

of my documents from the FDIC. 
The CHAIRMAN. We will do what we can there, too. 
Now, as to the other portion of your request, I would ask that, if 

you don't mind, just hold off a few minutes. We have a few other 
people and then we will get to that other portion. You can just stay 
right close by and just move back to one seat right behind. It will 
save you from having to walk too far. 

And now the Chair would call on Mr. William Jennings and Mr. 
Bill G. Patterson, who have been subpenaed, and Mr. Carl Swan. 
Mr. Jennings, Mr. Patterson and Mr. Swan, would you please stand 
and raise your right hand. We don't need the counsel. 

[Witnesses sworn.] 

TESTIMONY OF WILLIAM JENNINGS, BILL G. PATTERSON, AND 
CARL SWAN 

The CHAIRMAN. Mr. Jennings? 
Mr. JENNINGS. Yes, sir. 
The CHAIRMAN. I think weVe got the name tags messed up here. 
Mr. Jennings, do you have a sworn statement to present to the 

committee? 
Mr. JENNINGS. NO, sir, I do not, Mr. Chairman. I have obtained 

counsel only on Thursday of last week and have not had time to 
sufficiently discuss the complexities of this case with them. And in 
view of that, I would respectfully request that I delay giving testi
mony until a later date, at which time I will have had time to con
verse with my counsel in view of the various charges and allega
tions that have been made to date. 

[Pause.] 
The CHAIRMAN. Mr. Jennings, certainly we appreciate, having 

been here all day and certainly having looked at much of this prior 
to arriving in Oklahoma City—I think you've been here for a good 
part of the day—we appreciate your dilemma and your request. 

We want to be cooperative. We therefore would state that you 
will remain under subpena, and we would hope to have you—there-

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



459 

fore, we will ask you—unfortunately, we will have to ask you to 
come to Washington, because we can't be coming back here again, 
to testify at that time. So if we could have your counsel—do you 
now have counsel? 

Mr. JENNINGS. I do, sir. 
The CHAIRMAN. Could we have your counsel consult with 

committee counsel, and we could arrange for a date for you to 
come to Washington? 

Mr. JENNINGS. Yes, Mr. Chairman, we will do that. 
The CHAIRMAN. I am informed by our counsel that we know who 

your counsel is. 
Now, Mr. Swan, do you have any sworn statement that you 

would like to provide to the committee? 
Mr. SWAN. Yes. I have provided the records you subpenaed, and 

before answering any questions I would like to make a request, 
under the committee and House of Representative rules, request 
that the committee take my testimony in executive session pursu
ant to rule 7 of your committee and pursuant to rule 11 of the 
House of Representatives. 

The CHAIRMAN. AS with Mr. Allen, we will defer that for a few 
moments. 

Mr. Swan, as to the documents provided, were you able to pro
vide that which was requested? 

Mr. SWAN. Yes. 
The CHAIRMAN. Thank you. 
And now Mr. Patterson. Do you have any sworn statement that 

you wish to present to the committee? 
Mr. PATTERSON. NO. I request that the testimony I give would be 

under executive session pursuant to the rules. 
The CHAIRMAN. Pursuant to who? 
Mr. PATTERSON. Pursuant to the rules that I was sent in the 

mail, the House of Representatives rule 7(g)(5). 
The CHAIRMAN. Mr. Patterson, you were also asked for records 

and documents. Have you brought those with you? 
[Witness confers with counsel.] 
Mr. PATTERSON. I would rather talk about that in executive ses

sion. 
The CHAIRMAN. About the records and the documents? You're 

under subpena to provide those now and not in executive session, 
my counsel informs me. 

Mr. BAILEY. My name is Burck Bailey, Mr. Chairman. 
The CHAIRMAN. Mr. Bailey. 
Mr. BAILEY. If the request for executive session pursuant to this 

committee's rule 7(g)(5) is to be denied, I will give Mr. Patterson y 
advice with reference to his response to his subpena for records. 

The CHAIRMAN. There are two separate items here, Mr. Attor
ney. Mr. Swan provided the documents to the committee. We would 
like the documents and records that were requested. The next is 
the step of the request to go into executive session. 

Are you telling us Mr. Patterson is not going to provide the docu
ments requested? 

Mr. BAILEY. I would ask that question of Mr. Patterson. 
Mr. PATTERSON. I decline to answer because it might tend to in

criminate me. 

97-830 0 - 8 2 - 3 0 
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The CHAIRMAN. I asked you if you were going to provide docu
ments and records, as requested under the subpena, Mr. Patterson. 
Now maybe your counsel should whisper into your ear that your 
answer is not responsive. 

You see, there are documents here, corporate documents that are 
in your possession as a result of your being a member of the man
agement of the bank, and mv counsel informs me that they are not 
in any way—that they dont come under that privilege that you 
claim for yourself, which we don't deny you. 

Mr. PATTERSON. I will answer you that I have no possession of 
any Penn Square documents. 

The CHAIRMAN. Well, suppose we go through it this way. We 
asked for originals or copies of the following: Examination reports 
of Penn Square Bank, North America, by the Comptroller of the 
Currency from January 1, 1980, to the date of the subpena. Do you 
have any of those? 

Mr. PATTERSON. NO. 
The CHAIRMAN. YOU do not. OK. 
Minutes of the meetings of the board of directors of Penn Square 

Bank from January 1, 1980, to the date of the subpena? 
Mr. PATTERSON. NO. 
The CHAIRMAN. The agreement between Penn Square Bank, its 

directors, and the Comptroller entered into on or about September 
9, 1980? 

Mr. PATTERSON. NO. 
The CHAIRMAN. The temporary cease and desist order issued on 

or about June 30, 1982, against Penn Square Bank by the Comp
troller of the Currency and the amended orders dated July 2 and 
July 4, 1982? 

Mr. PATTERSON. I don't have those. 
The CHAIRMAN. YOU do not have those in your possession? 
Mr. PATTERSON. NO. 
The CHAIRMAN. Each monthly report filed by the Penn Square 

Bank pursuant to the September 9, 1980, agreement between Penn 
Square Bank, its directors, and the Comptroller of the Currency? 

Mr. PATTERSON. NO. 
The CHAIRMAN. YOU do not have those, is that correct? 
Mr. PATTERSON. That is correct. 
The CHAIRMAN. All reports filed from January 1, 1980, to the 

date of the subpena by Penn Square Bank or its regulatory agen
cies, directors or officers, on loans by its correspondent banks to 
the directors or officers of Penn Square Bank. 

Mr. PATTERSON. I do not have those. 
The CHAIRMAN. Memos and/or notes of and/or logs and/or other 

books or records reflecting discussions, decisions or other actions 
taking place between January 1980 and the date of the subpena 
which relate to: (a), loans or investments by Penn Square Bank, 
NA; (b), the acceptance by or withdrawal of from Penn Square 
Bank, NA, of deposits or deposit instruments; the purchase or sale 
of stock or other securities of Penn Square Bank, NA, by the 
person summoned by the subpena or by any other person. 

Mr. PATTERSON. NOj I have none of those documents. 
The CHAIRMAN. YOU don't have any of these documents? 
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Mr. PATTERSON. NO. 
The CHAIRMAN. NOW, you're under oath. 
Mr. PATTERSON. I know. 
The CHAIRMAN. YOU don't have any records whatsoever? I just 

want to be certain. Memoranda, notes, telephone logs, or messages, 
or other books, records or documents reflecting discussions, deci
sions or other actions taking place between January 1980 and the 
date of the subpena, and which relate to loans or investments by 
Penn Square Bank, the acceptance by or withdrawal from the 
Penn Square Bank of deposits or deposit instruments. 

Now, on this third one I will go slowly: The purchase or sale of 
stock or other securities of Penn Square Bank, North America, by 
the person—meaning Mr. Patterson—summoned by the subpena or 
any other person. In other words, it seems to me that I read that 
Mr. Patterson owns stock in Penn Square Bank. 

[Witness confers with counsel.] 
Mr. BAILEY. That latter category, Mr. Chairman, seems so broad 

and ambiguous, it is very difficult to respond to. 
The CHAIRMAN. The last one, about the stock possession of the 

person subject to this subpena, Mr. Patterson? 
Mr. BAILEY. AS I recall, there was something about any docu

ments of a personal nature. And I'm instructing Mr. Patterson to 
decline to respond. 

[On August 19, Mr. Bailey did forward some material to the 
committee.] 

The CHAIRMAN. The question now revolves upon Mr. Jennings at 
this point. We're hoping to see you at a later date. 

Would Mr. Allen and his attorney please return for a moment? 
Mr. Allen has requested that we go into executive session, being 

under subpena of this committee, has invoked the rules of the 
House and asked that we go into executive session to take his testi
mony. All those in favor signify by saying aye. 

[A chorus of "ayes."] 
The CHAIRMAN. Opposed? 
[No response.] 
The CHAIRMAN. The "ayes" have it. 
The Chair would state that, very frankly, we have no alternative, 

because unfortunately we do not have a quorum of the full 
committee with us. The only action we can take at this point would 
be to indeed vote in the affirmative on this request. To do anything 
otherwise would require a quorum of the full committee. Obviously 
a quorum of the full committee is not present, so we will follow 
this course of action for this evening, and then of course do more 
later on if we decide to in Washington when we have a quorum of 
the full committee. 

At this point we will consider the request of Mr. Swan under the 
rules of the House that we go into executive session to hear his tes
timony. All those in favor signify by saying aye. 

[A chorus of "ayes."] 
The CHAIRMAN. Opposed, no. 
[No response.] 
The CHAIRMAN. The ayes have it. 
At this time we would consider the matter or the request of Mr. 

Patterson under the rules to go into executive session to take his 
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testimony, he being under subpena. All those in favor signify by 
saying aye. 

[A chorus of ayes.] 
The CHAIRMAN. Opposed, no. 
[No response.] 
The CHAIRMAN. The ayes have it. 
We have, in order to be able to proceed in an orderly fashion, we 

have a room, the Cherokee Room next door. And we will ask the 
reporter to take himself there with his chair and his equipment. 
And we will start with Mr. Allen and then will go to Mr. Swan and 
Mr. Patterson. And so we will now—the Chair would ask at this 
point unanimous consent to have placed—we will place in the 
record the letters from the counsel for these witnesses, telling us of 
the requests that their clients would be making and have indeed 
made. And without objection they will be placed in the record at 
this point. 

[The material referred to follows:] 
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Wallace H.Scott,Jr. 
Frank Douglass 
Richard P. Keeton (Houston) 
Frank P. Youngblood 
H.PkilipVkitwortk,Jr. 
Thomas V. Reavley 
Jacks C.Nickens (Houston) 
John G.Soule 
John R.Hays,Jr. 
John L.Yates 
Sieve McConnico 
Morgan L.Copelantd(Houston) 
Michael M.WUson (Houston) 
Richard P. Mars hall, Jr. 
Carroll G.Martin 
Steve Selby 
Daniel L.Rashin (Houston) 
David E. Sharp (Houston) 
Elizabeth N.MUlcr 

The Honorable^ Fen 
Chairman, House Cc 

Finance and Url 
United States Hon 
Washington, D. C. 

Dear Mr. Chairman: 

On Friday, August 13, our firm first received a copy of a subpoena 
duces tecum directed to Mr. J. D. Allen. Mr* Allen was never personally served. 
The subpoena directed Mr. Allen to appear before this Committee at 2:00 p.m. 
today. The subpoena also contained a very broad request for documents, 
requesting all documents relating to financial relationships between Penn 
Square Bank, N. A. and Mr. Allen's business interests. In the short time 
provided it is not physically possible for Mr. Allen to respond to the document 
request. In addition, we have not had an opportunity to review any documents 
that may be responsive to the request. 

My partner, Richard P. Keeton, first received notice of the Committee's 
stated intention to subpoena Mr. Allen at 4:00 p.m. on Wednesday, August 11. 
We are told that most witnesses received several weeks notice of this proceeding. 
Mr. Keeton is Mr. Allen's counsel of choice in this matter. He advised the 
Conrrdttee staff that he had previously planned a trip with his family to 
London, England. Mr. Keeton delayed his travel plans as long as possible, 
but he had to leave for London to meet his family this weekend. 

Even though the subpoena arguably was not properly served and even 
though our first notice of the subpoena was less than one business day before 
Mr. Allen's scheduled appearance, he has now voluntarily appeared. I might 
add that this appearance required Mr. Allen to cancel a long-planned important 
business meeting in New York, which meeting concerns efforts to alleviate 
financial problems and losses incurred by Mr. Allen because of the failure 
of the Penn Square Bank. In any event, neither Mr. Keeton nor I have had an 
adequate opportunity to consult with Mr. Allen. We are not familiar with the 
purposes of this hearing, the underlying basis for the investigation, or what 
reasons, if any, the Cormittee is seeking Mr. Allen's testimony. Ihe Committee 

Law Offices 

Scott ,Douglass & Keeton 
Ninth Floor 

1300 Main Street 

Hous ton ,Texas 77002 

A C 713 759-1657 

Austin Office: 
Twelfth Floor 

City Bank Building 
Austin,Texas 78701 

512/476-6537 

Page Keeton 
Guy T. Buell 
of Counsel 
(Austin) 

August 16, 1982 

nand J. St Germain 
ormittee on Banking, 
ban Affairs 
se of Representatives 
20515 
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Law Offices 

FrtlkCDoHug?«s t l 'Jr ScOtt, DoUglaSS & KeetOtl Austin Office: 
Richard P. Keeton (Houston) K P . . p, ,. „ Twelfth Floor 
Frank P. Youngblood N m U l n°W City Bank Building 
H. Philip Vhitworth, Jr. 1300 M a i n S t r e e t Austin/Texas 78701 
T^rrVr]% , Houstonjcxas 77002 «a~.-«»7 
Jacks l_.J\ick«ns (Houston) ' 
J o k n C S o u l e A C 713 759-1657 Page Keeton 
John R.Hays,Jr. GuyT.Buell 
John L.Yates of Counsel 
Steve McConnico (Austin) 
Morgan L.Copeland(Houston) 
Michael M.Wilson (Houston) „ _ „ 
Richard P. Marshall, Jr . A U g U S t 1 6 , 1 9 8 2 
Carroll C.Martin 
Steve Selby 
Daniel L.Rashin (Houston) 
David E. Sharp (Houston) 
Elizabeth N. Miller 

The Honorable^ Fernand J. St Germain 
Chairman, House Committee on Banking, 

Finance and Urban Affairs 
United States House of Representatives 
Washington, D. C. 20515 

Dear Mr. Chairman: 

Cn Friday, August 13, our firm first received a copy of a subpoena 
duces tecum directed to Mr. J. D. Allen. Mr* Allen was never personally served. 
The subpoena directed Mr. Allen to appear before this Ccmmittee at 2:00 p.m. 
today. The subpoena also contained a very broad request for documents, 
requesting all documents relating to financial relationships between Penn 
Square Bank, N. A. and Mr. Allen's business interests. In the short time 
provided it is not physically possible for Mr. Allen to respond to the document 
request. In addition, we have not had an opportunity to review any documents 
that may be responsive to the request. 

My partner, Richard P. Keeton, first received notice of the Ccmmittee's 
stated intention to subpoena Mr. Allen at 4:00 p.m. on Wednesday, August 11. 
We are told that most witnesses received several weeks notice of this proceeding. 
Mr. Keeton is Mr. Allen's counsel of choice in this matter. He advised the 
Ccrmtittee staff that he had previously planned a trip with his family to 
London, England. Mr. Keeton delayed his travel plans as long as possible, 
but he had to leave for London to meet his family this weekend. 

Even though the subpoena arguably was not properly served and even 
though our first notice of the subpoena was less than one business day before 
Mr. Allen's scheduled appearance, he has now voluntarily appeared. I might 
add that this appearance required Mr. Allen to cancel a long-planned important 
business meeting in New York, which meeting concerns efforts to alleviate 
financial problems and losses incurred by Mr. Allen because of the failure 
of the Penn Square Bank. In any event, neither Mr. Keeton nor I have had an 
adequate opportunity to consult with Mr. Allen. We are not familiar with the 
purposes of this hearing, the underlying basis for the investigation, or what 
reasons, if any, the Committee is seeking Mr. Allen's testimony. The Cammittee 
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rules provide that witnesses at investigative hearings may "be accompanied 
by their own counsel for the purpose of advising them concerning their 
constitutional rights." This must, of course, mean effective assistance 
of counsel. Given the very short notice, the apparent complexities of 
this matter, and our lack of familiarity with the factual basis for the 
investigation, we are not in a position to provide Mr. Allen with the 
assistance of counsel to which he is entitled. In effect, this Committee 
is asking Mr. Allen to testify and produce documents without advice of 
counsel. Vfe have, therefore, no responsible choice but to advise our 
client to assert his privileges under the Constitution of the United States. 

If fche Committee insists on propounding such questions to Mr. Allen, 
despite our advice to him to assert his privilege, I request that pursuant 
to clause 2(k) (5) of Rule XI, Rules of the House of Representatives it go 
into executive session for the purpose of taking Mr. Allen's responses to 
the Ccmmittee's questions. 

Very truly yours, 

Jacks C. Nickens JCN:dh 

cc: Lawrence Hollar 
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LAW OFFICES 

WILLIAMS 8 CONNOLLY 
HILL BUILDING 

COWARD BENNETT WILLIAMS BRENDAN V. SULLIVAN, JR. 8 3 9 S E V E N T E E N T H S T R E E T , N . W . K E N 0 R 

ROBERT A. S C H U L M A ' I T " RICHARD " M . COOPER W A S H I N G T O N , D- C . 2 0 0 0 6 ELLEN SEGAL HUVELLE F. LANE HEARD 

VINCENT J- FULLER ROBERT P. WATKINS STEPHEN L. URBANCZYK WILLIAM J. MURP 
RAYMOND W. SERGAN JERRY L. SHULMAN PHILIP J. WARD STEVEN R. KUNE 
STUART E.SEIGEL GREGORY B. CRAIG AREA C O D E 2 0 2 JAMES 
JEREMIAH C.COLLINS LAWRENCE LUCCHINO , , . c / w ^ PETER 
ROBERT L.WEINBERG LEWIS H. FERGUSON, XR 3 3 1 - 5 0 0 0 J 0 D | T | . 
IRVING YOUNGER ROBERT B. BARNETT STANLI 

STEVEN M. UMIN JOHN J. BUCKLEY, JR. SCOTT BLAKE HARRIS JO CAROLE RECHT • 
JOHN W. VAROAMAN, JR. BERNARD J. CARL FREDERICK WHITTI 
PAUL MARTIN WOLFF • TERRENCE O'DONNELL MICHAEL S. SUNDI 

R E C E I 1 

August 9, 1982 

HAND DELIVERED 

Dr. Paul Nelson 
Staff Director of the House 

Committee on Banking, Finance f ,n 
and Urban Affairs 'Jl'b 

United States House of Representatives 
Washington, D.C. 20501 :-.':ba, fara & l!:ba Al;::;- 1. 

Re: Subpoena Duces Tecum to 
Carl W. Swan  

Dear Dr. Nelson: 

On Friday, August 6, 1982, our client, Mr. Carl W. Swan, 
was served with a subpoena duces tecum to appear before the 
Committee on Monday, August 16, 1982 in Oklahoma City. (Attach
ment 1 ) . Prior to the service of the subpoena, we had on severs 
occasions advised Mr. Hollar of the Committee's staff that 
Mr. Swan would not voluntarily appear before the Committee and, 
if subpoenaed, would assert his constitutional privilege against 
self-incrimination. We had also asked Mr. Hollar to convey to 
the Committee our request that Mr. Swan not be subpoenaed at 
this time based upon our representation that he would invoke 
the privilege. If the subpoena were to be issued over our ob
jections, we had requested, through Mr. Hollar, a meeting with 
the Chairman to discuss these issues. No date for the meeting 
has yet been scheduled. The purpose of this letter is to 
summarize the legal authorities which support our position 
that forcing Mr. Swan to appear in public session and invoke his 
privilege against self-incrimination would constitute a wholly 
unwarranted infringement of his constitutional rights and would 
serve no legitimate legislative purpose. 

As you are aware, representatives of the United States 
Department of Justice and the Federal Bureau of Investigation 
have stated that the events leading up to the closing of the 
Penn Square Bank, and the financial activities of many individuals 
associated with the Bank, are currently the subject of a criminal 
investigation. Indeed, the local Oklahoma City newspapers 
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have reported that a federal grand jury was empanelled on 
August 2, 1982 to inquire into the lending practices of Penn 
Square Bank. (Attachment 2). Because of Mr. Swan's position 
as a director and customer of the Bank, the grand jury will be 
reviewing his activities along with those of a number of other 
individuals in deciding whether and against whom to bring criminal 
charges. 

Compelling Mr. Swan to appear at the highly-publicized 
Committee hearings on August 16, 1982 and publicly assert his 
privilege against self-incrimination would severely and irreparably 
prejudice Mr. Swan in the eyes of the grand jurors who now sit 
in judgment on him. It could also deprive Mr. Swan of a fair 
trial in any future trial or proceeding (civil or criminal) which 
may arise out of the Bank's closing. Thus, the Committee's proposed 
actions in requiring Mr. Swan to assert his privilege at the August 
16 hearing would constitute a clear violation of Mr. Swan's rights, 
which are guaranteed by the due process clause of the Fifth Amend
ment. Gannett Co. Inc. v. DePasquale, 443 U.S. 368, 378 (1979) 
(recognizing that adverse pretrial publicity can interfere with 
the right to a fair trial). 

The principle recognized by the Supreme Court has also been 
adopted by the Justice Department guidelines governing the conduct 
of criminal investigations and has been strongly endorsed by the 
American Bar Association. The Department of Justice guidelines 
governing the conduct of grand jury proceedings for all United 
States Attorneys' Offices throughout the nation specifically 
prohibit prosecutors, except in extraordinary circumstances, from 
calling a witness before the grand jury if the witness has previously 
indicated that he or she will assert the privilege against self-
incrimination. U.S. Attorney Manual; Amendments §9-11.254 (Dec. 
16, 1977). Similarly, the American Bar Association has developed 
nationwide standards for the conduct of criminal investigations, 
and Standard 3-3.6(e) provides: 

"The prosecutor should not compel the appearance 
of a witness before the grand jury whose activities 
are the subject of the inquiry if the witness 
states in advance that if called he or she will 
exercise the constitutional privilege not to 
testify, unless the prosecutor intends to seek 
a grant of immunity according to the law." 

I ABA Standards for Criminal Justice, Standard 3-3.6(e) at p.3-50 
(2d Ed. 1980). 
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The reason for both the Justice Department Guideline and the 
ABA rule was explained in the ABA's commentary on Standard 3-3.6(e), 
i.e. that failure to adhere to the standard would be "unfair in 
that the very exercise of the privilege may prejudice the witness 
in the eyes of the grand jury." These principles apply with even 
greater force to the August 16 Committee hearing because Mr. Swan's 
assertion of the privilege will not only reach the ears of the 
grand jurors, it will reach the entire community. 

The grave constitutional damage that the Committee's proposed 
actions would cause are even less justified when measured against 
the potential benefit to the legislative process from having 
Mr. Swan invoke the Fifth Amendment privilege in a public forum. 
In the words of the Supreme Court, this would amount to "expos[ure] 
for the sake of exposure", Watkins v. United States, 354 U.S. 178, 
200 (1957). 

Assuming that there is any legitimate benefit to the legisla
tive process in having Mr. Swan assert his constitutional privilege 
to the members of the Committee, then the Committee should follow 
Rule VII(g)(5) of the Committee's Rules which is directly pertinent 
here: 

If the committee determines that evidence or 
testimony at an investigative hearing may tend 
to defame, degrade, or incriminate any person 
it shall — 

(A) receive such evidence or testimony 
in executive session . . . . 

127 Cong. Rec. H724 (daily ed. March 2, 1981) (emphasis added). A 
majority of members comprising a quorum must, pursuant to general 
rules of the House,of Representatives, determine whether the 
testimony at issue is defamatory, degrading, or incriminating, 
"[w]henever it is asserted" that an executive session is warranted. 
Rules of the House of Representatives, Rule XI, cl.2(k)(5), H.R. 
Doc. No. 95-403, 95th Cong., 2d Sess. (1979). These rules, or 
their predecessors, have, for several decades, formed the basis 
of the well-established practice of closing committee hearings likely 
to prejudice ongoing criminal proceedings. Where, as here, the 
subject matter of the hearings has received extensive publicity, 
congressional committees have long recognized the importance of 
taking evidence in executive session. See, e.g., Calley v. Callaway, 
519 F.2d 184, 219 (5th Cir. 1975), cert, den., 425 U.S. 911 (1976) 
(quoting committee chairman's explanation for closing hearings on 
My Lai incident in light of pending investigations). 

The United States Supreme Court has unequivocally held that 
a committee's failure to adhere to its executive session rules 
constitutes a complete defense in a prosecution for contempt for 
refusal to testify. In Yellin v. United States, 374 U.S. 109 
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(1963), the Supreme Court reversed the contempt conviction of an 
individual who, like Mr. Swan, asked not to appear at public hearings. 
Emphasizing that committee hearing rules are "judicially cognizable" 
and that they define "the witness' rights and privileges," id. at 
114-15, Chief Justice Earl Warren's opinion for the Court concluded 
that requests for executive session must be seriously and carefully 
considered by the membership of the committee and cannot be rejected 
by the staff. Id., at 118-20. The Supreme Court relied on the 
nearly century-old principle that Congress may not violate rules 
that fundamentally affect non-members. See U.S. v. Ballin, 144 
U.S. 1, 5 (1892); U.S. v. Smith, 286 U.S. 6, 33 (1932) (Brandeis, J.). 
That principle has been repeatedly reaffirmed by the United States 
Courts of Appeal. See, e.g., Murray v. Buchanan, 674 F.2d 14, 22 
(D.C. Cir. 1982); In re Beef Industry Antitrust Litigation, 589 
F.2d 786, 789-90 (5th Cir. 1979). Indeed, Yellin itself was expressly 
approved by both the majority and the dissent in a recent Supreme 
Court decision. United States v. Caceres, 440 U.S. 741,751-52 
n.14; id. at 757-58 (Marshall, J., dissenting) (1979). 

Mr. Swan's circumstances present an even more compelling 
argument against public hearings than that which prevailed in 
Yellin. In that case, the committee rule at issue required an 
executive session only when an open hearing would "unjustly 
injure [the,witness's] reputation." 374 U.S. at 115. The Supreme 
Court found a wide range of testimony within that standard in
cluding "many things which would discredit [the witness] without 
subjecting him[] to the risk of criminal prosecution." Id_. 
at 122. In contrast, public invocation of the Fifth Amendment 
privilege by Mr. Swan would not merely "injure his reputation." 
It would substantially undermine the prospects for a fair evalua
tion of any criminal charges that may be brought against him. 

As Mr. Swan's counsel, we hereby request that the subpoena 
duces tecum for August 16 be withdrawn or at least deferred until 
the Committee has an opportunity to vote on the question of 
having Mr. Swan appear in executive session pursuant to the 
Committee's rules. We also reaffirm our request to meet with the 
Chairman to express our views in person. 

Very truly yours,, 

Vardaman, Jr. jf 

cc: The Honorable Fernand J. St Germain 
Michael Flaherty, Esq. 

x 
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FERNANO J. ST GERMAIN, RJ„ CHAIRMAN J. W1UJAM STANTON. OHIO 
HENRY S. REUSS, WIS. CHALMERS P„ WYUE. OHIO 
HENRY t . GONZALEZ. TEX. STEWART B. McKINNCY. CONN. 
JOSEPH a. MINISH. NJ. OEOROC HANSEN. IDAHO 
PRANK ANNUNZIO. IU_ . _ „ _ . . JIM LEACH. IOWA 
PARREN J. MITCHELL. MO. U . S . H O U S E O F R E P R E S E N T A T I V E S THOMAS.. EVAN,..,,,, DO. 
WALTER E. FAUNTROY. O.C "ON PAUL. TEX. 

J ^ Y " PATTERSON^ CALIF. COMMITTEE ON BANKING. FINANCE AND URBAN AFFAIRS NOR'MA^TS^MWAY. CALIF. 
JAMES J. BLANCHARD. MICH. STAN PARRIS. VA. 
CARROLL HUBBARD. JR.. KY. NINETY-SEVENTH CONGRESS ED WEBER. OHIO 
JOHN J. LAFAL.CE. N.Y. BILL MCCOUJJM. FLA. 
DAVID W. EVANS. INO. 2129 RAYBURN HOUSE OFFICE BUILDING GREGORY W. CARMAN. N.Y. 
NORMAN E. D*AMOURS. N.H. GEORGE C WORTLEY. N.Y. 
STANLEY N.LUNDINE.N.Y. W A S H I N G T O N , D . C . 2 0 5 1 5 MARGE ROUKEMA. NJ. 
MARY ROSE OAKAR, OHIO BILL LOWERY. CAUF. 
JIM MATTOX. TEX. JAMES K. COYNE. FA. 
BRUCE F. VENTO. MINN. A u P U S t 1 2 1 9 8 2 DOUGLAS K. SCREUTER, NEBR. 
DOUG SARNARD. JR., OA. S ' DAVID DRE1ER. CALIF. 
ROSERT GARCIA. N.Y. 225-UO 
MIKE LOWRY. WASH. 
CHARLES E. SCHUMER. N.Y. 
BARNEY FRANK. MASS. 
BILL PATMAN. TEX. 
WILLIAM J. COYNE PA. 
STENT H. HOVER,-MO. 

John W. Vardaman, Jr. Esquire 
Williams & Connolly 
Hill Building 
839 Seventeenth Street, N.W. 
Washington, D.C. 20006 

Dear Mr. Vardaman: 

I am in receipt of your letter of August 9, 1982 in which 
you make reference to a subpoena issued to Mr. Carl W. Swan. 
After thoroughly considering the issues raised in your letter, 
I must advise you to inform Mr. Swan "to be present in Oklahoma 
City pursuant to the subpoena. 

Germain 
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J. ALAN GAL6RAITH 

JOHN G. KESTER 

BRENDAN V 
AUBREY M. DANIEL, D3 
RICHARD M. COOPER 

GREGORY B. CRAIG 
LAWRENCE LUCCHINO 
LEWIS H. FERGUSON, I 
ROBERT B. BARNETT 

JOHN J. BUCKLEY, JR. 
BERNARD J. CARL 
TERRENCE o'oONNELl 

LAW OFFICES 

WILLIAMS 8 CONNOLLY 
HILL BUILDING 

8 3 9 SEVENTEENTH STREET, N . W. 

WASHINGTON, D. C 2 0 0 0 6 

AREA CODE 202 

331-5000 

ELLEN ! 

PHILIP J . WARD 

SCOTT BLAKE HARRIS 
FREDERICK WHITTEN F 

BRUCE R. GENDERSON 

CAROLYN H. WILLIAMS 
STEPHEI 

HEARD 

STEVEN 
ROBERT 

A. ZWEIFACH 
<. OUGGIN 
4. MATHESON, . 

WINKLER 
JO CAROLE RECHT* 
G. DAVID l FENSTERHEII 

HAROLD UNGAR 

DONALD E.SCHWARTZ 

August 16, 1982 

Fernand J. St Germain 
Chairman 
House Committee on Banking, 
Finance and Urban Affairs 

United States House of Representatives 
Wahsington, D.C. 

RE: Subpoena Duces Tecum to Carl W. Swan 

Dear Mr. St Germain: 

Pursuant to Clause (2)(k)(5) of Rule XI of the Rules of the House 
of Representatives and Rule VII (g) (5) of the Rules of this Committee, I 
hereby formally request that the Committee receive the testimony of my 
client, Mr. Carl Swan, in executive session. Mr. Swan has co-signed this 
letter to certify his approval of this request. 

We also request that the Committee not call upon Mr. Swan in public 
session to disclose the reasons for this assertion because that would de
prive him of the very rights that the House rules are intended to protect. 

Carl W. Swan 

cc: Larry Hollar 
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The CHAIRMAN. SO again, I will say we will go in the order that 
we have, Mr. Allen first and his counsel, and then we will hear 
from Mr. Swan and his counsel, and then Mr. Patterson and his 
counsel. And we will adjourn. 

That, incidentally, will be the conclusion of the public hearing, 
because the balance of this will be in privacy. So as far as the 
public hearing is concerned, it stands adjourned. 

[Whereupon, at 9:30 p.m., the committee was adjourned, to recon
vene immediately in executive session.] 
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A P P E N D I X E S 

ADDITIONAL MATERIAL SUBMITTED FOR INCLUSION IN THE RECORD 

APPENDIX A 

CQP;*rNO. 

w 
CONFIDENTIAL OFFERING CIRCULAR*. ~'°0 *" 

35,000'shares W M 1981 

FIRST PENN CORPORATION 
1919 Penn Square 

Oklahoma City, Oklahoma 73118 

35,000 Shares of Common Stock, $1.00 Par Value 

First Penn Corporation (the "Company") is offering .to a 
limited number of qualified investors who are current shareholders 
of the Company or substantial clients of Penn Square Bank, N.A., 
35,000 shares of its Common Stock, par value $1.00 per share 
("Shares"). The minimum subscription per investor is 2,000 Shares 
($270,000). The offer will expire at 3:00 p.m., local time, on 
Friday, June 26, 1981. 

The Subscription Price for each Shc.re is $135.00 

Subscription Proceeds to 
Price Company (1) 

Per Share $ 135.00 $ 1357oO> 

Total $4,7 25,000.00 $4,725,000.00(1) 

(478) 
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(1) Before deduction of expenses payable by the Company estimated 
at $20,000. No solicitation fee or commission will be paid 
by the Company to any person for or on account of solicita
tions or sales made pursuant to this offering. Officers, 
directors and employees of the Company may in its behalf 
engage in the distribution of this Confidential Offering 
Circular and assist in the offer and sale of the Shares. 
Such persons will not be paid any additional compensation 
therefor or any solicitation fees or commissions. 

THESE SECURITIES HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT 
OF 1933, OR ANY STATE SECURITIES ACT. THE SECURITIES ARE NOT BEING 
OFFERED OR SOLD TO THE GENERAL PUBLIC BUT ARE PART OF A PRIVATE 
PLACEMENT TO A RESTRICTED NUMBER OF QUALIFIED INVESTORS. NEITHER 
THE DELIVERY OF THIS CONFIDENTIAL OFFERING CIRCULAR NOR ANY SALE 
HEREUNDER SHALL UNDER ANY CIRCUMSTANCES CREATE AN IMPLICATION THAT 
THERE HAS BEEN NO CHANGE IN THE AFFAIRS OF THE COMPANY OR THE BANK 
SINCE THE DATE HEREOF. 

THE SECURITIES OFFERED HEREBY ARE SUBJECT TO CERTAIN 
LEGAL RESTRICTIONS. SEE "RESTRICTIONS ON RESALE" WITHIN. 

The date of this Offering Circular is June , 1981. 
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ACKNOWLEDGMENT OF RECEIPT OF 
CONFIDENTIAL OFFERING CIRCULAR NO. 

OF 
FIRST PENN CORPORATION 

The original of this Acknowledgment must be signed and 
returned by each person receiving the attached Confidential Of
fering Circular of First Penn Corporation (the "Circular"). The 
securities as set forth in the Circular have not been registered 
with the Securities and Exchange Commission and the offer described 
therein is being made pursuant to Section 4(2) of the Securities 
Act of 1933 and Rule 146 adopted pursuant thereto, which exempts 
any offering by an issuer not including a public distribution. 

As a condition to the receipt of this Confidential Of
fering Circular, the undersigned represents, on behalf of himself 
or, if the proposed offeree is a corporation, trust, partnership 
or other entity, on behalf of the proposed offeree: 

(1) that the offeree's financial responsibility mea
sured by annual income and net worth is suitable to a proposed 
investment in the securities of First Penn Corporation, and that 
the offeree has (i) a net worth of at least $500,000 exclusive 
of home, furnishings and automobiles) or (ii) net worth of at least 
$250,000 (exclusive of home, furnishings and automobiles) and tax
able income of which some portion is subject, to federal income 
taxation at a rate of not less than 50%; 

(2) the offeree recognizes the speculative nature of 
an investment of First Penn Corporation and the risk of loss from 
such investment. I also understand that since such an investment 
is not liquid or readily transferable, the subscriber must be 
prepared to hold this investment indefinitely. By virtue of the 
offerees investment acumen, business experience, or independent 
advice, including that of an offeree representative, if any, the 
offeree is- capable of evaluating the hazards and merits of making 
this investment. 

(3) I acknowledge that: 

(a) I have received the numbered Confidential Of
fering Circular; 

(b) the Circular will be used only by the offeree; 
(c) I will not further distribute the Circular 

except to designated representatives of the 
offeree. 

97-830 0 - 8 2 - 3 1 
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EXECUTION OF THIS DOCUMENT DOES NOT INDICATE ANY INTENT TO SUB
SCRIBE TO SHARES OFFERED IN THE CONFIDENTIAL OFFERING CIRCULAR. 
THE OFFER CONTAINED THEREIN SHALL BE INEFFECTIVE AS TO ANY PER
SON WHO DOES NOT SIGN AND RETURN THIS ACKNOWLEDGMENT. 

Name 

Date: 
Address 

This document must be signed and returned to the person 
from whom you receive the Confidential Offering Circular at the 
time you receive it since such person must account for each Con
fidential Offering Circular. 
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THE COMPANY 

First Penn Corporation (the "Company") was organized as 
a corporation under the laws of the State of Oklahoma on January 
14, 1975, by officers and directors of Penn Square Bank, N.A., of 
Oklahoma City, Oklahoma (the "Bank"). The Company is a one bank 
holding company registered under the Bank Holding Company Act of 
1956, as amended, and owns 100% of the issued and outstanding 
shares of Common Stock of the Bank. The Company recently acquired 
all of the stock of Penn Realty Company from Bill P. Jennings, 
Chairman and Chief Executive Officer, a Director and a major share
holder of the Company. See "Business - Penn Realty Company", 
"Officers and Directors of the Company and the Bank - Certain 
Transactions" and Note 12 to the Notes to the Company's Consolidated 
Financial Statements, March 31, 1981. The Bank is the sole income 
generating asset of the Company. 

THE BANK 

The Bank was organized as a National Banking Association 
in 1960 in the Penn Square Shopping Center located at the North
east corner of the intersection of Northwest Highway and Pennsyl
vania Avenue in Oklahoma City. At December 31, 1980, the Bank 
ranked fourth among the 31 banks in the City of Oklahoma City in 
terms of total assets, with total assets of approximately $326 
million. At that date, however, the three largest banks in the 
City of Oklahoma City accounted for approximately 65% of total 
deposits in the area. The Bank's share of total deposits in the 
City of Oklahoma City was 6% at December 31, 1980. 

OFFERING 

Nature of the Offer 

The Company is offering to certain qualified investors 
at the Subscription Price set forth on the cover page of this 
Circular, 35,000 shares of Common Stock, par value $1 ("Shares") 
of the Company. All offerees are either current shareholders of 
the Company or are major clients of the Bank. The minimum sub
scription per investor will be 1,120 Shares ($151,200). 

Time of Expiration 

The offer will expire and become void at 3:00 o'clock 
p.m., Oklahoma City Time, on June 26, 1981 ("Time of Expiration"). 
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Method of Subscribing for Shares 

As a precondition to subscription for the Shares offered 
hereby, offerees must execute and return to the Company the copy 
of the "Acknowledgment of Receipt" contained on perforated paper 
at page 3 of this Circular. Shares may be subscribed by remov
ing, completing and signing one copy of the Subscription Agree
ment attached at the back of this Circular on perforated paper 
and mailing or delivering it to Penn Square Bank, N.A., Oklahoma 
City, Oklahoma 73118, Attention: Bill P. Jennings, Chairman of 
the Board, accompanied by the full payment of the Subscription 
Price for the Shares subscribed under the offer, so as to be 
received by the Bank before the Time of Expiration. 

Payment of the Subscription Price should be by certified 
or cashier's check, or bank draft payable in United States dollars 
to the order of the Company. *—• 

The Company reserves the right to reject any subscrip
tion which in its judgment is not properly exercised in accor
dance with this Circular and the subscription instructions con
tained herein or to waive any deficiencies in connection there
with. 

i 

Obligation to Purchase 

To the extent Shares are subscribed for prior to the 
termination of this offering, persons who subscribe for the Shares 
offered hereby will be obligated to purchase the Shares subscribed 
for by them even if all Shares offered hereby are not purchased. 

Delivery of Shares 

The stock certificates evidencing the Shares purchased 
pursuant to the offering described herein are expected to be 
issued on or about July 1, 1981. 

Investor Suitability Requirements. 

The offering is directed only to persons who meet cer
tain net worth requirements and who, or whose offeree represen
tatives (if any), have sufficient knowledge and experience in 
financial and business matters to be' capable of utilizing the 
information contained herein and of evaluating the risks involved. 
Generally, subscribers must have: (i) a net worth of at least 
$500,000 (exclusive of home, furnishings and automobiles); or 
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(ii) a net worth of at least $250,000 (exclusive of home, fur
nishings and automobiles) and taxable income of which some portion 
is subject to federal income taxation at a rate of not less than 
50%. See the Subscription Agreement. 

DILUTION 

At March 31, 1981, the Company's common stock had a net 
tangible book value per share of $91.04. "Net tangible book value 
per share" represents the amount of total assets less liabil
ities, preferred stock and related surplus, divided by the number 
of shares of common stock outstanding. Giving effect to the 
sale of 35,000 Shares at the price of $135 per share, the net 
tangible book value will be $98.83 per share, representing an 
immediate increase of $7.79 to present shareholders and an im
mediate dilution (i.e., the difference between the purchase 
price of shares and the net tangible book value after the offer
ing) of $36.17 per share to the persons purchasing such shares 
at the offering price. 

The following table illustrates the foregoing: 

Offering Price $135.00 
Net Tangible book value per share 
before offering $91.04 
Increase per share attributable to 
payments by new investor $ 7.79 

Net tangible book value per share after offering $ 98.83 

Dilution to new investors $ 36.17 

The Company intends to relocate the Bank in a proposed 
20-story office tower. See "Business-Bank Premises." The proposed 
building, to be named "Penn Bank Tower" (the "Tower"), will be 
constructed and owned by an Oklahoma limited partnership to be 
named Penn Bank Tower Investors, Ltd..(the "Partnership"). The 
general partner of the Partnership will be Ronald H. Burks, a Di
rector of the Company and the Bank. In the event the Partnership 
should contract for the sale of the Tower within four years of 
the date of formation of the Partnership, the Company will have 
the option to purchase the interests of the limited partners 
for cash (equal to the expenses theretofore incurred and charged 
to the limited partners with respect to the Partnership) and 
warrants to purchase up to approximately 47,500 shares of the 
Company's Common Stock. Each warrant will entitle the holder to 
purchase one share of the Company's Common Stock at the purchase 
price of $135 per share. The warrants will be exerciseable 
until the expiration of five years after the date of formation 
of the Partnership. 
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Assuming that the Company exercises its option to pur
chase the limited partners' interest in the Partnership, and 
assuming that all 47,500 warrants were issued and immediately 
exercised, the Company would issue 47,500 additional shares of 
its Common Stock for $6,412,500. Depending upon the then current 
net tangible book value of the Company's Common Stock, the sale of 
additional shares would cause either an increase or decrease in 
the net tangible book value per share of then existing shareholders 
of the Company, and a reciprocal dilution or profit to the Partner
ship's limited partners. 

USE OF PROCEEDS 

The Company has undertaken a recapitalization plan for 
the Bank, and in accordance with an agreement reached with the 
Regional Administrator of National Banks, $2,000,000 of the pro
ceeds of the offering will be used to increase capital accounts 
of the Bank. The agreement with the Regional Administrator provides 
that the capital position of the Bank will be periodically evaluated 
in the future, and additional capital will be added to maintain 
the Bank's capital accounts at an adequate level. Management has 
estimated that the Company will need to provide approximately 
$2,000,000 (in addition to $2,000,000 of the proceeds from this 
offering) additional capital to the Bank later this year. In 
addition, proceeds of the offering may be used to service or 
reduce present debt of the Company or to eliminate the negative 
cash flow now experienced by the Company on sales of commercial 
paper. At present, the Company invests the proceeds of sales of 
commercial paper in deposits in the Bank. Interest paid by the 
Bank to the Company is less than interest paid by the Company on, 
its commercial paper. Negative cash flow to the Company from this 
source as of May 1, 1981, is estimated at approximately $1.5 
million. It is anticipated that some of these funds may be obtained 
from additional borrowings by the Company. The actual amount of 
additional capital which the Company will need to provide the Bank 
will be based on the actual asset growth and income of the Bank. 

CAPITALIZATION 

The following table, which should be read in conjunction 
with the financial statements, and the notes thereto, of the Com
pany included elsewhere in this Circular, sets forth certain in
formation with respect to the long-term debt, authorized and out
standing capital stock and stockholders' equity of the Company 
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as at December 31, 1980, March 31, 1981 and as adjusted to give 
retroactive pro forma effect to the sale by the Company of 35,000 
Shares (net proceeds of $4,705,000 after estimated expenses): 

Amount at 
December 31, 

1980 

Amount at 
March 31, 
1981 

As Adjusted 
for Sale of 
35,000 Shares 

Notes payable and other 
liabilities(l) $8,606,800 $8,606,800 $8,606,800 

Shareholders' Equity: 
Common Stock, $1.00 par 
value (250,000 Shares 
authorized and 162,466 
Shares outstanding at 
December 31, 1980 and 
at March 31, 1981; 
250,000 Shares authorized 
and 197,466 Shares out-
standing-as adjusted for 
sale of 35,000 Shares) 
Capital Surplus 
Undivided Profits 

162,466 
7,420,753 
6,398,824 

162,466 
7,420,753 
7,220,013 

197,466 
12,110,753 
7,220,013 

6.5% Cumulative Pre
ferred Stock, $60 par 
value (5,000 shares 
authorized, 4,225 
shares issued) 253,500 253,500 253,500 

Total Shareholders' 
Equity $14,235,54 3 $15,056,732 $19,781,732 

Book Value Per Share 
of Common Stock $85.99. $91.04 $98.83 

(1) See Note 8 of Notes to the Company's Consolidated Financial 
Statements, March 31, 1981. 

DIVIDENDS AND STOCK REDEMPTIONS 

Holders of the shares of Common Stock of the Company are 
entitled to dividends when, as and if declared by the Company's 
Board of Directors payable out of funds legally available for divi
dends in accordance with the provisions of the Oklahoma Business 
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Corporation Act. However, because the Bank, which continues to be 
the sole income generating asset of the Company, is subject to the 
National Bank Act regarding the payment of dividends by the Bank, 
the Company's ability to pay dividends is dependent upon the Bank's 
ability to pay dividends. Generally, Section 60 of the National 
Bank Act limits the amount which a nationally chartered bank can 
pay as dividends to the sum of its undivided net profits, except 
that, until the surplus fund of a bank equals its common capital 
account, no cash dividends may be declared unless there is a trans
fer to the surplus fund of not more than a one-tenth part of the 
bank's net profits of the preceding half year in the case of quar
terly or semi-annual dividends, or not less than a one-tenth part 
of its net profits of the preceding two consecutive half-years in 
the case of annual dividends. 

As of the date of this Circular, the Company has not 
paid any dividends on its shares of Common Stock. There can be 
no assurance as to the payment of dividends on the Common Stock 
of the Company in the future since such payment will be dependent 
upon the earnings and the financial condition of the Bank and 
other factors. 

Holders of the Preferred Stock of the Company are enti
tled to receive dividends at the annual rate of 6.5%, which divi
dends are cumulative and payable on January 30 of each year. Pay
ment of dividends are in preference to dividends on Common Stock 
and no dividend shall be paid on Common Stock if the payment of 
dividends on the Preferred Stock is in arrears. 

Each share of Preferred Stock is subject to conversion 
into one Share of Common Stock of the Company at any time at the 
option of the holder thereof. The shares of Preferred Stock are 
subject to redemption at the option of the Company, in whole or 
in part, upon payment of the par value thereof and accrued div
idends at any time following January 1, 1989. See Note 10 of 
Notes to the Company's Consolidated Financial Statements, March 
31, 1981. 

As of the date of this Circular no shares of Preferred 
Stock had been converted to Common Stock, and no shares of Pre
ferred Stock had been redeemed. 

As of the date of this Circular, payment of dividends 
on Preferred Stock was not in arrears. 
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PENN SQUARE DANK, N.A. 

CONDENSED CONSOLIDATED STATEMENTS OF EARNINGS 

(in thousands) 
Year Ended December 31,  

TgOT TTTs TTTQ 1977 1976 
Total Interest Income 26,551 12,237 6,676 4,427 3,615 
Total Interest Expense 13,694 5,930 2,912 2,009 1,630 

Net Interest Income 12,857 6,307 3,764 2,418 1,985 

Provision for Possible 
Loan Losses (1,408) (615) (468) (167) (120) 

Net Interest Income 
After Provision for 
Loan Losses 11,449 5,692 3,296 2,251 1,865 

Other Income: 
Trust 
SC Deposit Acct. 
Other SC-Fees 
Other 

Total Other Income 

Total Net Interest 
and Other Income 

Other Expenses: 
Salaries & Benefits 
Net Occupancy Expense 
Depreciation and 
Amortization 

Other 

Total Expense 5,387 3,041 2,335 1,837 1,408 

19 
367 
432 
126 

1 
108 
337 
6_ 

0 
224 
115 

2_ 

0 
237 
76 
47 

0 
192 
60 
22 

944 452 341 360 274 

12,393 6,144 3,637 2,611 2,139 

2,339 
619 

1,481 
390 

1,158 
302 

945 
154 

741 
91 

0 
2,429 

0 
1,170 

0 
875 

90 
648 

46 
530 
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(in thousands) 
Year Ended December 31, 

1980 1979 1978 1977 1976 

7,006 3,103 1,302 774 731 

0 (16) (102) 2 303 

2,721 1,064 334 220 86 

4,285 2,039 968 554 645 

0 (9) (53) 1 152 

4,285 
0__ 

2,030 
0_ 

915 
_0_ 

555 
0 

797 
0 

4,285 2,030 915 555 797 

Year Ende id Decembe r 31, 
1980 1*11 1978 1977 Al7! 

Income (Loss) Before 
Income Taxes 
Securities Gains and 
Extraordinary Item 

Income taxes 
Income (loss) before 
Securities Gains and 
Extraordinary Items 
Security Gains - Net 
of Tax 

Income (Loss) Before 
Extraordinary Item 
Extraordinary Item 

Net Income (Loss) 

Per Share Data 

Income (Loss) Before 
Securities Gains and 
Extraordinary Item $42.85 $20.39 $ 9.68 $ 5.54 $6.45 

Income (Loss) Before 
Extraordinary Item 42.85 20.30 9.15 5.55 7.97 

Net Income (Loss) 42.85 20.30 9.15 5.55 7.97 

Cash Dividends 3.00 2.80 2.80 2.80 2.80 

Weighted Average 
Number of Shares 
Outstanding 100,000 100,000 100,000 100,000 100,000 
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BUSINESS 

The Company 

The Company's business since its acquisition of the Bank 
has been the oversight of the Bank's operations and the acquisition 
of Penn Realty Company, which are more fully discussed below. 

The Bank 

As of December 31, 1980, Penn Square Bank was the fourth 
largest bank in terms of total deposits of the 31 commercial banks 
located in Oklahoma City. The three largest banks in the City of 
Oklahoma City, however, accounted for approximately 65% of total 
deposits, and the Bank's share of total deposits was approximately 
6%. 

The Bank is engaged in the general business of commer
cial banking, and in transacting such business it receives depos
its, makes and services secured and unsecured loans, and provides 
other functions for the benefit of persons, business and corporate 
customers. The Bank makes various types of loans to businesses 
and individuals, including the oil and gas industry, and offers 
various forms of installment credit to consumers and also finances 
construction of housing and business properties. 

Commercial and Personal Banking Activities 

The Bank is engaged in a wide range of commercial and 
personal banking activities, including the usual acceptance of 
deposits for checking, personal and savings and time deposit ac
counts, making of secured and unsecured loans to corporations, 
individuals and others, issuance of letters of credit, foreign 
exchange transactions, rental of safe deposit boxes and render
ing of investment and financial counsel to institutions and indi
viduals. 

Correspondent Banking Services 

The Bank acts as correspondent for approximately 53 
banks throughout Oklahoma, providing such services as transfer of 
funds, loan participations, and securities custody and clearance. 

Trust Services 

The Bank, through its trust department, provides a wide 
range of personal and corporate trust and related services to in
dividuals, corporations and others, including serving as executor 
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of estates, as trustee under testamentary and inter vivos trust 
and various pension and other employee benefit plans, as escrow 
agent under various agreements, and as an investment advisor to 
individuals, corporations and others. Through its corporate trust 
department, the Bank serves as transfer agent for corporate secur
ities and as corporate trustee under corporate trust indentures. 

Bank Premises 

The main building of the Bank is currently located in 
the Penn Square Shopping Center at the northeast corner of the 
intersection of Northwest Highway and Pennsylvania Avenue in Okla
homa City. The three story building contains approximately 16,500 
square feet, virtually all of which is occupied by the Bank. The 
Bank has lease agreements for (1) the land under the main Bank, 
expiring in 2029, (2) the office facilities one of which expires 
in 1985 with renewal options for three five-year terms, one of 
which expires in 1981, and two of which expire in 1984 both with 
renewal options for three one-year terms. Minimum annual rentals 
under these leases are as follows: 

1981 $118,353 
1982-1983 122,752 
1984 21,119 
1985 7,980 
1986-1989 7,200 
1990-2029 3,000 

In addition to the minimum rental for one of the office facility 
leases, the Bank also pays additional rental based on a percent 
of average total deposits as defined for each lease year. The 
lease covering the land provides for rental payments to be adjus
ted every 10 years based on a cost of living index. Total rental 
expense for, 1980 amounted to approximately $99,000. 

The Bank has a motor bank lo'cated immediately north of 
the Penn Square Shopping Center along Pennsylvania Avenue. The 
motor bank has approximately 6,000 square feet in which there are 
two lobbies, a personal banking lobby with four tellers and a 
commercial lobby with three tellers. The motor bank also has six 
full service drive-in lanes. All commercial banking services 
except loans are offered at the drive.-in. 

The Bank has filed an application with the Regional 
Administrator of National Banks to move its main office to a new 
building which is planned to be located immediately east of the 
Penn Square Shopping Center on Northwest Highway. The Bank will 
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have, the right to occupy approximately 89,000 square feet in the 
new building at an annual rent of approximately $1,450,000. See 
"Dilution." 

Competition 

The Bank competes actively with national and state banks 
and certain other financial institutions in the Oklahoma City met-
ropolitian area for all types of deposits, loans, trust accounts 
and financial and other services offered by the Bank. In addition, 
the Bank competes with banks from other metropolitan areas, as well 
as, with respect to certain of its banking services, insurance com
panies, savings and loan associations, credit unions and other fi
nancial institutions. Many of the banks and other financial insti
tutions with which the Bank competes have capital and resources 
substantially in excess of the capital and resources of the Bank. 

Employees 

At May 1, 1981 the Bank has 180 employees. Management 
considers employee relations to be good. None of the Bank's em
ployees are covered by a collective bargaining agreement. 

Penn Realty Company. 

In January, 1981, the Company acquired all of the out
standing stock of Penn Realty Company ("Penn Realty"), from Mr. 
Bill P. Jennings, Chairman and President of the Company. The Com
pany then contributed capital to Penn Realty equal to $1,250,061.48 
which Penn Realty in turn used to repay loans made to it by Mr. 
Jennings and four other Directors of the Company. See "Officers 
and Directors of the Company and the Bank-Certain Transactions" 
and Note 13 of the Notes to the Company's Consolidated Financial 
Statements, March 31, 1981. Penn Realty was organized in Septem
ber, 1980,, solely for the purpose of acquiring title to the 
Quail Run Apartment project ("Quail Run") which was in the process 
of construction with construction financing provided by the Bank. 
Penn Realty acquired Quail Run upon default on the construction 
loan to the Bank. Pending receipt of approval from the Federal 
Reserve for the Company to acquire Quail Run and Penn Realty, 
Mr. Jennings became the sole shareholder of Penn Realty and 
other officers and directors of the Company and the Bank loaned 
funds to Penn Realty to enable Penn,Realty to acquire Quail Run. 
Following the receipt of Federal Reserve approval, Penn Realty 
was transferred to the Company and Mr. Jennings and the other 
officers and directors who had provided funds to Penn Realty 
were reimbursed on a cost basis. As of March 31, 1981, the 
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investment by the Company in Penn Realty was $1,248,964 (Sec the 
Company's Consolidated Financial Statements, March 31, 1981). 
It is the intention of the Company that Penn Realty will complete 
construction of Quail Run and that Quail Run will be sold, thereby 
avoiding a loss to the Bank on the construction loan. If Quail 
Run cannot ultimately be sold for an amount sufficient to repay 
the construction loan and any other costs, it is possible that 
the Company might not recover its entire investment in Penn 
Realty. 

Supervision and Regulation and Related Matters 

The Bank. The Bank is a member of the Federal Reserve 
System and its deposits are insured by the Federal Deposit Insur
ance Corporation to the extent permitted by law. As a national 
bank, the Bank is subject to regular examination by the office 
of the Comptroller of the Currency, the Federal Reserve Board and 
the Federal Deposit Insurance Corporation and is also subject to 
certain laws of the State of Oklahoma, including those which pro
hibit branch banking. The Company is an affiliate of the Bank 
within the meaning of the Federal Reserve Act, and, therefore, 
subject to certain restrictions as to (a) loans by the Bank to 
the Company; (b) investments by the Bank in the securities of the 
Company; and (c) the Bank's taking shares of the Company's stock, 
or other securities as collateral security for loans by the Bank 
to any borrower. : Further, under Section 106 of the Bank Holding 
Company Act of 1956, as amended (the "Act")/ and the Board's reg
ulations, a bank holding company and its subsidiaries are prohi
bited from engaging in certain tie-in arrangements in connection 
with any extension of credit or the provision of any property or 
service. 

The Company. The Company is a bank holding company, is 
regulated under the Act and is subject to supervision by the Fed
eral Reserve Board. The Company is obligated to file annual re
ports with the Federal Reserve Board and such other reports as may 
be required' from time to time by the Federal Reserve Board. In 
addition, the Federal Reserve Board is authorized to make examina
tions of the Company and each of its subsidiaries with the cost 
thereof being paid by the Company. In general, the Act limits the 
business of bank holding companies to owning or controlling banks 
and engaging in such other activities as the Federal Reserve Board 
may determine to be so closely related to banking or managing or 
controlling banks as to be a proper incident thereto. The Company 
must obtain the prior approval of the 'Federal Reserve Board before 
acquiring direct or indirect ownership or control of any voting 
shares of any bank or other business if after such acquisition it 
would own or control, directly or indirectly, more than 5% of the 
voting shares of such bank or other business, before merging or 
consolidating with another bank holding company, and before acquir
ing substantially all of the assets of any additional bank or other 
business. The Act also prohibits the acquisition by the Company 
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of any such interest in any bank or bank holding company located 
in a state other than Oklahoma unless the laws of the state in 
which such bank is located expressly authorizes such acquisition, 
which none presently do. With certain exceptions, the Act prohi
bits bank holding companies from retaining or acquiring direct or 
indirect ownership or control of voting shares in any company 
which is not a bank or bank holding company unless the Federal 
Reserve Board determines the activities of such company are so 
closely related to banking or managing or controlling banks as 
to be a proper incident thereto. In making such determinations 
the Federal Reserve Board considers whether the performance of 
such activities by the bank holding company would offer advan
tages to the public which outweigh possible adverse effects. 

Monetary Policy. The business of the Bank and there
fore, the Company, is affected in important respects by the pol
icies of monetary authorities, including the Federal Reserve Sys
tem. An important function of the Federal Reserve System is to 
regulate the national supply of bank credit in order to achieve, 
among other things, maximum employment and a stable price level. 
Among the instruments of monetary policy used by the Federal 
Reserve to implement these objectives are open market operations 
in U.S. Government securities, changes in the discount rate on 
member bank borrowings, changes in reserve requirements against 
member bank deposits, and limitations on interest rates which 
member banks may pay on time and savings deposits. These means 
are used in varying combinations to influence over-all growth of 
bank loans, investments and deposits, and may also affect inter
est rates charged on loans or paid for deposits. The monetary 
policies of the Federal Reserve authorities have had a signifi
cant effect on the operating results of commercial banks in the 
past and are expected to continue to do so in the future. In 
view of changing conditions in the national ecomony, in the money 
markets and in the relationships of international currencies, as 
well as the effect of actions by monetary and fiscal authorities, 
including the Federal Reserve System, no prediction can be made 
as to possible future changes in interest rates, deposit levels, 
loan demands, capital requirements or the business and earnings 
of the Bank. 

SELECTED STATISTICAL INFORMATION 

Distribution of Assets, Liabilities 
and Shareholders' Equity  

The table on the following'page sets forth the condensed 
balance sheets of the Bank for the periods indicated and, with re
spect to each period, the percentage of each principal category 
of liabilities and equity capital to total liabilities and equity 
capital (dollar amounts in thousands): 
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-325 .46% 
40,536 56.75% 

1,827 2.56% 
.818 J-•15% 

CFiqy>re3 irv thousands)  
Three 

Months Ended Year Ended December 31,  
3/30/81 1980 1979 1978 1977 

ASSETS 

' Cash & due from banks..$30,794 9.75% $59,626 18.15% $25,672 15.95% $10,597 10.67% $10,256 14.36% 
Investment Securities: 
U.S. Treasury 13,041 4.13% 10,992 3.35% 3,181 1.97% 3,979 4.00% 2,689 3.76% 
States & political 
subdivisions 34,057 10.79% 31,335 9.54% 19,742 12.26% 13,632 13.72% 8,660 12.13% 

Other 345 .11% 300 .09% 60 .04% 60 .06% 136 .19% 
Total investment 
securities 47,443 15.03% 42,627 12.98% 22,983 14.27% 17,671 17.78% 11,485 16.08% 

Federal funds sold -0- 16,000 4.87% 1,100 .68% 4,000 4.03% 6,500 9.10% 
Bank loans, excluding 
Unearned income 224,900 71.25% 201,725 61.40% 107,466 66.75% 64,136 64.55% 40,861 57.21% 
Less: Reserve for 

loan losses.. -2,269 .72% -2,004 .61% -1,002 .62% -627 .63% 
Net bank loans 222,631 70T5l% 199,721 60.79% 106,464 66.13% 63,509 63.92% 
Bank premises and 
equipment 3,192 1.01% 2,482 .76% 1,936 1.20% 1,886 1.90% 

Other Assets 11,601 3.68% 8,061 2.45% 2,847 1.77% 1,691 1.70% 818 1.15% £> 
Total Assets $315,661 ~T00% $328,517 100% 161,002 100% 99,354 100% 71,422 100% § 

LIABILITIES 
Deposits: 
Demand deposits $97,260 30.81% $142,682 43.43% $ 79,790 49.56% $44,093 44.38% $28,572 40,00% 

Time & Savings 
deposits 182,214 57.73% 158,164 48.14% 69,983 43.47% 46,639 46.94% 36,729 51.43% 
Total deposits 279,474 88.54% 300,846 91.57% 149,773 93.03% 90,732 91.32% 65,301 91.43% 
Federal funds pur
chased 6,200 1.96% 650 .20% 400 .24% -0- -0- -0- -0-

Accrued expense & 
other liabilities... 8,404 2.66% 6,599 2.01% 1,892 1.18% 3,432 3.45% 1,560 2.18% 
Total Liabilities 294,078 93.16% 308,095 93.78% 152,065 94.45% 94,164 94.77% 66,861 93.61% 

Shareholders' equity: 
Common Stock 1,000 .32% 1,000 .30% 1,000 .62% 1,000 1.01% 1,000 1.40% 
Surplus 10,500 3.33% 10,500 3.20% 3,000 1.86% 1,000 1.01% 1,000 1.40% 

Retained earnings... 10,083 3.19% 8,922 2.72% 4,937 3.07% 3,190 3.21% 2,561 3__59% 

Total shareholders* 
equity 21,583 6.84% 20,422 6.22% 8,937 5.55% 5,190 5.23% 4,561 6.39% 

Total Liabilities 
and Equity $315,661 100% $328,517 100% $161,002 100% 99,354 100% 71,422 100% 
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Asset and Liability Management 

As will be noted from examining the statistical data 
regarding distribution of assets, liabilities and capital included 
at page 19, deposits of the Bank have decreased from $300,846,000 
at December 31, 1980, to $279,474,000 at March 31, 1981. On Decem
ber 31, 1980, demand deposits accounted for 47.4% of total deposits, 
with time deposits constituting the remaining 52.6%. On March 
31, 1981, demand deposits accounted for 34.8% of total deposits, 
with time deposits constituting the remaining 65.2%. For the 
first quarter of 1981, net loans have increased to 80% of total 
deposits. Generally, the increase in interest costs associated 
with an increase in time deposits would dictate adjustments in the 
Bank's asset allocations in order to offset the increased interest 
expense, while an increase in net loans would be accompanied by an 
increase in deposits. In the case of the Bank, both factors, to
gether with market conditions causing movement from demand deposits 
to time deposits, have been at work. In connection with the in
crease in loans, Bank management has adopted a policy of attempting 
to shorten the average maturities of its municipal bond portfolio 
in order to improve the ratio of liquid to nonliquid aassets. Fur
thermore, the Bank is in the process of formalizing its procedures 
relative to asset and liability management, and has, among other 
things, established an Asset and Liability Management Committee 
composed of eight officers who report directly to the Board of 
Directors. 

Investment Portfolio 

The carrying amounts of investment securities held by 
the Bank at the dates indicated are summarized as follows (amounts 
in thousands): 

Three 
Months Ended Year Ended December 31,  

3/31/81 1980 1979 1978 1977 

U.S. Treasury Securities... $13,041 $10,992 $ 3,181 $ 3,979 $ 2,689 
Obligations of state and 
political subdivisions 34,057 31,335 19,742 13,632 8,660 

Other investment 
securities 345 300 60 60 136 

TOTALS $47,443 ' $42,627 $22,983 $17,671 $11,485 

The approximate market values of the investment securities 
held by the Bank at March 31, 1981, were $42,818 million. 

97-830 0 - 8 2 - 3 2 
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At March 31, 1981, investment securities having a re
corded value of approximately $16.4 million were pledged to secure 
public and trust fund deposits and for other purposes required or 
permitted by law. 

The following table shows maturities at par value of 
bonds, notes and debentures held by the Bank at March 31, 1981 
and the weighted average yields (dollar amounts in thousands): 

Due After One After One 
Within But Within But Within After 

One Year Five Years Ten Years Ten Years 
Amount Yield Amount Yield Amount Yield Amount Yield 

n.S. Treasury 
Securities 1,240 12.13 9,500 13.58 2,450 7.70 - 0 - -0-

Obligations 
0f state and 
political sub-
divisions(l) 4,530 7.46 13,803 6.3 5,696 5.82 9,790 5.62 

Other in
vestment 
Securities(2) - 0 - - 0 - - 0 - - 0 - - 0 - - 0 - 345 6.0C 

(1) Represents federally tax exempt securities. 

(2) Represents investments required by the Federal Reserve Board. 

The weighted average yields shown above are calculated 
on the basis of the book value and effective yields, weighted ac
cording to par value, for the scheduled maturity of each security. 

Loan Portfolio 

The amount of loans of the Bank outstanding at the indi
cated dates are shown in the following table according to the type 
of loan (amounts in thousands): 
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Three Months 
Ended Year Ended December 31, 
3/31/81 1980 1979 

$13,917 $ 

1978 

6,294 $ 

1977 

4,691 $ 

1976 

$38,267 $29,433 

1979 

$13,917 $ 

1978 

6,294 $ 

1977 

4,691 $ 3,169 

-0- -0- 430 -0- -0- -0 

1,604 1,110 636 1,203 -0- -0 
546 546 548 625 -0- -0 

161,372 146,895 74,180 40,495 29,135 24,87 
14,751 13,375 17,232 13,733 7,762 6,17 

Real Estate Loans.... 
Loans to financial 
institutions 

Loans for purchas
ing or carrying 
securities 
Loans to farmers 
Commercial and 
industrial loans.... 
Loans to individuals. 
Other Loans (in
cluding overdrafts). 9,753 11,834 2,423 2,976 2£ 
Gross Loans 226,293 203,193 109,366 65,326 " ' ' 

Less unearned 
interest 1,393 1,467 1,900 1,190 
Total Loans 224,900 201,726 107,466 64,136 

Less allowance for 
possible loan losses 2,269 2,005 1,002 627 

Net Loans $222,631 199,721 $106,464 $63,509 

41, r608 34, r28( 

747 57' 
40, ,861 33, ,701 

325 23: 

$40, r536 $33, ,47t 

Due to the very rapid increase in the Bank's loan port
folio over the past several years, the Bank has experienced cer
tain difficulties in documentation of collateral and credit anal
ysis. These problems have resulted in a greater number of loans 
being criticized during examinations of the Bank than is desir
able. To alleviate these problems, the Bank has hired a number of 
additional personnel, incuding Mr. Eldon Beller who assumed duties 
as Presidentof the Bank on April 17, 1981, and Mr. Richard T. Dunn, 
who joined the Bank in May of 1981 as Executive Vice President in 
charge of credit and collateral. A large part of the increase 
in loans of the Bank has been in oil and gas loans and other 
energy related areas. To further insure quality of loans made 
in these areas, the Bank has employed two qualified petroleum 
engineers, three petroleum technicians and one technical assistant 
on a full time basis to work with oil and gas loans and has es
tablished an energy lending department.' 

The following table presents information concerning non-
performing loans of the Bank. Nonperforming loans comprise loans 
which are contractually past due sixty days or more as to interest 
or principal payments: 
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March 31, December 31, 
1981 1980 1979 

Loans contractually past due 
sixty days or more as to in
terest or principal payments: 

Real estate loans $ 400,560 $ -0- $162,991 
Oil and gas -0- 23,462 221,751 
All other loans 639,936 1,654,873 151,743 

Total $1,040,496 $1,678,335 $536,485 

Summary of Loan Loss Experience 

As of March 31, 1981 and December 31, 1980, the Bank 
had total loans outstanding of $224,900,000 and $201,726,000, re
spectively, including consumer loans, to borrowers of all sizes 
in a wide variety of industries and businesses. Implicit in the 
lending function is the fact that loan losses will be experienced 
and that the risk of loss will vary with the type of loan, the 
credit worthiness of the borrower over the term of the loan and 
general economic conditions. The Bank's Reserve for Possible 
Losses (the "Reserve"), which is available to absorb such losses, 
reflects the currently perceived risks of loss associated with 
the loan portfolio and assets required through foreclosure. 

Loans charged off for the three months ended March 31, 
1981 totaled $942,000. Approximately $1,000 previously charged 
off loans were recovered during that period, resulting in net 
chargeoffs of $941,000. Loans charged off for the year ended 
December 31, 1980 totaled $617,000. Approximately $212,000 pre
viously charged off loans were recovered during that year, re
sulting in net chargeoffs of $405,000. For the year ended_. 
December 31, 1979, loans totaling $259,000 were charged off and 
$19,000 was recovered, resulting in net charge-offs of $240,000. 
The provisions for loan losses is created by direct charges to 
operations. Losses on loans and foreclosed assets are charged 
against the Reserve, and recoveries during the period on any 
loan or foreclosed asset charged-off in a prior period are added 
to the Reserve. 

The Provision for Possible Losses charged to operations 
in each period reflects the amount which, in the judgment of man
agement, is required to make the total Allowance adequate. If 
actual charge-offs should exceed the amount of the Allowance, ad
ditional charges to operations sufficient to maintain its adequacy 
would be required. There is no precise method of predicting loan 
and other losses and the determination that a loan is likely to 
become uncollectible in whole or in part, and be charged off, is 
an exercise in judgment. The adequacy of the Reserve is assessed 
by management based upon continuing reviews of the loan portfolio 
and assets acquired through foreclosure and of prevailing economic 
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conditions. The factors considered in the evaluation of loans 
include the financial condition of the borrower, the value and 
liquidity of collateral, delinquency, and, if delinquent, the 
probability that the loan will be brought to a current status. 
Inasmuch as many factors relevant to such review are essentially 
judgmental, there can be no assurance that in any given period 
the Bank might not sustain charges against operating income which 
are substantial in relation to the size of the Allowance or that 
substantial additional charges against operating income may not 
be required. Management believes that its procedures for admin
istering and reviewing its loan portfolio are effective in iden
tifying loans as to which potential loss may exist, that the 
Reserve established at December 31, 1980 and March 31, 1981 was 
adequate on those dates to absorb potential losses in the Bank's 
then existing loan portfolio, and that provisions for possible 
loan and other losses under present credit policies of the Bank 
are sufficient to maintain the adequacy of the Reserve. 

The following table summarizes the loan balances of the 
Bank at the end of each period, changes in the Allowance arising 
from charge-offs and recoveries by categories, and additions to 
the Reserve which have been charged to operations (dollar amounts 
in thousands ) : 

Three Months 
Ended Year Ended December 31, 
3/31/81 1980 1979 1978 1977 

Balances (thousands): 
Loans: 
Average loans $220,342 $147,386 $ 77,605 $50,701 $36,858 
Loans at end of period.. 224,900 201,725 107,466 64,136 40,861 
Actual chargeoffs (942) (617) (259) (314) (172) 
Less recoveries 1 212 19 L49 50 
Net loan chargeoffs (941) (405) (240) (165) (122) 
Reserve for possible y 
loan losses 2,269 2,005 1,002 627 325 

Provision for possible 
loan losses $ 1,205 $ 1,408 $ 615 $ 468 $ 167 

Ratios: 
Net loan chargeoffs 
to average loans .427% • .275% .358% .325% .331% 

Net loan chargeoffs 
to loans end of 
period .418% .201% .259% .257% .299% 
Reserve for possible 
loan losses to 
average loans 1.030% 1.360% 1.29% 1.24% .88% 
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Reserve for possible 
loan losses to loans 
end of period 1.010% .994% .93% .98% .795 
Net loan chargeoffs 
to reserve for 
loan losses 41.470% 20.200% 27.74% 26.27% 37.54% 

Net loan chargeoffs 
to provision for 
loan losses 78.090% 28.760% 45.20% 35.26% 73.05% 

Deposits 

The average amounts of deposits of the Bank are summarized 
below (amounts in thousands): 

Three Months 
Ended Year Ended December 31, 
3/31/81 1980 1979 1978 1977 

Demand deposits 105,168 72,385 39,432 28,757 21,017 
Savings 12,948 13,673 14,529 15,624 13,814 
Consumer Certificates 27,073 23,595 16,290 11,827 -0-
NOW Accounts 3,545 -0- -0- -0- -0-
Time certificates of 
deposit of $100,000 
or more 113,547 69,792 22,090 10,779 -0-
Public Time 19,325 6,162 6,370 4,117 -0-
Other Time 138 53 1,157 154 21,334(1! 

(1) The amount shown includes all public time deposits, certificates 
of deposit of $100,000 or more, and other time deposits. 

Return on Equity and on Assets 

Certain ratios of the Bank are presented below: 

Three Months 
Ended Year Ended December 31, 
3/31/81 1980 1979 1978 1977 

Percentages of net 
income to: 

Daily average total 
assets .473% 2.07% 1.78% 1.16% .91% 

Daily average stock
holders' equity 7.050% 32.99% 34.04% 19.30% 12.80% 
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Percentage of dividends 
declared per common 
share to net income 
per share 23.17% 7.00% 13.79% 30.63% 50.45% 

Percentage of daily 
average stockholders' 
equity to daily average 
total assets 6.71% 6.27% 5.22% 6.01% 7.08% 

Commitments and Lines of Credit 

In the normal course of business, the Bank makes con
tractual commitments to extend credit, including the issuance of 
foreign and domestic letters of credit. Such commitments may be 
short-term or long-term (but generally not longer than one year) 
and have a fixed expiration date. Prior to issuance of a commit
ment, an analysis of the credit worthiness of the client is made 
based on historical information and examination of future pros
pects. 

In addition, the Bank extends lines of credit covering 
future borrowings of a customer after similar analysis of credit 
worthiness. In most instances a maximum amount will be specified 
and the line may be cancelled at the Bank's option with notice to 
the customer. Certain of such lines are available for short-term 
advances, either secured or unsecured; others may be multipurpose. 

Average Balances and Average 
Rates Earned and Paid  

The following table sets forth each major category of 
interest-earning assets and interest-bearing liabilities, the 
average amount outstanding during the period (in thousands), the 
interest earned on such amount and the average rate: 
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INTEREST BEARING ASSETS 

U . S . T r e a s u r y S e c u r i t i e s 

S t a t e & Munic ipa l 
(Tax Exempt) 

O t h e r S e c u r i t i e s 

Fed Funds Sold 

Tax Exempt Loans 

Comnerc ia l Loans 

Real E s t a t e Loans 

I n s t a l l m e n t Loans 

O t h e r Loans 

INTEREST BEARING 
LIABILITIES " 

Savings 

Consumer C e r t i f i c a t e s 

C D . Over $100M 

P u b l i c Time 

O t h e r Time 

Now 

Fed Funds Purchased 

O t h e r Borrowed Funds 

S u b o r d i n a t e d Notes 

.thousands^ \ 
AVERAGE 
BALANCE INTEREST 

3/31/81 EARNED RATE 

12,438 346,688 11.30 

32,969 535,691 12.20 

324' 4,878 6.11 

5,954 282,661 19.25 

-0- -0- -0-

169,088 8,921,076 19.63 

31,434 1,181,116 15.24 

16,426 570,022 14.07 

3,395 -0- -0-

12,948 (166 ,487) 5 .21 

27,073 (822 ,014) 1 2 . 3 1 

113,547 ( 4 , 5 0 0 , 6 9 4 ) 1 6 . 0 8 

19,325 (532 ,476) 11 .17 

138 (6 ,000 ) 17 .66 

3,545 48 ,671 5 .57 

9,156 336,766 1 4 . 9 2 

2,612 149 ,491 2 3 . 2 1 

- 0 - - 0 - - 0 -

AVERAGE 
BALANCE INTEREST 
12-31-80 EARNED 

3,661 299,777 

23,495 1,308,325 

172 10,491 

2,350 282,715 

-0- -0-

115,414 20,434,457 

16,294 2,274,435 

14,585 1,940,790 

1,092 -0-

13,673 722,581 

23,594 2,525,938 

69̂ ,792 8,764,631 

6,162 800,736 

53 6,417 

-0- -0-

5,048 739,354 

1,002 134,609 

-0- -0-

lthousands) 
AVERAGE 
BALANCE 

RATE 12-31-79 

8.19 3,542 

10.31 16,763 

6.11 60 

12.03 119 

-0- 231 

17.71 57,361 

13.96 8,183 

13.31 11,660 

-0- 170 

5.28 14,529 

10.71 16,290 

12.56 22,090 

13.00 6,370 

12.08 1,157 

-0- -0-

14.65 5,883 

13.43 131 

-0- 975 

INTEREST 

EARNED RATE 

277,395 7 .83 

900,530 9 .95 

6,307 10.51 

14 ,933 12.55 

11,634 5.04 

8 ,537 ,609 14.88 

1,021,416 12.48 

1 ,467,300 12.58 

- 0 - - 0 -

734,974 5.06 

1 ,262 ,950 7 .75 

2 , 3 7 5 , 5 6 9 10 .75 

650 ,969 10 .22 

103,024 8.90 

- 0 - - 0 -

710,846 12 .08 

12 ,460 9 .52 

74 ,409 7.64 
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PRINCIPAL STOCKHOLDERS OF THE COMPANY AND THE BANK 

The Company is the sole shareholder of the Bank's Common 
Stock, excluding directors qualifying Shares. At the present 
time, the Company has issued and outstanding 162,466 Shares of 
its $1.00 par value Common Stock. The following table sets forth, 
as of May 1, 1981, the number of Shares of Common Stock of the 
Company held by each person who is known by management of the 
Company to own beneficially more than 5% of its outstanding shares 
of Common Stock: 

NAME OF BENEFICIAL NUMBER OF SHARES PERCENTAGE OF 
OWNER BENEFICIALLY OWNED OUTSTANDING SHARES 

Bill P» Jennings 
Oklahoma City, Oklahoma 59,423 36.58% 

The Rooney Corporation(1) 
Tulsa, Oklahoma 15,065 9.27% 

Ronald H. Burkes 8,307 5.11% 
Oklahoma City, Oklahoma 

Carl W. Swan 9,819 6.04% 
Oklahoma City, Oklahoma 

(1) Mr. John E. Rooney, a director of the Company who owns an 
additional 2,252 Shares, is a principal stockholder and 
officer of The Rooney Corporation. 

Currently, the Company has issued and outstanding 4,225 
shares of its $60.00 par value Preferred Stock. The following 
table sets forth, as of May 1, 1981, the number of shares of 
Preferred Stock of the Company held by each person who is known 
by management of the Company to own beneficially more than 5% of 
its outstanding Preferred Stock: 

NAME OF BENEFICIAL NUMBER OF SHARES PERCENTAGE OF 
OWNER BENEFICIALLY OWNED OUTSTANDING SHARES 

Frank L. Murphy 2,540 60.12% 
Oklahoma City, Oklahoma 

Allen B. and Collen Pease 931 22.04% 
Oklahoma City, Oklahoma 

Hazel and J. C. Cravens 454 10.75% 
Oklahoma City, Oklahoma 
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OFFICERS AND DIRECTORS OF THE COMPANY AND THE BANK 

Set forth below are the names and ages of the directors 
and executive officers of the Company and the Bank, the year each 
first became a director of the Company and of the Bank, together 
with the number of Shares of Common Stock of the Company, and shares 
of Preferred Stock of the Company owned beneficially on May 1, 1981. 

NAME AND 
PRINCIPAL 
OCCUPATION 

SHARES OF SHARES OF 
A DIRECTOR OF COMPANY COM- COMPANY PRE-
(i) COMPANY AND MON STOCK FERRED STOCK 
(ii) BANK OWNED OWNED 

AGE SINCE BENEFICIALLY BENEFICIALLY 

Bill P. Jennings 
Chairman & Chief 
Executive Officer 
of Bank 

57 (i) 1975 
(ii) 1975 

59,423 -0-

Frank L. Murphy 
Vice Chairman of 
the Board 

60 (i) 1979 
(ii) 1964 

225 2,540 

Eldon L. Beller 57 (i) N/A 
President of Bank (ii) 1981 

Elizabeth M. Coe 57 (i) N/A 
President of (ii) 1975 
Merrick Foundation 

1,000 

2,800 

-0-

-0-

C. F. Kimberling 
Owner, Kimberling 
Food Markets 

62 (i) N/A 
(ii) 1963 

450 -0-

Marvin Margo, M.D. 
McBride Clinic, Inc. 

57 (i) N/A 
(ii) 1965 

400 

Jerry Richardson 
President of Dub 
Richardson Ford 

39 (i) N/A 
(ii) 1975 

319 -0-

W. A. Ross 
President of 
Dub Ross Company 

53 (i) 1979 
(ii) 1975 

2,944 -0-
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Richard C. Haugland 45 ( i ) N/A 15 
Vice Pres ident ( i i ) 1981 
Citizens National 
Bank, 
Muskogee, Oklahoma 

Gene H. Smelser 62 ( i ) N/A 450 
President of Val ( i i ) 1968 
Gene's Food 
Services 

Bill Stubbs 59 ( i ) N/A 1,765 
Real Estate ( i i ) 1964 
Investments 

Carl W. Swan 55 ( i ) 1979 9,819 
Independent ( i i ) 1976 
Oil Producer 

Ronald H. Durks 39 ( i ) 1980 8,307 
Chairman of the ( i i ) 1980 
Board 
Burks Investments , 
Inc. 

John E. Rooney — (i) 1975 17,317 
president (ii) N/A 
Rooney Corporation 

Gary M. Cook 39 (i) N/A 1,500 
Chairman, (ii) 1980 
Trend Construction 
Corporation 

j. C. Cravens, 77 (i) N/A -0-
Investments (ii) 1960 

H. Mead Norton 79 (i) N/A 1,346.5 
President, (ii) 1974 
Norton Invest
ment Co. 

James G. Randolph 51 (i) N/A 3,000 
President (ii) 1979 
Kerr-McGee Coal 
Corporation 
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Tony W. Williams 40 (i) N/A 
Executive Vice (ii) N/A 
President, Bank 

Bill G. Patterson 31 (i) N/A 
Executive Vice (ii) 1981 
President, Bank 

-0-

8,032 

-0-

-0-

Bill Coy 
Senior Vice 
President, Bank 

John H. Miller 
Vice President 
and Trust 
Officer, Bank 

Dan Thompson 
Senior Vice 
President, Bank 

47 (i) N/A 
(ii) N/A 

64 (i) N/A 
(ii) N/A 

30 (i) N/A 
(ii) N/A 

600 

150 

-0-

-0-

Remuneration of Directors 
and'Executive Officers 

The following tabulation shows all direct remuneration 
paid by the Company and its subsidiaries for the year ended 
December 31, 1980, for services in all capacities to (i) each 
director of the Bank whose aggregate total remuneration exceeded 
$50,000, (ii) each of the five highest paid executive officers of 
the Bank whose aggregate total remuneration exceeded $50,000, and 
(iii) all directors and executive officers of the Bank as a group. 

Cash and Cash-Equivalent 
Forms of Remuneration 

Name of Individual 
or Identity of Group 

Bill P. Jennings 
President and Chief 
Executive Officer 

Salaries, 
Fees, 
Commissions 
and Bonuses 

75,133.24 

Securities or 
Property, In
surance Benefits 
or Reimbursement, 
Personal Benefits 

1,400 

Aggregate 
of 

Contingent 
Forms of 
Remuneration 

-0- (1) 
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Frank L. Murphy 63,300 1,300 -0- (1) 
Secretary-Treasurer 
Vice Chairman 

All Directors and 220,700 5,300 73,512(1) 
Executive Officers 
as a group (18) 
Persons(2) 

(1) During calendar year 1980 the Bank contributed $73,512 to the 
Defined Benefit Plan (the "Plan") in which there were 55 
active participants (including 6 Executive Officers of the 
Bank) at December 31, 1980. The amount of the Bank's contribu
tion under the Plan in respect of a specific person is not and 
cannot readily be separately or individually calculated. 

(2) As used above, the term "Executive Officers" means all Senior 
Vice Presidents and above. 

Certain Transactions 

Certain of the executive officers, directors and prin
cipal stockholders of the Company, and their related interest 
have deposit accounts with the Bank, and also have other trans
actions with the Bank, including loans in the ordinary course of 
business. See note 3 to Notes to Financial Statements of the 
Company at March 31, 1981. A related interest includes any com
pany or other organization of which an executive officer or di
rector of the Bank (i) owns, controls, or has the power to vote 
25% or more of any class of voting securities of the company; 
(ii) controls the election of a majority of the directors of the 
company; or' (iii) has the power to exercise a controlling influence 
over the management of policies of the company. The Bank does 
not make loans to its officers in the ordinary course of business; 
isolated consumer loans have been made to officers in compliance 
with applicable federal laws and regulations. The aggregate 
amount of loans to directors and their related interest as a 
group outstanding at March 31, 1981 was approximately $2,804,600, 
representing approximately 13% of the total of the Bank's capital 
stock, surplus and undivided profits' (the "Bank's equity capital 
accounts") on that date. 
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In January 1981, the Company acquired Penn Realty from 
Bill P. Jennings, Chairman and Chief Executive of the Company. 
Penn Realty was formed in September 1980 for the purpose of ac
quiring title to the Quail Run Apartment project ("Quail Run") 
after Quail Run had defaulted on a construction loan to the Bank. 
Subsequent to acquiring Penn Realty, the Company contributed 
$1,250,061.48 to its capital which was used by Penn Realty to 
repay loans made to it by the following persons (all Directors 
of the Company): 

Bill P. Jennings $ 625,030.74 
W. A. Ross 104,171.29 
Frank L. Murphy 104,171.79 
Ronald H. Burks 208,343.58 
Carl W. Swan 208,343.58 

DESCRIPTION OF CAPITAL STOCK 

General 

The table appearing under the heading "Capitalization" 
sets forth the authorized capital stock of the Company at March 
31, 1981, and as adjusted to give effect to the sale of Shares 
offered hereby. 

Common Stock 

The holders of Common Stock are entitled to receive 
such dividends as may be declared by the Board of Directors of 
the Company with respect to the Common Stock out of funds legally 
available therefor. The payment of dividends on the Common Stock 
is also subject to limitations contained in the Oklahoma Business 
Corporation Act. See "Dividends and Stock Redemption." 

In the event of liquidation, dissolution or winding-up 
of the affairs of the Company, the holders of outstanding shares 
of Common Stock are entitled to share pro rata according to their 
respective interests in the Bank's assets and funds remaining 
after payment or provision for payment of all debts and other 
liabilities of the Bank and after payment in the full amount of 
the liquidation preference and any class of preferred stock or 
other equity security senior in right of payment to the Common 
Stock. 
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preferred Stock 

The Company has authorized one class of $60.00 par value 
5,5% cumulative preferred stock. Holders of preferred stock are 
entitled to receive annual cumulative dividends of $3.90 per 
share in preference to any dividends upon the Company's common 
stock. In the event of liquidation, the holders of preferred 
stock shall be entitled to be paid in full both the par value of 
such shares and any dividends accrued but unpaid, before any 
amount is paid to owners of the Company's common stock. Each 
share of preferred stock is subject to conversion into one share 
of common stock of the Company at any time at the option of the 
holder thereof. The shares of preferred stock are subject to 
redemption at the option of the Company, in whole or in part, 
upon payment of the par value thereof and accrued dividends at 
any time following January 1, 1989. 

RESTRICTIONS ON RESALE 

The shares offered herein have not been registered with 
the Securities and Exchange Commission or any state regulatory 
authority, and are offered pursuant to Section 4(2) of the Secu
rities Act of 1933 and Rule 146 adopted pursuant thereto and pur
suant to Section 401(b)(9) of the Oklahoma Securities Act, which 
exempt transactions by an issuer not involving a public offering. 

All shares to be issued pursuant to the Offer will bear 
the following legend: 

THE SECURITIES REPRESENTED BY THIS CERTIFICATE HAVE 
NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933 
OR THE OKLAHOMA SECURITIES ACT. THE SECURITIES HAVE 
BEEN ACQUIRED FOR INVESTMENT AND MAY NOT BE TRANS
FERRED FOR VALUE IN THE ABSENCE OF AN EFFECTIVE REGIS
TRATION OF THEM UNDER THE SECURITIES ACT OF 1933 AND/OR 
APPLICABLE STATE SECURITIES LAWS, OR AN OPINION OF 
COUNSEL TO THE COMPANY THAT SUCH REGISTRATION IS NOT 
REQUIRED UNDER SUCH ACT OR ACTS. 

LEGAL PROCEEDINGS 

The Company is not a party to any legal proceedings. 
The Bank is a party, both as plaintiff and defendant, to several 
legal actions arising out of the conduct of its business. In the 
opinion of management, the ultimate liability, if any, resulting 
from the legal actions to which the Bank is a party will not 
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materially affect the financial position or results of operation 
0f the Bank. 

LEGAL OPINION 

The Company has received an opinion from McAfee & Taft 
^ professional Corporation, 100 Park Avenue, Oklahoma City, 
Oklahoma 73102, to the effect that the shares of Common Stock 
have been duly and validly authorized and, when the Subscription 
price therefor has been paid and the shares of Common Stock issued 
in accordance with appropriate corporate proceedings, will be 
duly and validly issued, fully paid and nonassessable. 

ACCOUNTANTS 

The financial statements of the Company included in 
this Offering Circular with respect to the year ended December 
31, 1980 have been examined by Arthur Young & Company, independent 
certified public accountants, whose report thereon appears else
where herein. 
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FIRST PKNN CORPORATION 

CONSOLIDATED BALANCE SHEET 

MARCH 31, 1981 

(UNAUDITED) 

ASSETS 

Cash and due from banks $ 30,794,191 
Investment securities (Note 3) 47,442,707 
Loans, less reserve for possible loan 
losses of $2,269,467 (Notes 4 and 5) 222,795,538 

Premises and equipment (Notes 6 and 8) 4,442,608 
Investment in Real Estate Project (Note 12) 1,248,964 
Accrued interest receivable 10,847,119 
Other assets (Note 2) 1,266,161 

Total assets $318,837,288 

LIABILITIES AND STOCKHOLDERS' EQUITY 

Deposits: 

Demand $ 87,826,098 
Savings 13,431,058 
Time 144,513,478 

Total deposits 245,770,634 

Federal funds purchased 6,200,000 
Other liabilities (Note 7) 4,669,568 
Notes payable (Note 8) 8,606,800 
Commercial paper 34,845,667 
Loans sold under agreement to 
N repurchase 3,687,887 

Total liabilities 303,780,556 

Stockholders' equity (Note 10): 
6.5% cumulative preferred stock, 
$60 par value; 5,000 shares 
authorized, 4,225 shares issued 253,500 

Common stock, $1 par value; 250,000 
shares authorized, 162,466 shares 
issued 162,466 

, Surplus 7,420,753 
Retained earnings 7,220,013 

Total stockholders' equity 15,056,732 

Total liabilities and 
stockholders' equity $318,837,288 

See accompanying notes. 

97-830 0 - 8 2 - 3 3 
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FIRST PENN CORPORATION 

CONSOLIDATED STATEMENTS OF INCOME 

Three Months Ended March 31, 1981 

(UNAUDITED) 

Interest income: 
Interest and fees on loans $10,136,890 
Interest on investment securities: 
Taxable 346,688 
Tax exempt 535,692 

Total interest on investment 
securities 882,380 

Interest on federal funds sold 282,662 

Total interest income 11,301,932 

Interest expense: 
Interest on deposits: 
Savings 166,A88 
Time 5,227,289 
Other 123,356 

Total interest on deposits 5,517,133 

Interest on commercial paper 1,489,272 
Interest on federal funds purchased 414,276 
Interest on notes payable 415,329 

Total interest expense 7,836,010 

Net interest earnings 3,465,922 

Provision for possible loan losses 1,205,000 

Net interest earnings after 
provision for possible 
loan losses 2,260,922 

Other income: 
Service charges on deposit accounts 153,829 
Other service charges and fee income 669,547 
Other 30,726 

Total other income 854,102 

(Continued on following page) 
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FJKST J'KNN COKI'OKATION 

CONSOLIDATED STATKMKNTS OF INCOME 

Three Months Ended March 31, 1981 

(UNAUDITED) 

Other expense: 
Salaries $ 755,485 
Employee benefits 107,654 
Occupancy and equipment expense 272,534 
Other 808,684 

Total other expense 1,944,357 

Income before income taxes 1,170,667 
Provision for income taxes (Note 9) 333,000 

Net Income $ 837,667 

See accompanying notes. 
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riKST l'ENN CORPORATION 
(consolidated and parent company) 

STATEMENTS OF STOCKHOLDERS' EQUITY 

Three Months Ended March 31, ]981 

Balance at December 

31, 1980 

Net income 

Preferred stock 

dividends 

Balance at March 

31, 1981 

(UNAUDITED) 

Preferred Common 
stock stock Surplus 

$253,500 $162,466 $7,420,753 

$253,500 $162,466 $7,420,753 

Retained 
earnings 

$6,398,824 

837,667 

(16,478) 

$7,220,013 

See accompanying notes. 
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FIRST PENN CORPORATION 
(parent company only) 

BALANCE SHEETS 

MARCH 31 , 19.81 

(UNAUDITED) 

ASSETS 

Cash on deposit with subsidiary bank 
Certificate of deposi t of subsidiary bank 
Receivable from Penn Realty 
Receivable from subsidiary bank 
Investment in stock of subsidiary Bank ( Note 2 ) : 
Equity in net a s s e t s 
Cost in excess of net a s s e t s acquired 

Investment in real e s t a t e project ( Note 12 ) 

Und ( Note 8 ) 

TOTAL ASSETS 

March 31 , 1981 

$ 9 ,362,728 
24,269,535 

500 
1,141,672 

21,583,035 
741,842 

22,324,877 
1,250,061 

23,574,938 
1,250,890 

$ 59,600,263 

LIABILITIES AND STOCKHOLDERS' EQUITY 

L i a b i l i t i e s : 
Other l i a b i l i t i e s : 
Income taxes payable 
Interest payable 
Other 

Commercial paper 
Notes payable ( Note 8 ) 

TOTAL LIABILITIES 

855,535 
218,664 

16,865 

1 ,091, ,064 
34, ,845, ,667 

8 ,606, ,800 

$ 44,543,531 

Stockholders' equity ( Note 10 ) : 
6.5% cumulative preferred stock , $60 par va lue; 5,000 
shares authorized, 4,225 shares issued , 
Common stock, $1 par va lue; 250,000 shares authorized, 
162,466 shares issued 
Surplus 
Retained earnings 

TOTAL STOCKHOLDERS' EQUITY 

253,500 

162,466 
7,420,753 
7,220,013 

15,056,732 

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 59,600,263 

See accompanying notes 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



512 

FIRST PENN CORPORATION 
(parent company only) 

STATEMENTS OF INCOME 

THREE MONTHS ENDED MARCH 31 , 1981 

(UNAUDITED) 

March 31 , 1981 

Income from subs id iary bank: 
Dividends $ 350,000 
Interest on c e r t i f i c a t e s of depos i t 631,192 

Total income from subs id iary bank 981,192 
Other income 497 

Total income 981,689 

Expenses: 
I n terest - 1,904,601 
Amortization 5,338 
Other expenses 4,965 

Total expenses 1,914,904 

Loss before income tax b e n e f i t , equity in 

undistributed earnings of subsidiary (933,215) 

Income tax benef i t ( Note 9 ) 610,250 . 

Loss before undis tr ibuted earnings of 
subsidiary (322,965) 
Equity in undistr ibuted earnings of 
subsidiary 1,160,632 

Net\ income $ 837,667 

See accompanying notes 
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FIRST PLKN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL "STATEMENTS 

MARCH 31, 1981 

(UNAUDITED) 

1» Summary of significant accounting policies 

Principles of consolidation - The consolidated financial statements 
include the accounts of First Penn Corporation ("the Company") and its 
subsidiaries, Penn Square Bank, N.A. ("the Bank") and Penn Realty Company. 
All significant intercompany transactions and accounts have been eliminated. 

Investment securities - Investment securities are stated at cost 
adjusted for amortization of premiums and accretion of discounts on the 
straight-line method to maturity. Gains and losses on sales of investment 
securities are computed on the specific cost identification method. 

Interest on loans - Interest on commercial and real estate loans is 
accrued based on the principal amount outstanding. Interest on installment 
loans is recognized as revenue based on the sum-of-the-months-digits 
method. 

Reserve for possible loan losses - The reserve for possible loan 
losses is a valuation reserve which has been provided from charges to 
earnings in the form of provisions for possible loan losses. The provision 
charged to earnings is the amount which, in the opinion of management, 
is considered necessary to maintain the balance in the reserve for 
possible loan losses at a level adequate to absorb potential losses in 
the loan portfolio. The provision is based on loans specifically 
identified as probable losses and other factors which, in management's 
judgment, deserve recognition in estimating possible loan losses. 

\ Premises and equipment - Premises and equipment are stated at cost 
less accumulated depreciation. Depreciation is computed on the straight-
line and declining balance basis over the estimated useful lives of 
the individual assets. 

Retirement plan - The Bank has a noncontributory retirement plan 
covering substantially all full-time employees. The Bank's policy is 
to fund costs accrued, including amortization of prior service costs. 

Income taxes - The Company and its subsidiaries file a consoli
dated income tax return. Income tax charges are allocated to the subsi
diaries on the basis of its taxable income included in the consolidated 
financial statements. 
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FIRST PENN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

MARCH 31, 1981 

(UNAUDITED) 

1. Summary of significant accounting policies (continued) 

Deferred income taxes are provided on all significant timing differences, 
yhese differences relate primarily to (1) the difference between the provision 
for possible loan losses reported for income tax purposes and that reported 
for financial statement purposes and (2) amortization over a ten-year period 
of the effect of the change for income tax purposes in 1978 from the cash 
basis to the accrual basis of reporting certain revenues and expenses. 

Investment tax credits are accounted for on the flow-through method. 

2. Investment in subsidiary 

During 1976 and 1977, the Company acquired 83,259 shares of the 100,000 
outstanding shares of the Bank. This acquisition was accounted for as a 
purchase and the excess of cost over fair market value of the net assets 
acquired of $851,792 is being amortized on a straight-line basis over a 
period of forty years. The unamortized balance of $741,842 at March 31, 1981 is 
included in other assets in the consolidated balance sheet. 

During 1979, the Company, offered to issue to the minority shareholders 
of the Bank for each share of the Bank's common 3tock owned cither (1) one 
and one-half shares of the Company's $1 par value common stock or (2) one 
share of the Company's preferred stock. 

In September 1979 the following exchanges were effected: 

Number of shares of 
bank stock Number of shares of 
exchanged company stock issued 

Common Preferred 
16,731 18,759 47223 

The additional investment acquired in the Bank was recorded at net book 
value of the Bank stock which in management's opinion approximated fair market 
value of the net assets acquired. 
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FIRST PENN CORPOKATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

MARCH 31, 1981 

(UNAUDITED) 

2. Investment in subsidiary (continued) 

In addition, the Company offered to exchange one share of its common stock 
for each $40 of principal face value of the Bank's $1,000,000 subordinated 
notes. All note holders exercised their options in exchange for 25,000 shares 
of the Company's common stock. In October, the Company canceled the Bank's 
liability on these notes resulting in an additional $1,000,000 investment in 
the subsidiary bank. In addition, a cash capital contribution of $1,000,000 

vas made by the Company to its subsidiary bank in 1979. 

In January, 1980, the Company purchased the remaining 10 outstanding 
shares of the Bank at a cost of $200 per share. The excess of cost over fair 
market value of the shares acquired was $1,206. This amount is included in the 
unamortized excess cost at March 31, 1981. A cash capital contribution of 
$7,500,000 was made by the Company to its subsidiary bank in 1980. 

3. Investment securities 
i • 

The carrying values and estimated market values of investment securities 
at March 31, 1981 are as follows: 

March 31, 1981 

United States Treasury s e c u r i t i e s 
Obligations of s t a t e s and p o l i t i c a l 
subdivisions 
Other 

Carrying 
Value 

$13,041,279 

34,056,428 
•345,000 

Market 
Value 

$12,484, ,814 

29,988, ,083 
345, ,000 

$47,442,707 $42,817,897 
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(1) Before deduction of expenses payable by the Company estimated 
at $20,000. No solicitation fee or commission will be paid 
by the Company to any person for or on account of solicita
tions or sales made pursuant to this offering. Officers, 
directors and employees of the Company may in its behalf 
engage in the distribution of this Confidential Offering 
Circular and assist in the offer and sale of the Shares. 
Such persons will not be paid apy additional compensation 
therefor or any solicitation fees or commissions. 

THESE SECURITIES HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT 
OF 1933, OR ANY STATE SECURITIES ACT. THE SECURITIES ARE NOT BEING 
OFFERED OR SOLD TO THE GENERAL PUBLIC BUT ARE PART OF A PRIVATE 
PLACEMENT TO A RESTRICTED NUMBER OF QUALIFIED INVESTORS. NEITHER 
THE DELIVERY OF THIS CONFIDENTIAL OFFERING CIRCULAR NOR ANY SALE 
HEREUNDER SHALL UNDER ANY CIRCUMSTANCES CREATE AN IMPLICATION THAT 
THERE HAS BEEN NO CHANGE IN THE AFFAIRS OF THE COMPANY OR THE BANK 
SINCE THE DATE HEREOF. 

THE SECURITIES OFFERED HEREBY ARE SUBJECT TO CERTAIN 
LEGAL RESTRICTIONS. SEE "RESTRICTIONS ON RESALE" WITHIN. 

The date of this Offering Circular is June , 1981. 
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APPENDIX B 

Minutes of the 
MEETING OF THE BOARD OF DIRECTORS 

PENN SQUARE BANK, N.A. ' 

April 14, 1931 

The meeting was called to-order by Mr. Bill P. Jennings, 
Chairman of the Board. The following Directors were present: 

Bill P. Jennings 
Frank L. Murphy 
Ronald H. Burks-
Elizabeth Merrick Coe 
Gary M. Cook 
Richard C. Haugland 
C. F. Kimberling 
Marvin K. Margo 
*H. Mead Norton 
Jerry Fvichardson 
W. A. Ross 
Gene II. Sine Is er 
Carl W. Swan 

(*Advi-sory Director) 

The minutes of the Directors Meeting of March 10, 1981, 
were examined and approved. 

The Bank's Statement of Condition, including High and Low 
figures on Assets and Deposits, and Comparative Statement: of 
Condition and Liquidity was approved. 

The Income and Expense Reports for the month of March, 1982, 
including Donations, Dues and Subscriptions, were reviewed and 
approved. 

First Penn Leasing Corporation Stateurnent of Condition and 
Income and Expense Reports were reviewed and approved for the month 
of March, 1981. 

Bond transactions for the month of March, 1981, were approved and 
a copy of these transactions is attached and will become a permanent: 
part of these records. 

The report of the Discount Committee was accepted as presented 
with Commercial Loans in excess of $750,000.00, all previously 
approved by the Discount Committee on March 19, 26th, and April 
2, 1981. 
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The report of the Discount Committee was accepted as 
presented with Installment Loans totaling $1,419,576.12, 
representing 252 loans, all previously approved by the Discount 
Committee on March 19th, 26th and April 2, 1981. 

Overdrafts in the amount of $2,833,731.33 as of March 31, • 
1981, were reported with Mr. Richard C. Haugland abstaining 
from the vote due to the excessive amount of overdrafts. Cash 
Items in the amount of $1,239.13 and Over and Short in the amount 
of $199.12 (short) were reported. All of the foregoing figures 
were examined and approved. 

The Safe Deposit Box report for the month of April, 1981, 
was examined and approved. 

Motion was made and unanimously approved that Mr. Frank L. 
Murphy be elevated from President to Vice Chairman of the Board. 

Motion was made and approved that Mr. Eldon Beller be 
employed as President and Chief Administrative Officer under 
an employment contract and also be elected to the Board of 
Directors. It was also approved that Mr. Beller have unlimited 
authority on signing all Cashiers Checks, Official Checks, 
Interest Checks, Expense Checks, Certificate of Deposit, Chase 
and Correspondent Drafts, and Unlimited Individual Lending 
Authority. 

Motion was made and approved that Mr. Bill G. Patterson 
be elected to the Board of Directors. 

Motion was made and approved that Randy Allison and Billie 
J. Dean be employed as Assistant Vice President's, Correspondent 
Banking. 

The Board of Directors next approved the promotions of the 
following officers: 

Bill McBain from Assistant Cashier to Assistant Vice President; 

Geraldine Yearley to Assistant Vice President; 

Wayne Hunteman to Purchasing Officer; 

Jerry Pendry to Security Officer. 

Motion was made and approved that Tom Harrison be named Vice 
President and Assistant Security Officer instead of Vice President 
and Security Officer. 
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The Board of Directors next approved the following 
resignations: 

Thomas Orr 
Clark Long 
Sheryl Walker 

The Board of Directors was next advised of the following 
borrowings and renewals: 

Bill P. Jennings reported borrowings from Liberty National 
Bank & Trust Company, Oklahoma City, Oklahoma, in the 
amount of $150,000.00, dated April 6, 1981, maturing June 
6, 1981, Unsecured, for the purpose of. purchasing Quality 
Inn; and 

renewal of a loan with Fidelity Bank, N.A., Oklahoma City, 
Oklahoma, in the amount of $500,000.00, dated March 24, 1981, 
maturing September 24, 1981, secured by various stocks and 
oil and gas production; and 

renewal of a loan with Fidelity Bank, N.A., Oklahoma City, 
Oklahoma, in the amount of $543,965.00, dated March 3, 1981, • 
maturing August 31, 1981, secured by various stocks and 
oil and gas production. 

Tony W. Williams reported renewals of loans with Liberty 
Bark &, Trust, Oklahoma City, Oklahoma, in the amount of 
$200,000.00, increasing the line of $34,000.00, dated April 
1, 1981, maturing June 1, 1981, secured by oil & gas interest; 
and 

renewal in the amount of $10,000.00, with Liberty Bank & 
Trust, Oklahoma City, Oklahoma, dated April 1, 1981, 
maturing October 1, 1981, secured by oil and gas interest. 

Kenneth R. Wilson reported the renewal of a loan with 
Lakeshore Bank, N.A., Oklahoma City, Oklahoma, dated March 
17, 1981, maturing September 13, 1981, secured by an auto
mobile; and 

renewal of a Line of Credit with Lakeshore Bank, N.A. , dated 
March 16, 1981, maturing May 15, 1981, in the amount of 
$25,000.00, Unsecured. 

Bill G. Patterson reported borrowings from Bank of Healdton, 
Healdton, Oklahoma, in the amount of $18,000.00, dated March 
31, 1981, maturing in six (6) months, secured by First of 
Amarillo stock, for the purpose of purchasing stock. 
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Jeff Callard reported borrowings from Bank of Healdton, 
Healdton, Oklahoma, dated February 5, 1981, with a three 
(3) year balloon, in the amount of $75,000.00 secured by 
a Mortgage of Real Estate, for the purpose of purchasing same. 

•Norma Babb reported borrowings from Local Federal Savings 
and Loan, Oklahoma City, Oklahoma, in the amount of 
$30,000.00, dated April 1, 1981, maturing April, 1996, secured 
by a Second Mortgage of Real Estate, for the purpose home 
improvement. 

Motion was made and approved that the Resolution regarding 
the Security Program be adopted as follows: 

WHEREAS, the Penn Square Bank Security Committee has establishec 
a kidnap - extortion contingency plan for its fellow officers ; 

BE IT RESOLVED that the Bank -Security Officer and Bank Auditor 
are directed to secure, designate,'and record monies in the amount 
of $2,000.00 to be used as bait money and maintained in the main 
bank vault. 

BE IT FURTHER RESOLVED that in the case of an attempted or 
actual kidnap - extortion incident involving a Penn Square Bank 
Officer, Officer Family Member, Executive Secretary, or Bank 
Employee, the Chairman of the Board, Vice Chairman of the Board, 
President, or Executive Vice President, in line of succession, shall 
automatically and without further action of the Board of Directors, 
be hereby authorized to remove and release said bait money to the 
bank Officers as designated above, in order to provide for the 
safety and well being of said employees. 

Motion was made and approved that Page 11 and Page 21 of 
the Asset/Liability Management Plan be approved as follows: 

Page -11- Senior Vice Presidents, Vice Presidents, and 
Manager of the Certificate of Deposit Department have the authority 
to pay up to .50 percent in excess of Penn Square Bank published 
$100M Certificate of Deposit rates. Executive Vice Presidents and 
above have the authority to pay up to 1 percent in excess of Penn 
Square Bank published $100M Certificate of Deposit rates. Any 
exceptions to this shall have prior v/ritten approval from three (3) 
members of the ALCO Committee. 
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Page -21- The Investment Officer, Vice Presidents, 
Cashier, Vice Chairman of the Board, and the President have been 
authorized by the Board of Directors to borrow, (1) from the 
Federal Reserve Bank, (2) under repurchase agreements, or (3) 
from an upstream correspondent, up to an amount not to exceed 
50 percent of our bank's capital. When the amount exceeds 50 
percent, additional approval must be obtained from the Vice 
Chairman, President, Investment Officer, Cashier or Chief 
Executive Officer. This borrowing will be reported to the 
Board routinely at each month's Board Meeting. The Investment 
Portfolio will not be increased or decreased by more than 10 
percent in any one month without the approval of the Asset/ 
Liability Management Committee or the Board of Directors. 

The Board of Directors next approved the following 
Resolution: 

Officers working Saturdays as Motor Bank Manager will 
be compensated at the rate of $75.00 per Saturday; 

Officers assigned weekly security duty, subject to 
24-hour call during that week, will be paid $50.00 
per week expense reimbursement. 

The Certificate of Deposit Interest Rate Policy Exception 
was approved by the Board of Directors, a copy of which is 
attached and will become a permanent part of these minutes. 

The Community Reinvestment Act was approved by the Board of 
Directors as follows: 

The following shall be adopted as the local community for 
Penn Square Bank, N.A. in reference to the Community Reinvestment 
Act of 1977. 

Starting at Northeast 122nd Street and Santa Fe, extending 
South to Northeast 23rd Street and extending VJcst to Merdian Street 
and extending North to Northwest 122nd Street and extending East 
to the place of beginning. (A map is attached and will become a 
permanent part of these minutes). 

Penn Square Bank, N. A. is prepared to extend to our local 
community the following .types of loans: 

Interim financing for residential and commercial real 
estate loans; 
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Consumer Loans including home improvement loans; 

Commercial Loans including small business loans 
(known as S. B. A. loans); 

Oil Development and other oil related loans. 

Installment Loans Charge-offs were discussed, and the 
following Installment Loans were approved for charge-off: 

Loan No. Name Amount 

81-3696 Dennis Chambiiss $ 257.23 

70-4213 Richard Blott 234.65 

80-0749 Action Lift,'Inc. 319.90 

8A-0712 Jet Service Co. 1,992.79 

84-9303 Terry McCray 232.92 

85-4550 Nautilus Fitness 6,842.46 

TOTAL: $9,879.95 

Motion was made and approved that our regularly scheduled 
Board of Directors Meeting on May 12, 1981, be moved to May 19, 
1981, due to Mr. Jennings being out of the State on May 12th. 

The Board of Directors was next advised of a $5,000.00 ijar. 
to Thompson-Inter America, Inc., a charge-off loan, for the purpcs 
of advancing attorneys fees to allow for the recovery of as much 
as possible of $100,000.00 accounts receivable. 

There being no further business to be discussed, the 
meeting was adjourned. 

RESPECTIVELY SUBMITTED: 

C^^^^~^M^^^^^\^ 
trank L. Murphy, v i ce^C ha ir-ia P. 

-TTEST: & 
I. __^ •.ib±-_i?::/',-_/. -. 
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Minutes of the 
MEETING OF THE BOARD OF DIRECTORS 

PENN SQUARE BANK, N.A. 

May 19, 1981 

The meeting was called to order by Mr. Bill P. Jennings •> 
Chairman of the Board. The following Directors were present: 

• Bill P. Jennings 
Frank L. Murphy 
Eldon L. Beller 
Ronald H. Burks 
Elizabeth Merrick Coe 
Gary M. Cook 
Richard C. Haugland 
C. F. Kimberling 
Marvin K. Margo 
*H. Mead Norton 
Bill G. Patterson 
Jerry Richardson 
W. A. Ross 
Gene H. Sraelser 
Bill Stubbs 

The following Directors were not present: 

*J. C. Cravens 
James G. Randolph 
Carl W. Swan 

(*Advisory Director) 

The minutes of the Directors Meeting of April 14, 1981, were 
examined and approved. 

The Bank's Statement of Condition, including High and Low figures 
on Assets and Deposits, &nd Comparative Statement of Condition 
and Liquidity was approved. 

The Income and Expense Reports for the month of April, 1981, 
including Donations, Dues and Subscriptions, were reviewed and approve« 

First Penn Leasing Corporation Statement of Condition and Income 
and Expense Reports-were reviewed and approved for the month of 
April, 1981. 

Bond transactions for the month of April, 1981, were approved 
and a copy of these transactions is attached and will become a 
permanent part of these minutes. 

The report of the Discount Committee was accepted as presented wit" 
Commercial Loans in excess of $25 0,000.00, all previously approved 
by the Discount Committee on April 9th, 23rd, and 30th. 

97-830 0 - 8 2 
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The report of the Discount Committee was accepted as 
presented with Installment Loans totaling $2,157,049.90, 
representing 301 loans, all previously approved by the Discount 
Committee on April 9th, 23rd and 30th, 1981. 

Commercial and Installment Loan Charge-offs were discussed 
and the following Installment Loans were approved for charge-off: 

LOAN NO. NAME AMOUNT 

82-0076 James R. Di-ckey $ 10,281.32 

85-9005 Merle Owens $ 1,385.29 

87-3679" Thompson Inter-America $ 2,239.10 

86-3635 Thompson Inter-America $ 33,636.35 
TOTAL: $ 47,542^06 

Overdrafts in the^amount of $6,137,685.23 as of April 30, 
1981, were reported \7ith the following overdrawn accounts 
approved for charge-off: 

Name 

David Duncan 

I E C Petroleum 

Total: $13,334.45 

Cash Items in the amount of $76.01 and Over and Short in 
the amount of $719.85 (short) were reported. All of the foregoing 
figures were examined and approved. 

The Safe Deposit Box report for the month of April, 1981, was 
examined and approved. 

The Board of Directors was next advised of the following 
borrowings and renewals: 

Bill P. Jennings reported the renewal of a note with Fidelity 
Bark, N.A., Oklahoma City, Oklahoma, in the amount of 
$3b/,562.32, dated May 6, 1981, maturing November 6, 1981, 
secured by First Penn Corporation Stock; and 

Amount 

$ 2 ,622. ,80 

$10 , 711 . .65 
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renewal of a note with Fidelity Bank, N.A., Oklahoma 
City, Oklahoma, in the amount of $900,000.00,'dated 
April 30, 1981, maturing October 31, 1981, secured by 
various stocks and oil and gas production; and 

renewal of a note with Liberty National Bank & Trust' 
Company, Oklahoma City, Oklahoma, in the- amount of 
$191,760.05, dated April 8, 1981, secured-by 35% 
interest in Chi-Chi's Restaurant in Atlanta-, Georgia, 
maturing April 8, 1982; and 

a loan in the amount of $100,000.00, with Community Bank 
B Trust Company, Enid, Oklahoma, dated May 1, 1981, maturing 
July 29, 1981, Unsecured, for the purpose of a capital 
contribution to Texas Oil Field Supply Company. 

Tony Williams reported his borrowings from the Bank of 
Healdton, Healdton, Oklahoma, in the amount of $10,000.00, 
dated April 24, 1981, maturing October 16, 1981, Unsecured, 
for the purpose of home "improvement; and 

the renewal of two (2) notes with the Bank of Healdton, 
Healdton, Oklahoma, dated April 24, 1981, in the amount 
of $6,500.00 and $12,500.00, secured by oil and gas 
interest maturing October ,21, 1981; and 

renewal of a note with Liberty National Bank & Trust 
Company in the amount of $59,500.00, dated April 17, 1981, 
maturing July 17, 1981, secured by a secong mortgage of 
real estate. » 

James W. Pitts, reported borrowings from Central National 
Bank & Trust Company, Enid, Oklahoma, in the amount of 
$10,000.00, dated May 4, 1981, maturing November 4, 1981, 
Unsecured, for the purpose of oil and gas drilling exploration; 
and 

$5,600.00 from the Central National Bank, Enid, Oklahoma, 
dated May 4, 1981, maturing November 4, 1981, Unsecured, 
for the purpose of oil and gas drilling exploration. 

The Board of Directors next approved the Minutes Of the Meeting 
Che Trust Investment Committee of Penn Square Bank, N.A., dated 
il 14, 1981. A copy of these minutes will become a permanent 
t of these records. 
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The Board of Directors next approved the following 
resignations: 

Leon M. Huff, Jr. 

Ann Douglass 

The Board of Directors next approved the employment of the 
following officers: 

Phill Foss, Vice President, Commercial Loans; 

John Preston, General Counsel; 

Rick Dunn, Executive Vice President, Credit and Collateral; 

Ray Hicks, Vice President; 

Tom Swineford, Vice President, Energy Department. 

The Board of Directors next approved the promotion of Shary 
Mitchell from Administrative Officer to Banking Officer. Salaries 
submitted were approved. 

The Board of Directors approved the increase in Don Chappel's 
individual lending limit from $50,000.00 (secured) to $100,000.00 
(secured). 

Motion was made and approved that the Board of Directors 
adopt the following resolution: 

RESOLUTION 

WHEREAS, certain provisions of the Financial Institutions 
Regulatory and Interest Rate Control Act, and regulations pro
mulgated thereunder, require that certain actions be taken by the 
Board of Directors of this Association. l* 

NOW, THEREFORE, BE IT RESOLVED, that for the purposes of 
Regulation 0 of the Board of Governors of the Federal Reserve 
System, and any other Federal Banking law or regulation to which 
this Association is subject, the Executive Officers of this 
Association shall only be the following persons who hold positions 
with this Association. 
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NAME TITLE 

Bill P. Jennings . Chairman of the Board 

Frank L. Murphy Vice Chairman of the Board 

Eldon L. Beller President and Chief Administrative 
Officer 

The above individuals, in such capacities (and because they.are 
also members of the Board of Directors of this Association), shall 
have the exclusive authority to participate in the major policy
making functions of this Association. The decisions of all other 
officers of this Association, notwithstanding their.title, may be 
limited by policy standards fixed by the above-named Executive 
Officers. In addition, no officer .of First Penn Corporation and 
no officer of any subsidiary thereof, unless such officer is also 
one of the above-named Executive Officers, shall participate in the 
major policy-making functions of this Association. 

The Board of Directors was next advised of a Board Meeting of 
the Directors of First Penn Corporation and'approval thereat for the 
issuance of 35,000 shares of stock of First Penn Corporation at 
$135.00 per share. Of the $4,725,000.00 to be received from this 
offering, $4,000,000.00 is to be injected into capital of Penn Square 
Bank, N.A., and approximately $460,000.00 to be used to purchase land 
owned by the bank just East of the present motor bank facility, and 
the remainder will be used for other operating expenses of First 
Penn Corporation. 

A copy of the proposed capital injection and ending capital as 
of December 31, 1981, is attached and will become a permanent part 
of these minutes. 

The Cash Dividend to the Bank from the ̂ Holding Company in the 
amount of $350,000.00 was approved. 

There being no further business to be discussed, the meeting 
was adjourned. '• 

RESPECTIVELY SUBMITTED: 

ATTEST: 
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MINUTES OF THE REGULAR 

MEETING OF THE BOARD OF DIRECTORS OF 

FENN SQUARE BANK, N.A. 

June 9, 1981 

Minutes of the regular meeting of the Board of Directors of Penn 
Square Bank, N.A. held at 4:00 p.m. on Tuesday, June 9, 1981, in the 
Board Room. 

Present were: 

Eldon Beller 
Ronald H. Burks 
J.C. Cravens* 
Richard C. Raugland 
Bill P. Jennings 
C.F. Kimberling 
Marvin K. Margo 
Frank L. Murphy 

Absent were: 

Elizabeth Merrick Coe 
Gary M. Cook 
James G. Randolph 

^Advisory Directors 

Also present was Richard T. Dunn, Executive Vice President. 

Bill P. Jennings, Chairman of the Board, called the meeting to 
order. He moved the election of John Preston as a Director cind as 
Secretary to the Board, which motion was seconded and unanimously 
approved. The Chairman commented that future Board meetings would 
be more streamlined and that more condensed material provided to 
the Directors. He noted that any Director desiring more detailed 
information on any matter_should request same. 

The Secretary gave a synopsis of the minutes of the May 19, 1981 
r.̂-ard meeting, noting that copies of the actual minutes were in each 
Directot's book. Upon motion made and seconded, the minutes of the 
May 19, 1981 Board meeting were unanimously approved. 

H. Mead Norton* 
Bill Patterson 
John Preston 
Jerry Richardson 
W.A. Ross 
Gene II. Smelser 
Bill Stubbs 
Carl W. Swan 
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The Chairman reviewed the Bank's Statement of Condition, 
Statement of Income and Expense and liquidity analysis report for 
the month of May 1981, which review included an analysis of 
changes from April 1981, and upon motion duly made and seconded, 
the reports were unanimously approved. 

The Chairman gave a securities report for transactions occurring 
during May 1981, and upon motion duly made and seconded, the report 
was unanimously approved. 

Frank L. Murphy, the Vice Chairman, reviewed the Discount .Committee 
reports and overdraft report for the month of May 1981, which reports 
upon motion duly made and seconded, were unanimously approved. 

Mr. Patterson reviewed new loans which had been made during 
May 1981, and such report, upon motion duly made and seconded, 
was unanimously approved. 

The Chairman called on Mr. Patterson to report on drilling rig 
loans. Mr. Patterson reported on the ten best and two worst drilling 
rig loans in excess of $250,000 and gave an overview on oil and 
gas and drilling activities in Oklahoma and nationwide. 

The Secretary advised that several administrative matters 
needed to be considered. Each matter was reviewed and upon motion 
duly made and seconded, resolutions (attached as Exhibits hereto) were 
unanimously adopted in each instance covering the following matters: 

* Resolution designating Trust Department employees as 
representatives of the Trust Department to have 
access to Trust Department securities in the safe 
deposit vault (Exhibit A). 

* Resolution approving lending authorities-for 
Rick Dunn, Phil Foss, and Tom Swineford 
(Exhibit B). 

* Resolution declaring cash dividend of $3.50 
per share (Exhibit C). 

* Resolution electing J.C. Cravens and H. Mead 
Norton as Advisory Directors (Exhibit D). 

In addition, upon motion duly made and seconded, minutes of the Trust 
Investment Committee meeting of May 19, 1981, after being read, 
were unanimously approved. The minutes are attached as Exhibit E. 
Mr. teller's memo of May 28, 1981 (Exhibit F) reporting on his 
borrowings was reviewed with the Board. 
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The Chairman next called on Mr. Dunn to give a presentation concerning 
Loan Administration. Mr. Dunn reviewed with the Board the functions 
of a loan administration area and the goals he intends to achieve with 
the Loan Administration Division. 

The Chairman advised that (1) the First Penn private stock offering 
was in process, with the goal of raising sufficient capital so that the 
Bank could obtain $4,000,000 of new capital; (2) that the structuring 
of the partnerships to allow the new Bank building to be built was 
proceeding; and (3) that representatives of the Comptroller's examining 
staff are scheduled to attend the July Board meeting to review the 
recently received official examination report. He noted that due 
to the examining staff's attendance, the July Board meeting would 
begin at 3:00 p.m. instead of at 4:00 p.m. The Chairman read the 
first few paragraphs of the examination report to the Board. 

Mr. Beller reviewed with the Board the newly formed 
Examination Corrections Committee. He advised that the Committee 
has been created to deal with correcting Comptroller examination 
criticisms and to set up policies and procedures to allow the 
Bank to comply with the Administrative Agreement. 

There being no further business, upon motion duly made, 
seconded, and unanimously adopted, the meeting was adjourned. 

JohnJR. Preston 
tftrcretary to the Board 

APPROVED: 

A^/.% 
B i l l P.yfemings 
Chairman of the Board 
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MINUTES OF A SPECIAL 

MEETING OF THE BOARD OF DIRECTORS OF 

PENN SQUARE BANK, N.A. 

July 29, 1981 

Minutes of a Special Meeting of the Board of Directors 
of Penn Square Bank, N.A, was held at 3:30 p.m., in the 
offices of the Comptroller of the Currency, in Dallas, 
Texas, on Wednesday, July 29, 1981. 

Present were: 

Eldon Beller Bill Patterson 
Ronald H. Burks John Preston 
Elizabeth Merrick Coe James Randolph 
J.C. Cravens* Jerry Richardson 
Richard C. Haugland W.A. Ross 
Bill P. Jennings Gene H. Smelser 
C.F. Kimberling Bill Stubbs 
Marvin K. Margo . Carl W. Swan 
Frank L. Murphy 

Absent were: 

Gary Cook 
H. Mead Norton* 

*Advisory Directors 

AJLso present were Richard T. Dunn, Executive Vice 
President, and Marion Bauman, Esquire, the Association's 
outside counsel. 

Present from the Comptroller's office were: 

George E. Clifton, Jr. 
William C. Greenhaw 
Jerry L. Lanier 
Dixon L. Mitchell 
Preston Morrow 
Patrick Parise 
Clifton A. Poole, Jr. 
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Mr. Poole, Regional Administrator of the Office of the 
Comptroller of the Currency, opened the meeting. He introduced 
the representatives of the Office of the Comptroller of the 
Currency. He advised that the condition of the Association, 
compliance with the Letter Agreement, and changes since the 
last examination are a major concern of his office. He 
characterized the meeting as one of information gathering. 

Mr. Poole introduced George Clifton, Jr., the examiner 
in charge during the last examination of the Association, 
who would review the examination. Mr. Clifton outlined his 
concerns as follows: of ten primary articles of the Letter 
Agreement, nine have not been complied with; the Association 
appears to be only concerned with capital adequacy; the most 
serious concern should be in funds management; there has 
been a serious interest rate sensitivity gap, with the 
Association's ratio being high in relation to average; and 
mismatching of maturities is great. 

Mr. Clifton, Jr. then began reviewing the examination. 
He noted that the Association had 121 violations of law, 46 
related directly to Directors or Executive Officers, many 
due to non-compliance with the Financial Institutions Regulatory 
Act. He stated that the three violations of legal lending 
limit are very serious, as such violations create a personal 
liability on each Director in the event of a loss related 
thereto. He stated that either management does not have the 
ability to control the Association or the system management 
uses does not work. 

With regard to management and supervision of the Association, 
Mr. Clifton, Jr. advised that the Board does not provide the 
direction to management which it should, and that the Association 
lacked written policies and procedures which would set the 
parameters within which management is to work. He further 
noted that management's forecasting has been inaccurate and 
that no budgeting exists, recommending that internal control 
provided by a written budget is needed. He said that the 
Association does not lack quality in its people, only quantity 
thereof, which caused there not to be enough time for development 
of procedures and for planning. 

/ 
He next advised that there had been a significant -_.-' 

deterioration in the quality of the assets of the Association. 
He reviewed the satistics from previous examinations: 1978-
28% of assets classified as to capital; 1979-28% classified; 
February 1980-42% classified; December 1980-77% classified. 
Ee emphasized the seriousness of such increases in light of 
the growth of capital during the period. With regard to 
OAEM assets, the percentages during the same periods were: 
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6%, 15%, 37%, and 66%, Credit and collateral exceptions 
were: 1979-2%; February 1980-6%; December 198 0-22%. He 
questioned whether the Association knows enough about its 
new customers to allow document and credit exceptions, and 
opined that it does not. He questioned the quality of the 
internal loan and review system, noting that the Association's -
list of problem credits was $4,000,000, while the examination 
listed $32,000,000 with $17,000,000 classified substandard 
or worse. 

He raised concerns about the wire transfer function and 
the necessity of controls in this area. He noted that at 
the time of examination, the Association only had one written 
policy - the loan policy, and that in his opinion, it needed 
improvement. 

He reviewed the funds management area, using an overhead 
projection to show the material on sheets which he distributed, 
which sheets are attached as Exhibit A. He discussed liquidity, 
noting that net liquid assets during the second quarter 
ranged between $40,000,000 to $60,000,000, averaging roughly 
$50,000,000. He further noted, with concern, that while the 
Association grew $25,000,000.in assets during the period, 
the trend of net liquid assets slightly dropped and that for 
four days during the period, borrowings exceed net liquid 
assets, resulting in the Association having no liquidity 
on those days. 

He reviewed the growth of contingent liabilities, as 
follows: June 1979-$3MM; February 1980-$6MM; December 1980-
$86MM; representing unfunded loan commitments and letters of 
credit outstanding ($30MM). He stated that there v/ere no 
firm commitments in place to take out the contingent liabilities* 
He recommended that the Association needs to have appropriate 
sources of funds to ~meet commitments and the demands of 
depositors, advising that possible sources are fed funds, 
large CD's, and participations. To raise such funds, he 
noted that the Association needs to convince those sources 
that the Association has an appropriate plan so as not to 
impair the profitability or the viability of the Association. 

He then reviewed net interest margin, that is the 
return on earning assets. He stated that, in general, 
interest rate movements should not impact net interest 
margin, and that anything less than a 1% net interest margin 
would not allow the Association to be profitable. He showed 
how net interest margin of the Association "tracked" the 
rise and fall in the prime rate, recommending that it not do 
so, except within a narrow band of between 2% to 3%, which 
is average in the peer group. 
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Mr. Jennings, Chairman of the Board, commented that the 
average was on target and that the lag effect (45 days) was 
not great. 

Mr. Poole then made the following comments. He noted 
that his office considers the degree of non-compliance with 
the Administrative Agreement a very serious offense and that 
such non-compliance must be corrected, that asset quality 
needs improvement, and that there is a need for liquidity 
and funds management. He said that these three problems 
indicate to his office a lack of control by management and 
that his office is not satisfied. 

He further commented that the Association is headed in 
the wrong direction with the Office of the Comptroller of 
the Currency. He noted that there are various forms of 
administrative action which his office can take and that his 
office had decided by only a very narrow margin not to issue 
a cease and desist order, which would have done terrible 
damage to the Association if "word" thereof had gotten 
around. He said that he thought about the need to amend the 
Letter Agreement, but that after review thereof he could 
find nothing in it which needs to be added. He said the 
problem is that the Association is not following the Agreement. 

He discussed funds management, saying that he does not 
know what to put in the policy, that he does not want to 
manage the Association, and that it is up to the Directors 
to take care of the matter. He recommended that the Association 
nail down sources of secondary liquidity; do a better job of 
documentation; and do a better job of operating in a tightly 
confined manner, more so than most if need be. He stated 
that the Association is an anomoly and highly unusual, not 
fitting the norms presented by other associations. 

Mr. Poole stated: "We find in our opinion - you don't 
have to accept it, but you ought to - that Penn Square Bank 
is flirting with disaster." He commented that the new 
people recently hired has been taken as a positive sign that 
the Association will be handled in a more orthodox manner. 
He advised that an examination will be conducted in the next 
two or three months, and that if no significant improvement 
is shown, his office will use stronger enforcement actions. 
He recommended the adoption of contingency plans, diversification 
of the loan portfolio, and the need for internal controls. 

Mr. Preston Morrow discussed the need of the Association 
to relieve the problems of finding CD's, fed funds, and loan 
participants. He said he considers unfunded commitments the 
biggest problems the Association faces, particularly if 
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secondary liquidity sources are not available. He noted 
that while the Association's assets grew 4 0% during the 
first quarter, liquid funds slightly shrank. He said that 
liquid funds should be growing, particularly with the high 
ratio of demand deposits to total deposits. He noted that 
the Association borrows in increasing amounts to meet the 
need for linuid funds. He stated.that insolvency of associations 
are caused -y either erosion of capital or an inability to 
pay a cash letter, and that the later was the bigger cause. 

Mr. Poole commented that the Washington office of the 
Comptroller of the Currency had reviewed the Association's 
funds management and jound same unacceptable on a national 
standard. He noted that he had gone to bat with the Washington 
office to keep from having a cease and decist order issued. 

Mr. Dixon Mitchell agreed with Mr. Poole's comments. 
He further commented that although there may appear to be 
$60MM in liquid funds, he submitted that if called upon such 
funds may not really be available. 

Mr. Poole stated that the Board is being given an 
opportunity to do something about the problem. He said that 
his office did not do a good job at the December 198 0 examination 
of explaining its concerns with respect to liquidity and 
funds management. 

The Chairman said that the Association is not lulled on 
liquidity and considers the matter extremely disturbing. He 
said he appreciated the opportunity to talk with the Comptroller's 
office, and expressed the sense of responsibility and dedication 
in making the Association a good bank which was shown by 
attendance at the meeting of 17 of the 19 Directors. He 
said that the Association had failing marks and that same 
were embarrassing, but not willful. He noted that his duty 
as chief executive officer is to staff the organization 
properly, and while that had not been promptly accomplished, 
new additions recently hired had made great progress. He 
commented that good people are hard to find and that he 
wanted to fill openings with qualified persons, not just 
bodies. He indicated that he wants the Association to be 
something to be proud of and that the Association wants to 
meet the needs of its community. He asked Mr. BeHer, the 
President, to discuss the new officers in more detail, and 
to make any other comments. 

The President noted that the examination was thorough, 
tough, and accurate, and that he had no disagreement with it 
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or with the Letter Agreement, which he noted was proper. He 
then reviewed the personal and banking backgrounds of the 
following key personnel he had hired in the last 90 days, 
noting their responsibilities: 

John Preston - Legal matters, law violations, 
documentation corrections 

Rick Dunn - Loan administration 
John Baldwin - Loan review 
Jim Gunter - Chief financial officer, ALCO 

chairman 
Ray Hicks - Accounting 
Harold Armstrong - Real estate, loan diversification 
Bob Van Laanen - Commercial loans 
Phil Foss - Commercial loans 
Tom Swinford -• Commercial loans 

He commented that it is people who correct problems and that 
he is relying on the Association's people to correct t -e 
current problems. He said that the Letter Agreement will be 
complied with. 

Mr. Jennings added that he appreciates the attitude of 
Mr. Poole's office in allowing corrections of critized 
matters prior to stronger enforcement action being taken. 

Mr. Poole again addressed the matters of liquidity and 
funds management. He noted that there has never been a bank 
like Penn Square, but nonetheless the wide spread in its net 
interest margins do not make sense. He said he does not 
intend to impose a philosophy of funds management. He 
stated that the Association needs more liquidity. He asked 
that the Association address the following issues: what 
might happen on a worse case basis and what preparation is 
needed in such eventuality. He requested management to 
determine the answers to the above, inform the Board as to 
what the risks are, and have the Board make an .informed 
judgment with respect to the risks. He stated that he is 
encouraged by the quality of the personnel recently hired. 
He appreciated the fact that management had not discussed 
details at the meeting. He believed that management's 
attitude is good, but that action is needed. He said he 
will adopt a wait and see attitude. 

The Chairman commented that it would not hurt the 
Association to get the loans down a little7! Mr. Poole 
stated that high loans are the seat of the Association's 
liquidity problems. 
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Mr. Smelser asked Mr. Poole what steps a Director 
should take if he disagrees with management's actions. Mr. 
Poole answered by first noting that a Director's job is to 
make certain the Association has a good management team and to be 
properly informed on matters; thereafter the Director can 
make his disagreement known, attempt to have management 
change its position, and ultimately to resign. 

Mr. Swan asked management what steps had been taken to 
reduce the $32MM in critized assets. Mr. Patterson responded 
that $5MM classified substandard or doubtful had been cleared 
up, that $5MM OAEM had been cleared up, and that $500,000 of 
total charge-offs of $900,000 had been collected. 

Mr. Swan asked about the contingent liabilities. Mr. 
Clifton, Jr. responded that although oral commitments to 
fund might be in place from participants, there were no 
written commitments. Mr. Patterson stated that the contingent 
liabilities are now only $20MM. 

The President noted that reports are now being forwarded 
weekly and that other information has been sent, which Mr. 
Poole acknowledged. The President noted that his desire is 
to get out from under the Letter Agreement and will use the 
examination as a blueprint to correct critized matters. 

Mr. Patterson noted that the oil and gas division had 
recently hired three new officers, with a total of 35 years 
of experience. 

Mr. Haugland asked whether net interest fluctuations of 
other associations had been outside the 2% to 3% band 
during 198 0. Mr. Clifton, Jr. responded that other associations 
had had that fluctuation, but that associations which were 
better matched had less fluctuation and did not lose two-
thirds of the margin as Penn Square did. 

Mr. Richardson noted that for the year the average 
worked out. Mr. Poole agreed that it did, but that it had 
taken two quarters for Penn Square to earn back what it had 
lost in one quarter. 

Mr. Stubbs asked the Chairman whether the problem was 
caused by CD maturities. The Chairman agreed. Mr. Clifton, 
jr. said that the weighted average maturity of CD's at 
December 1980 was 77 days. 
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Mr. Poole stated that the Association could live with 
alternating periods of high and low earnings, but that such 
action could hurt long range planning for the holding company. 
He recommended that the Association eliminate the impact of 
external factors and that same can be done without significantly 
changing the Association's philosophy. 

The Chairman noted that last week borrowings had only 
been 4% to 5% of assets. 

Mr. Poole thanked the Board for its attendance. He 
requested the Secretary send a copy of the minutes to his 
office. 

There being no further business the meeting was adjourned. 
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MINUTES OF THE REGULAR 

MEETING OF THE BOARD OF DIRECTORS OF 

PENN SQUARE BANK, N.A. 

August 11, 1981 

Minutes of the regular meeting of the Board of Directors of Penn 
Square Bank, N.A. held at 4:00 p.m. on Tuesday, August 11, 1981, in the 
Board Room. 

Present were: 

Eldon L. Beller 
Ronald H. Burks 
Elizabeth Merrick Coe 
Gary M. Cook 
Richard C. Haugland 
Bill P. Jennings 
C. F. Kimberling 
Marvin K. Margo 

Absent were: 

J. C. Cravens * 
Jerry Richardson 
W. A. Ross 
Carl W. Swan 

* Advisory Directors 

Frank L. Murphy 
H. Mead Norton * 
Bill G. Patterson 
John R. Preston 
James G. Randolph 
Gene H. Smelser 
Bill Stubbs 

Also present was Richard T. Dunn, Executive Vice President. 

Bill P. Jennings, Chairman of the Board, called the meeting to 
order. He commented that the Board table would soon be enlarged and 
that his office and the Board Room would be switched. 

The Secretary gave a synopsis of the minutes of the July 14, 1981 
Board meeting, a copy of such minutes being in each Director's book. 
Upon motion duly made and seconded, the minutes were unanimously approved. 

The Chairman reviewed this Association's Statement of Condition (at 
July 31, 1981), high and low deposits and assets report, liquidity 
analysis, comparative Statement of Condition, and comparative Statement 
of Income. Upon motion duly made and seconded, said reports were unanimou 
approved. He discussed the sale of up to $50,000,000 in small (under 

97-830 0-82 
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$250,000) loans and liquidity needs in light of the recent meeting with 
the Comptroller's Office in Dallas. 

The Chairman gave a securities report for transactions occurring 
during July 1981, which report, upon motion duly made and seconded, was 
unanimously approved. A discussion was held concerning capital adequacy 
and the charge-off, and interest non-accrual, of loans in the portfolio. 

Bill G. Patterson, reviewed past due loans, concerning which there 
was a lengthy discussion. A number of Directors expressed concern over 
the volume of past due loans. It was agreed that a cover sheet would be 
included in the future which would give a synopsis of past due loans by 
category, similar to a receivables aging report, and a historical trend 
on past dues. A discussion was held on the adequacy of the loan loss 
reserve. It was agreed that Mr. Dunn would give a report at the next 
Board meeting on loans made by Tom Orr. Inquiry was made of John 
Preston, General Counsel, as to what actions on past dues could be taken 
and he outlined several administrative and legal alternatives. The 
Chairman offered to meet with the Board bi-monthly or weekly if necessary 
to review past dues until the Board felt comfortable thereon. In the 
alternative, the Board agreed that a detailed report at the September 
Board meeting would suffice. After inquiry, Mr. Patterson assured the 
Board that overdrafts are closely watched to make certain the Association's 
lending limit is not exceeded. The Chairman asked that the minutes 
reflect the concerns of Messrs. Cools, Haugland, and Randolph as to the 
amount of past due loans. 

Mr. Patterson next reviewed new loans which hs.1 been made during 
July 1981, which report, upon motion duly made and seconded, was unanimously 
approved. He next reviewed overdrafts, discussing the ones which had 
been cleared. Frank L. Murphy, Vice Chairman, requested the charge-off 
of an installment loan. Upon motion duly made and seconded, the Board 
unanimously approved a Resolution char^ing-off a loan to George Delaney 
(see Exhibit A attached). 

The Secretary advised that several administrative matters needed to 
be considered. Each matter was reviewed and upon motion duly made and 
seconded, Resolutions (attached as Exhibits hereto) were unanimously 
adopted in each instance concerning the following matters: 

* Appointment of new officers and promotion of current officers 
(Exhibit B). 

* Approval of minutes of the Trust Investment Committee of 
July 14, 1981 (Exhibit C). 

* Change in date and time of September Board meeting. (Exhibit 

D). 
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The Secretary read borrowing reports submitted by Executive Officers 
(Exhibits E through C attached). 

The Secretary gave a litigation report, updating the status of 
cases reported on in the July 14, 1981 Board meeting. 

Eldon L. Beller, President, next reviewed the minutes of the Board 
meeting held in Dallas with the Comptroller's office. He made a copy 
available for any Director desiring to review same. After discussion, 
upon motion duly made and seconded, a Resolution (see Exhibit H attached) 
was unanimously adopted approving the minutes and directing the Secretary 
to forward a copy to the Dallas Regional Administrator of the Comptroller's 
office. Mr. Cook abstained from voting on approval of the minutes due 
to his not having attended the Dallas meeting. 

The President next reviewed each of the following management committees 
which had been formed, or re-formed, recently. As to each of the following 
Committees, he listed the Chairman, Vice Chairman, Secretary, and voting 
members; gave the frequency of its meetings; and reviewed its functions: 

Credit Policy Committee 
Loan Review Committee 
Asset and Liability Committee 
Examination Corrections Committee 
Executive Management Committee 

He advised that the accomplishments of the various committees would be 
reviewed at future Board meetings. He called on Mr. Dunn to review 
accomplishments of the Examination Corrections Committae, which review 
Mr. Dunn gave. 

The President next asked that officer lending authorities as proposed 
(see Exhibit I attached) be approved. Upon motion duly made and seconded, 
the officer lending authorities as proposed were unanimously approved. 

The President called on Mr. Dunn to distribute the revised Loan 
Policy. Due to the need to adjourn the meeting soon, he asked for 
tenative Board approval of the Loan Policy so that it could be sent to 
the Comptroller's Dallas office. He advised that the Loan Policy would 
be reviewed in detail at the September Board meeting and a reaffirmation 
sought at that time. Upon motion duly made and seconded, a Resolution 
(see Exhibit J attached) was unanimously adopted approving the Loan 
Policy. 

The Chairman gave a status report on the new building. He next 
recommended the election of Ken Kenworthy, Treasurer of CMI Corp., as a 
Director of this Association. He reviewed Mr. Kenworthy's background 
and the President r-r-red that Mr. Kenworthy's knowledge of financial 
matters would be of special benefit to the Board and to the Asset and 
Liability Committee. Upon motion duly made and seconded, Ken Kenworthy 
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was unanimously elected a Director of this Association to serve until 
the next annual meeting of shareholders of this Association or until his 
successor is duly elected and qualified. 

There being no further business, upon motion duly made, seconded 
and unanimously adopted, the meeting was adjourned. 

Approved: 

Bill P. Jennings, 
Chairman of the Board 
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MINUTES OF TIDE REGULAR MEETING 

OF THE BOARD OF DIRECTORS OF 

PENN SQUARE BANK, N.A. 

SEPTEMBER 15, 1981 

Minutes of the regular meeting of the Board of Directors of Penn Square 
Bank, N.A. held at 3:00 p.m. on Tuesday, September 15, 1981, in the Board Roocit 

Present were: 

Ronald H. Burks Frank L. Murphy 
Elizabeth Merrick Coe H. Mead Norton* 
Gary M. Cook Bill G. Patterson 
J. C. Cravens* John R. Preston 
Richard C. Haugland James G. Randolph 
Bill P. Jennings W. A. Ross 
Ken L. Kenworthy Gene H. Smelser 
C. F. Kimberling Bill Stubbs 
Marvin K. Margo Carl W. Swan 

Absent were: 

Eldon L. Beller Jerry Richardson 

"'Advisory Directors 

Bill P. Jennings, Chairman of the Board, called the meeting to order. He 
advised the Board that Eldon Beller was in the hospital, but that he was expected 
back to work in a week. He introduced and welcomed Ken L. Kenworthy as a 
Director. He recommended to the Board, on his behalf and that of Eldon, the 
election as a Director of Richard T. Dunn, noting that the sole shareholder 
of the Association had earlier set the number of Directors at 18 and had 
authorized the Board to elect two additional Directors pursuant to the 
Association's bylaws. After discussion, upon motion duly made and seconded, 
the following resolution was unanimously adopted: 

RESOLVED, that Richard T. Dunn be and hereby is elected as a 
Director of this Association, to serve as soon as he shall 
qualify and until the next annual shareholder's meeting or 
until his successor shall be elected and qualified. 

The Chairman invited Mr. Dunn to join the meeting, advising him of his 
election as a Director. The Secretary administered the oath to Mr. Dunn 
and he then took his seat as a Director. 

The Secretary gave a synopsis of the minutes of the August 11, 1981 
Board meeting, a copy of such minutes being in each Director's book. Upon 
motion duly made and seconded, the minutes were unanimously approved. 

The Chairman reviewed the Association's financial statements for the 
month of August and the eight months year-to-date, along with consolidated 
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statements of the Association and First Penn Corporation, all of which were 
in each Director's book. He noted the charge in August to earnings for five 
months of fees paid to Northern Trust Company and the reversal in August of 
eight months of accrued interest, representing principally the non-accrual 
of the B. R. Rushing and Billy Underwood, Jr. loans. After discussion, upon 
duly made and seconded, the financial reports were unanimously approved. 

The Chairman next reviewed the Association's securities reports, copies 
of which were in each Director's book. He noted the purchase of $40,000 in 
Cowboy Hall of Fame bonds, advising that this was a part of a multi-bank 
purchase of bonds, the proceeds of which will be used by the Cowboy Hall of 
Fame to purchase property adjacent to its current land. He stated that re
payment of the bonds is anticipated from a fund raising to be conducted by 
the Cowboy Hall of Fame. Upon motion duly made and seconded, the securities 
report was unanimously approved. 

Bill Patterson reviewed overdrafts, noting that the report was as of 
Friday, September 11 and that previous reports were as of the end of the 
prior month. He reviewed the overdrafts, noting the ones which had been 
cleared through Monday, September 14. Copy of the overdraft report was in 
each Director's book. Mr. Burks requested that in the future the report show 
the date that the overdraft first occurred. Mr. Haughland noted that over
drafts need to be closely reviewed and monitored. After discussion, upon 
motion duly made and seconded, the overdraft report was unanimously approved. 

Mr. Patterson next reviewed past due loans, a copy of which report was 
in each Director's book. The Directors commented that the new format was 
better than the old format. Mr. Jennings noted that the July 31, 1981 past 
due amount was $35,000,000 higher than normal due to the GHK and Amarex 
credits both being temporarily (and technically) past due while being re
arranged. 

Mr. Patterson advised that most of the past due loans would be-reviewed 
in greater detail by Rick Dunn, who would give a report later in the meeting 
on loans made by Tom Orr. 

Bill Patterson next recommended the charge-off of $604,000 as to four 
credits. After discussion, upon motion duly made and seconded, the following 
resolution was unanimously adopted: 

RESOLVED, that the following amounts as to the-credits listed be 
and are hereby charged-off on the books of this Association: 

Allerton Resources $400,000 
Tony Braxton $125,000 
Action Lift $ 74,000 
William Brown $ 5,000 

Rick Dunn reviewed the portfolio of loans made by Torn Orr, a copy of 
the report on same being in each Director's book. After lengthy review and 
discussion of each workout credit, Mr. Dunn expressed his opinion that ap
proximately $1,800,000 of the credits should be considered doubtful. He 
also recommended the charge-off of $131,900 as to two credits. Upon motion 
duly made and seconded, the following resolution was unanimously adopted: 
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RESOLVED, that the following amounts as to the credits-listed 
be and are hereby charged-off on the books of this Association: 

North American Enterprises $86,000 
Dick Jones $45,900 

Mr. Dunn noted that a majority of the Directors had previously approved the 
extension of additional credit to B. R. Rushing, a criticized credit, on a 
fully secured basis for the purpose of preserving property which Mr. Rushing 
had agreed to pledge as additional collateral in a rearrangement of his loans. 
Several Directors commented favorably on the efforts put into the report and . 
the informative way the material was presented. 

Rick Dunn next reviewed the Association's loan loss reserve as to 
adequacy, referring to material in each Director's book which included a copy 
of Mr. Dunn's proposed letter of September 16, 1981, to Mr. Clifton A. Poole, 
Jr., Regional Administrator (Dallas) of the Office of the Comptroller of the 
Currency dealing with adequacy of the loan loss reserve. After discussion, 
upon motion duly made and seconded, the Board unanimously approved Mr. 
Dunn's letter. 

Mr. Dunn next gave a brief update on the progress of the Examination 
Corrections Committee in correcting the matters criticized in the last 
examination and in complying with the provisions of the Letter Agreement. 

Bill Patterson next reviewed loans made during August-1981 which had 
previously been approved by the Discount Committee, a copy of the report 
being in each Director's book. After discussion, upon'motion duly made and 
seconded, the report was unanimously approved. 

The Secretary reviewed a letter of August 27, 1981, which had been seat 
to the Association's bonding company, concerning a possible violation of law 
by a former officer, which letter was read in its entirety to the Board. The 
Chairman cautioned the Board on the necessity of extreme confidentiality with 
respect to the letter, noting that the F.B.I, is conducting an investigation. 
The Secretary next reviewed borrowing reports of the Executive Officers 
(Exhibits A and B). He noted that the Executive Management Committee had 
recommended, as an extra precautionary measure, that any officer who is a 
Director, although not designated as an Executive Officer, file similar 
borrowing reports with the Board. Due to such recommendation, he reviewed 
borrowing reports filed by Bill Patterson (Exhibits C through G) , and him
self (Exhibits H through S), noting that Rick Dunn would file such re
ports, and same would be reviewed, at the next Board meeting. The Directors., 
confirmed their desire that only Bill Jennings, Frank Murphy, and Eldon Beller 
have policy making authority and, therefore, be designated the Executive 
Officers of the Association, but concurred in the precautionary aspect of 
the borrowing report "filings of the other officers who are also Directors. 

The Secretary next summarized the minutes of the Trust Investment Com
mittee of August 11, 1981, which upon motion duly made and seconded were 
unanimously approved. He then reviewed the recommended appointment of new 
officers and the promotion of current officers. Upon motion duly made and 
seconded, the Board unanimouly adopted a resolution (Exhibit T) making such 
appointments and promotions. 
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The Chairman briefly reported on the new building, advising that con
struction is expected to begin in October. 

There being no further business, upon motion duly made, seconded and 
unanimously approved, the meeting was adjourned. 

.John R.) Preston, Secretary 

APPROVED: 

/£./ 
Bill P. Jennings, Chairman of Ur£ Board 
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MINUTES OF THE REGULAR MEETING 

OF THE BOARD OF DIRECTORS OF 

PENN SQUARE BANK, N.A. 

October 13, 1981 

Minutes of the regular meeting of the Board of Directors of Penn 
Square Bank, N.A. held at 4:00 P.M. on Tuesday, October 13, 1981, in the 
Board Room. 

Present were: 

Eldon L. Beller 
Ronald H. Burks 
Elizabeth Merrick Coe 
Richard T. Dunn 
Richard C. Haugland 
Bill P. Jennings 

Absent were: 

Gary M. Cook 

*Advisory Directors 

Ken L. Kenworthy 
C. F. Kiraberling 
Marvin K. Margo 
Frank L. Murphy 
H. Mead 
Bill G. 

Norton* 
Patterson 

J. C. Cravens* . 

John R. Preston 
James G. Randolph 
Jerry Richardson 
W. A. Ross 
Gene H. Smelser 
Bill Stubbs 

Carl W. Swan 

Also present was James J. Gunter, Executive Vice President and 
Chief Financial Officer. 

Bill P. Jennings, Chairman of the Board, called the meeting to order. 

The Secretary gave a synopsis of the minutes of the September 15, 
1981 Board meeting, a copy of such minutes being in each Director's book. 
Upon motion duly made and seconded, the minutes were unanimously approved. 

The Chairman reviewed the Association's financial statements for 
the month of September and the year-to-date, all of which were In each 
Director's book. He highlighted significant items for the month, including 
the reversal of previously accrued Interest and the increase in the provision 
for losses. After discussion, upon motion duly made and seconded, the 
financial reports were unanimously approved. He reviewed the Deposit and 
Asset Report and the Liquidity Analysis. 

The Chairman next reviewed the Association's securities reports, 
copies of which were in each Director's book. He also reviewed the quarterly 
report on bond portfolio maturity distribution and on bond quality. After 
discussion, upon motion duly made and seconded, the securities report was 
unanimously approved. 

Bill Patterson reviewed overdrafts of October 9, 1981, a copy of 
which was in each Director's book. The overdrafts were discussed. Mr. Ross 
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commented that the .Association's customers have to be educated as to not 
incurring overdrafts. Bill Patterson advised that of the first 26 on the 
report, all but Fraley Oil, Sable Oil, Adams Weaver and MCS Exploration 
had been cleared through today. He also noted that Insta-Pipe had been 
cleared. Mr. Haugland stated that criticized assets, such as Insta-Pipe, 
should not be overdrawn in the future without prior written approval of 
a majority of the Board, in compliance with the Letter Agreement. Bill 
Patterson concurred. The Chairman noted that in no case are overdrafts 
allowed if a legal lending limit violation would result. 

Bill Patterson next reviewed past due loans, a copy of which report 
was in each Director's book. He discussed specific credits that are 
currently being resolved. 

Rick Dunn reviewed several charge-offs totaling $314,900. After 
discussion, upon motion duly made and seconded, resolutions (Exhibit A) 
were unanimously adopted as to the charge-offs. 

Rick Dunn next gave an update on the progress made in working out 
of loans made by Tom Orr. He also reported on progress of the Examination 
Corrections Committee. 

Bill Patterson reviewed loans made during September 1981 which had been 
previously approved by the Discount Committee, a copy of the report being 
in each Director's book. After discussion, upon motion duly made and 
seconded, the report was unanimously approved. 

The Secretary advised the Directors of a Bank Administration Institute 
seminar for bank directors to be held on Friday, November 6, 1981. He 
advised that details are available from his office. The Chairman added 
that the Association would pay the $125 fee for any Director desiring 
to attend. 

The Secretary next reviewed Executive Officer and Director-Officer 
borrowing reports (Exhibits B through N.) 

Upon motion duly made and seconded, the minutes of the Trust Investment 
Conmittee of 10-13-81 (a copy of which was in each Director's book) were 
unanimously approved. 

The Secretary reviewed new officer appointments, a promotion, and a 
resignation. Upon motion duly made and seconded, the Board unanimously 
adopted a resolution (Exhibit 0) making such appointments and the promotion, 
and accepting the resignation. 

Upon motion duly made, seconded, and unanimously adopted, resolutions 
(Exhibits P and Q) were adopted establishing Guidance Lines of Credit as 
follows: 

John Rooney - legal lending limit 
Rick Dunn - $200,000 

with Rick Dunn abstaining from voting on his own Guidance Line of Credit. 

The Chairman called on Jim Gunter, who reviewed the revised ALCO 
Policy with the Board. After discussion, upon motion duly made and 
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seconded, the revised ALCO Policy (Exhibit R) was unanimously adopted. 

The Chairman gave a brief report on the progress of Pennbank Tower. 
Ron Burks advised that there is in negotiation an offer from a substantial 
life insurance company for purchase of the building. 

The Chairman recommended the granting of an option to Penn Square 
Inc. for the right of first refusal to buy or lease the approximately 
5.4 acres of land adjacent to the motor bank. Upon motion duly made and 
seconded, a resolution (Exhibit S) was unanimously adopted authorizing 
the execution of such an option. 

The Chairman reported that the Association had obtained the accounts 
of Carl Anderson and his related companies, noting that such accounts 
represent a sizeable amount. 

Eldon Beller advised the Board that he had previously removed all 
officers' lending authorities above $50,000, with such credits subject 
to the approval only of the Credit Policy Committee, himself,.or the 
Chairman. 

There being no further business, upon motion duly made, seconded, 
and unanimously approved, the meeting was adjourned. 

APPROVED: 
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MINUTES OF THE REGULAR MEETING 
OF THE JBOARD OF DIRECTORS OF 

PENN SQUARE BANK, N.A. 

November 10, 1981 

Minutes of the regular meeting of the Board of Directors of Penn Square 
Bank, N.A. held at 4:00 p.m. on Tuesday, November 10, 1981, in the Board 
Room. 

Present were: 

Eldon L. Beller 
Elizabeth Merrick Coe 
Gary M. Cook 
J, C. Cravens* 
Richard T. Dunn 
Richard C. Haugland 

Absent were: 

Ronald H. Burks 
James G. Randolph 

* Advisory Directors 

Bill P. Jennings 
Ken L. Kenworthy 
C. F. Kimberling 
Marvin K. Margo 
Frank L. Murphy 
H. Mead Norton* 

Jerry Richardson 

Bill G. Patterson 
John R. Preston 
W. A. Ross 
Gene H. Smelser 
Bill Stubbs 

Carl W. Swan 

Bill P. Jennings, Chairman of the Board, called the meeting to order. 

The Secretary gave a synopsis of the minutes of the October 13, 1981 
Board meeting, a copy of such minutes being in each Director's book. Upon 
motion duly made and seconded, the minutes were unanimously approved. 

The Oiairman reviewed the Association's financial statements for the 
month of October and the year-to-date, all of v/hich were in each Director's 
book. He highlighted significant items for the month, including the 
charge-off of approximately $2.7MM in loans, with an equal charge to earning 
to restore the loan loss provision. He noted that the holding company is 
anticipating a private stock offering of approximately $3MM, at $135 per 
share, most of the proceeds to go into capital of this Association. After 
discussion, upon motion duly made and seconded, the financial reports were 
unanimously approved. He also reviewed the Deposit and Asset Report and the 
iAguidity Analysis. 

/ 
The-Chairman next reviewed the Association's securities report, copies 

of which were in each Director's book. Upon motion duly made and seconded, 
the securities report was unanimously approved. 

The Chairman reviewed the new format for overdrafts, advising that 
overdrafts of 15 days or more should be the consideration of the Board. A 
copy of the overdraft report was in each Director's book. Bill Patterson 
reviewed overdrafts cleared since the date of the report (November 7, 1981) . 
Gary Cook suggested that the report should only include substantial 
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overdrafts in a continuous overdraft state for a substantial number of days. 
The Chairman advised that the report will be further refined in the future. 

Bill Patterson reviewed past due loans, a copy of which report was in • 
each Director's book. He noted the credits that had been cleared since the 
date of the report (October 31, 1981) , advising that the examiner's require 
the past dues to be reported as of the end of the previous month. 

Rick Dunn reviewed charge-offs totaling $2,668,635.35, each charge-off 
being separately discussed. Upon motion duly made and seconded, a 
Resolution (Exhibit A) approving the charge-offs was unanimously adopted. 
He briefly noted that: most of the loans made by Tom Orr were now either 
charged-off or sufficiently restructured. 

Bill Patterson reviewed loans made during October 1981, which had been 
previously approved by the Discount Corrmittee, a copy of the report being in 
each Director's book. After discussion, upon motion duly made and seconded, 
the report was unanimously approved. 

The Secretary next reviewed Executive Officer and Director-officer 
borrowing reports (Exhibits B through I). 

The Secretary reviewed maiiagem2nt~recanmended promotions and a new 
officer appointment. Upon motion duly made and seconded, a Resolution 
(Exhibit J) making such promotions and the appointment was unanimously 
adopted. 

The Secretary reviewed ODnptroller-recorrrriended resolutions dealing with 
officer authorizations as to this Association's stock and with emergency 
preparedness. After discussion, upon motion duly made and seconded, 
Resolutions (Exhibits K through N) dealing with said matters were 
unanimously adopted. 

The Secretary next advised that discretionary bonuses, pursuant to the 
Association's discretionary bonus plan adopted December 19, 1978, are 
recanmended by management, such bonuses to be in addition to other bonuses 
which may be approved the the Board. Upon motion duly made and seconded, a 
Resolution (Exhibit 0) authorizing payment of such discretionary honuses was 
unanimously adopted. 

The Chairman asked Eldon Beller to review a proposed Profit Sharing and 
Savings and Thrift Plan recormended by management and proposed amendments to 
the Retirement Plan. Eldon outlined the significant aspects of the Profit 
Sharing and Savings and Thrift Plan. Gene Smelser advised that such plans 
are very beneficial to retention of employees and rewarding long-term 
service. After discussion, upon motion duly made and seconded, a Resolution 
(Exhibit P) forming such plan was unanimously adopted. Eldon Beller 
reviewed recommended changes to the Association's Retirement Plan, which 
were discussed. Upon motion duly made and seconded, a Resolution (also 
Exhibit P) authorizing the amendments to the Retirement Plan was unanimously 
adopted. 

Eldon Beller commented on the recently concluded Comptroller 
examination, noting that it was a "spot" examination and not a full 
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examination. He said that although the previously reviewed charge-offs were 
a result of the examination, he and the examiners v/ere pleased that in the 
case of each charged-off credit, and each classified credit, such credits 
were identified as such by the Association prior to the examination. He 
further commented that the examiners were pleased with the policies, 
procedures, staffing, and committee system implemented by the Association 
since the last examination and that the examiners liked the direction in 
which the Association is heading. 

There being no further business, upon motion duly made, seconded, and 
unanimously approved, the meeting was adjourned. 
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MINUTES OF THE REGULAR MEETING 
OF THE BOARD OF DIRECTORS OF 

PENN SQUARE BANK, N.A. 

December 8, 1981 

Minutes of the regular meeting of the Board of Directors of Penn Square 
Bank, N.A. held at 4:00 p.m. on Tuesday, December 8, 1981, in the Board 
Room. 

Present were: 

Eldon L. Beller 
Elizabeth Merrick Coe 
Gary M. Cook 
J. C. Cravens* 
Richard T. Dunn 
Richard C. Haugland 

Ken L. Kenworthy 
C. F." Kimberling 
Marvin K. Margo 
Frank L. Murphy 
H. Mead Norton* 
John R. Preston 

Jerry Richardson 
VJ. A. Ross 
Gene H. Smelser 
Bill Stubbs 
Carl V7. Swan 

Absent were: 

Ronald H. Burks 
James G. Randolph 

* Advisory Directors 

Bill P. Jennings . Bill G. Patterson 

Also present was James J. 
Financial Officer. 

Gunter, Executive Vice President and Chief 

Frank L. Murphy, Vice Chairman of the Board, asked Eldon L. Beller, 
President, to chair the meeting. The President called the meeting to order. 

The Secretary gave a synopsis of the minutes of the November 10, 1981 
Board meeting, a copy of such minutes being in each Director's book. Upon 
motion duly made and seconded, the minutes were unanimously approved. 

The President reviewed the Association's financial statements for the 
month of November and the year-to-date, all of which were in each Director's 
book. He highlighted significant items for the month, including the 
reversal of $118M in accrued interest and the $188M loan loss provision. He 
called on Jim Gunter, who noted that the holding company is anticipating a 
private stock offering, some of the proceeds of which will go into capital 
of this Association. He also briefly discussed liquidity. After 
discussion, upon motion duly made and seconded, the financial reports were 
unanimously approved. The President also reviewed the Deposit and Asset 
Report and the Liquidity Analysis. 

The Secretary next reviewed the Association's securities report, copies 
of which were in each Director's book. Upor. motion duly made and seconded, 
the securities report was unanimously approved. 
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The President reviewed overdrafts in a continuous overdraft state for 
15 days or more, a copy of the overdraft report being in each Director's 
book. After discussion, upon motion duly made and seconded, the overdrafts 
were unanimously approved. 

The President next reviewed past due loans, a copy of which report was 
in each Director's book. He noted the credits that had been cleared since 
the date of the report (November 30, 1981). The past due loans were 
discussed at length, after which discussion, upon motion duly made and. 
seconded, the past due loan report was unanimously approved. 

Rick Dunn reviewed charge-offs totaling $15,869.65, each charge-off 
being separately discussed. Upon motion duly made and seconded, a 
Resolution (Exhibit A) approving the charge-offs was unanimously adopted. 

Rick Dunn gave a brief report on progress of the Examination 
Corrections Committee work on striving for compliance with the Letter 
Agreement. He advised that one of the requested items, the management plan, 
was now complete. He highlighted the key points in the plan and distributed 
a copy which each Director reviewed. After discussion, upon motion duly 
made and seconded, the management plan (Exhibit B) was unanimously approved. 

Rick Dunn next reviewed the adequacy of the loan loss reserve. He 
noted that the internal reserve calculation was $4,070M, with the actual 
reserve currently being $3,170M, approximately 1.2% of total loans. He 
stated that at a monthly increase of approximately $200M, he considered the 
loan loss reserve adequate. After discussion., upon motion duly made and 
seconded, the loan loss reserve review was unanimously approved. 

The President reviewed loans made during November 1981, which had been 
previously approved by the Discount Committee, a copy of the report being in 
each Director's book. After discussion, upon motion duly made and seconded, 
the report was unanimously approved. 

The Secretary next reviewed Executive Officer and Director-officer 
borrowing reports (Exhibits C through H). 

The Secretary reviewed management-recommended new officer appointments 
and advised that a resignation needed to be accepted. Upon motion duly made 
and seconded, a Resolution (Exhibit I) making such appointments and 
accepting such resignation was unanimously adopted. 

The Secretary advised that management sought ratification of an 
amendment to Eldon Beller's employment contract. He outlined the reason for 
the change. There being no discussion, upon motion duly made and seconded, 
the amendment (Exhibit J) was unanimously approved, except that Mr. Beller 
did not participate in the discussion of the matter, did not influence the 
voting on the matter, and abstained from voting on the matter. 

The Secretary noted that due to an oversight, no guidance line of 
credit had been approved by the Board for Keu L. Unworthy. Upon motion 
duly made and seconded, a Resolution (Exhibit K) was unanimously approved 
establishing a guidance line of credit for Mr. Kenworthy and his related 
interests, except that Mr. Kenworthy did not participate in the discussion 
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of the matter, did not influence the voting on the matter in any way, and 
abstained from voting on the matter. 

The Secretary next read a letter (Exhibit L) which had been sent to 
this Associations bonding company concerning an allegation by a customer of 
this Association that Tom Orr, a former officer of this Association, had 
lent the customer Association funds so as to allow the customer to pay a 
horse brokerage fee to Tom Orr. The Secretary noted that the contents of 
the letter and the facts surrounding the matter should be treated with the 
utmost of confidentiality and not discussed outside of the Board room. 
(Mr. Swan temporarily left the room at this point.) 

The President advised that incentive bonuses for 1981 were recommended 
by management in the total amount of $86,500, to be paid by year-end as an 
extra reward for the special efforts of certain employees. Upon motion duly 
made and seconded, the payment of incentive bonuses for 1981 in the amount 
of $86,500 was unanimously approved. (Mr. Swan rejoined the meeting at this 
point.) 

The President called on Jim Gunter, who gave a brief report on year-end 
projections for earnings. He noted that the projections contained 
information supplied by Bill Patterson on fee income and that the 
projections were several weeks old. There was a brief discussion on the 
matter. 

There being no further business, upon motion duly made, seconded, and 
unanimously approved, the meeting was adjourned. 

97-830 0 - 8 2 - 3 6 
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MINUTES OF A SPECIAL MEETING 
OF THE BOARD OF DIRECTORS OF 

PENN SQUAHE BANK, N.A. 

December 17, 1931 

Minutes of a special meeting of the Board of Directors of Penn Square 
Bank, N.A. held at 7:30 p.m. on Thursday, December 17, 1981, at the 
Oklahoma City Golf and Country Club, Oklahoma City, Oklahoma. 

Present were: 

Eldon L. Beller 
Ronald H. Burks 
Elizabeth Merrick Coe 
J. C. Cravens* 
Richard T. Dunn 

Bill P. Jennings 
C. F. Kimberling 
Marvin K. Margo 
H. Mead Norton* 
John R. Preston 

James G. Randolph 
Jerry Richardson 
Gene H. Smelser 
Bill Stubbs 
Carl V. Swan 

Absent were: 

Gary M. Cook 
Richard C. Haugland 

*Advisory Directors 

Ken L. Kenworthy 
Frank L. Murphy 

Bill G. Patterson 
W. A. Ross 

Bill P. Jennings, Chairman of the Board, called the meeting to order. 

The Secretary advised that the Association is negotiating a sale of 
loans to Hibernia National Bank, New Orleans, Louisiana, and that Hibernia 
has required, as a condition precedent to closing, resolutions of this 
Board authorizing (1) the negotiation, execution, and delivery on behalf of 
this Association of the basic agreement (Loan Pool Purchase Agreement) and 
other related documents (Loan Pool Certificate, Secretary*s Certificate, 
and Officers* Representations and Warranties) and (2) the delivery of an 
opinion of John R. Preston, General Counsel, with regard to matters set 
forth in the Loan Pool Purchase Agreement. After a brief discussion, upon 
motion duly made and seconded, the following resolutions vere unanimously 
adopted: 

RESOLVED, that any officer of the title of Vice President or 
above, including the General Counsel, is hereby authorized 
and empowered to negotiate on behalf of this Association the 
sale of up to $10,000,000 in loans to the Hibernia National 
Bank, New Orleans, Louisiana, upon such terms, in such form, 
and subject to such conditions as such officer or officers 
deem to be in the best interests of this Association. 

RESOLVED, further, that any officer of the title of Vice President 
or above, including the General Counsel,•is hereby authorized 
and empowered to execute on behalf of this Association such 
agreements, documents, and other instruments as may be necessary 
to effect the sale of such loans, including, but not limited to, 
giving such representations and warranties as they may in good 
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faith give and execute such certificates as may be required 
pursuant to any such agreement(s). 

RESOLVED, further, that John R. Preston, General Counsel, is 
hereby authorized and empowered on behalf of this Association 
to give an opinion as to such legal matters as may be requested 
of him pursuant to any such agreements. 

RESOLVED, further.,, that the Secretary and the Cashier, or either 
of them, are hereby authorized and empowered to certify copies 
of these resolutions and to deliver same to such persons as 
they deem appropriate to effect the sale of such loans, and 
to certify the incumbency of the officers of this Association 
and their respective signatures. 

There being no further business, upon motion duly made, seconded, and. 
tnously adopted, the meeting was adjourned. 
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MINUTES OF THE REGULAR MEETING 
OF THE BOARD OF DIRECTORS OF 

PENN SQUARE BANK, N.A. 

January 12, 1982 

Minutes of the regular meeting of the Board of Directors of Penn 
Square Bank, N.A. held.at 3:00 p.m. on Tuesday, January 12, 1982 in the 
Board Room. 

Present were: 

Eldon L. Beller 
Ronald H. Burks 
Elizabeth Merrick Coe 
Gary M. Cook 
Richard T. Dunn 
Richard C. Haugland 
Bill P. Jennings 
Ken L. Kenworthy 

C. F. Kimberling 
Marvin K. Margo 
Frank L. Murphy 
H. Mead Norton* 
Bill G. Patterson 
John R. Preston 
James G. Randolph 
Jerry Richardson 

Gene H. Smelser 
Bill Stubbs 
Carl W. Swan 

Absent were: 

J. C. Cravens* W. A. Ross 

*Advisory Directors 

Also present was James J. Gunter, Executive Vice President and Chief 
Financial Officer, and the following representatives of the Office of the 
Comptroller of the Currency: Preston Morrow, Dan Rabon, Charles Block, 
Steve Plunk, and Jack Thompson. 

Bill P. Jennings, Chairman of the Board, called the meeting to order. 

He introduced Preston Morrow, Deputy Regional Administrator of the 
Dallas office of the Office of the Comptroller of the Currency and asked him 
to introduce the other members of the Comptrollers office present. Mr. 
Morrow introduced Dan Rabon, Charles Block, Steve Plunk, and Jack Thompson, 
representatives of the Comptroller1s office. Mr. Morrow advised that the 
purpose of their attendance at this Board meeting was to review the Special 
Supervisory Report of Examination which had recently been sent to this 
Association. Mr. Morrow indicated that the progress the Association had 
made to date was quite positive, but noted that steps yet needed to be 
taken. He additionally noted that a page from the Special Supervisory 
Report of Examination had been left out, dealing with two violations of the 
legal lending limit, and that such page would be forthcoming. He noted that 
the level of criticized assets at the Association is still high and that the 
level of contingent liabilities is also high. He advised that Steve Plunk 
would be the new examiner in charge of the Oklahoma City office and would be 
in charge of the next examination of the Association, tentatively scheduled 
to occur within the next three months. He called on Dan Rabon to make 
comments. Mr. Rabon noted that rate sensitivity had improved at the 
Association. He also referred to the two legal lending limit violations and 
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the work that needs to be done in the area of improving exceptions in the 
collateral and documentation area. 

Mr. Morrow commented on our current space needs and possible move to a 
new headquarters building. He said the key to such a move of our 
headquarters would be our compliance with the letter agreement and a showing 
that our future earnings will support the increased cost of the space to be 
utilized. Mr. Beller and Mr. Morrow discussed the potential re: ase of this 
Association from the Letter Agreement. Mr. Morrow indicated that the 
release of this Association from the Letter Agreement could occur after the: 
next full examination. Mr. Patterson and Mr. Morrow discussed the internal 
review and classification system. Mr. Morrow indicated that it is important 
for the Association to work on its criticized loans or> as history has shown 
the Comptroller's office, charge-offs will result from classified loans. 

Mr. Morrow reiterated that the next full examination would occur in 
about three months and that a possible release from the Letter Agreement 
could occur within 45 days thereafter. (At this point the representatives 
of the Office of the Comptroller of the Currency left the meeting.) 

The Board discussed at length the examination report and the progress 
of the Association in complying with the Letter Agreement. After 
discussion, the Special Supervisory Report of Examination was circulated 
among the Directors for their signatures. 

The Chairman commented at length on the financial results for 1981. 
He noted that there was approximately a 72% asset growth, that liquidity was 
up, and that although the Association had taken a $4 million net charge-off • 
during the year, it was able to earn $4.7 million after tax, which compares 
with $4.2 million earned in 1980. He further noted that the Association was 
in compliance with the Letter Agreement as to capital requirement during the 
fourth quarter. He made other general comments with regard to financial and 
nonfinancial performance during 1981. 

The Chairman asked if there were any changes to the minutes of the 
December 8, 1981 Board meeting or to the minutes of the December 17, 1981 
special Board meeting, a copy of such minutes being in each Director's book* 
There being no changes, upon motion duly made and seconded, the Minutes of 
both meetings were unanimously approved. 

The Chairman reviewed the Association's financial statements for the 
month of December and the year 1981, all of which were in each Director's 
book. A lengthy discussion was held concerning the various items both for 
the month and for the year. He noted that IRA accounts would be of 
significance to the growth of the Association in the future and solicited 
the support of each Director in obtaining IRA account relationships, 
particularly with corporate customers. After discussion, upon notion duly 
made and seconded, the financial reports were unanimously approved. The 
Chairman also reviewed the Deposit and Asset Report and the Liquidity 
Analysis. 

The Chairman next reviewed the Association's Securities Report, copies 
of which were in each Director's book. Upon motion duly made and seconded, 
the Securities Report was unanimously approved. 
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Bill Patterson reviewed overdrafts in a continuous overdraft state for 
fifteen days or more, a copy of the overdraft report being in each 
Director's book. He noted that certain of the lengthy overdrafts would 
likely be charged-off in the future. After discussion, upon motion duly 
made and seconded, the overdrafts were unanimously approved. 

Bill Patterson next reviewed past-due Loans, a copy of which report 
was in each Director's book. He noted the credits that had been cleared 
since the date of the report (December 31, 1981). He further noted that 
past-dues tend to rise at year end due to the reworking of loan agreements 
for the coming year. After discussion, upon motion duly made and secondedr 

the past-due loan report was unanimously approved. 

Rick Dunn reviewed a charge-off of $745.19. Upon motion duly made and 
seconded, the Board unanimously approved charging-off such amount as to the 
loan to Verna Mae Fletcher (an installment loan). 

Rick Dunn distributed a folder to each Director with regard to the 
criticized loan improvement plans. He reviewed the format of the 
improvement plans and advised that the plans would be sent to the 
Comptroller's Office in Dallas, subject to approval of the format by the 
Board. Bill Patterson and Eldon Beller both commended the efforts that had 
been put into the criticized loan improvement plans. After discussion, upon 
motion duly made and seconded, the Board unanimously approved the format of 
the criticized loan improvement plans and the forwarding of same to the 
Comptroller's Office per the Letter Agreement. 

Bill Patterson reviewed loans made during December, 1981 which had 
been previously approved by the Discount Committee, a copy of the report 
being in each Director's book. After discussion, upon notion duly made and 
seconded, the report was unanimously approved. 

The Secretary reviewed Executive Officer and Director-officer 
borrowing reports (Exhibits A through J). The Secretary noLed that as to 
the loan of this Association to Bill Patterson in the amount of $650,000.00 
(as-reported on Exhibit G), Board approval would be required at this meeting 
per the FIRA resolutions adopted by the Board at it meeting on July 14, 
1981. After discussion, upon motion duly made and seconded, the following 
resolution was unanimously approved: 

RESOLVED, that the President of this Association is hereby 
authorized and empowered to make a loan to Bill Patterson in 
the amount of $650,000.00 upon such terms and conditions as 
he deems appropriate, provided however, that such loan shall 
not be on more favorable terms and conditions, "in accordance 
with the provisions of FIRA and Regulation 0, as may be given 
to regular customers of this Association. 

Bill Patterson abstained from voting on the foregoing resolution, did not 
participate in discussion of same, and did not influence the voting thereon. 

The Secretary reviewed management recommended officer appointments and 
promotions. Upon motion duly made and seconded, a resolution (Exhibit K) 
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making such appointments and approving such promotions was unanimously 
adopted. 

The Secretary reviewed the Minutes of the Meeting of the Trust 
Investment Committee of December 8, 1981, a copy of which minutes were in 
each Director*s book. Upon motion duly made and seconded, the minutes were 
unanimously approved. 

The Chairman suggested a change in the regular Board meeting date from 
the second Tuesday of each month to the third Tuesday of each month. The 
Director's fully supported such change. -Upon motion duly made and seconded, 
a resolution (Exhibit L) changing the regular meeting date of the Board of 
Directors (from the second Tuesday to the third Tuesday of each month) was 
unanimously adopted. 

Eldon Beller commented that although the recent examination showed 
that substantial progress had been made, there continues to be a lot of hard 
work that needs to be done and commented that the Board should not become 
complacent with regard to the progress that needs to be accompJjshed. 
The Chairman thanked the Board for its continuing help and support in 
working out of the Letter Agreement9 with which comments Mr. Be}lei: 
concurred. 

There being no further business, upon motion duly made, seconded, and 
unanimously approved, the meeting was adjourned. 
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MINUTES OF THE REGULAR MEETING 
OF THE BOARD OF DIRECTORS OF 

PENN SQUARE BANK, N.A. 

February 16, 1982 

Minutes of the regular meeting of the Board of Directors of Penn 
Square Bank, N.A.', held at 4:00 p.m. on Tuesday, February 16, 1982, in 
the Board Room. 

Present were: 

Eldon L. Beller 
Elizabeth Merrick Coe 
Gary M. Cook 
Richard T. Dunn 
Richard C. Haugland 
Bill P. Jennings 
Ken L. Kenworthy 

Marvin K. Margo 
Frank L. Murphy 
H. Mead Norton* 
John R. Preston 
James C. Randolph 
Jerry Richardson 
W. A. Ross 

Gene H. Smelser 
Carl W. Swan 

Absent were: 

Ronald H. Burks 
J. C. Cravens* 

C. F. Kiraberling 
Bill G. Patterson 

Bill Stubbs 

*Advisory Directors 

Also present were James J. Gunter, Executive Vice President and 
Chief Financial Officer and Janelle Cates, Vice President. 

The Chairman, Bill P. Jennings, called the meeting to order. 

The Secretary reviewed the minutes of the previous meeting 
(1-12-82), a copy of which were in each Directors book. There being no 
changes, upon motion duly made and seconded, the minutes of the previous 
meeting were unanimously approved. 

The Chairman reviewed the Association's financial statements for 
the month of January and the year-to-date, a copy of which were in each 
Director's book. He noted that the 1981 numbers have been adjusted to 
reflect non-accruals which were initiated in the later part of 1981 for 
the whole year. He reviewed charts which highlighted the Bank's last 
five years financially and commented on same. A discussion was held on 
the adequacy of the loan loss reserve, which the Chairman noted is 
"comfortable" at 1.35% of assets. A discussion was held on the effect a 
decline in oil prices might have on the quality of the loan portfolio, 
the Chairman commenting that the production loans would remain secure, 
but take slightly longer to pay out. At the conclusion of the 
discussion, upon motion duly made and seconded, the financial reports 
werfl unanimously approved. The Chairman also reviewed the Deposit and 
Asset Report and the Liquidity Analysis. 
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The Secretary reviewed the Associations Securities Report, copies 
of which were in each Director*s book. He highlighted changes from the 
December report. Upon motion duly made and seconded, the Securities 
report was unanimously approved. 

Rick Dunn reviewed overdrafts in a continuous overdraft state for 
fifteen days or more, a copy of the overdraft report being in each 
Director's book. He noted that no overdraft is allowed if it would 
result in total obligations of a customer to exceed the Association's 
legal lending limit. After discussion, upon motion duly made and 
seconded, the overdrafts were unanimously approved. 

Rick Dunn next reviewed past-due loans, a copy of which report was 
in each Director's book. A lengthy review of the loans was made. After 
the review and discussion, upon motion duly made and seconded, the 
past-due loan report was unanimously approved. 

Rick Dunn next reviewed charge-offs totaling $413,377.04. After 
discussion, upon motion duly made and seconded, a resolution (Exhibit A) 
approving such charge-offs was unanimously adopted. The Chairman asked 
Rick to give quarterly reports to the Board, beginning at the April 
meeting for the first quarter of 1982, regarding the status of 
charged-off loans in excess of $100,000. 

The Chairman next reviewed loans made during January, 1982 which 
had been previously approved by the Discount Committee, a copy of the 
report being in each Director's book. He introduced Janelle Cates, who 
was present to give additional information as to such loans, as needed. 
After discussion, upon motion duly made and seconded, the loans were 
unanimously approved. Janelle left the meeting at this point. 

The Secretary reviewed Executive Officer and Director-officer 
borrowing reports (Exhibits B through D). lie also reviewed the report 
of John H. Miller, Vice President and Trust Officer as to securities 
transactions of Trust Department personnel, as to which Mr. Miller 
reported that there were none during the past quarter. The Secretary 
reviewed five letters which had been sent to the Association's bonding 
company concerning possible violations of law by a former officer, each 
letter being read to the Board. The Chairman cautioned the Board on the 
necessity of extreme confidentiality with respect to the letters, noting 
that the Association- could be severely damaged by any disclosure of same 
outside the Board Room. 

The Secretary next reviewed the letter of January 25, 1982 from 
the Dallas Regional Office of the Comptroller of the Currency to which 
was attached revised pages of the September 30, 1981 report of 
examination. The matter was reviewed and discussed. 

The Secretary noted that due to a change in its operating letters, 
the Federal Reserve Bank of Kansas City had requested the Association to 
approve a new borrowing resolution as to borrowings by the Association 
from the Federal Reserve Bank of Kansas City. Upon motion duly made and 
seconded, such a resolution (Exhibit E) was unanimously adopted. 
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The Secretary reviewed a resolution requested by the Trust 
Department dealing with delegation of Trust Department oversight to the 
Trust Investment Committee. Upon motion duly made and seconded, such 
resolution (Exhibit F) was unanimously adopted. He also reviewed a 
resolution requested by the Trust Department dealing with assignment of 
securities held in trust. Upon motion duly made and seconded, such 
resolution (Exhibit G) was unanimously adopted. 

The Secretary advised that nominations for Advisory Director were 
in order. Nominations of J. C. Cravens and H. Mead Norton as Advisory 
Directors were made. There being no discussion, upon motion duly made 
and seconded, J. C. Cravens and II. Mead Norton were unanimously 
appointed as Advisory Directors in accordance with Comptroller's 
Interpretive Ruling 7.4110. 

The Secretary reviewed new officer elections, promotions, and 
reelections of current officers, a copy of which was in each Directors 
book. He noted that officer salaries are currently $3,107,000 on an 
annual basis. Upon motion duly made and seconded the officers listed in 
Exhibit I were unanimously elected to serve until the next annual 
Directors' organizational meeting, or until their successors are duly 
elected. In addition, upon motion duly made and seconded, John R. 
Preston was unanimously elected Secretary of the Association, Richard D. 
Forshee was unanimously elected Assistant Secretary of the Association, 
and Raymond L. Hicks was unanimously elected Controller of the*" 
Association. 

The Secretary advised that for the purposes of attesting official 
documents, management recommended the election of all Vice Presidents 
and Assistant Vice Presidents as Assistant Cashiers. Upon motion duly 
made and seconded, all Vice Presidents and all Assistant Vice Presidents 
were unanimously elected as Assistant Cashiers for the purpose of 
attesting any documents, to be signed by the Association requiring the 
attestation by the Cashier or an Assistant Cashier. 

The Secretary next reviewed the minutes of the Audit Committee 
meeting of January 21, 1982, a copy of which was in each Director's 
book. Upon motion duly made and seconded, the Audit Committee minutes 
were unanimously approved. 

The Chairman next called for the appointment of Board Committees 
for the ensuing year. Upon motion duly made and seconded, a resolution 
(Exhibit J) appointing Board committee members was unanimously adopted. 

The Chairman advised that the Association is in the process of 
restructuring its capital accounts and requested approval of all actions 
necessary to cause the Association to have a $10,000,000 capital stock 
account, a $10,000,000 surplus account, and the balance as retained 
earnings. After discussion, upon motion duly made and seconded, a 
resolution (Exhibit K) approving such restructuring of the capital 
accounts of the Association was unanimously adopted. 

-̂"' The\ Chairman reported that Pennbank Tower is progressing within 
two weeks of schedule and reviewed the possibility of the Association 
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building or leasing an operations center to be built near the motor 
bank. 

The President reviewed expenses and advised the Board that the 
management's thrust in the future would be to hold back on expenses, new 
hires, promotions, travel, and entertainment. He also reviewed how 
leasing activities would help to hold down the Association's income tax 
in the future, and reviewed new hires in the leasing area. The Chairman 
noted that the Association's, occupancy expense is currently below peer 
group averages. 

The Chairman concluded his remarks by noting that Colleen Beller 
was in the hospital and that the Board wished her a speedy recovery, 
with which the Directors concurred. 

There being no further business, upon motion duly made, seconded, 
and unanimously adopted, the meeting was adjourned. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



566 

MINUTES 
ANNUAL SHAREHOLDERS' MEETING 

Tuesday February 16, 1982 3:30 p.m. 

Minutes of the annual meeting of the shareholders of Penn Square 
Bank, N.A., Oklahoma City, Oklahoma, held in the Board Room on Tuesday, 
February 16, 1982, at 3:30 p.m. Present was Bill P. Jennings, Chairman 
of the Board, Frank L. Murphy, Vice Chairman of the Board, and John R. 
Preston, Secretary.* Bill P. Jennings also represented the sole -
shareholder of the Association, First Penn Corporation, as its Chairman 
of the Board and President. 

The sole shareholder waived the requirement of notice of the 
meeting and of appointment of judges of election. The Chairman stated that a 
quorum was present, in that all 100,000 common shares outstanding were 
represented at the meeting. 

The Chairman stated that the first order of business was the 
fixing of the number of Directors and the election of same. Upon motion 
duly made and seconded, the number of Directors was set at nineteen (19) 
and the following were nominated: 

Eldon L. Beller Ken L. Kenworthy Jerry Richardson 
Ronald H. Burks C. F. Kimberling W. A. Ross 
Elizabeth Merrick Coe Marvin K. Margo Gene H. Smelser 
Gary M. Cook Frank L. Murphy Bill Stubbs 
Richard T. Dunn Bill G. Patterson Carl W. Swan 
Richard C. Haugland John R. Preston 
Bill P. Jennings James G. Randolph 

The sole shareholder voted all 100,000 shares of common stock of the 
Association outstanding and owned by it in favor of the election of said 
Directors. The Chairman declared all nineteen Directors duly elected and 
instructed the Secretary to proceed to obtain their oaths. 

The Chairman stated that the next matter was amendment of the Articles 
oJE Association. Upon motion duly made and seconded, a resolution amending 
the Articles of Association (Exhibit A) was presented for adoption. The sole 
shareholder voted all 100,000 shares of common stock of the Association 
outstanding and owned by it in favor of the adoption of said resolution. 

A motion was duly made and seconded for the approval of all actions of 
the officers and Directors taken since the previous annual meeting of 
shareholders held February 10, 1981. The sole shareholder voted all 100,000 
shares of common stock of the Association outstanding and owned by it in 
favor of such motion approving all actions of the officers and Directors 
taken since the previous annual meeting of shareholders held February 10, 
1981. 

There being no further business, upon motion duly made, seconded, and 
unanimously approved, the meeting was adjourned. 

APPROVED: John R; Preston, Secretary 

>£:•/:••>•". - - ^ . , - , - , ' . . 
B i l l P f e n n i n g s / 
Chairman of the Board 
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MINUTES OF THE REGULAR MEETINC 
OF THE BOARD OF DIRECTORS OF 

PENN SQUARE BANK, N.A. 

March 16, 1982 

Minutes of the regular meeting of the Board of Directors of Penn 
Square Bank, N.A., held at 4:00 p.m. on Tuesday, March 16, 1982, in the 
Board Room. 

Present were: 

Eldon L. Beller 
Ronald H. Burks 
Elizabeth Merrick Coe 
Gary M. Cook 
Richard T. Dunn 
Richard C. Haugland 

Bill P. Jennings 
Ken L. Kenworthy 
C. F. Kimberling 
Marvin K. Margo 
Frank L. Murphy 
H. Mead Norton* 

Bill G. Patterson 
John R. Preston 
James C. Randolph 
W. A. Ross 
Gene H. Smelser 
Bill Stubbs 

Absent were: 

J. C. Cravens* Jerry Richardson Carl U. Swan 

*Advisory Directors 

Also present was James J. Gunter, Executive Vice President and Chief 
Financial Officer. 

The Chairman, Bill P. Jennings, called the meeting to order. 

The Secretary reviewed the minutes of the previous meeting (2-16-82), 
a copy of which were in each Director's book. There being no changes, upon 
motion duly made and seconded, the minutes of the previous meeting were 
unanimously approved. 

The Chairman called on Jim Gunter, who reviewed the Association's 
financial statements for the month of February and the year-to-date, a copy 
of which were in each Director's book. A discussion was held on certain 
aspects of the financial report. The Chairman commented on the move of the 
Energy Division to newly leased space and the reutilization of its old space 
by other departments. He also commented that loan fees may not continue at 
the pace that they have for the first two months of the year. He noted that 
it is the current commitment of management to keep pressure on the loan 
areas to reduce the total loans outstanding. He commented that interest 
spread is getting better without loan fees. He noted specifically that 
management of the Bank will progressively pursue loan fees so long as the 
loan to deposit ratio can be kept in line and that the fees can be generated 
off of sound credits. There being no further discussion, upon motion duly 
made and seconded, the financial reports were unanimously approved. Jim 
Gunter also reviewed the Deposit and Asset Report and the Liquidity 
Analysis. 

The Secretary reviewed the<-Association's Securities Report, copies of 
which were in each Director's book. He highlighted changes from the 
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February report. Upon motion duly made and seconded, the Securities Report 
was unanimously approved. 

Bill Patterson reviewed overdrafts in a continuous overdraft state for 
fifteen days or more, a copy of the overdraft report being in each 
Director's book. He noted that over $2.5 million of the $4.7 million of 
overdrafts on the report had been removed since the date of the report. He 
noted that many of the overdrafts are the result of a lag in getting loan 
documentation prepared for sale of a loan to an upstream correspondent. He 
noted further that he established a loan documentation section in the Oil 
and Gas Division to help alleviate the problem in the future. A lengthy 
discussion was held on overdrafts, at the conclusion of which it was agreed 
that the overdraft report would be modified to include comments on which 
overdrafts presented real problems to the Bank and which ones were merely a 
result of documentation or other technical problems. Upon motion duly made 
and seconded, the overdrafts were unanimously approved. 

Bill Patterson next reviewed past-due loans, a copy of which report 
was in each Director's book. A lengthy review and discussion of the loans 
was made. Bill Patterson noted the same problems that cause overdrafts to 
be in effect for more than fifteen days cause many of the past-due problems. 
At the conclusion of the discussion, it was agreed that the past-due report 
would be modified so as to show which loans represented thereon presented 
real problems versus those that present documentation or other technical 
problems. 

Rick Dunn next reviewed charge-offs totaling $1,072,376.31. After 
discussion, upon motion duly made and seconded, a resolution (Exhibit A) 
approving such charge-offs was unanimously adopted. The Chairman noted that 
Rick would be giving a quarterly report to the Board, beginning at the next 
meeting, regarding the status of charged-off loans in excess of $100,000. 

Rick Dunn next reviewed the adequacy of the loan loss reserve, a copy 
of the report thereon being in each Director's book. A lengthy discussion 
was held with regard to the reserve and Rick Dunn noted that he considered 
the loan loss reserve to be adequate. A discussion was held on how the risk 
factors were determined and on the probability of losses. At the conclusion 
of the discussion, upon motion duly made and seconded, the loan loss reserve 
report was unanimously approved. 

Rick Dunn next reviewed changes that had been made in the loan policy, 
noting that the changes would be sent to the Comptroller's office in Dallas. 
After discussion, upon motion duly made and seconded, the loan policy 
changes were unanimously approved. 

Bill Patterson next reviewed loans made during February 1982 which had 
been previously approved by the Discount Committee, a copy of the report 
being in each Director's book. After discussion, upon motion duly made and 
seconded, the loans were unanimously approved. 

Rick Dunn reviewed the proposed restructuring of the Billy Underwood, 
Sr. and Billy Underwood, Jr. credits. After discussion, he distributed a 
write-up to each Director for signature approving the loan restructuring. 
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The Secretary reviewed Executive Officer and Director-officer 
borrowing reports (Exhibits B through 11). He noted that specific approval 
would be required with regard to the loans made by this Association to Bill 
Patterson. After discussion, in which Bill Patterson did not participate, . 
upon motion duly made and seconded, the loans to Bill Patterson totalling 
$2,800,000.00 were unanimously approved, except that Bill Patterson did not 
participate in nor influence the vote thereon. 

The Secretary reviewed new officer elections and promotions, giving a 
brief report on the responsibilities of each new officer and the officer's 
salary. Upon motion duly made and seconded, a resolution (Exhibit I) was 
unanimously adopted making such new officer elections and approving such 
promotions. 

The Secretary advised that the Community Reinvestment Act Statement 
for 1982 had been prepared and had been reviewed and approved both by Rick 
Dunn and the Secretary. He told the Directors that a copy of the Statement 
with Exhibits was available for any Director caring to review same. After a 
brief discussion, upon motion duly made and . -conded, the Community 
Reinvestment Act Statement for 1982 (Exhibit J) was unanimously approved. 

Eldon Beller commented that past-due loans, overdrafts, and the loan 
to deposit ratio are all currently too high and that management of the Bank 
would be accelerating efforts in those specific areas in the near future to 
make corrections as necessary. 

The Chairman commented on the following matters: (1) the holding 
company Stock Option Committee had met and approved options for twenty-seven 
officers all of the title of Vice President and above; (2) the annual report 
would be available soon and should be distributed by the end of the month; 
(3) the new building is progressing close to schedule and should be topped 
out by mid-year; (4) the new building owners are looking at acquiring land 
north and east of the new building for an entrance/exit to Classen Boulevard 
and a possible heliport; and (5) a report on the possibility of am 
Operations Center will be given at the next meeting. 

There being no further business, upon motion duly made, seconded, and 
unanimously adopted, the meeting was adjourned. 

APPROVED: 
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MINUTES OF AN INFORMAL, SPECIAL MEETING 
OF THE BOARD OF DIRECTORS OF 

PENN SQUARE BANK, N.A. 

April 2, 1982 

Minutes of an informal, special meeting of the Board of Directors 
of Penn Square Bank, N.A., held at 12:00 noon on Friday, April 2, 1982, 
in the Board Room. 

Present were: 

Eldon L. Beller 
Elizabeth Merrick Coe 
Richard T, Dunn 
Bill P. Jennings 
C. F. Kimberling 

Not in attendance were 

Ronald H. Burks 
Gary M. Cook 
J. C. Cravens* 

* Advisory Directors 

The Chairman, Bill P. Jennings, called the meeting to order, He 
thanked the Directors present for being available on such short notice. 

He explained that the purpose of the meeting was to inform the 
Directors that a reporter (Phillip Zweig) for the trade newspaper, 
American Banker (which he described), is apparently trying to do some 
"investigative" reporting on the energy industry and the Ban];, particularly 
in light of the current downturn in oil prices and the increase in idle 
drilling rigs within the industry. He described the background of his 
previous conversations with the reporter, noting that the reporter had 
cancelled a scheduled interview with the Chairman and while rescheduling 
was pending, the reporter began calling Directors, correspondents, 
regulators, auditors, and competitors in an attempt to "get a story." 
The Chairman described the reporter's style as being "accusatory" instead 
of inquisitive. He noted that the reporter's "facts" were highly inaccurate 
and in some cases absurd. 

Two Directors (Marvin Margo and Dub Ross) described their conversations 
with the reporter and concurred in the Chairman's characterization of 
the reporter's style as being accusatory. Eldon Beller described his 
conversation with Preston Morrow, of the Comptroller's Office (who the 
reporter had called). Eldon noted that he ha.1 t-;.iphasi zed to Preston 
that if the reporter continued to make inaccurate and harmful statements 

Marvin K. Margo Gene H. Smelser 
Bill G. Patterson Bill Stubbs 
John R. Preston Carl W. Swan 
Jerry Richardson 
V. A. Ross 

Richard C. Haugland H. Mead Norton* 
Ken L. Kenworthy James G. Randolph 
Frank L. Murphy 
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about the Bank to third parties, which could harm the Bank, he would 
expect the Comptroller's Office to assist us at our request. 

Bill Patterson described his conversations v/ith the Bank's correspondent 
banks, noting that they had made highly supportive statements to the 
reporter concerning their good relationships with this Bank. He and the 
Chairman advised that they had consulted and spoken with Jim Linn about 
the natter. 

Tne Chairman reiterated his concern as to any false statements 
which might be made. He advised that he, Eldon, and John Preston would 
probably meet with the reporter next week to set the record straight. 
He noted that discussing Bank matters outside of the Board Room is 
inappropriate and that a good response to the reporter, should a Director 
be called, would be to indicate that Bank business is confidential and 
is not discussed outside of the Board Room. He reminded the Directors 
that they could be receiving phone calls from the reporter. 

The Chairman concluded that a low-key approach would be appropriate 
and that he would update the Directors as needed. 

Upon motion duly made, seconded, and unanimously adopted, the 
meeting was adjourned. 

Approved: 

Bill P. Jennings, Chairman 

97-830 0 - 8 2 - 3 7 
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MINUTES OF THE REGULAR MEETING 
OF THE BOARD OF DIRECTORS OF 

PENN SQUARE BANK, N.A. 

April 20, 1982 

Minutes of the regular meeting of the Board of Directors of Penn Square 
Bank, N.A., held at 4:00 p.m. on Tuesday, April 20, 1982, in the Board Room. 

Present were: 

Eldon L. Beller 
Ronald H. Burks 
Elizabeth Merrick Coe 
Gary M. Cook 
Richard T. Dunn 

Bill P. Jennings 
Ken L. Kenworthy 
Frank L. Murphy 
H. Mead Norton* 
Bill G. Patterson 

John R. Preston 
James C. Randolph 
W. T. Richardson, Jr. 
W. A. Ross 
Gene H. Smelser 

Absent were: 

J. C. Cravens* 
Richard C. Haugland 

C. F. Kimberling 
Marvin K. Margo 

Bill Stubbs 
Carl W. Swan 

*Advisory Directors 

Also present were James J. Gunter, Executive Vice President and Chief 
Financial Officer, and Jim Blanton, Dean York, and Kim Shoeraake of Peat, 
Marwick, Mitchell & Company, the Association's outside auditors. 

The Chairman, Bill P. Jennings, called the meeting to order. He 
remarked that a reporter from the American Banker had been in to visit he and 
Eldon and other staff members and that a possible article about Penn Square 
Association may be published by American Banker in the future. 

The Chairman called on Eldon Beller who introduced Jim Blanton, tyean 
York, and Kim Shoeraake, representatives of Peat, Marwick, Mitchell & Company. 
Jim Blanton made general remarks and then introduced Dean York, the partner 
in charge of the Association's audit. Dean distributed financial statements 
of First Penn Corporation and the Association to each Director. He reviewed 
briefly the scope of the audit performed by Peat, Marwick, Mitchell & Company 
and noted that the financial statements contained the unqualified accountant's 
report. Dean discussed the procedures involved in the audit and reviewed the 
numbers contained in the financial statements. He then asked for questions 
and answered the questions that were raised. He noted that a management 
letter will be forthcoming. He recommended that the Association begin to 
address a total management information system, particularly with regard to 
data processing and account profitability information. He noted further that 
steps have been take by management to provide for an early warning system so 
that problems can be addressed before they become major items. (Jim Blanton, 
Dean York, and Kim Shoemake left the meeting at this point.) 

Jim Gunter reviewed the Association's financial statements for the month 
of March and/the ye.v.r-to-date, a copy of which were in each Director's book. 
He noted that the capital asset ratio during the first quarter was 7.8% and 
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that same was in tuli compliance with the Letter Agreement. He also reviewed 
the changes in the Association's capital structure and commented that 
management had placed a freeze on hiring. After discussion, upon motion duly 
made and seconded, the financial reports were unanimously approved. 
Jim Gunter also reviewed the deposit and asset report and the liquidity 
analysis. 

The Secretary reviewed the Association's Securities Report, copies of 
which were in each Director's book. He highlighted changes from the March 
report and reviewed the bond portfolio maturity distribution and quality 
reports for the quarter ending March 31, 1982. Upon motion duly made and 
seconded, the Securities Report was unanimously approved. 

Bill Patterson reviewed overdrafts in a continuous overdraft state for 
fifteen days or more, a copy of the overdraft report being in each Director's 
book. A general discussion with regard to oil drilling and oil markets was 
held. After discussion, upon motion duly wade and seconded, the overdrafts 
were unanimously approved. 

Bill Patterson next reviewed past-due loans, a copy of which report v:as 
in each Director's book. A discussion was held on same including the loans 
related to Quail Run. Rick Dunn gave a brief report on the percentage of 
past-due loans in relation to the total portfolio. After discussion, upon 
motion duly made and seconded, the past-due loans report was unanimously 
approved. 

Rick Dunn next reviewed charge-offs totaling $1,929,009.5.'), which had 
been taken during the month of March. After discussion, upon motion duly made 
and seconded, a resolution (Exhibit A) approving such charge-offs was 
unanimously adopted. Rick Dunn next gave a quarterly charge-off review> 
distributing material with respect to the charge-offs and recoveries Co-date. 
A discussion of the charge-offs and recoveries was held. 

Bill Patterson next reviewed loans made during March 1982 which had been 
previously approved by the Discount Committee, a copy of the report being in 
each Director's book. After discussion, upon motion duly made and seconded, 
the loans were unanimously approved. 

Bill Patterson gave a presentation on Mahan-Rowsey, Inc. and related 
credits. A discussion was held on the presentation. Bill Patterson noted that 
future presentations would be given on major energy-related credits. 

The Secretary reviewed Executive Officer and Director-officer borrowing 
reports (Exhibits B through D). He also reviewed the Trust Department 
personnel quarterly investment report (Exhibit E). 

The Secretary reviewed the trust examination which commenced 
February 1, 1982, a copy of which was available in the room for each Director 
to review. He reviewed the matters of major importance requiring attention as 
outlined in the report. After the review the report of trust examination was 
distributed for signature by the Directors present. 

The Secretary reviewed new officer elections, promotions, and a 
resignation. He gave a brief report on the responsibilities of each new 
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officer and the officer's salary. By motion duly made and seconded, a 
resolution (Exhibit F) was unanimously adopted making such new officer 
elections, approving such promotions, and accepting the resignation. 

The Secretary reviewed a resolution with regard to funds transfer 
(Exhibit G). Upon motion duly made, seconded and unanimously adopted, the 
resolutions contained in Exhibit G were unanimously approved. 

The Chairman advised that the operations center proposal for a free 
standing building east of the motor bank has been put on hold at the present 
time-and gave the reasons therefor. 

The Chairman noted that the personnel level in the Association is under 
constant control and supervision and would be for some time. He noted that the 
Comptroller's examination would begin on Monday, April 26. Eldon Beller noted 
that the examination is an important examination for the Association but 
otherwise is a routine examination which the Association has generally one 
every year. 

There being no further business, upon motion duly made, seconded, and 
unanimously adopted, the meeting was adjourned. 

APPROVED: 

Bill P. J^fmings, Chairmali 
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MINUTES OF THE REGULAR MEETING 
OF THE BOARD OF DIRECTORS OF 

PENH SQUARE BANK, N.A. 

May 18, 1982 

Minutes of the regular meeting of the Board of Directors of Penn Square 
Bank, N.A., held at 4:00 p.m. on Tuesday, May 18, 1982, in the Board 
Room. 

Present were: 

Eldon L. Beller 
Ronald H. Burks 
Elizabeth Merrick Coe 
J. C. Cravens* 
Richard T. Dunn 
Richard C. Haugland 
Bill P. Jennnings 

Absent were: 

Ken L. Kenworthy 
C. F. Kimberling 
Marvin K. Margo 
Frank L. Murphy 
H. Mead Norton* 
Bill G. Patterson 
John R. Preston 

James C. Randolph 
W. T. Richardson, Jr. 
W. A. Ross 
Gene H. Smelser 
Carl W. Swan 

Gary M. Cook Bill Stubbs 

*Advisory Directors 

Also present was James J. Gunter, Executive Vice President and Chief 
Financial Officer. 

The Chairman, Bill P. Jennings, called the meeting to order. The 
Secretary reviewed the minutes of the meetings of March 16 and April 20, 
copies of which were in each Directors' book. Upon motion-duly made and 
seconded, the minutes were unanimously approved. 

Jim Gunter reviewed the Association's financial statements for the 
month of April, and the year-to-date, copies of which were in each Director's 
book. He also reviewed the results year-to-date compared to plan and 
reviewed projected plan for the rest of Cue year. A discussion was held on 
the loan to deposit ratio and the financial statements and plan In general. A 
discussion was also held on spreading fee income over the life of a loan as 
opposed to the current practice of- recognizing fee income when received. 
After discussion, upon motion duly made and seconded, the financial reports 
were unanimously approved. Jim Gunter also reviewed the deposit and asset 
report and the liquidity analysis. 

The Secretary reviewed the Association's Securities Report, copies of 
which were In each Director's book. He highlighted the changes from the 
April report. Upon motion duly made and seconded, the Securities Report was 
unanimously approved. 

Bill Patterson reviewed overdrafts in a continuous overdraft state for 
fifteen days or more, a copy of the-overdraft report being in each Director's 
book. He noted the overdrafts that had been cleared since the report had 
been prepared. Discussion was held o.n the general trend of overdrafts 
heading upwards. After discussion, upon motion duly made and seconded, the 
overdrafts were unanimously approved. 
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Bill Patterson next reviewed past-due loans, a copy of which report was 
in each Director's book. A discussion was held on the past-due loans and the 
trend of the past-due loans. Mr. Patterson made comments on certain problem 
credits. After discussion, upon motion duly nade and seconded, the past-due 
loan report was unanimously approved. 

Rick Dunn next reviewed charge-offs totaling $169,140.16, which had 
been taken during the month of April. After discussion, upon motion duly 
made and seconded, a resolution (Exhibit A) approving such charge-offs was 
unanimously adopted. 

Bill Patterson next reviewed loans made during April 1982 which had 
been previously approved by the Discount Committee, a copy of the report 
being in each Director's book. A lengthy discussion was held with regard to 
the Discount Committee process. Mr. Randolph, a member of the Discount 
Committee, noted the concern of the Discount Committee of the ability of loan 
officers to show how customers can repay, particularly knowing what the 
coverage ratio is and what the ratio of debt to capitalization is. A 
discussion was held on the method of reviewing credits and how loans are 
documented in the Bank's files. After discussion, upon motion duly made and 
seconded, the loans were unanimously approved. 

Bill Patterson gave a presentation on the Robinson Brothers credit and 
an update on Mahan-Rowsey, Inc. and related credits. A lengthy discussion 
was held with regard to both credits. Bill Patterson noted that he will give 
reports in the future on other energy-related credits. 

The Secretary reviewed Executive Officer and Director-officer borrowing 
reports (Exhibits B through I). The Secretary noted that as to the loan of 
this Association to Bill Patterson in the amount of $2,100,000.00 (as 
reported on Exhibit D), the loan of $682,758.22 (as reported on Exhibit E), 
and the loan to Bill Patterson in the amount of $770,000.00 (as reported on 
Exhibit F), Board approval would be required at this meeting per the FIRA 
resolutions adopted by the Board at its meeting on July 14, 1981, as 
supplemented by the initial approval of these loans at the Board meetings 
held on January 12, 1982 and March 16, 1982. After discussion, upon motion 
duly made and seconded, the following resolution was unanimously approved: 

RESOLVED, that the President of this Association and/ 
or Richard T. Dunn, Executive Vice President of this 
Association, each are hereby authorized and empowered 
to make loans to Bill Patterson in the total amount of 
up to $3,000,000.00, and that the extension of any loans 
previously made to Bill Patterson by said officers is 
hereby specifically ratified and approved.' 

Bill Patterson abstained from voting on the foregoing resolution, did not 
participate in the discussion of same, and did not influence the voting 
thereon. 

The Secretary reviewed new officer elections and promotions. He gave a 
brief report on the responsibilities of each new officer and the officer's 
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salary. Upon motion duly made and seconded, a resolution (Exhibit J) was 
unanimously adopted making such new officer elections, and approving such 
promotions. 

The Secretary reviewed the equal employment policy as recommended by 
the personnel division and management of the Bank. Upon motion duly made and 
seconded, the policy (Exhibit K) was unanimously approved. 

The Secretary advised that the Trust Investmenc Committee had met prior 
to the Board meeting. He noted that during that meeting the Committee had 
reviewed the annual financial report of the Bank's pension plan. He reviewed. 
the highlights of the financial report on the pension plan. 

The Chairman advise that the First Perm Corporation Board meeting had 
been held earlier in the afternoon. He noted that at that meeting the Board 
of the holding company had authorized the issuance of an additional 50,000 
shares of stock at a minimum of $150.00 per share. The Chairman advised that 
the stock would be sold in June or July with $2.5MM of the proceeds being 
used as a capital injection in the Association. He also reviewed briefly the 
progress on Pennbank Tower, the new headquarters building for the 
Association. He also noted that the Board would be asked at a future meeting 
to approve a lease for Association space in the building. He commented on 
the American Banker article about the Association which appeared in the April 
26 issue of American Banker. The Chairman concluded his remarks by noting 
that the Association had received a management letter from Peat, Marwick, 
Mitchell & Company and that same would be reviewed in detail in the future. 

The President, Eldon L. Beller., commented on the current examination by 
the Comptroller's Office, which is in progress. He noted that the examiners . 
were currently interviewing lending officers and that they had not raised any 
subjects with management which it was not already aware of. He advised the 
Board that management of the Bank had held a follow-up staff meeting to the 
staff-meeting held in January. He reviewed the highlights of that meeting, 
noting that ten priority items had been identified, being diversification, 
deposit growth development, tax elimination and shelter, building a real 
estate commercial portfolio, forming a small business investment company and 
entering into venture capital transactions, possibly acquiring a trust 
company, expanding the Association's correspondent network, finding a new 
head for the Trust Department (per John Miller's specific request as he 
desires to only work part time), developing a sales oriented marketing 
department, and preparing a formal budget for the Association along with 
continuing control of expenses. 

There being no further business, upon motion duly made, seconded, and 
unanimously adopted, the meeting was adjourned. 

APPROVED: 
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MIKUTES 07 TEE REGULAR MEETI?::-
0F THE BOARD OF DIRECTORS OF 

PEN":: SOUARE BANK, K.A. 

June 15, 1982 

Minutes of the regular meeting of the Board of Directors of Penr. 
Square Bank, K.A., held at A:00 p.m. on Tuesday, June 15, 1962, in the 
Board Room. 

Fresent were: 

Eldon L. Beller 
Elizabeth Merrick Coe 
Gary M. Cook 
J. C. Cravens * 
Richard T. Dunn 
Richard C Raugland 
Bill F. Jennings 

Absent were: 

Ronald K. "Burks 

*• Advisory Directors 

Alfo present was James J. Gunter, Executive Vict 7 resident and 

Cv:\ :' 7i-zr^i~; Officer. 

The Chairman, Bill P. Jennings, called the meeting tr order. Th: 
Secretarv revieved the ninutes of trie meeting of Kay }': . ?. copy of which 
was ir. each Director's book. Upon notion duly mace and seconded, the 
minutes were unanimously approved. 

Jim Gunter reviewed the Association's financial statements for the 
month of May and the year-to-date, copies of which were in each 
Director's book. He commented that the Association's earnings for the 
ceccnc quarter would not meet plan. lie reminded the Directors, of the 
pending capital infusion from First Penn Corporation as a result of its 
rrc rosed stock sale. The Chairman commented that th-: fvrdf should cor. t 
ir. curing July "and that the allocation noted in the May Board meeting 
betweer the Association and First Penn Corporation iray change. Alter 
discussion, upon motion duly made and seconded, the financial reporrs 
were unanimously approved (except that Messrs. Pat terser, and Richardson 
were temporarily absent from the room). Jim Gunter also reviewed the 
deposit and asî et report and the liquidity analysis, noting that 
consolidated liquidity is exceptionally high. 

Jim Gunter reviewed the Association's Securities Report, a copy of 
which was in each Director's book. (Mr. Randolph joined the meeting 

Ken L. Kenworthy V. T. Richardson, Jr. 
Marvin K. Margo V. A. Ross 
Frank L. Murphy Gene K. Smeiser 
K. Mead Norton * Bill Stubbs 
Bill G. Patterson Carl l.\ Swan 
John R. Preston 
James C. Randolph 

C. F. Kimberlinc 
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MINUTES OF THE REGULAR MEETING 
OF THE BOARD OF DIRECTORS OF 

PENN SQUARE BANK,N.A. 

June 15, 1982 

Minutes of the regular meeting of the Board of Directors of Penn 
Square Bank, N.A., held at 4:00 p.m. on Tuesday, June 15, 1982, in the 
Board Room. 

Present were: 

Eldon L. Beller 
Elizabeth Merrick Coe 
Gary M. Cook 
J. C. Cravens* 
Richard T. Dunn 
Richard C. Haugland 
Bill P. Jennings 

Ken L. Kenworthy 
Marvin K. Margo 
Frank L. Murphy 
H. Mead Norton* 
Bill G. Patterson 
John R. Preston 
James C. Randolph 

W. T. Richardson, Jr. 
W. A. Ross 
Gene H. Smelser 
Bill Stubbs 
Carl Swan 

Absent were: 

Ronald H. Burks C. F. Kimberling 

* Advisory Directors 

Also present was James J. Gunter, Executive Vice President and 
Chief Financial Officer. 

The Chairman, B i l l P. Jennings, ca l led the meeting to order . The 
Secretary reviewed the minutes of the meeting of May 18, a copy of which 
was in each D i r e c t o r ' s book. Upon motion duly made and seconded, the 
minutes were unanimously approved. 

Jim Gunter reviewed the Association's financial statements for the 
month of May and the year-to-date, copies of which were in each 
Director's book. He commented that the Association's earnings for the 
second quarter would not meet plan. He reminded the Directors of the 
pending capital infusion from First Penn Corporation as a result of its 
proposed stock sale. The Chairman commented that the funds should come 
in during July and that the allocation noted in the May Board meeting 
between the Association and First Penn Corporation may change. After 
discussion, upon motion duly made and seconded, the financial reports 
were unanimously approved (except that Messrs. Patterson and Richardson 
were temporarily absent from the room). Jim Gunter also reviewed the 
deposit and asset report and the liquidity analysis,noting that 
consolidated liquidity is exceptionally high. 

Jim Gunter reviewed the Association's Securities Report, a copy of 
which was in each Director's book. (Mr. Randolph Joined the meeting 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



580 

during presentation of the report.) Upon motion duly r.ade and seconded, 
the Securities Report vas unanimously approved (except: that Mr. 
Patterson vas temporarily absent fror the rccrO . At the Chairman's 
request, Mr. Gunrer connected that longer maturity securities would be 
sold vith sorae loss as "windows" become available for the funds to be 
profitably redeployed. In respcrr.e to a question.. he noted that the 
securities pertfelii is used for liquidity purpeses. 

rill Patterson reviewed overdrafts ir a continuous overdraft state 
for fifteen days or r.ore, a copy of the overdraft report being in each 
Director's book. He noted the overdrafts which had been cleared since 
the report had been prepared, noting that with those already cleared and 
those which will be cleared, the total overdrafts on the report would be 
less than $3MM. Mr. Kenworthy commented on Midwest Resources (/'05-1165) 
that he heard the company nay be having difficulty with certain of its 
trade creditors. Mr. Murphy commented on Kinberiings (r!5-0055) noting 
that he expects its overdraft to be cleared in a week to ten cays. The 
President, Eldon Beller, added further consents. After discussion, upon 
cot ion duly rr.ade and seconded, the overdrafts were urianinously approved. 

Bill Patterson next reviewed past-due leans, a copy of which report 
was ir: each Director's book. Kr. Randolph inquired as to the ccrj:.ent on 
J. D. Allen £ Co. (£27749 and 27S67). Kr. Patterson responded that the 
officer is following the examiner's instructions. The President noted 
that he had discussed the leans with the examiners, that rcornir . Mr. 
Stubbs inquired whether the examiners were stil] at the As so .-.at ion. 
The President responded that they were., noting that they Viae left the 
As sec is lion for a week or so in the r.iddle of their examination. Mr. 
Randolph inquired as to the officer's remarks on 0. L. Scott, Jr. 
(:;IS'£t'S} . Mr. Patterson answered that he would look into the natter, z^ 
he knew cf nc reason, why the customer could net ray interest. Mr. Svar. 
:o::;;:ree that t: his knowledge the. cusio:. •..: ':•.-. a: e:.'.f!3ent irac-t 
creci: reputation. The Chairman cor-erred that he believed the loan to 
be sufficiently collateralized. Mr. Pacteiser r.--tec that Apollo Pools. 
Inc. (f 29156) would be charged-off per the cxa: ir ers . he noted further 
that on Petros Energy & Land (P25705, 26506, 26 9r£, and 27046) the loans 
had been paid off by the customer selling irs production to another 
customer. He cor̂ rr.ented on the substantial ar.^unt which had come off the 
past-due list since Kay 31. He noted that the exar-iners automaticallv 
charge off any loan past-due nore than ISC days. Mr. Cook asked as to 
wher. the Association stops accruing interest or. past-due loans. Messrs. 
Dunr.. Patterson, and Beller all responded thai r cr.-accrual leans are 
deterr.ined by loan review corrr:ittee. Mr. Coo]-, asked that a non-accrua] 
report be included in each Director's book ir. the future. The President 
said that such report would be included. Mr. Murphy •noted that as to 
the Arcith Dolese past-due installment lean foreclosure action against 
the diamond ring held as collateral would cor~.er.ee soon. After 
discussion, upon motion duly nzae and seconded, the past-due report was 
ur.ar.irrusly approved. 

Rick Dunn next reviewed charge-offs totaling $380,919.53, a conv of 
which report was in each Director's book. he also $ave a quarterly 
review cf the loar loss reserve, <• copy cf which report was in each 
Directcr:s book. He rotec that based or. irirrral classifications the 
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during presentation of the report.) Upon motion duly made and seconded, 
the Securities Report was unanimously approved (except that Mr. 
Patterson was temporarily absent from the room). At the Chairman's 
request, Mr. Gunter commented that longer maturity securities would be 
sold with some loss as "windows" become available for the funds to be 
profitably redeployed. In response to a question, he noted that the 
securities portfolio is used for liquidity purposes. 

Bill Patterson reviewed overdrafts in a continuous overdraft state 
for fifteen days or more, a copy of the overdraft report being in each 
Director's book. He noted the overdrafts which had been cleared since 
the report had been prepared, noting that with those already cleared and 
those which will be cleared, the total overdrafts on the report would be 
less than $3MM. Mr. Kenworthy commented on Midwest Resources (#05-1165) 
that he heard the company may be having difficulty with certain of its 
trade creditors. Mr. Murphy commented on Kimberlings (#15-0055) noting 
that he expects its overdraft to be cleared in a week to ten days. The 
President, Eldon Beller, added further comments. After discussion, upon 
motion duly made and seconded, the overdrafts were unanimously approved. 

Bill Patterson next reviewed past-due loans, a copy of which report 
was in each Director's book. Mr. Randolph inquired as to the comment on 
J. D. Allen & Co. (#27749 and 27867). Mr. Patterson responded that the 
officer is following the examiner's instructions. The President noted 
that he had discussed the loans with the examiners that morning. Mr. 
Stubbs inquired whether the examiners were still at the Association. 
The President responded that they were, noting that they had left the 
Association for a week or so in the middle of their examination. Mr. 
Randolph inquired as to the officer's remarks on 0. L. Scott,Jr. 
(#29868). Mr. Patterson answered that he would look into the matter, as 
he knew of no reason why the customer could not pay interest. Mr. Swan 
commented that to his knowledge the customer has an excellent trade 
credit reputation. The Chairman commented that he believed the loan to 
be sufficiently collateralized. Mr. Patterson noted that Apollo Pools, 
Inc. (#29156) would be charged-off per the examiners. He noted further 
that on Petros Energy & Land (#25705, 26506, 26999, and 27046) the loans 
had been paid off by the customer selling its production to another 
customer. He commented on the substantial amount which had come off the 
past-due list since May 31. He noted that the examiners automatically 
charge off any loan past-due more than 180 days. Mr. Cook asked as to 
when the Association stops accruing interest on past-due loans. Messrs. 
Dunn, Patterson, and Beller all responded that non-accrual loans are 
determined by loan review committee. Mr. Cook asked that a non-accrual 
report be included in each Director's book in the future. The President 
said that such report would be included. Mr. Murphy noted that as to 
the Ardith Dolese past-due installment loan foreclosure action against 
the diamond ring held as collateral would commence soon. After 
discussion, upon motion duly made and seconded, the past-due report was 
unanimously approved. 

Rick Dunn next reviewed charge-offs totalling $380,919.53, a copy of 
which report was in each Director's book. He also gave a quarterly 
review of the loan loss reserve, a copy of which report was in each 
Director's book. He noted that based on internal classifications the 
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reserve is currently short by $1.3MM. He stated that the heard is net 
currently being asked for approval cf the adequacy of the reserve and 
that such approval would probably be sought after the examination is 
concluded. Mr. Kenworthy inquired as to the reasons for the difference 
between the charge-off amount for M?y and the provision for loan loss 
charge r.gainst May earnings. Mr. Dunn responded that the difference is 
a result of the It-nr. loss reserve- bc-ir.c increased cr. i continuing basis 
with acjustner.ts r.ede each rcor.th cercrr.inec by actual losses taken. The 
Chairr.au made additional' corr.rvertf or. the reserve. After discussion, 
upon motion duly r.ade and seconded,'?, resolution (Exhibit A) approving 
such charge-offs was unanimously adopted. 

Eill Patterson next reviewed leans r.ade during Kay 1582 which had 
beer, previously approved by the Discount Conriittee, a copy cf the report 
being in each Director's book. Mr. Patterson noted his participation in 
the Caddo Reservoir Prograrr., Ltd. (/-31770). Mr. Randolph inquired as to 
whether such participation raises a conflict of interest and he noted 
his concern about any increase in officer participation in any 
borrower's activities. The Chairr.an noted that the ethics coccittee 
reviews officer participations as well as the details cf the borrowing. 
Ke advised that two outside Tirectors would be addec to the cotutittee 
and he mace other comments as to the advantages end disadvantages of 
such participations. The r resident consented that greater depth of 
investigation will be needed as tc such participations. Mr. Randolph 
inquired as to when the rigs were valued which col lateralize the C. V?. 
Culpepper loan (?:3i6i&). Mr. Patterson, answered that 19c: values were 
used. Mr. Randolph noted thai scoe ric.c have recently sold in auction 
sales in Texas at a? little as 2:>'A of 19c.1 values. * r. Swan noted that 
new rigs can be bought for as little as 70/; of 39c 1 value; . Mr. Stubbs 
inquired whether Mr. Culpepper has any Arkansas investors as he had 
heard there were sore probler.s relating thereto vith some Arkansas 
vcllf. M: . ?'t:-:^:: : i;: •.:.•":;* rhr.: t' °:.is kr: wit ir-' thrt was no: true 
as Mr. Culpepper had r.c Aihan?:.;- wells. Mr. latter: ::.• contented further 
on the recent cor.pl e.ticr. of the Tor:. Cat w d l by M.r. Culpepper. 

The Chairr.an noted a typographical error in the loan report in 
that the Texas Upsetting i Finishing, Inc. loan (:3ifr^) should show hi::; 
as a guarantor to the upstreer.: correspondent bank(s; and that the Mahan 
Rovsey, Inc. loan (f-32553) should not show hir a: : guarantor. Mr. 
Patterson noted that the J. !'•. Hodges lean •!'" 3 i 7 7 1 *• is incorrectly 
reported; that the correct purpose shoujc he accuifit ion cf an interest 
in Maxir: Meetings, with collateral heir.: : nledg: ;: such interest. Ke 
stated further that his cvn loan and that c: hsl Clifford should also 
reflect such purpose and cclltternl. he cemented th:'l i>:, Mr. Hodges, 
and Mr. Clifford expected :c- s.ll their investrrents to halter Heller & 
Co. in the near future. The Cha irr.iaa rerr.inced the hoard of the previous, 
reports tc the Board as to the nature of the investrent and the take-out 
of the Chase loan to Maximo Moorings b\ these individuals. Mr. 
Patterson noted that the Mahan-Rowsey, Inc. lean (f31777) was guaranteed 
by Sabre Energy, a subsidiary of Anson Corp., a custcner. He also noted 
that the loan to Bill Jennings (f'3)789) was fully participated as of the 
date ir̂ ade; therefore such loan vas in compliance with Regulation C. he 
noted that his lean (£31723) 01 S770,OQG relates to ar, investment being 
warehoused for hirst Penn Corporation for its ultir.i.tt assumption if and 
when Tc-dt-e] Reserve- approval is r. rented. }c advised Lhat the- loans 10 
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reserve is currently short by $1.3MM. He stated that the Board is not 
currently being asked for approval of the adequacy of the reserve and 
that such approval would probably be sought after the examination is 
concluded. Mr. Kenworthy inquired as to the reasons for the difference 
between the charge-off amount for May and the provision for loan loss 
charge against May earnings. Mr. Dunn responded that the difference is 
a result of the loan loss reserve being increased on a continuing basis 
with adjustments made each month determined by actual losses taken. The 
Chairman made additional comments on the reserve. After discussion, 
upon motion duly made and seconded, a resolution (Exhibit A) approving 
such charge-offs was unanimously adopted. 

Bill Patterson next reviewed loans made during May 1982 which had 
been previously approved by the Discount Committee, a copy of the report 
being in each Director's book. Mr. Patterson noted his participation in 
the Caddo Reservoir Program,Ltd. (#31770). Mr. Randolph inquired as to 
whether such participation raises a conflict of interest and he noted 
his concern about any increase in officer participation in any 
borrowerTs activities. The Chairman noted that the ethics committee 
reviews officer participations as well as the details of the borrowing. 
He advised that two outside Directors would be added to the committee 
and he made other comments as to the advantages and disadvantages of 
such participations. The President commented that greater depth of 
investigation will be needed as to such participations. Mr. Randolph 
inquired as to when the rigs were valued which collateralize the C.W. 
Culpepper loan (#31648). Mr. Patterson answered that 1981 values were 
used. Mr. Randolph noted that some rigs have recently sold in auction 
sales in Texas at as little as 25% of 1981 values. Mr. Swan noted that 
new rigs can be bought for as little as 70% of 1981 values. Mr. Stubbs 
inquired whether Mr. Culpepper has any Arkansas investors as he had 
heard there were some problems relating thereto with some Arkansas 
wells. Mr. Patterson responded that to his knowledge that was not true 
as Mr. Culpepper had no Arkansas wells. Mr. Patterson commented further 
on the recent completion of the Tom Cat well by Mr. Culpepper. 

The Chairman noted a typographical error in the loan report in 
that the Texas Upsetting & Finishing,Inc. loan (#31694) should show him 
as a guarantor to the upstream correspondent bank(s) and that the Mahan 
Roswey,Inc. loan (#32553) should not show him as a guarantor. Mr. 
Patterson noted that the J. D. Hodges loan (#31771) is incorrectly 
reported;that the correct purpose should be acquisition of an interest 
in Maximo Moorings, with collateral being a pledge of such interest. He 
stated further that his own loan and that of Hal" Clifford should also 
reflect such purpose and collateral. He commented that he, Mr. Hodges, 
and Mr. Clifford expected to sell their investments to Walter Heller & 
Co. in the near future. The Chairman reminded the Board of the previous 
reports to the Board as to the nature of the investment and the take-out 
of the Chase loan to Maximo Moorings by these individuals. Mr. 
Patterson noted that the Mahan-Rowsey,Inc. loan (#31777) was guaranteed 
by Sabre Energy, a subsidiary of Anson Corp., a customer. He also noted 
that the loan to Bill Jennings (#31789) was fully participated as of the 
date made; therefore such loan was in compliance with Regulation 0. He 
noted that his loan (#31723) of $770,000 relates to an investment being 
warehoused for First Penn Corporation for its ultimate assumption if and 
when Federal Reserve approval is granted. He advised that the loans to 
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Susan Mears (#31702 p.r.d 31778) ere guaranteed by Bobby Hefner and relate 
to the purchase of reai estate vhicb is remodeled and then sold for a 
profit. The Chairrrar consented that there verc no new borrowers or. 
May's loan list, adding that the Association is servicing its current 
custorers in an atter.pt to slow down loan growth, and stating that new 
loan customers are accepted to the extent such loans can be profitably 
so'ic v.rstreaD. he alsc stared that the Association ii being extrer.ely 
selective in taking on new credits. After discussion, upon r.otion duly 
r.ade and seconded, the loans were unanimously approved. 

The Secretary reviewed the insurance report, a copy of which was in 
each Director's book, noting that the report would be reviewed annually. 
Ke answered questions as to various coverages and noted the total annual 
insurance premium is currently $135,400. Mr. Cook inquired as tc the 
adequacy of the srr.ount of Director and officer liability coverage. The 
Secretary said he would look intc having the coverage increased, if 
possible, and would report back or. sane. 

The Secretary reviewed Executive Officer and Director-officer 
borrowing reports (Inhibits £ through E) and an ar.ended report of Bill 
Fatteisor. with explanatory letters (Exhibits F through 1). Mr. Jennings 
advised that as tc his report (Exhibit C) the listing of the loan as 
unsecured r.ay be incorrect; that the loan nay be secured by oil and gas 
properties; and, if necessary, thet he would subr.it a corrected report 
at the conclusion of the Board ne'ir.g. 

rc-vievt: r.-f. officer elections ar.c promotions. F-i 
c:. the resrorsib:liti£s oC each rev officer ar.c th-: 
Vpcn notion duly r.ridc and secorded, a resolutior 
~r.i::ousiv adoocec r.akir.c such nev officer elections 

Fro::: Snaring arc' Savings and Thrift I la:.. After discussion, upcr. 
r.otior. duly nade arc seconded, a resolution (Exhibit V.) was ur.ar.ir.ously 
adoptee approving such amendments and changing the nar.o of the plan. 

The Secretfr; advised that temporary signature authority for JoAn: 
Calloway, Operations Officer and head of the r.ain bank teller 
department, had bttr. requested (Exhibit L) so as to allow her to sign 
cashier checks in ar ar.ount up to S 100,000. Upon metier, duly nade and 
sccoiidec. a res; It:: :r- (Exhibit K) v:as unanimously froptvd approving 
such signature eut'rtrity. 

The Secretary advisee that r.ar:?ger.er.i iecontended approval of a 
resvlutior. authoric ir.g a ccszor.cr trading account wit): hctan Mosle Inc. 
V'por. notion duly nade and seconded, such resclutior. (Exhibit K) was 
unanimously adopted. 

The Chairr.ar f.dvisec thsr r.anagcrient hhd received the Fear, 
Marvich, Mitchell I Co. (FMK I Co.) r.anr.ger.ent letter (Exhibit 0) and 
that Jit. Cunter would review r.anagen.ent' s response to sane (Exhibit F) . 
(Mr. Cravens and Mr. Swan left the r.eeting during the presentation.) 
Jin. distributee ccries cz his respcr.se and ths rv.nagcren: letter to each 

J., re Secte 
gave c • r i c f re 
o f f i c e r '? so la r 
(Exhibi : Jx; va s 
anr a r t r r v m c s 
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Susan Mears (#31702 and 31778) are guaranteed by Bobby Hefner and relate 
to the purchase of real estate which is remodeled and then sold for a 
profit. The Chairman commented that there were no new borrowers on 
May's loan list, adding that the Association is servicing its current 
customers in an attempt to slow down loan growth, and stating that hew 
loan customers are accepted to the extent such loans can be profitably 
sold upstream. He also stated that the Association is being extremely 
selective in taking on new credits. After discussion, upon motion duly 
made and seconded, the loans were unanimously approved. 

The Secretary reviewed the insurance report, a copy of which was in 
each Director's book, noting that the report would be reviewed annually. 
He answered questions as to various coverages and noted the total annual 
insurance premium is currently $135,400. Mr. Cook inquired as to the 
adequacy of the amount of Director and officer liability coverage. The 
Secretary said he would look into having the coverage increased, if 
possible, and would report back on same. 

The Secretary reviewed Executive Officer and Director-officer 
borrowing reports (Exhibits B through E) and an amended report of Bill 
Patterson with explanatory letters (Exhib^'.s F through I). Mr. Jennings 
advised that as to his report (Exhibit C) the listing of the loan as 
unsecured may be incorrect; that the loan may be secured by oil and gas 
properties; and, if necessary, that he would submit a corrected report 
at the conclusion of the Board meeting. 

The Secretary reviewed new officer elections and promotions. He 
gave a brief report on the responsibilities of each new officer and the 
officer's salary. Upon motion duly made and seconded, a resolution 
(Exhibit J) was unanimously adopted making such new officer elections 
and approving such promotions. 

The Secretary reviewed management-recommended amendments to the 
Profit Sharing and Savings and Thrift Plan. After discussion, upon 
motion duly made and seconded, a resolution (Exhibit K) was unanimously 
adopted approving such amendments and changing the name of the plan. 

The Secretary advised that temporary signature authority for JoAnn 
Calloway, Operations Officer and head of the main bank teller 
department, had been requested (Exhibit L) so as to allow her to sign 
cashier checks in an amount up to $100,000. Upon motion duly made and 
seconded, a resolution (Exhibit M) was unanimously adopted approving 
such signature authority. 

The Secretary advised that management recommended approval of a 
resultion authorizing a customer trading account with Rotan Mosle Inc. 
Upon motion duly made and seconded, such resolution (Exhibit N) was 
unanimously adopted. 

The Chairman advised that management had received the Peat, 
Marwick, Mitchell & Co. (PMM & Co.) management letter (Exhibit 0) and 
that Jim Gunter would review management's response to same (Exhibit P). 
(Mr. Cravens and Mr. Swan left the meeting during the presentation.) 
Jim distributed copies of his response and the management letter to each 
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Director. He reviewed each of the significant itens raised by PMM I 
Co. in summary form and his response to sarr>e. Discission was held on 
various natters. The Chairman advised that the Energy Division would be 
restructured, vith a senior official tc be in charge c: administration 
and operations and Bill Patterson to be in charge of relationships vith 
upstream correspondents. Mr. Randolph expressed his ' concern on 
overdrafts and stated that he would like tc sec- the- trend on overdrafts. 
Mr. COOK noted his concern that ?:2! I Co. advised that overdraft chsrges 
are of ter being waived .;•••" The Chairman and the President discussed the 
current procedures and the necessity of obtaining the President's 
approval of any waiver of overdraft charges. Bill Patterson discussed 
the problem of paying interest to upstreax correspondents prior to 
collecting sane fro::: the customer and advised that of S10MM involved .in 
such practice all but £300,090 had been coljected to date. Mr. Randolph 
inquired as to PMM & Co.'s consent en the quality of loans in our own 
portfolio. The Chairman and the President discussed the reasons for 
below market-rate loans and efforts being irf.de to improve the portfolio. 
Mr. Cook inquired whether the Associetior. is building into its pricing 
appropriate return to compensate it and whether cur custor.cr 
profitability analysis will reflect such ratters. The President 
responded that such er.alysis, once in place, would reflect such matters 
and added t-hat the Association is putting ir. place c new structure on 
servicing fees. The Chairman invited each I:rector tc take manegerrer.t' s 
response letter, study it, and refer er:y questions c: comments tc him or 
tc the President. he reminded the Lirec.tcrs to keep the material 
confidential and asked that they ne-; take the ?••::: I Cc . letter, noting 
that a cry would be available from his office for an; Ii'rcctor wishing 
tc rcvivv same at the Assccia ti or.. Ke asked Mr. Gti:.:c" to give 
quarterly reports c: the progress r.ace en items raised ir the- rrar.agcmer.t 
letter. 

and that the actual numbers would be f orrhrcmir.g. 'tic advised that the 
e:-arir.-ers had alleged rur.erous lending limit vic-2 :.• ticr.s. vkich he and 
the Chairman intend tc discuss with the examiners a~ to how they 
occurred. The Chairman stated that no Director had ever knowingly or 
intentionally assented to any lending limit violation, noting that 
several of the Directors had, at • previous meetings, asked whether the 
lending limit was being violated and had been assured that it was not 
being violated and that policies were instituted tc prc'r.ibit such 
vie! at i*;r s. The- President continued by r'tir.g that t:.e examiners 
charge-o:: list i$ incomplete, but that he entects heavv criticisms and 

he 3-5M'. and the president answered that it wev.lc be at least that amount 
and iir*.e"y mrre. Tire President ^p.ic. that the examiners ;:ere digging 
deep into the prrticlio due to the energy industry problems which had 
been much nubiicizec. 
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5 

(Minutes of June 15, 1982 Board of Directors Meeting Re-typed by Banking 
Committee Staff for clarity) 

Director. He reviewed each of the significant items raised by PMM & 
Co. in summary form and his response to same. Discussion was held on 
various matters. The Chairman advised that the Energy Division would be 
restructured, with a senior official to be in charge of administration 
and operations and Bill Patterson to be in charge of relationships with 
upstream correspondents. Mr. Randolph expressed his concern on 
overdrafts and stated that he would like to see the trend on overdrafts. 
Mr. Cook noted his concern that PMM & Co. advised that overdraft charges 
are often being waived. The Chairman and the President discussed the 
current procedures and the necessity of obtaining the President's 
approval of any waiver of overdraft charges. Bill Patterson discussed 
the problem of paying interest to upstream correspondents prior to 
collecting same from the customer and advised that of $10MM involved in 
such practice all but $300,000 had been collected to date. Mr. Randolph 
inquired as to PMM & Co.'s comment on the quality of loans in our own 
portfolio. The Chairman and the President discussed the reasons for 
below market-rate loans and efforts being made to improve the portfolio. 
Mr. Cook inquired whether the Association is building into its pricing 
appropriate return to compensate it and whether our customer 
profitability analysis will reflect such matters. The President 
responded that such analysis, once in place, would reflect such matters 
and added that the Association is putting in place a new structure on 
servicing fees. The Chairman invited each Director to take management's 
response letter, study it, and refer any questions or comments to him or 
to the President. He reminded the Directors to keep the material 
confidential and asked that they not take the PMM & Co., letter, noting 
that a copy would be available from his office for any Director wishing 
to review same at the Association. He asked Mr. Gunter to give 
quarterly reports on the progress made on items raised in the management 
letter. 

* 
The President gave an update on the of the 

Comptroller examination. He noted that the examiners had been thorough 
and that the actual numbers would be forthcoming. He advised that the 
examiners had alleged numerous lending limit violations, which he and 
the Chairman intend to discuss with the examiners as to how they 
occurred. The Chairman stated that no Director had ever knowingly or 
intentionally assented to any lending limit violation, noting that 
several of the Directors had, at previous meetings, asked whether the 
lending limit was being violated and had been assured that it was not 
being violated and that policies were instituted to prohibit such 
violations. The President continued by noting that the examiners 
charge-off list is incomplete, but that he expects heavy criticisms and 
classifications of loans. Mr. Kenworthy asked whether the amount would 
be $5MM and the President answered that it would be at least that amount 
and likely more. The President said that the examiners were digging 
deep into the portfolio due to the energy industry problems which had 
been much publicized. 

* — Copy illegible. 
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APPENDIX C 

Comptroller of the Currency 
Administrator of National Banks 

Washington, D.C. 20219 

August 15 , 1982 

Re: Penn Square Bank, N.A., Oklahoma City, Oklahoma 

Dear Mr. Chairman: 

In your letter of July 28 you requested information from this 
Office to help in your investigation of the Penn Square Bank 
failure. In response to that request, we are enclosing: 

* A copy of the Formal Agreement executed with the bank 
in September 1980; 

* Copies of the Notice of Charges and Temporary Order to 
Cease and Desist issued in June and July of 1982; and 

* A summary of each examination report from 1976 to 1982. 

We will also make the bank's monthly reports and reports 
concerning loans by correspondent banks available to your staff. 
We have eliminated the names of borrowers frcn all thcne 
documents because of the significant confidentiality protections 
that surround customers' financial transactions, as well as 
statutory limitations on disclosure of examination material. 

For the sake of those members of the Committee who do not have 
your familiarity with the bank examination process, let me 
provide a word of caution "about the use of the summaries. 
Examinations and the resulting reports are, as the GAO has 
pointed out, the first line of bank supervision used by all bank 
regulators. No matter how sound a business may be, its financial 
and managerial structures are not free of all bases of criticism 
when put under the rigorous scrutiny of a thorough examination. 
Examinations are used to point out the deficiencies identified by 
the examiner so that the board can institute corrective measures. 
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I hope this information will be of help to you. My staff and I 
are ready to work with you and the Committee to resolve any 
questions you may have. 

C.T. Conover 
Comptroller of the Currency 

The Honorable 
Fernand J. St Germain 
Chairman, Committee on Banking, 

Finance and Urban Affairs 
2129 Rayburn House Office Building 
Washington, D.C. 20515 

Enclosures 
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Regular Examination August 16, 1976 Examiner In Charge (EIC) Jerry L. Lanier 

[This was the last examination of Perm Square using OCC's former examination 

procedures, prior to implementation of revised procedures in the fall of 

1976.] 

This examination emphasized criticized assets having reached an "unacceptable 

level"" at 54% of Gross Capital Funds and stated that immediate steps should be 

taken to reduce them.. Similar conroents were directed toward documentation 

exceptions and loan delinquencies- Development and implementation of a 

written lending policy was also recommended. Criticized assets centered in 

Other Assets Especially Mentioned (OAEM) and Substandard, with nominal 

Doubtful and Loss. 

Numerous internal control exceptions were cited, and the independence of the 

internal auditor was questioned due to his conflicting operational duties. 

Other items addressed weret the need to revise procedures to comply with OCC 

policy regarding the disposition of credit life insurance income; need for a 

written EEO affirmative action program; non-compliance with two technical 

provisions of the bank's By-Laws; and violations of two laws and two 

regulations. 
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Net income in 1575 of $536M had yielded a Return on Assets (BOA) of 1.32%, 

compared with $464M and 1.42% in 1974. Net loan losses in 1975 had risen to 

$188M versus $22M the previous year. No dividend had been paid in 1975. 

However, a balance sheet and income statement for the holding company, First 

Perm Corporation, were included in the report and reflected that dividends 

received from the bank were $225tt YTD 8/13/76. The holding company's 

investment in the bank was reflected as $3,938M against a holding company loan 

payable elsewhere $2,50GM. 

Two Directors were cited for poor attendance at Board Meetings. Extensions of 

credit to insiders and their interests equalled only 5.26% of gross loans, but 

none were criticized. 

A review of the bankrs official Reports of Condition disclosed errors 

requiring resubmission of reports for 3/31/76 and 6/30/76. 

Participations purchased and sold were $521M and $1,631M, respectively. 

Letters of Credit outstanding were $73M and undisbursed loan funds were 

$2,412M. 

A meeting was held by the examiner with the Board of Directors during which 

the condition of the bank and criticisms contained in the report were 

discussed. 

A 
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August 16, 1976, Examination (General) 

(1) 12 U.S.C. §84 (Lending Limits) 

Violation of Section 84 occurred on March 31, 1976, when a 
loan to an individual was combined with separate loans to 
a welding and supply company on the theory that the parties 
were engaged in a common enterprise. See 12 C.F.R. § 7.1320(b). 

(2) 12 U.S.C. § 375a(b) (Loans to Executive Officers) 
One executive officer did not provide the required written 
report to the Board of Directors, regarding loans he received 
from other banks. Management promised correction by the' 
next Board of Directors' meeting. 

(3) 12 C.F.R. Part 23 (Statement of Business Interests of 
Directors and Principal Officers) 

A director who took office in February 1976 did not file 
- the Statement of Business Interests within 30 days as 

required by 12 C.F.R. § 23. Management promised correction. 
Part 23 was revised significantly in 1980 when the OCC 
deleted past requirements and adopted by reference for 
directors the reporting requirements of Regulation 0 (12 
C.F.R. Part 215) . 

(4) 12 C.F.R. § 1.8 (Prudent Banking Judgment; Credit Information 
Required) 

Bank did not maintain information necessary to demonstrate 
that it exercised prudence in purchasing various investment 
securities. 
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Specialized Examination ŷ ay 20, 1577 ETC William F. Chambers 

Assets had grown 15% to $58.5 million since the August, 1976 examination, and 

loans were up 19% to $35-4 million. The dollar volume of criticized assets 

was approximately the same as in 1976 (classified down - QAEM up), but had 

declined to 48% of gross capital due to strong retained earnings. Loans 

classified doubtful and loss were up somewhat, with Loss including $67M in tv/o 

overdrafts resulting from giving immediate credit on uncollected funds. Loans 

to insiders and their interests equalled only 4.84% of gross loans; none were 

criticized. Documentation exceptions remained high at 14% of loans, but 

delinquencies had declined to 3.65%. No violations of law or regulation were 

disclosed. 

The examiner summarized the overall condition of the bank as having shown 

improvement, with good earnings, competent management, and positive future 

prospects. Be did, however, enumerate several significant concerns: 

need to augment the Reserve for Possible Loan Losses (KPLL) -

management agreed to bring reserve up to 1% of loans by year-end, 

which the examiner considered adequate 

need for a system to check and prevent any concentration from 

developing within the oil and gas portfolio as to individual area, 
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leases, or wells, [management's response not indicated, but no actual 

oil and gas concentrations were listed in the report.] 

need for a capital planning program in view of rapid growth 

[management's response not indicated; however, the report 

acknowledged $1 million in debentures to be issued within 90 days] 

Earnings had been good in 1976 at 1.47% RQA, but were running lower at about 

.95% PDA through May 20, 1977. Dividends in 1976 had amounted to $28CM, or a 

38% payout. The examiner described the bank's balance sheet distribution as 

generally comparing favorably with other banks in its "peer group", but 

pointed out its generally heavier reliance on large CD's. Ee recommended that 

formal policy guidelines be developed for the funding and that the Board 

consider the practice of continuing to attract large, rate-sensitive 

deposits. Primary liquidity was 21%. 

Internal controls were rated "medium" with recommendations for policy 

refinements. Internal and external audit activities were each described as 

only "partially acceptable'* due to questionable independence of, and reporting 

by, the internal auditor, as well as the limited scope of the external audit. 

The bank had recently applied to CCC for trust powers, and the examiner saw no 

reason to disapprove. Two Directors were again cited for poor attendance at 

Board Meeting. The report contained no comments regarding participations cr 

contingent funding obligations. 

May 20, 1977 Examination (Specialized) 

No violations of law, regulation or rule were cited in this 
report of examination. 
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General Consumer Affairs Examination 3/13/78 - Gregory T. Martin 

This was the first consumer affairs examination of the Penn 

Square Bank's compliance activities under the OCC's newly 

implemented consumer compliance examination process and 

procedures. 

The report cited various violations of law not unusual for a bank 

whose mainstay is commercial lending.. The primary criticism 

involved the failure to develop and implement a well-defined 

system of internal controls designed to both educate officers and 

employees in the requirements of the various consumer-related 

laws, rules, and regulations and to provide for periodic review 

of the extent of compliance overall. 
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General Examination May 19, 1978 EIC William F. Chambers 

This examination comprised a comprehensive review of every operational area of 

Penn Square Bank. The bank had grown 26% to $74 million in total assets since 

the May 1977 examination, with loans up 37% to $48 million. Varying degrees 

of deterioration were noted in several areas. 

- Lending: Although classified percentages were down as the 

result of retained earnings and new debt capital, 

dollar volume actually increased slightly, including 

$307M loss compared to $14 4M at the preceding 

examination. Loans with documentation exceptions 

totalled 32% of gross loans. Delinquencies were down 

slightly. The volume of documentation exceptions was 

in direct contravention to the bank's loan policy and 

the examiner requested immediate remedial action. 

The bank had developed several heavy concentrations of 

credit, including 142% of capital vested in oil and 

gas production. Other concentrations included related 

lines of a Director at 41% of capital (the directors 

other related loans had been sold to other banks) and 

related lines of another borrower at 23% of capital. 
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Oily a very small portion of the oil and gas 

concentration was subject to classification. The 

examiner mentioned the risk inherent in concentrations 

and suggested close monitoring. 

Above average loan losses during the examination 

necessitated an additonal $100M provision to the RPLL. 

Blinds Management: The examiner noted that the asset growth rate was 

several times above the peer average for the last 

three years. Dependence on large CD's and sale of 

loans and participations to other banks was becoming 

increasingly necessary to maintain liquidity. 

Recommendations included structuring the investment 

portfolio with more attention to liquidity needs. 

Capital: Despite retained earnings and $1 million new debt 

capital since the previous examination, key ratios 

were slipping as the result of overall growth. The 

examiner emphasized the need for a capital planning 

policy, and predicted additional equity would be 

needed in the near future. ROA in 1977 had been .90% 

and was continuing at that level annualized through 

5/19/78.. 
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Loans to insiders and their interest equalled 5.35% of total loans, but were 

not criticized. Recurring comments appeared regarding internal audit 

procedures and the limited scope of the external audit. 

Overall/ the examiner predicated the bank's future prospects for success on 

its ability to plan and implement asset growth soundly and to maintain 

sufficient capital to support that growth. 
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May 19, 1978 Examination (General) 

(1) 12 U.S.C. § 84 (Lending Limits) 

Section 84 violation arose because a separate loan to the 
owner of a company was used for the benefit of the company. 
Combination of these loans created an overline. The line 
was brought into conformity during the examination. 

(2) 12 U.S.C. § 371d (Investment in Bank Premises) 

Violations occurred when the bank exceeded the maximum 
allowable investment in bank premises. The bank was instructed 
to request from the Regional Office an increase in its 
limits for investment in bank premises. 

(3) 12 U.S.C. § 375a(6) (Loans to Executive Officers) 

An officer did not submit required reports on his borrowings 
from other banks to Board of Directors and did not identify 
collateral in connection with such loans. Corrected during 
examination. 

(4) 12 C.F.R. § 204.2 (Regulation D)(Reserve Requirements of 
Depository Institutions) 

Bank did not classify matured, but not renewable, certificates 
of deposit as demand deposits as reauired under 12 C.F.R. 
§ 204.2(b)(1)(vii). 

(5) 12 C.F.R. § 217(Regulation Q)(Interest on Deposits) 

Bank violated 12 C.F.R, § 217.1(e) by maintaining commercial 
savings accounts in excess of $150,000. 

(6) 31 C.F.R. § 103.33 (Financial Recordkeeping and Reporting 
of Currency and Foreign Transactions) 

Bank did not file required statement of purpose for several 
loans over $5,000. 

(7) 12 C.F.R. § 7.3025(f) (Other Real Estate Owned) 

Bank has some property for which resolutions have not been 
adopted. 
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Specialized Examination 6/22/79 - EIC William F. Chambers 

The examination of the bank in June 1979 was specialized in scope with added 

emphasis on loan portfolio management, asset/liability management, capital 

adequacy and analysis of the bank's liquidity posture. The conclusion of 

examiner Chambers was that the bank was basically sound, although rapid asset 

growth was outpacing capital growth. His conclusion was grounded in 

management and the board's ability to address each of the areas upon which the 

examination focused. He requested that the board submit a capital plan 

designed to eliminate the identified shortfall and provide for future growth. 

The Board of Directors and the management hierarchy were both dominated by the 

Chairman of the Board. In fact, the Chairman was the principal lending 

officer on a majority of the bank's large credits. Growth in both assets and 

loans under the Chairman's guidance was also outstripping the capability and 

experience of bank staff and officers. 

The quality of the bank's assets had shown no material change since the May 

1978 General Examination and the June 1979 examination. The percentage of 

classified assets to gross capital funds (GCF) declined from 28% to 27% while 

QAEM as a percentage.of GCF increased by 9%. The nominal decline in the 

classified percentages was the result of a growth in GCF from $5.9MM to $7.6MM. 
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The review of the loan portfolio underscored the staffing insufficiency, due 

to rapid growth, within the lending departments. The growth was primarily in 

oil and gas related credits. The examiner was not alarmed by overall loan 

growth, since the Chairman gave assurances that further asset growth would be 

at a modest pace. Of particular note were the bank's efforts leading to a 

dramatic improvement in credit documentation. 

The bank's net income for 1978 totalled $915M or a return en average assets 

(RCA) of 1.13%. The above average earnings were continued into 1979 with net 

income of $945M through June 22, 1979. The earning performance was 

attributable to above-average yield on earning assets combined with 

below-average interest and non-interest expenses. 

Even though the bank was generating above-average return on assets, its 

phenomenal asset growth prohibited the bank from relying solely on earnings to 

augment capital. The percentage of equity capital to total assets on the 

examination date was 6.14%, while the universe of similarly sized banks had 

equity capital equal to approximately 8% of total assets. 

The liquidity, asset and liability management function of the bank was also 

being taxed by the rapid growth in total assets. As the bank experienced 

rapid loan growth, it had to rely increasingly on purchased monies to fund 

those loans.. Rate sensitive deposits plus purchased funds represented over 

40% of total deposits at the examination date. The bank was paying rates 

slightly higher than those being paid by other institutions. 
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The bank's liquidity was characterized as marginal. Sources of liquidity 

other than federal funds were rate sensitive deposits such as: 1) CDs over 

$100M = $29MM; 2) Money Market CDs = $6MM. Even though funding officers were 

satisfying the bank's funding needs, the basic policy and procedures necessary 

to administer a well-managed asset and liability manageisent function had yet 

to be developed. 

The internal operations of the bank were considered to be adequate. The 

internal audit was deemed unacceptable, but the external audit coverage was 

acceptable. 
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June 22, 1979 Examination (Specialized) 

(1) 12 U.S.C. § 84 (Lending Limits) 

Section 84 violations involving two excessive lines to a 
husband and wife. 

(2) 12 U.S.C. § 371d (Limitations on Investment in Bank Premises) 

Regional Administrator's letter limited bank's investment 
in premises. During examination Bank ordered to seek 
approval for increase in limit as required by the statute. 

(3) 12 C.F.R. § 2 (Disposition of Credit Life Insurance 
Income) 

Bank officers paid a percentage of the premium received on 
the sale of credit life insurance for bank loans, in violation 
of regulation. See 12 C.F.R. § 2.4. Bank promised corrective 
action. 

(4) 12 C.F.R. § 23 (Statements of Business Interests of Directors 
and Principal Officers of National Banks) 

Failure of two directors to report material changes in 
their business interests within required 30-day period. 
Corrected during exam. This regulation was deleted in 
1980. In lieu thereof, the OCC substituted by reference 
the reporting requirements of Regulation 0 (12 C.F.R. 
§ 215). Sjse 45 Fed. Reg. 14 (1980). 

(5) 12 C.F.R. § 217 (Regulation Q) (Interest on Deposits) 

Commercial savings accounts were being maintained in excess 
of the $150,000 limit established by 12 C.F.R. § 217.1(e). 
Corrected during examination. 

(6) 12 C.F.R. § 18.3(b)(6) (Annual Financial Disclosures to 
Shareholders) 

Bank did not include required breakdown of loan portfolio 
in 1978 shareholders report. Corrective action promised 

. for 1979 report. This regulation was substantially revised 
in 1980. See 46 Fed. Reg. 16 (1980). With certain exceptions 
such as banks registered under the Securities Exchange 
Act, the revised regulation does not require that the bank 
disclose such information unless requested by a shareholder. 
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General Trust Examination as of 1/19/80 EIC Morris B. Vaden, Jr. 

This was the first examination of Perm Square Bank's trust department since 

the bank was granted trust powers on July 11, 1977. At the time of this 

examination, based on year-end 1979 figures, the department had $1,384,000 of 

discretionary assets in 9 accounts. Trust department management was 

considered to be good, consisting of a department manager with over 25 years 

experience in trust, plus a staff of two. 

Report comments reflected problems not unusual in an emerging trust 

department. The primary criticism regarded failure to achieve a suitable 

audit. Other criticisms involved the unauthorized purchase of trustee bank 

deposits and failure to adequately monitor the timely investment of fiduciary 

cash. In its third full year of operation, the department reflected an 

operating loss of $43,000 with fees of $13,000 and expenses of $62,000. After 

consideration of an $11,000 deposit credit, the department's net loss for 1980 

was $32,000. Prospects for future growth were stated to be poor. 
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Specialized Examination 2/29/80 - EIC William F. Chambers 

The scope of the Specialized Examination in February 1980 was expanded in the 

area of loan portfolio management, asset/liability management and capital 

adequacy. The examiner concluded that the bank was under-capitalized, overly 

dependent on purchased funds, growing at an excessive pace, and shewing signs 

of asset quality deterioration. 

The Report of Examination highlighted Chairman Jennings' dominance over the 

daily management of the bank. The Chairman was also responsible for the 

majority of the larger loans in the bank. 

The percentage of classified assets to GCF increased from 27% to 42% while 

QAEM to GCF increased from 14% to 36%. The classified assets were 

concentrated in the substandard category ($4,314M) with ofiiy nominal doubtful 

and loss; $181M and $32SM, respectively. The examiner did not cite the volume 

of classified assets as a principle concern, since the bank's capital 

increased from $7.6MM to $11.4MM, thereby offsetting the increase in 

classified assets. [The capital increase noted includes equity injections 

totalling $3MM from external sources.] 

The loan portfolio increased 66% during calendar year 1979 with an 11% growth 

continuing from January through March 1980. Oil and gas lending continued to 
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be the primary growth area. A lack of adequate staff and inexperienced 

employees further heightened the growth problem. A concentration of oil and 

gas related credits aggregated $41MM or 30% of gross loans. Criticized and 

classified assets were related predominantly to energy or real estate loans. 

The bank was experiencing phenomenal earnings during 1979. A net income of 

$2,030M for 1979 more than doubled 1978 earnings. !he maintenance of 

favorable interest rates spreads was responsible for the excellent earnings 

performance. 

Despite the excellent earnings performance, the capital base continued to 

deteriorate as a segment of the bank's balance sheet. Retained earnings, as a 

source of capital, could not keep pace with asset growth. As a result of the 

strained liquidity and the immoderate loan and asset expansion, the examiner 

recommended an injection of $6MM in new equity capital by mid-year 1980. 

The examination characterizes the liquidity, asset and liability management 

function of the bank as being adequate; however, the examiner expressed an 

opinion that expanded supervision of the bank's liquidity posture was 

essential. Management was reminded of the hazards of maintaining low 

liquidity. Also, the examiner explained that rapid loan growth has resulted 

in the continual need to purchase Fed funds and CDs over $10 0M and advised 

that such purchased liquidity subjected the bank to more than normal exposure 

to interest rate fluctuations and funds volatility. 
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The phenomenal growth in assets was funded primarily by an increase in 

deposits (35%). Since the previous examination, MJCDs had tripled while CDs 

over $10QM had increased over 40%. The examiner considered these time 

deposits to be relatively stable due to the fact that most of the depositors 

were local customers with a history of renewing upon maturity. The examiner 

expressed concern that the long term loans within the bank were being funded 

with short-term deposits* 

Internal controls were considered adequate at this examination. The internal 

audit was rated partially acceptable and the external audit was deemed 

acceptable. 

Insider Transactions - 2/29/80 Specialized Examination 

o Overall a total of $3,936M direct and indirect loans, or 3.52% of the 

loan portfolio, was reported. There were no insider leans criticized 

during the examination. There were also no concentrations noted in loans 

to insiders or their interests. 

o Loans to individual officers,* directors, and principal shareholders 

consisted of 11 loans,, both direct and indirect, totalling $2,272M-

o Loans to associated companies consisted of 9 credits aggregating 

$1,293M. There was also 1 loan to an individual secured by stock of a 

corporation which was over 10% owned by a director. 
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February 29, 1980 Examination (Specialized) 

(1) 12 C.F.R. § 217 (Regulation Q) (Interest on Deposits) 

Interest was being paid on commercial savings accounts 
in excess of $150,000. 

(2) 12 C.F.R. § 204 (Regulation D) (Reserve Requirements 
of Depository Institutions) 

Bank classified matured, but not renewable, certificates 
of deposit, as time deposits rather than demand deposits. 
for reserve purposes as required under 12 C.F.R. § 204.2 
(b)(1)(vii). 

(3) 12 U.S.C. § 84 (Lending Limits) 

(a) Violation of section 84 arose when bank issued standby 
letter of credit for the account of a refining company. 
The bank subsequently loaned funds to the refining 
company and increased the excessive amount on the 
violation. 

(b) Loans to a drilling company and separate loans to two 
individuals the proceeds of which were used for the 
benefit of the drilling company were combined as a 
"single borrower" under 12 C.F.R. § 7.1310(c)(3). 
The combination of loans exceeded the bank's legal 
lending limit in a violation of section 84. An additional 
excessive loan was subsequently made to the refining 
company. 

(c) Loans to husband and wife, both of v/hcr.. are partners, 
were combined with loans to a partnership. Combination 
resulted in an overline and a violation of section 
84. New loans subsequently increased the excess. 

(d) Standby letters of credit issued for the account of 
certain individuals and a drilling company were viewed 
as loans to a common enterprise and combined under 12 
C.F.R. § 7.1320(b). The common enterprise was a 
guarantee of a loan to an investment organization in 
which the various account parties were interested. 
The standbys issued on behalf of these parties were 
combined under the common enterprise theory as three 
separate lines of credit. 
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Consumer Affairs Examination 3/10/80 - Stuart A. Scherer 

The second examination of the bank, conducted under specialized 

examination procedures designed to concentrate"on areas of non

compliance identified at prior examinations, reflected 

improvement in the bank's efforts to comply with consumer laws. 

The report cited various violations of law, most of which were 

isolated, affecting one or two loans but having no financial 

impact on the bank or its customers. .An evaluation of internal 

controls indicated management had taken steps to implement an 

effective internal control program and to provide for review of 

the extent of bank compliance• 
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Visitation Examination 9/9/80 - EIC William F. Chambers 

The limited scope Visitation encompassed previously criticized loans, loans to 

new borrowers, and past due commercial loans. An additional review was 

conducted of capital and liquidity. 

Supervision of the bank continued to be under the direction of Chairman 

Jennings. Even though other senior officers supervised lending, Mr. Jennings 

appeared to function as the guiding force behind the bank's oil and gas 

activities. 

The report emphasizes the improvement in asset quality. The bank's classified 

and criticized asset percentage improved between the February 1980 and the 

September 1980 examinations. Classified assets declined to a modest 20% of 

gross capital funds while criticized declined to 6%. Tne basis for 

improvement was attributed to the attention directed to documentation and 

repayment programs. The examiner noted the Board's positive response to the 

prior examination and their signing of the Administrative Agreement. 

The examiner expressed concern for concentrations of credit in oil and gas 

loans combined with the inexperienced personnel and understaffed condition of 

that department. A schedule of oil and gas loans aggregating $56MM and a list 

of participations sold in those loans amounting to $196MM were included in the 
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repor t . The examiner recommended that the Board closely monitor th is heavy 

concentration of c r e d i t . 

The bank's net income through 9/9/80 was strong a t $2,584M or an approximate 

RQA of 1%. The net income figures represented a doubling of income over the 

same period in 1979. 

Despite strong earnings retainages [and a $2MM injection frcm external sources 

not reci ted in the report] r the bank's capi ta l adequacy continued to be 

outpaced by asset growth. The Administrative Agreement signed 9/9/80 required 

an equity to t o t a l assets percentage of 7.5%. As a r e su l t , and to comply with 

the Agreement, the bank holding company was in the process of sel l ing S4.5WM 

in equity for the purpose of downstrearning i t to the bank. Bank management. 

reported t ha t the issue was over subscribed and the money would be injected 

during October, 1980. 

Insider Transactions - 9/9/80 Special Supervisory Visitation 

o Overall - The scope of t h i s examination did not include a review of 

insider re la ted transact ions. There were no violations of law noted 

concerning ins iders or their i n t e r e s t s . The concentration to the o i l 

and gas industry l i s t e d in the report contained several companies 

which were in te res t s of d i rec tors . No insider loans were cr i t ic ized 

in the repor t . 

September 9, 1980 Examinat ion ( V i s i t a t i o n ) 

T h i s r e p o r t of examina t ion n o t e s t h a t a l l v i o l a t i o n s of 12 
U.S.C. § 84 c i t e d in p r e v i o u s r e p o r t s have been c o r r e c t e d . I t 
a l s o n o t e s t h a t t he Bank e n t e r e d i n t o a formal agreement wi th 
the C o m p t r o l l e r ' s O f f i c e on September 9, 1 9 8 0 . ' 
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General Examination 12/31/80 - EIC George E. Clifton, Jr. 

Ihe scope of the General examination encompassed a complete review of the 

bank's policies, procedures and overall condition. The examination covered 

the conxnercial activities as well as consumer compliance and the trust 

department and was completed in April 1981. The examiner concluded that the 

problems facing management and the board had not been resolved. Areas of 

concern included: non-compliance with the 9/80 Agreement, exposure to 

unwarranted risks in asset/liability management, asset quality considered only 

fair, capital surpassed once again by excessive growth, violations of law, and 

weak internal controls* 

Supervision by the board was characterized as minimal, Ihe board's compliance 

with the 9/80 Agreeement had not been completely forthcoming. Cnly one 

written policy statement had been adopted by the board, although two more were 

adopted during the examination* Oversight committees formed by the board were 

ineffective. Ihe reporting systems developed by management to keep the board 

informed were deemed to be inadequate. Management again resolved to address 

the bank's problems. Ihe examiner cautioned that an administrative staff 

shortage hindered the bank's effort to achieve a successful turnaround, but 

acknowledged that a recruiting effort was underway. 
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The quality of the bank's assets experienced a marked deterioration when 

compared to the February 1980 Specialized examination. Classified assets as a 

percentage of. gross capital funds increased to 76% from 42% while OAEM 

increased to 66%. Additionally, documentation exceptions aggregated 20% of 

gross loans. [The percentage increases came despite the fact that capital had 

doubled in one year.] 

In. addition to the increase in the classified percentage noted above, 

non-compliance with the administrative document, a significant concentration 

of credit, inadequate internal loan review, and the inadequacy of staffing 

each contributed to the concern for deteriorating asset quality. In the 

rather short four month period between examinations management and the board 

had yet to make substantive progress in addressing compliance with loan 

related articles of the Agreement. A large concentration of bank loans 

relating to oil and gas was detailed in the report. Management was forewarned 

to monitor trends in the oil and gas industry in view of the bank's exposure. 

The inadequacy of the bank's internal loan review was demonstrated by the 

disparity between examination identified problems and internally identified 

problems. 

An inadequate depth and experience level of staff contributed to the decline 

in asset quality. Of particular concern was the continued reliance on a small 

number of officers and employees to administer the large and unrestricted loan 

portfolio. A lack of controls was particularly evident in the loan documen

tation area. 
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During 1980 the bank again generated exceptional earnings. The return on 

average assets was 2.07%, Actual net income was $4,2824 versus $2,032M in 

1979 and $9124 in 1978. [As the figures indicate, the bank, was doubling its 

income each year.] The reason for the increase in income can be attributed to 

high yielding loans, controlled loan loss, substantial loan origination fees, 

and low non-interest expenses. 

The bank did not maintain the required ratio of equity to total assets (7.5%) 

as set out in the September 1980 Agreement despite injections totalling $7.5MM 

from external sources in 1980. On the examination date, the equity to asset 

ratio was 6.4%, Projected earnings in the first quarter of 1981 would not be 

sufficient to augment capital. Additional capital funds from external sources 

would be necessary during the first quarter. 

Balance Sheet positions were taken which were not consistent with safe and 

sound banking principles with respect to liquidity and interest rate 

sensitivity. The examiner advised that failure by management and the board to 

alter these positions could adversely affect earnings and, ultimately, the 

bank's viability. 

A liquidity, asset and liability management policy was adopted by the board 

during the examination. The policy only partially satisfied the requirements 

of the September 1980 Administrative Agreement. The policy required the 

formation of a coinnittee to oversee funds management. Information required in 

the policy was not being produced for the committee. The restrictions on rate 
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sensitivity were not well defined. The liquidity risk segment of the policy 

needed to be expanded to include potential liquidity needs, rraturities of 

assets and liabilities, sources and use of funds, etc. 

During 1980, the bank's funding was highly rate sensitive. As a result of the 

sensitivity, the bank experienced wide swings in net interest margins. The 

board's policy reportedly defined a goal of consistent earnings independent of 

fluctuating interest rates. The rate sensitivity positions were both 

speculative and in direct contravention of board policy. As it stood, a r'-arp 

reduction in interest rates would have a negative impact on the bank's 

earnings performance. 

The bank's liquidity position was dependent upon direct borrowings and the 

ability of management to package and sell loans. Of particular concern were 

the bank's unfunded commitments to lend. Cn 12/31/80 the bank had the 

following: 

1) letters of credit $ 27MM 

2) fee paid loan commitments $1.6MM 

3) net. undisbursed loan funds $ 57MM 

The growth of the bank combined with its willingness to commit to lend had 

placed considerable strain on liquidity and the overall funding process. 

The overall quality of the investment portfolio was good and yields were 

improving. Investment activities continued to operate without the benefit of 
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a written, board-approved policy statement. The examiner reviewed an 

acceptable draft policy, but noted that the bank was not in compliance with 

the policy statement with regard to portfolio maturity, financial information, 

and concentrations* Several revisions were recommended prior to board and 

management implementation. 

Internal controls were reviewed at the examination and were considered to.be 

inadequate. Internal audit was only partially acceptable. Concern was 

expressed for the internal auditor*s independence, internal reporting, 

follow-up, and scope of work performed. The unqualified audit of the external 

auditors for 1979 was deemed acceptable. The audit for fiscal year 1980 was 

in process during the examination. 

Several of the violations of law were corrected during the examination. The 

board was asked to notify the- Regional Administrator of the method and date of 

each subsequent correction. 

Insider Transactions - 12/31/80 General Examination 

o Overall - A total of $5,583M direct and indirect leans to insiders 

and their interests, or 2.52% of the loan portfolio, was reported. 

Criticized insider loans amounted to only 3.78% of all criticized 

loans. 
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o Loans to individual officers, directors, and principal shareholders 

consisted of 26 loans, both direct and indirect, totalling $4,945tt. 

o Loans to associated companies consisted of seven credits aggregating 

$1,827M. All but two were interests of one director and were 

primarily related to the oil and gas industry. The vast majority of 

these loans were participated to correspondent banks. 

o Concentrations of loans to insiders and their companies - the loans 

of one director aggregated $3,691M or 18% of the bank's capital. 

Participations in these loans were sold to correspondents and 

totalled $76,845M. 
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December 31, 1980 Examination (General) 

(1) 12 U.S.C. § 82 (Limitation on Borrowing by a National 
Bank) 

Bank sold loan participations evidenced by certificates 
which had an earlier maturity date than the underlying 
notes. The transactions were characterized as loans sold 
subject to a repurchase agreement. The transactions caused 
the Bank to exceed its borrowing limitation as of the date 
of the examination. Correction was effected by reissuance 
of the participation certificates with the same maturity 
dates as the underlying notes. 

(2) 12 U.S.C. § 84 (Lending Limits) 

(a) Loans to an oil and gas exploration company were 
combined with loans to an indirect parent apparently 
on the basis of 12 C.F.R. § 7.1310(c)(1). Violations 
arose because participations in the above loans sold 
to other banks had an earlier maturity date than the 
underlying notes. Bank promised correction would be 
"effected through re-issuance" of participation certificates 
with maturity dates corresponding to the underlying 
notes. 

(b) Loans to the same oil and gas exploration company and 
parent as in (a) above were combined on February 23, 
1981. The violation was caused by the bank advancing 
funds to borrowers on February 23, 1981, prior to 
receipt of payment from a participating bank. It was 
corrected when funds were received from the participating 
bank on the same day. 

(c) Loans to related interests of an individual combined 
with advances to the individual. Management stated 
future loan advances would be monitored to avoid 
additional violations of section 84. Violation was 
subsequently considered cured by bank on advice of 
private counsel that Exception 7 to 12 U.S.C. § 84 
involving loans secured by livestock was applicable. 

(3) 12 U.S.C> § 74 (Vacancies on Board of Directors) 

Bank left unfilled a vacancy for 4 months on Board of 
Directors created by death of director. Bank also increased 
number of directors from 14 to 16, but did not fill the 2 
extra positions with directors who met the age requirements 
in the Bank's by-laws. Vacancy created by death filled on 
February 10, 1981, during annual meeting of Board of Directors. 
Two vacancies created by increase in size of Board of 
Directors were filled on April 14, 1981. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



619 

(4) 12 U.S.C. § 161 (Reports of Condition and Income) 

Reports of income for year-end 1979 and 1980 and reports 
of income for June 30, September 30, and December 31, 1980 
contained numerous errors. Bank promised to improve accuracy. 
These errors were discussed with management and amended 
reports were filed with the Office. 

(5) 12 U.S.C. § 371d (Investment in Bank Premises) 

Bank increased its investment in bank premises without 
Regional Administrator's authorization. Correction effected 
when approval subsequently obtained for increased investment 
on February 6, 1981. 

(6) 12 U.S.C. § 375a (Loans to Executive Officers) 

(a) Certain officers did not file "detailed current financial 
statements" for loans made pursuant to this section. 
See 12 U.S.C. § 375a(l)(c). Violations were corrected 
by May 19, 1981, when one of the executive officer's 
involved resigned and the other paid his loan in 
full. 

(b) Certain officers did not submit the required reports 
and identify the collateral in connection with loans 
received from other banks. See 12 U.S.C. § 375a(6). 
Corrected, in part, during examination and thereafter 
when last of required reports was filed with the OCC.. 

(7) 12 C.F.R. § 1.8 (Prudent Banking Judgment; Credit Information 
Required) 

Bank did not maintain information to demonstrate that it 
exercised prudence in purchasing various investment securities. 

(8) 12 C.F.R. § 7.3025(f) (Other Real Estate Owned) 

Board of Directors did not adopt resolution stating plans 
for certain real estate acquired and held for future expansion. 
Management states the properties will be sold or deeded to 
its holding company prior to December 31, 1981. 

(9) 12 C.F.R. § 7.4400 (Organization Meeting of Board of Directors) 

Bank's Board of Directors' failed to hold required organizational 
meeting after February 12, 1980, election of directors. 
However, a meeting was held after the 1981 election. Bank 
suggests in .a progress report that the hiring of a General 
Counsel will help ensure that director and shareholder 
meetings are called when required and properly documented. 

(10) 12 C.F.R. § 21.5(a) (Minimum Security Devices and Procedures 
for National and District Banks) 

Bank did not file required report certifying compliance 
with provisions relating to security devices and procedures. 
Corrected during examination. Bank notes that its security 
officer has been informed of the necessity of complying 
t.-i'f-K f-K-io n r r\w i c -i /-> n 

97-830 0 - 8 2 - 4 0 
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(11) 12 C.F.R. § 215 (Regulation 0)(Loans by Member Banks to 
Their Executive Officers, Directors and Principal Shareholders) 

(a) Examination report listed 19 violations of 12 C.F.R. 
§ 215.4(b)(1) which requires prior approval by the 
Board of Directors for loans to executive officers, 
directors, or principal shareholders or their related 
interests in excess of $25,000. Bank instituted 
corrective action, in part, by appointing "F.I.R.A. 
Compliance Officer" at Board of Directors meeting of 
July 14, 1981. All F.I.R.A. compliance matters involving 
"related interests" of directors, credit lines, prior 
credit approvals and "insider reporting" were to be 
administered by this officer. Subsequent to examination 
the Board of Directors reviewed all lines of credit 
to insiders and their related interests and revised 
them as necessary. 

(b) Bank, in four instances, did not file written reports 
on extensions of credit from correspondent banks to 
its executive officers or principal shareholders and 
their related interests. See 12 C.F.R. § 215.22(a). 
Some of the required reports were obtained during the 
examination. Management promised improved attention 
to such reporting. Progress report submitted by bank 
on this violation indicates that all required reports 
were finally submitted. 

(c) Bank did not maintain required .list identifying its 
executive officers, directors, principal shreholders 
and their related interests. See 12 C.F.R. § 215.7. 
Newly appointed "F.I.R.A. Compliance Officer" was 
given responsibility for compiling the subject list 
on a yearly basis. Bank states that required information 
on directors, officers, control persons and their 
related interests was obtained. 

(12) 12 C.F.R. § 217 (Regulation Q) (Interest on Deposits) 

Bank failed to assess penalty for early withdrawal"of 
funds invested in a particular certificate of deposit. 
See 12 C.F.R. § 217.4. Corrected during examination. 

(13) 31 C.F.R. § 103 (Financial Recordkeeping and Reporting of 
Currency and Foreign Transactions) 

(a) Bank did not accurately complete certain reports 
involving currency transactions of $10,000 or more. 
See 31 C.F.R. § 1.03.22. Management promised corrective 
action. 

(b) Required purpose statements for loans in excess of 
$5,000, other than loans secured by real estate, were 
not maintained. See 12 C.F.R. § 103.33(a). 
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Consumer Affairs Examination 12/31/80 - Mark E. Hight 

The third examination of the bank, conducted under general 

examination procedures, reflected various violations of consumer 

law, and some which resulted in reimbursable overcharges. 

Violations cited in this examination continue to be attributable 

to the lack of: 

1. written policies and procedures addressing consumer 

laws; 

2. an ongoing compliance audit function; and 

3. knowledge in all departments of consumer laws and 

regulations, 

To alleviate the- latter criticisms, management indicated that a 

full-time compliance officer was being sought who, when employed, 

would report directly to the Audit Committee of the Board. 

Restitution was made to all customers for violations of the Truth 

in Lending Act, as required by Section 108 of the Act. 

Correspondence7 of 3/16/82 indicates a $15,289 reimbursement to 7 

customers. 
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Special Supervisory Examination 9/30/81 - EIC Jerry L. Lanier 

The examination as of September 1981 was a limited scope -visit for the purpose 

of updating and assessing the bank's remedial action in several criticized 

areas. The emphasis was directed to previously criticized loans, internally 

identified problem credits, asset and liability management, and compliance 

with the 1980 Administrative Action. 

Management and the board undertook major strides in strengthening supervision 

and administration. The board had formalized several well-documented and, 

active committees. These included the discount, asset/liability (ALCO), 

executive, and examination compliance committees. Additionally, numerous new 

personnel had been added to the staff. The new personnel brought to the bank 

much needed experience and reputations for competence in the banking community. 

The examination disclosed modest improvement in asset quality as the result of 

actions taken by management and the board. The related percentages, such as 

classified/GCF, actually reduced significantly, but this was primarily the 

result of a 30% increase in the bank's capital structure. Since the December 

1980 examination, major steps had been taken to comply with the administrative 

action to strengthen inadequate staff and management and to institute systems 

to control the lending area. As a result, classified assets declined to 53% 

of gross capital funds. Other assets especially mentioned as a 
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percentage of gross capital were cut in half from the December examination, 

while credit documentation exceptions increased to 25% of gross loans. The 

latter increase was the result of improved internal identification and 

monitoring systems. 

The net income of the bank was $4,143M through September 30, 1981. Shis 

represented a 1% return on 9/30 assets. However, the examination disclosed 

$2.7MM in loan losses which necessitated a $2.6MM charge to earnings in order 

to replenish the reserve for loan loss. The bank estimated that net income 

for 1981 would be $2.8MM. Thus, even though the bank met the capital minimum 

per the Agreement of 7.5%, the effect of reduced earnings resulted in the need 

for additional capital from external sources during 1981. The bank planned to 

inject $2.5MM in November 1981. [The report does not mention that the bank 

had already received two such injections totalling $6.5MM in 1981.] 

Ihe scope of the examination in the area of liquidity, asset and liability 

management emphasized the bank's action to correct deficiencies identified at 

prior examinations and compliance with trie Administrative document. Between 

examinations, management and the board developed written policies, instituted 

an ALCO committee, hired a chief financial officer and generally improved the 

bank's management information system in this critical area. 

Ihe new chief financial officer developed more sophisticated tools to identify 

liquidity and rate sensitivity positions for the bank. Moreover, new 

monitoring tools were allowing management to identify RSA/RSL goals and to 

monitor the effective compliance with these goals. Even though systems were 
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being developed, bank management was having dif f icul ty monitoring the volume 

of unfunded loan commitments and other contingent l i a b i l i t i e s . The examiner 

cal led the existing volume of unfunded commitments a significant l iquidi ty 

r i sk . 

The bank had corrected 73% of the internal control deficiencies disclosed a t 

the prior examination. All violations from the preceding examination had been 

corrected; however, two new violat ions of 12 U.S.C. 84 were discovered which 

involved combining standby l e t t e r s of credi t with outstanding loans. 

Insider Transactions - 9/30/81 Special Supervisory Examination 

o Overall - A. review of insider related ac t iv i t i e s was not performed a t 

t h i s examination. A review of cr i t ic ized assets reveals, however, 

tha t insider loans classif ied during prior examinations continue to 

be c r i t i c ized . At th i s examination these leans total led $302M or 

only 2.73% of a l l c r i t i c ized loans. No violations of law involving 

insiders or their in te res ts were reported. 

September 30 , 1981 Examina t ion ( S p e c i a l S u p e r v i s o r y ) 

(1) 12 U.S .C . § 84 (Lending L imi t s ) 

(a) Bank i s s u e d s t andby l e t t e r of c r e d i t for t h e account 
of an i n d i v i d u a l which exceeded i t s l e g a l l e n d i n g 
l i m i t . Management s t a t e d i t would s e l l a p a r t i c i p a t i o n 
equa l t o t h e e x c e s s i v e amount in o rde r t o c o r r e c t the 
v i o l a t i o n . 

(b) L e t t e r of c r e d i t fo r the accoun t of a d r i l l i n g company 
was i s s u e d in e x c e s s of t h e Bank ' s l e n d i n g l i m i t . 
Management s t a t e d i t would s e l l p a r t i c i p a t i o n t o 
e f f e c t c o r r e c t i o n of the v i o l a t i o n . 
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Basic Investigation Trust Examination as of 2/1/82 SIC Mickey B. Faulconer 

The second examination of this department, conducted under abbreviated 

examination procedures designed for use in departments of this size, reflected 

a condition• similar to that found at the preceding examination. Management 

had been responsive to previous criticisms, however, deficiencies in the scope 

of the trust audit remained as a matter warranting attention. .Additionally, 

the report reflected the need for this new department to formalize 

departmental policies and procedures. 

The department continued to operate at a loss, reflecting an operating loss 

for 1981 of $35,000 after fees of $39,000 and expenses of $74,000. After 

consideration of a deposit, credit of $10,000, the net loss was $25,000. 

Prospects for continued growth continue to be poor based on strong competition 

in the bank's market area. Total assets as of year-end 1981 were $7,873,000 

in 28 fiduciary accounts. 
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Specialized Examination March 31, 1982 SIC Stephen D. Plunk 

Although a specialized examination was scheduled, general examination 

procedures were employed in the areas of lending and funds management. Among 

the more critical problems discovered were: sev.-re deterioration in the loan 

portfolio (particularly oil and gas loans) which ultimately resulted in the 

losses exceeding the bank's capital funds; a major liquidity crisis stemming 

from loss of market confidence when many of the bank's problems were made 

public; the Board of Directors allowed unrestricted loan and asset growth 

without adopting proper safeguards; and, numerous violations of banking law, 

including several related to insider activities. 

At closure, classified assets totalled to 353% of gross capital funds compared 

to 77% at the last general examination (12/31/80), loan losses of $49MM 

exceeded the gross capital structure of the bank. The examiner summarized the 

causative factors for the increased classified as portfolio mismanagement, 

over-lending, absence of controls in the energy department, poor directorate 

supervision, and inadequate documentation overall. Approximately 80% of the 

portfolio is related to the energy industry. As recommended at the previous 

examination,- an internal review function had been established, but as of the 

examination date loan review personnel had not begun a review of energy 

department loans despite the fact that it was the major lending department in 
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the bank. As a result, the bank's internal review list was determined to be 

an unrealistic indicator of asset quality. An acceptable loan policy was in 

place; however, an array of policy exceptions existed in those loans generated 

by the energy department. Delinquent loans approximated 13% of total loans. 

This percentage was considered understated because of the the liberal renewal 

policy employed by the bank. Several instances of non-compliance with those 

articles in the Administrative Agreement which address lending policies and 

procedures were noted. 

Overall quality of the investment portfolio was good and portfolio yield was 

increasing with each new purchase. The investment portfolio provided only 

minimal support to the bank's liquidity position due to the volume of extended 

maturities. The examiner characterized management of the investment portfolio 

as adequate. 

A review of the bank's liquidity, asset and liability management indicated 

that systems were in place to monitor the bank's RSA/RSL position and 

guidelines were established for acceptable ratios at 60, 90, and 180 day 

intervals. While the systems in place were deemed appropriate by the 

examiner, bank policy of permitting unrestricted loan growth constantly 

created liquidity exposure. The bank relied heavily upon brokered deposits 

and borrowed funds to fund asset growth. Additional liquidity support was 

provided by loan and participation sales to correspondent banks. However, 

evidence was derived which indicated that such sales were not always on a 

non-recourse basis as the bank was found to be honoring correspondents* 

requests to repurchase'certaTrroHIigations. Each of these sources of 
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liquidity is subject to market risk. These sources were withdrawing as the 

asset quality problems of the bank received media attention. Loss of public 

and market confidence overall actually led to a run on the bank as the end 

neared. 

The bank's internal audit function was rated unacceptable because the bank's 

internal auditor was not independent of all banking operations. The external 

audit was also rated unacceptable by the examiner. The unqualified opinion 

was rendered despite the identification of excess collateral exceptions, 

discovery of incidences where the bank was making payments of principal and 

interest to the correspondent banks on certain participations without first 

receiving payment from the borrowers, and acceptance of a reserve for possible 

loan losses which was deemed inadequate by the examiners during their review 

of the loan portfolio. Internal controls were considered poor. A detailed 

list of exceptions was provided. 

The bank continued to generate good earnings with an annualized ROA of 1.39% 

through 3/31/82. A major source of the bank's income resulted from loan 

origination fees. However, the quality of earnings was suspect given the 

level of delinquent and non accrual loans. Loan losses taken at the 

examination exhausted the bank's RPLL and the capital structure, rendering the 

bank insolvent. The bank had injected $7.5MM in equity capital from external 

sources since the prior examination to comply with the Administrative 

Agreement. The Bank was directed to acquire $3QMM in capital during the 

examination to maintain its solvency but failed to do so. 
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Insider Transactions - 3/31/82 Specialized Examination 

o Overall a total of $20,5301 direct and indirect loans to insiders and 

their interests, or 6.26% of the loan portfolio, was reported, total; 

insider borrowings comprised 62% of capital. 

o loans to associated companies consisted of 34 credits, both direct and 

indirect, aggregating $14,373M. A majority of these loans were to the 

interest of one director and were directly related to the oil and gas 

industry. 

o Thirty-two of the loans to insiders and their interests were criticized 

in this report. Total criticized loans to insiders represented nearly 

15% of total criticized loans. losses on these loans totalled over $9.5 

million. 
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March 31/ 1982 Examination (Specialized) 

(1) 12 U.S.C. § 84 (Lending Limit) 

(a) Loans to three individuals, all general partners in a 
partnership, were combined with the loans to the 
partnership on the basis of 12 C.F.R. § 7.1320(a). 
Line one became excessive on August 5, 1981. A second 
line became excessive on April 16, 1982. Letters of 
credit, overdrafts and loans were involved. 

(b) Corporation incurred obligations under section 84 
from direct loans, standby letters of credit issued 
for its account and overdrafts. Overdrafts caused a 
violation of the legal lending on January 8, 1982. 
The overline was corrected on January 13, 1982. 

(c) Loans to a parent oil and gas corporation are combined 
with loans to a wholly owned subsidiary drilling 
company on the basis of 12 C.F.R. § 7.1310(c)(1). 
Loans to certain oil and gas limited partnerships, 
whose general partner in each case is a subsidiary of 
the aforementioned parent, are included in the line 
of credit for lending limit purposes. A violation 
arose on January 28, 1982, when the line exceeded the 
lending limit. A second line became excessive on 
April 16, 1982. Management claims that the Board of 
Directors repurchased portions of one limited partnership 
note on May 6, 1982, apparently in an attempt to cure 
the violation. No documentation was available to 
demonstrate that the directors took this action. 

(d) Standby letter of credit issued jointly to four energy 
businesses were treated as a loan to a general partnership 
under 12 C.F.R. § 7.1320(a). The separate obligations 
of each entity were combined with the loans to the 
general partnership. The violation originated on 
February 5, 1982. 

(e) Loans to two general partnerships and separate loans 
to the two general partners common to each partnership 
were combined, in part, based on 12 C.F.R. § 7.1320(a). 
The line became excessive initially on February 25, 
1982* The bank corrected this overline on April 1, 
1982, by selling one of the notes to First Penn Corporation.. 
However, the line again became excessive on April 8, 
1982, when this note was repurchased from the holding 
company. This overline remained uncorrected on July 
5, 1982. 
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(f) Loans and overdrafts to an individual in the energy 
business resulted in an overline on March 1, 1982. 
The overdraft was paid from proceeds of a separate 
note signed by this individual. The note itself was 
in violation of section 84. A participation in the 
same note was sold on May 19, 1982, apparently curing 
the overline. The report of examination suggests 
there may be some loss on the note. 

(g) Loans to an individual, to a company controlled by 
the individual and to a general partnership were 
combined on the basis of 12 C.F.R. § 7.1320(a). The 
loans to those entities were combined because the 
borrowers were co-mingling the funds. The initial 
violation date was April 9, 1982. 

(h) Loans to the individual in (f) above were combined 
with loans to another individual on the basis of 12 
C.F.R. § 7.1320(a). The two individuals were viewed 
by the examiners as partners in a partnership because 
they were co-obligors on certain notes. Their line 
initially became excessive on March 11, 1982. A 
reduction in the debt of owed by the individual in 
(f) above made the line "conforming" on May 15, 1982. 
However, additional overdrafts to one of the individuals 
created a new overline which remained uncorrected as 
of the day the bank was closed. 

(i) Loans made to a parent corporation and its wholly-
owned subsidiaries were combined on the basis of 12 
C.F.R. § 7.1310(c)(1). The initial overline occurred 
on March 8, 1982. The total line remained in excess 
of the bank's legal lending limit from March 8, 1982 
to June 9, 1932, at v/hich time the line was "reduced 
to a conforming status." However, the line again 
became excessive on June 22, 1982, when one of the 
subisidiaries obtained an overdraft and remained 
uncorrected as of the day the bank was closed. 

(j) A corporation exceeded its legal lending limit on 
March 9, 1982, by obtaining certain overdrafts that 
were combined with direct loans and standby letters 
of credit issued for its account. The violation was 
corrected on March 12, 1982, when the overdrafts were 
paid. 

(k) Obligations of a drilling company and its subsidiary 
were combined as a violation of 12 U.S.C. § 84 pursuant 
to 12 C.F.R. § 7.1310(c)(1). The line became excessive 
on March 9, 1982, when the bank issued a standby 
letter of credit for the account of the parent. Amendment 
of the letter of credit on June 16, 1982, eliminated 
the overline. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



632 

(1) Loans to an individual and his drilling business were 
combined on the basis of an implied partnership arrangement. 
The co-mingling of funds by the entities was, in 
effect, the implied partnership which led to a combination 
in violation of section 84. See 12 C.F.R. § 7.1320(a). 
The violation occurred on April 14, 1982, when the 
drilling business obtained an overdraft. Management 
corrected the overline on April 16, 1982. A second 
violation occurred on April 29, 1982, which was cured 
on April 30, 1982, when the bank paid a second overdraft. 

(m) A violation of section 84 arose on May 18, 1982, when 
the bank issued a joint letter of credit to three 
entities. The examiners treated the joint letter of 
credit as a partnership loan and combined it with 

• separate extensions of credit to each entity on the 
basis of 12 C.F.R. § 7.1320(a). 

(n) Loans to an individual became excessive on April 26, 
1982. Sale of a participation in one note eliminated 
the overline, although liability may result if the 
illegal advance causes a loss to the bank. 

12 U.S.C. § 161(a) (Reports of Condition) 

This provision requires that a national bank provide the 
OCC with reports of its resources and liabilities and 
publish the same in a local newspaper. A published statement 
did not accurately make certain disclosures. 

12 U.S.C. § 371c (Loans to Affiliates) 

Bank did not collateralize a particular "extension of 
credit" in accordance with paragraph two of 12 U.S.C. 
§ 371c and did not treat an overdraft for the parent bank 
holding company as an extension of credit subject to the 
same statute. 

12 U.S.C. § 375a (Loans to Executive Officers) 

Section 375a limits extensions of credit to the executive 
officers of member banks, in part, by categories, such as 
$20,000 for educational expenses of children; $60,000 for 
financing a primary residence and $10,000 for general 
purposes. Section 215.2(d) of Regulation 0 (12 C.F.R. § 
214.2(d)) permits the Board of Directors of a member bank 
to exclude by resolution certain officers from these limits 
provided they do not exercise major policy making functions. 
The bank improperly excluded certain high ranking officers 
from these restrictions on borrowing. It also directly 
violated this section by lending in excess of the statutory 
limits to such officers. 
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12 U.S.C. § 375b (Prohibitions on Loans and Extensions of 
Credit to Executive Officers, Directors, Control Persons 
and Their Related Interests) 

(a) Section 375b(2) of Title 12, United States Cede, 
requires that extensions of credit to any of the 
bank's executive officers, directors or principal 
shareholders or to any related interest of those 
persons, if when aggregated with their other extensions 
of credit exceed $25,000, be approved by a majority 
of the Board of Directors. Virtually all directors, 
and their related interests received extensions of 
credit in violation of this provision. 

(b) Extensions of credit to the entities discussed in (a) 
must be made on substantially the same terms, including 
interest rates and collateral, as those prevailing at 
the time for comparable transactions. See 12 U.S.C. 
§ 375b(3). Bank violated this provision by not requiring 
a guarantee on loans to the chairman and Chief Executive 
Officer. It was apparently bank policy that its 
executive officers provide such guarantees. Such 
extensions of credit may also not involve more than 
the normal risk of repayment or present other unfavorable 
features. 12 U.S.C. § 375b(3). During the examination, 
21 loans to insiders were criticized on this basis. 

(c) 12 U.S.C. § 375b(4) prohibits the payment of overdrafts 
of executive officers or directors of the bank. Section 
215.4(d) of Regulation 0 (12 C.F.R. § 215.4(d)) nevertheless 
permits overdrafts if the person has a written agreement 
with the bank to transfer funds from another account. 
Overdrafts of one director were paid without the 
required advance written approval. 

12 C.F.R. § 1.8 (Prudent Banking Judgment; Credit Information 
Required) 

Bank did not maintian information to demonstrate that it 
exercised prudence in purchasing 11 investment securities. 

12 C.F.R. § 7.3025 (Other Real Estate Owned) 

Subsection (g) of this interpretive ruling provides that 
when real estate is transferred to the category of "Other 
Real Estate Owned" a statement of its fair value must be 
supported by a current and independent appraisal of the 
property. The Bank violated this requirement with respect 
to certain property. The violation was corrected during 
the examination. 
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Consumer Affairs Examination 4/19/82 - Dean A. Hirschy 

The fourth examination of the bank, conducted under specialized 

examination procedures, reflected improved compliance efforts* 

Only two violations of law were cited, neither of which is 

considered substantive in nature. Internal controls were 

significantly improved by the addition of a full-time consumer 

compliance officer experienced in and knowledgeable of the 

various consumer laws and regulations. 

The only criticism contained in the report involved the bank's 

less-than-satisfactory efforts to comply with the spirit and 

intent of the Community Reinvestment Act-
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AGREEMENT BY AND BETWEEN 
PENN SQUARE BANK, NATIONAL ASSOCIATION-

OKLAHOMA CITY, OKLAHOMA 
AND 

THE OFFICE OF THE COMPTROLLER CF THE Cu?.?.ZXC? 

WHEREAS, the Penn Square Sank, National Association, 

Oklahoma City, Cklanoma, (hereinafter the "BANK"), the 

directors thereof, and the Comptroller cf the Currency 

of the United Statls of America (hereinafter the "COMPTROLLER"} 

wish to protect the interests of the depositors, other 

customers, and shareholders of the BANK, and, toward that 

end, wish the BANK to operate safely ani soundly, and in 

accordance with all applicable laws, rules and regulations; a.-.c 

WHEREAS, the COMPTROLLER, through his appointed National 

Bank Examiner, has criticized certain practices of the 

BANK as being unsafe and unsound within the meaning cf 

the Financial Institutions Supervisory Act of 1965 (12 

U.S.C. §1818) as amended; and 

WHEREAS, in the Report of Examination of the BANK, 

dated February 29, 1S80 (hereinafter the "REPORT OF EXAMINATION";, 

and incorporated herein by reference the sane as if fully 

set forth, the COMPTROLLER, through his appointed National 

Bank Examiner, has cited certain violations of law, rules 

and regulations applicable to the BANK; 

NOW, THEREFORE, IT IS HEREBY AGREED, between the BANK, 

through its duly elected and acting Board of Directors, 

and the COMPTROLLER through his duly authorized Representative, 

that commencing no later than the effective date cf this 

Agreement, or as shall otherwise be specified in the 

Articles of this Agreement, the BANK shall operate at all 

times in compliance with the Articles of this Agreement. 

ARTICLE I 

(1) This Agreement shall be construed to be a "written 

Agreement entered into with the Agency" within the meaning 

of 12 U.S.C. §19i5(b) (1), as amended. ^ _ ., 7-.<Tr 

97-830 0-82-41 
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ARTICLE II 

(2) The BANK shall immediately take all steps necessary 

to correct and eliminate the existing violations of i2 

U.S.C. §84 and all other violations of law and regulation, 

cited in the REPORT OF EXAMINATION and the Report of 

Examination-Consumer Affairs dated March 10, 1S80. 

(3) The BANK shall notify the Regional Administrator 

of National Banks, Eleventh National Bank Region, Dallas, 

Texas, (hereinafter t?he "REGIONAL ADMINISTRATOR"), of 

the date and manner of correction of each violation and 

of the procedures estaolished to ensure that similar 

violations do not occur in the future. 

(4) The BANK shall net lend money or otherwise extend 

credit to any borrower, which extension is in contravention 

of or otherwise exceeds the lending limitations provided 

in 12 U.S.C. S84. 

(5) The BANK shall implement policies and procedures 

to ensure compliance with all relevant laws and regulations, 

and to ensure that the officers and employees remain informed 

of all changes in such laws and regulations. 

ARTICLE III 

(6) Within sixty (60) days of the effective date of this 

Agreement, the Board of Directors shall submit to the REGIONAL 

ADMINISTRATOR for his approval: 

(a) Specific plans which will cause the injection 

by December 31, 1980, of equity capital in an 

amount sufficient to bring capital to a minimum 

of 7.5% of average daily assets. The amount . 

determined by this calculation shall be based 

on average daily assets and average daily equity 

capital (capital stock, surplus, undivided profits) 

for the month of September, 1980. A copy of this 

calculation shall be submitted to the REGIONAL 

ADMINISTRATOR for his review. 
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(b) Specific plans whereby equity capital shall 

be maintained at a level of not less than 7.5* 

of average total daily assets for each quarter 

based upon the daily averages for those quarters. 

(c) Specific plans for eliminating during the 

succeeding quarter any equity capital shortfall 

determined by the above calculations. 

(7) Within sixty (60) days of the effective date of this 

Agreement, the Board^of Directors shall also submit a written 

capital program for the next five (5) calendar years which 

shall include: 

(a) projections for present and future growth and 

capital needs based upon a detailed analysis of, 

at a minimum, assets, loans, earnings, liabilities. 

"" fixed asset expansion, and debt maturities; and 

(b) policies for the payment of dividends, including 

the rates and amounts. 

(8) It shall be the responsibility of the Board of 

Directors to make any adjustments necessary to obtain the 

REGIONAL ADMINISTRATOR'S approval of the BANK'S capital 

programs and to ensure implementation and adherence to 

the programs. 

ARTICLE IV 

(9) The BANK shall, within sixty (SO) d*y- of the effective 

date of this Agreement, take all action necessary to obtain 

and maintain current and satisfactory credit information on 

all loans listed- as lacking such information in the REPORT OF 

EXAMINATION. The BANK shall not grant any new loans, renewals 

or other extensions of credit unless supported by current 

and satisfactory credit information. 

(10) The BANK shall, within sixty (60) days of the*effective 

date of this Agreement, take all action necessary to correct 

all collateral exceptions listed in the REPORT OF EXAMINATION, 

and shall not grant any new loans, renewals or other extensions 

of credit which are not fully supported by ail necessary 

collateral documentation. 
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ARTICLE V 

(11) Within sixty (60) days cf the effective date of 

this Agreement, the Board of Directors shall adopt and 

implement a written program designed to remove the grounds 

of criticism of each asset criticized in the REPORT OF 

EXAMINATION. Once adopted, the program shall be forwarded 

to the REGIONAL ADMINISTRATOR. The Beard of Directors 

shall submit monthly progress reports to the REGIONAL 

ADMINISTRATOR detailing the actions taken under the 

above mentioned program and the status of each criticized 

asset. 

(12) The BANK shall not extend any additional credit 

to any borrower whose loan or other extension of credit 

has been or becomes criticized in whole or in part, in 

the REPORT OF EXAMINATION, or in any subsequent Report 

of Examination, so long as the credit remains criticized. 

(13) The preceding paragraph shall not be deemed 

applicable if such action by the BANK would be substantially 

and critically detrimental to the best interests of the 

BANK. Before any such action is taken, however, the Board 

of Directors shall place in the credit file of the borrower 

a statement, signed by the majority of the directors, detailing 

why failure to take such action would be detrimental to the 

best interests of the BANK. A copy cf any such statement 

shall be mailed upon execution to the REGIONAL ADMINISTRATOR. 

ARTICLE VI 

(14) Within sixty (60) days cf the effective date of this 

Agreement, the Board cf Directors shall review and revise 

the BANK'S lending policy. The Board of Directors shall 

also establish and implement procedures to monitor and .en

force adherence to the lending policy. The lending policy 

shall include, but not be limited to: 

(a) guidelines for the purchase and sale of 

participations, including: 

(1) types of loans to be considered for 

par ticipation, 

(2) documentation requirements, 
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(3) servicing fees and acceptable yields, and 

(4) maturity guidelines; 

(b) procedures for identifying problem loans and 

for reporting this information to the Board of 

Directors on a monthly basis; 

(c) identification of the categories of loans, if 

any, where concentrations of credit will be 

permitted and the limits thereto; and 

(d) procedures to limit, control and document con-

tingent liabilities. 

(15) Prior to adoption, the policy shall be submitted to 

the REGIONAL ADMINISTRATOR for review and comment. 

ARTICLE VII 

(16) The BANK shall, within thirty (30) days of the effec 

date of this Agreement, review and revise its investment pol 

which review shall consider at least the following areas: 

(a) the types or kinds of securities to be 

purchased and held; 

(b) limits on investment officer purchasing 

authority; 

(c) limits on the concentrations of credit in 

the securities portfolio; 

(d) a schedule of desired maturities; 

(e) the minimum quality cf security to be 

purchased and held; 

(f) a program for obtaining and evaluating 

current credit information; and, 

(g) reports necessary for the Board of Directors, 

"or a committee thereof, to properly supervise 

the investment portfolio. 

Upon completion of this review, a copy shall be forwarded 

to the REGIONAL ADMINISTRATOR for his review. 

ARTICLE VIII 

(17) Within.thirty (30) days of the effective date 

of this Agreement the Board of Directors, or a committee 

thereof, shall perform a study of current management. 

The study shall include, but not necessarily be limited to: 
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(a) an evaluation of current management in 

quality and depth; 

(b) short-term objectives by which current 

management's effectiveness will be measured; 

and 

(c) appropriate adjustments to the current 

management structure. 

(18) Within sixty (60) days of the completion of the 

study referred to in paragraph (16) , the Board of Directors 

shall formulate and cause to be implemented a written • 

management plan. The latter"shall include/ but not 

necessarily be limited tor the following: 

(a) detailed position description for current 

• senior management; 

(b) ~specific lines of authority and areas of 

responsibility for current senior management; 

(c) identification of members of senior manage

ment responsible for reporting to the 

Board of Directors and the area(s) of 

their reporting responsibility. 

(19) After the plan has been formulated, it shall be 

forwarded to the REGIONAL ADMINISTRATOR for his review. 

ARTICLE IX 

(20) The Board of Directors shall conduct a review 

of the BANK'S Allowance for Possible Loan Losses on at 

least a quarterly basis to ensure that the Allowance is 

maintained at an'adequate level commensurate with the 

risks and potential for .loss inherent in the BANK'S 

loan portfoli6- and that quarterly Reports of Condition 

are accurate. A copy of the results of each review 

Shall be mailed to the REGIONAL ADMINISTRATOR. 

ARTICLE X 

(21) Within sixty (60) days of the effective date of 

this Agreement, the Board of Directors shall adopt a 

written Liquidity, Asset, and Liability Management 

policy. This policy shall provide that BANK'S liquidity 

is maintained at a level commensurate with prudent 

banking practices and the BANK'S needs. The policy 
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shall provide for the coordination and management of 

the BAJIK's assets and liabilities. The policy shall 

specifically include, but shall not be limited to: 

(a) a statement of the amount and identity of 

the earning assets which will be funded 

by rate-sensitive deposits, borrowed 

funds, and other forms of money market 

instruments; 

(b) the designation of an acceptable ratio 

relating the BANK'S borrowings and purchased 

funds to its capital; and 

(c) a statement of the desired maturity structure 

and pricing strategy for rate-sensicive 

assets.and liabilities. 

A copy of the policy shall be forwarded to the REGIONAL 

ADMINISTRATOR. 

ARTICLE XI 

(22) Beginning thirty (30) days after the effective 

date of this Agreement, the 3oard of Directors or a 

committee thereof shall submit complete written reports 

to the REGIONAL ADMINISTRATOR every month detailing: 

(a) the actions taken to rectify those matters 

criticized in the REPORT OP EXAMINATION, 

the Report of Exjsrr.ination-Conbur.er Affairs 

dated March 10, 1980, or in any subsequent 

Reports of Examination; 

(b) the actions taken to correct each violation 

of law, regulation, or rule cited in the 

REPORT OF EXAMINATION, the Report of 

Examination-Consumer Affairs dated March 

10, 1980, and the actions taken to prevent 

•future violations; 

(c) the progress realized in strengthening, 

reducing, or eliminating each asset criticized 

in the REPORT OF EXAMINATION, or in any 
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subsequent Reports of Examination; 

(d) the actions taken by the BANK to comply 

with the provisions of this Agreeme-nt; and 

(e) the results of those actions. 

(23) The REGIONAL ADMINISTRATOR may in his discretion waive, 

or otherwise amend, in writing, any cr all reports required by 

this Agreement, at such time or tir.es, and for such periods, 

as he deems proper. 

v 
ARTICLE XII 

(24) Although the Board of.Directors has herein agreed to 

submit certain programs and reports to the REGIONAL ADMINISTRATOR 

for his review or approval, the parties recognize that the 

ultimate responsibility for proper and sound management of 

the BANK rests with the Board of Directors. 

(25) It is expressly and clearly understood that if, 

at any time, the COMPTROLLER deems it appropriate in ful

filling the responsibilities placed upon him by the several 

laws of the United States of America to undertake any action 

affecting the BANK, nothing in this Agreement, shall in any 

way inhibit, estop, waive, bar or otherwise impede or prevent 

the COMPTROLLER from so doing. 

(26) This Agreement shall be effective upon its execution 

by the parties hereto and its provisions shall continue in 

full force and effect until cr unless, such provisions shell 

be modified, suspended, excepted, waived or terminated by 

mutual consent of the parties of this Agreement. 

IN TESTIMONY WHEREOF, the undersigned, designated by the 

Comptroller of the Currency as his Representative, has hereunto 

set his:.hand ori behalf of the Comptroller. 

Clifton A>?^4
>oole, Jr. ' LS' Date 

Regional Administrator of 
National Banks 

Eleventh National 3ank Region 
Dallas, Texas 
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IN TESTIMONY WHEREOF, the unders igned, as the duly elected and a c t i n g 

Board of D i rec to rs o f the BANK, have hereunto set t h e i r hands on behal f o f 

E l i z a k e t r n M e m c x Coe 

Garj-M. 26oke 

B i l l P. / l e n n m a / .• * 

C. F. Kimoerl ing 

Marvin «;. Margo ~^7 

Frank L. Murpny . "* 

James Randolph ' 

W. T. Richardson, Jr. U 

L. F. Rooney 

W. A'. Ross . 

•Gene SmeTser 
—/ 

6ili StuDbs 

September 9, !9?0 

Date 

September 9. J 980 

Date 

September 9. 1980 

Date 

Seot^ber 9. 1980 

Date 

Se?rp-ber 9. 1980 

Date 

September 9. ! 980 

Date 

Seor°nber 9. 1980 

Date 

Sence^bT 9. 1980 

Oate 

Seote^b^r 9. 1980 

Date 

Date 

Sept^.b^r 9. 1980 

Date 

September 9. 19*0 

Date 

Sept^h^r 9, 1OR0 

Date 

s - , - _ • _ o ' °R0 

Carl W. Swan 
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UNITED STATES OF AMERICA 
DEPARTMENT OF THE TREASURY 

OFFICE OF THE COMPTROLLER OF THE CURRENCY 

IN THE MATTER OF THE ) 
PENN SQUARE BANK, N.A. ) 
OKLAHOMA CITY, OKLAHOMA J 

TEMPORARY ORDER TO CEASE AND DESIST 

WHEREAS, the Comptroller of the Currency of the United 

States of America (hereinafter COMPTROLLER) has authorized, 

pursuant to 12 U.S.C. 51818(b)(1), the service of a Notice of 

Charges dated June 30, 1982, upon the Penn Square Bank, N.A., 

Oklahoma City, Oklahoma (hereinafter BANK); and 

WHEREAS, the COMPTROLLER has determined pursuant to 12 

U.Ŝ .C. 51818(c)(1) that the violations or threatened violations 

of law, rule and regulation, or the unsafe and unsound practices, 

specified in the attached Notice of Charges, or the continuation 

thereof, are likely to cause insolvency or substantial 

dissipation of the assets or earnings of the BANK, or are likely 

to seriously weaken the condition of the BANK or otherwise 

seriously prejudice the interests of the BANK'S depositors; 

NOW, THEREFORE, THE COMPTROLLER, acting by virtue of the 

authority conferred by X2 U.S.C. 51818(c)(1), hereby ORDERS: 

ARTICLE I 

(1) The Board of Directors of the BANK (hereinafter BOARD) 

shall immediately undertake such actions as are necessary to 

provide the BANK, by no later than July 9, 1982, with thirty 

million dollars ($30,000,000) in new equity capital. 
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ARTICLE II 

(2) The BANK shall not make loans or otherwise extend 

credit to any borrower in excess of the amounts permitted in 12 

U.S.C. §8d. 

ARTICLE III 

(3) The BANK shall immediately correct collateral and 

documentation deficiencies with respect £b all loans, including 

those in which it has sold participations. 

ARTICLE IV 

(4) The BANK shajl not extend any additional credit to any 

borrower whose loan or other extension of credit is criticized or 

classified by National Bank Examiners as "Other Assets Especially 

Mentioned", "Substandard", "Doubtful" or "Loss" so long as such 

extension of credit remains criticized or classified. A list of 

borrowers whose extensions of credit are currently criticized or 

classified is attached as Appendix A to this Temporary Order and 

may be supplemented from time to time by National Bank Examiners. 

Such supplements shall become part of this Temporary Order and 

shall have the same force and effect as if appended hereto. 

.: (5) The lending restrictions contained in the preceding 

paragraph shall not be deemed applicable if the BANK'S failure to 

lend additional funds would be substantially and critically, 

detrimental to the best interests of the BANK. Before any 

additional credit is extended, however, the BOARD shall place in 

the credit file of the borrower a statement, signed by the 
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majority of the directors, detailing why failure to take such 

action would be detrimental to the best interests of the BANK. A 

copy of aiy such statement shall be mailed upon execution to the 

Regional Administrator of National Banks for the Eleventh 

National Bank Region, Dallas, Texas (hereinafter REGIONAL 

ADMINISTRATOR). 

ARTICLE V 

(6) The BANK shall make no loan, loan commitment or other 

extension of credit, including renewals, without first obtaining 

full collateral documentation as well as current and satisfactory 

credit information with respect to the borrower. 

ARTICLE VI 

(7) The BANK shall make no commitment to extend credit, 

whether for a fee or otherwise, without first arranging firm 

sources with which to fund it. 

ARTICLE VII 

(8) The BANK shall immediately engage independent, 

qualified auditors who shall: 

(a) reconcile all asset accounts carrying interest 

receivable and render a report with respect 

thereto within fifteen (15) days; 
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(b) conduct, on a positive basis and within twenty 

(20) days, a direct verification with all 

participants in participations sold by the BANK 

and currently outstanding; 

(c) conduct, on a positive basis and within sixty (60) 

days, a direct verification with all borrowers on 

whose extensions of credit the BANK has sold a 

participation; and 

(d) conduct such other studies as directed by the 

BOARD. 

The scope of subparagraphs (a) through (c), above, shall be 

determined by the BOARD in consultation with the REGIONAL 

ADMINISTRATOR, who shall promptly be provided with copies of all 

reports rendered pursuant to this ARTICLE. 

ARTICLE VIII 

(9) The BANK shall not sail any participation in any 

extension of credit unless the loan and collateral documentation 

is in conformity with the terms of the participation agreement. 

In addition no participation shall be sold unless the potential 

participant is first informed of all material facts with respect 

to the borrower and the credit, including, but not limited to, 

the following: 

(a) any criticism by National Bank Examiners or the 

BANK'S internal loan review personnel; 
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(b) the existence and status of other extensions of 

credit, including overdrafts, made by the BANK to 

p the borrower; 

(c) the contingent liabilities of the borrower; and 

(d) adverse financial occurrences concerning other 

entities related to the borrower. 

ARTICLE IX 

(10) The BOARD shall ensure that officers of the BANK 

without lending authority are not permitted to extend credit or 

make commitments to extend credit on behalf of the BANK and that 

such persons exercise no supervisory authority over the BANK'S 

lending function. 

ARTICLE X 

(11) This TEMPORARY ORDER is effective upon its service on 

the BANK and is binding upon the BANK and its directors, officers 

employees, and agents and their successors and assigns. It shall 

remain effective and enforceable: (a) unless set aside, limited, 

or suspended by a court in proceedings authorized under 12 U.S.C. 

Sl818(c)(2); or (b) pending the completion of the administrative 

proceedings held pursuant to the Notice of Charges served upon 

the BANK, until: 

(a) the dismissal by the COMPTROLLER of the charges 

specified in such Notice of Charges; or 

(b) the issuance of a final ORDER TO CEASE AND DESIST 

against the BANK. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



649 

(12) If at any time the COMPTROLLER deems it appropriate in 

fulfilling the responsibilities placed upon him by the several 

laws of tt̂ e United States of America to undertake any action 

affecting the BANK, nothing in this TEMPORARY ORDER shall in any 

way inhibit, estop, bar or otherwise prevent the COMPTROLLER from 

so doing. 

WITNESS, my hand and official seal of the Office of the 

Comptroller of the Currency, given at Washington, D.C., this 

SoTM- day of June, 1982. 

C.T. 
C. T. Conover 
Comptroller of the Currency 
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UNITED STATES OF AMERICA 
DEPARTMENT OF THE TREASURY 

OFFICE OF THE COMPTROLLER OF THE CURRENCY 

IN THE MATTER OF THE ) 
PENN SQUARE BANK, N.A.- ) 
OKLAHOMA CITY, OKLAHOMA ) 

NOTICE OF CHARGES 

TAKE NOTICE, that on the 30th day of August, 1982, and 

pursuant to the Financial Institutions Supervisory Act of 1966, 

12 U.S.C. §1818(b)(1), a hearing will commence at 10:00 a.m. in 

the United States Courthouse for the Western District of 

Oklahoma, Oklahoma City, Oklahoma, concerning the charges set 

forth herein, in order to determine whether an Order to Cease and 

Desist should be issued, pursuant to 12 U.S.C. 51818(b)(1), 

against the Penn Square Bank, N.A., Oklahoma City, Oklahoma 

(hereinafter BANK), a national banking association chartered and 

examined by the Comptroller of the Currency of the United States 

of America (hereinafter COMPTROLLER), pursuant to the National 

Bank Act of 1864, 12 U.S.C. §27, and its directors, officers, 

employees, and agents. 

After examination and other investigation of the BANK, the 

COMPTROLLER, acting by virtue of the authority conferred by 12 

U.S.C. 51818(b)(1), charges that the BANK has violated laws, 

rules and regulations, and has otherwise operated in an-unsafe 

and unsound manner as follows: 
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ARTICLE I 

(1) The BANK is a national banking association chartered 

and examined by the COMPTROLLER pursuant to the National Bank Act 

of 1864, 12 U.S.C. S27. 

(2) The COMPTROLLER is the "appropriate Federal banking 

agency" pursuant to 12 U.S.C. S$1813(g) and 1818(b) and (c). 

ARTICLE II 

(3) On or about September 9, 1980, the BANK, through its 

duly elected and acting Board of Directors (hereinafter BOARD), 

entered into a written agreement (hereinafter AGREEMENT) with the 

COMPTROLLER addressing certain practices of the BANK criticized 

by the COMPTROLLER as unsafe and unsound. The AGREEMENT is 

attached hereto as Appendix A and incorporated herein by this 

reference the same as if fully set forth. 

(4) The AGREEMENT is a "written agreement entered into with 

the agency" within the meaning of 12 U.S.C. 51818(b)(1), 

97-830 0 - 8 2 - 4 2 
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ARTICLE IV 

(6) In violation of ARTICLE IV of the AGREEMENT and 

contrary to safe and sound banking practices, the BANK has failed 

to obtain and maintain current and satisfactory credit 

information on a significant volume of its extensions of credit. 

ARTICLE V 

(7) In violation of ARTICLE IV of the AGREEMENT and 

contrary to safe and sound banking practices, the BANK has 

granted credit in significant amounts which is not fully, 

supported by all necessary collateral documentation. 

ARTICLE VI 

(8) In violation of ARTICLE V of the AGREEMENT, the BANK 

has extended additional credit to borrowers whose loans were 
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previously criticized without first placing in the credit file of 

the borrower and forwarding to the Regional Administrator of 

National Banks for the Eleventh National Bank Region, Dallas, 

Texas (herein, ter REGIONAL ADMINISTRATOR) a statement, signed by 

a majority of the BANK'S directors, detailing why failure to make 

additional extensions of credit would be detrimental to the best 

interests of the BANK. 

ARTICLE VII 

(9) In violation of ARTICLE IX of the AGREEMENT and 

contrary to safe and sound banking practices the BOARD has failed 

to ensure that the BANK'S Allowance for Possible Loan Losses is 

maintained at a level commensurate with the risks and potential 

for loss inherent in its loan portfolio. 

ARTICLE VIII 

(10) Extensions of credit made by the BANK to the borrowers 

identified in Appendix B have been properly criticized by the 

COMPTROLLERS National Bank Examiners as "Other Assets Especially 

Mentioned", "Substandard", "Doubtful" or "Loss". The BANK'S 

portion of those extensions of credit aggregate to more than 

eighty one million dollars ($81,000,000), an amount in excess of 

two hundred percent (200%) of the BANK'S gross capital funds. 

The BANK'S accumulation of poor quality assets in such a volume 

constitutes an unsafe and unsound practice. 
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ARTICLE IX 

(11) The BANK, using the channels and facilities of 

interstate commerce, has sold participations in loans originated 

by the BANK without disclosing to the purchasers of those 

participations material, non-public information known to the 

BANK. Such acts constitute unsafe and unsound practices and 

violations of Section 10(b) of the Securities Exchange Act of 

1934 and Rule 10b-5 promulgated thereunder. 

ARTICLE X 

(12) Contrary to safe and sound practices, the BANK has 

failed to prevent an officer without lending authority from 

extending credit on behalf of the BANK. 

ARTICLE XI 

(13) Contrary to safe and sound practices, the BANK, on 

loans it has originated and in which it has subsequently sold 

participations, has paid interest to participating institutions 

on behalf of the borrower without advising the participating 

institution of the source of the payments. 

ARTICLE XII 

(14) Contrary to safe and sound practices and in violation 

of ARTICLE VI of the AGREEMENT, the BANK has failed to implement 

and adhere to procedures to limit, control and document its 

contingent liabilities. 
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ARTICLE XIII 

(15) Contrary to the provisions of 12 U.S.C. $375a, the BANK 

ARTICLE XIV . 

(16) Contrary to the provisions of 12 U.S.C. S375b(3), the 

THEREFORE, the BANK is directed to file an answer in writing 

to the charges contained herein with the Hearing Clerk, Office of 

the Comptroller of the Currency, Administrator of National Banks, 

Washington, D.C. 20219, within twenty (20) days from the date of 

service of this Notice of Charges. 

In witness whereof, my hand and official seal of the 

Comptroller of the Currency, given this J^PTM day of June, 1982, 

at Washington, D.C. 
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IN THE MATTER OF . ) 
FENN SQUARE BANK, N.A. ) 
OKLAHOMA CITY, OKLAHOMA ) 

AMENDED TEMPORARY ORDER TO CEASE AND DESIST 

The Temporary Order to Cease and Desist, dated June 30, 

1982, is hereby amended at Article I thereof to require that 

the BANK obtain thirty million dollars ($30,000,000) in new 

equity capital by the close of business on July 2, 1982. 

WITNESS, my hand and official seal of the Office of the 

Comptroller of the Currency, at Washington, D.C., this £tib 

day of 5̂utU , 1982. 

C. T. Conover 
Comptroller of the Currency 
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[Subsequent to the hearing, the Comptroller provided these cor
rections to the August 15, 1982 submission:] 

o 
Comptroller of the Currency 
Administrator of National Banks 

Washington, D.C. 20219 

September 28, 1982 

Re: Penn Square Bank, N.A., Oklahoma City, Oklahoma 

Dear Mr. Chairman: 

When we prepared the summary of the March 31, 1982 Report of 
Examination which we submitted to your Committee on August 16, 
1982, we had done that based on the preliminary copy of the 
Report of Examination. Since that time, the Report has gone 
through the normal processing by the Regional Office. Based on 
that review, certain changes have been made which clarify several 
of the matters in the original summary. 

Enclosed is a new summary based on the final Report of 
Examination. It is requested that you replace the summary 
submitted with my August 16 letter concerning this examination 
with this summary. 

My staff and I stand ready to review the changes made in these 
summaries with you or your staff. 

Sincerely, 

c : 
C.T. Conover 
Comptroller of the Currency 

The Honorable 
Fernand J. St Germain 
Chairman, Committee on Banking, 

Finance and Urban Affairs 
2129 Rayburn House Office Building 
Washington, D.C. 20515 

Enclosure 
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Specialized Examination March 31, 1982 EIC Stephen D. Plunk 

Although a specialized examination was scheduled, expanded 

examination procedures were employed in the areas of lending and 

funds management. Among the more critical problems discovered 

were: severe deterioration in the loan portfolio (particularly 

oil and gas loans) which ultimately resulted in the losses 

exceeding the bank's capital funds; a major liquidity crisis 

stemming from loss of market confidence when many of the bank's 

problems surfaced in the press; the Board of Directors allowed 

unrestricted loan and asset growth without adopting proper 

safeguards; and numerous violations of banking law, including 

several related to insider activities. 

At closure, classified assets totalled to 329% of gross capital 

funds compared to 77% at the last general examination (12/31/80), 

and loan losses of $49MM exceeded the gross capital structure of 

the bank. The examiner summarized the causative factors for the 

increased classified as loan portfolio mismanagement, over-

lending to both new and established customers, absence of 

controls in the energy department, poor directorate supervision, 

inadequate credit and collateral documentation, and a downturn in 

the energy industry. Approximately 80% of the portfolio is 

related to the energy industry. As recommended at the previous 

examination, an internal review function had been established, 

but as of the examination date loan review personnel had not 

begun a review of energy department loans despite the fact that 
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it was the major lending department in the bank. As a result, 

the bank's internal review list was determined to be an 

unrealistic indicator of asset quality. An acceptable loan 

policy was in place; however, an array of policy exceptions 

existed in those loans generated by the energy department. 

Delinquent loans approximated 13% of total loans. This 

percentage was considered understated because of the liberal 

renewal policy employed by the bank. Several instances of non

compliance with those articles in the Administrative Agreement 

which address lending policies and procedures were noted. 

Overall quality of the investment portfolio was good and 

portfolio yield was increasing with each new purchase. The 

investment portfolio provided only minimal support to the bank's 

liquidity position due to the volume of extended maturities. The 

examiner characterized management of the investment portfolio as 

adequate. 

A review of the bank's liquidity, asset and liability management 

indicated that systems were in place to monitor the bank's 

RSA/RSL position and guidelines were established for acceptable 

ratios at 60, 90, and 180-day intervals. While the systems in 

place were deemed appropriate by the examiner, bank policy of 

permitting unrestricted loan growth constantly created liquidity 

exposure. The bank relied heavily upon brokered deposits and 

borrowed funds to fund asset growth. Additional liquidity 

support was provided by loan and participation sales to 
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correspondent banks. However, evidence was derived which 

indicated that such sales were not always on a non-recourse basis 

as the bank was found to be honoring correspondents1 requests to 

repurchase certain obligations. Each of these sources of 

liquidity is subject to market risk. These sources were 

withdrawing as the asset quality problems of the bank received 

media attention. Loss of public and market confidence overall 

actually led to a run on the bank as the end neared. 

The bank's internal audit function was rated unacceptable because 

the bank's internal auditor was not independent of all banking 

operations. The external audit was also rated unacceptable by 

the examiner. The unqualified opinion was rendered despite the 

identification of excess collateral exceptions, discovery of 

incidences where the bank was making payments of principal and 

interest to the correspondent banks on certain participations 

without first receiving payment from the borrowers, and 

acceptance of a reserve for possible loan losses which was deemed 

inadequate by the examiners during their review of the loan 

portfolio. Internal controls were considered poor. A detailed 

list of exceptions was provided. 

The bank continued to generate good earnings with an annualized 

ROA of 1.39% through 3/31/82. A major source of the bank's 

income resulted from loan origination fees. However, the quality 

of earnings was suspect given the level of delinquent and 

nonaccrual loans. Loan losses taken at the examination exhausted 

the bank's RPLL and the capital structure, rendering the bank 

insolvent. The bank had injected $7.5MM in equity capital from 

external sources since the prior examination to comply with the 

Administrative Agreement. The bank was directed to acquire $30MM 

in capital during the examination to maintain its solvency but 

failed to do so. -
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Insider Transactions - 3/31/82 Specialized Examination 

* Overall a total of $21,967M in direct and indirect 

loans to insiders and their interests, or 6.70% of the 

loan portfolio, was reported, total insider borrowings 

comprised 66% of capital. 

* Loans to associated companies, both direct and 

indirect, aggregate $14,633M. A majority of these 

loans were to the interest of one director and were 

directly related to the oil and gas industry. 

* Thirty-two of the loans to insiders and their interests 

were criticized in this report. Total criticized loans 

to insiders represented over 15% of total criticized 

loans. Losses on these loans totalled over $9.3 

million. 
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March 31, 1982 Examination (Specialized) 

(1) 12 U.S.C. §84 (Lending Limit) 

(a) Loans to three individuals, all general partners in a 
partnership, were combined with the loans to the 
partnership on the basis of 12 C.F.R. 57.1320(a). Line 
one became excessive on August 5, 1981. A second line 
became excessive on April 16, 1982. Letters of credit, 
overdrafts and loan were involved. In addition, 
numerous illegal advances were made to each of the 
three individuals on various dates following the 
initial violation. 

(b) Corporation incurred obligations under Section 84 in 
the form of standby letters of credit issued for its 
account and overdrafts. Overdrafts caused a violation 
of the legal lending limit on January 8, 1982. The 
overline was corrected on January 13, 1982. 

(c) Loans to a parent oil and gas corporation are combined 
with loans to a wholly owned subsidiary drilling 
company on the basis of 12 C.F.R. 57.1310(c)(1). Loans 
to certain oil and gas limited partnerships, whose 
general partner in each case is a subsidiary of the 
aforementioned parent, are included in the line of 
credit for lending limit purposes. A violation arose 
on January 28, 1982, when the line exceeded the lending 
limit. A second line became excessive on April 16, 
1982. The bank repurchased a portion of one limited 
partnership's note on May 6, 1982, which had the effect 
of exacerbating an overline situation. No 
documentation, however, was available evidencing 
directors' approval of such repurchase. Also, several 
illegal advances in the form of direct loans and 
overdrafts were extended on various dates following 
January 28, 1982. 

(d) Standby letter of credit issued jointly to an 
individual and three energy business associates was 
treated as a loan to a general partnership under 12 
C.F.R. 57.1320(a). The separate obligations of each 
borrower were combined with the extension of credit to 
the general partnership. The violation originated on 
February 5, 1982. Subsequent to that date, the bank 
extended several illegal advances to three of those 
four borrowers, individually. 

(e) Loans to two general partnerships and separate loans to 
the two general partners common to each partnership 
were combined, in part, based on 12 C.F.R. 57.1320(a). 
The line became excessive initially on February 25, 
1982. The bank corrected this overline on April 1, 
1982, by selling one of the notes to First Penn 
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Corporation. However, the line again became excessive 
on April 8, 1982, when this note was repurchased from 
the holding company. Also, other illegal loans were 
made to the partnership and partners, individually, on 
various occasions after the initial violation date. 
This combined overline remained uncorrected as of July 
1, 1982. 

Loans and overdrafts to an individual in the energy 
business resulted in an overline on March 1, 1982. The 
overdraft was paid from proceeds of a separate note 
signed by this individual. The note itself was in 
violation of Section 84. A participation in the same 
note was sold on May 19, 1982, apparently curing the 
overline. Other unlawful credits were extended in the 
form of a direct advance and a standby letter of 
credit. The report of examination suggests there may 
be some loss on these credits. 

Loans to an individual, to a company controlled by the 
individual, and to a general partnership were combined 
on the basis of 12 C.F.R. 57.1320(a). The loans to 
those entities were combined because the borrowers were 
commingling loan proceeds. The initial violation date 
was April 9, 1982. Subsequently, the bank extended 
overdrafts and direct loans, which were illegal, to 
those borrowers, individually. 

Loans to the individual in (f) above, which were 
already in violation, were combined with loans to 
another individual on the basis of 12 C.F.R. 
57.1320(a). The two individuals were viewed by the 
examiners as partners in a partnership because they 
were co-obligors on certain notes. This particular 
line initially became excessive on March 11, 1982. A 
reduction in the debt owed by the individual in (f) 
made the line conforming on May 15, 1982. However, 
additional overdrafts to one of the individuals created 
a new overline which remained uncorrected at least 
through July 1, 1982. 

Loans made to a parent corporation and its wholly owned 
subsidiaries were combined on the basis of 12 C.F.R. 
57.1310(c)(1). The initial overline occurred on March 
8, 1982. The total line remained in excess of the 
bank's legal lending limit from March 8, 1982, to June 
9, 1982, at which time the line was reduced to a 
conforming status. However, the line again became 
excessive on June 22, 1982, when one of the 
subsidiaries obtained an overdraft; the line remained 
uncorrected through July 1, 1982. 

Extensions of credit to a corporation and its two 
subsidiaries were combined pursuant to 12 C.F.R. 
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§7.1310(c)(1)• The combined line exceeded the bank's 
legal lending limit on March 8, 1982, when the bank 
extended additional overdrafts and a direct loan to 
these borrowers, individually. These latter extensions 
of credit were combined with certain standby letters of 
credit issued for the benefit of one of the three 
borrowers. The illegal overdrafts were corrected on 
March 12, 1982, when a note representing the overdrafts 
was sold. 

Obligations of a drilling company and its subsidiary 
were combined as a violation of 12 U.S.C. §84 pursuant 
to 12 C.F.R. §7.1310(c)(1). The line became excessive 
on March 19, 1982, when the bank issued a standby 
letter of credit for the account of a parent 
corporation and made a direct loan to a subsidiary. 
Subsequent amendment of the letter of credit on June 
16, 1982, reducing the amount of the credit, brought 
the line into conformity. Subsequent to March 19, 
1982, the bank extended numerous illegal overdrafts, 
which were apparently paid on or before July 1, 1982. 

Loans to an individual and his drilling business were 
combined on the basis of an implied partnership 
agreement. The commingling of funds by this individual 
and his business entity was, in effect, the implied 
partnership which led to a combination of their 
borrowings. See 12 C.F.R. 57.1320(a). The violation 
of Section 84 occurred on April 14, 1982, when the 
drilling business incurred illegal overdrafts. These 
overdrafts were subsequently paid on April 16, 1982. 
The combined line became excessive again on April 29, 
1982, when overdrafts were extended by the bank. These 
overdrafts were paid on April 30, 1982. 

A violation of Section 84 arose on May 18, 1982, when 
the bank issued a joint letter of credit to three 
entities. The examiners treated the joint letter of 
credit as a partnership loan and combined it with 
separate extensions of credit to each entity on the 
basis of 12 C.F.R. 57.1320(a). 

Loans to an individual became excessive on April 26, 
1982, when a loan participation previously sold was 
repurchased in full by the bank. On May 4, 1982, 
enough of that repurchased note was resold to bring the 
line into conformity with Section 84; however, the 
balance retained by the bank was illegal. Also, on May 
4, 1982, the bank made another illegal advance to this 
borrower of which a portion was sold. The balance of 
that advance retained by the bank was also illegal. 

Loans to two individuals were combined because one co-
signed the note of the other. Co-makers are deemed to 
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be partners for 12 U.S.C. §84 purposes and their 
separate borrowings are aggregated under 12 C.F.R. 
§7.1320(a). The combined loans became excessive on 
April 5, 1982, when the bank advanced additional funds 
to one of the two individuals. Subsequent advances by 
the bank were also illegal. 

12 U.S.C. Sl61(a) (Reports of Condition) 

This provision requires that a national bank provide the OCC 
with reports of its resources and liabilities and publish 
the same in a local newspaper. A published statement did 
not accurately make certain disclosures. 

12 U.S.C. S371c (Loans to Affiliates) 

Bank did not collateralize a particular "extension of 
credit" in accordance with paragraph two of 12 U.S.C. §371c 
and did not treat an overdraft for the parent bank holding 
company as an extension of credit subject to the same 
statute. 

12 U.S.C. S375a (Loans to Executive Officers) 

Section 375a limits extensions of credit to the executive 
officers of member banks, in part, by categories, such as 
$20,000 for educational expenses of children; $60,000 for 
financing a primary residence; and $10,000 for general 
purposes. Section 215.2(d) of Regulation 0 (12 C.F.R. 
§215.2(d)) permits the Board of Directors of a member bank 
to exclude by resolution certain officers from these limits 
provided they do not exercise major policy making functions. 
The bank improperly excluded certain high ranking officers 
from these restrictions on borrowing. It also directly 
violated this section by lending in excess of the statutory 
limits to such officers. 

12 U.S.C. S375b (Prohibitions on Loans and Extensions of 
Credit to Executive Officers, Directors, Control Persons and 
Their Related Interests) 

(a) Section 375b(2) of Title 12, United States Code, 
requires that extensions of credit to any of the bank's 
executive officers, directors, or principal 
shareholders or to any related interest of those 
persons if when aggregated with their other extensions 
of credit exceed $25,000, be approved in advance by a 
majority of the Board of Directors, with the interested 
directors abstaining from voting. Six individuals, who 
were either directors or executive officers of the 
bank, or their related interests, received extensions 
of credit in violation of this provision. 
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(b) Extensions of credit to the entities discussed in (a) 
must be made on substantially the same terms, including 
interest rates and collateral, as those prevailing at 
the time for comparable transactions. See 12 U.S.C. 
375b(3). Bank violated this provision by not requiring 
a guarantee on loans to a related interest of the 
bank's Chairman and Chief Executive Officer. It was 
apparently bank policy that the principals of borrowing 
corporations provide guarantees for loans to their 
corporations. Such extensions of credit may also not 
involve more than the normal risk 'of repayment or 
present other unfavorable features. See 12 U.S.C. 
S375b(3). During the examination, at least sixteen 
loans to insiders were criticized on this basis. 

(c) 12 U.S.C. S375b(4) prohibits the payment of overdrafts 
of executive officers or directors of the bank. 
Section 215.4(d) of Regulation 0 (12 C.F.R. §215.4(d)) 
nevertheless permits overdrafts if the person has a 
written agreement with the bank to transfer funds from 
another account. Overdrafts of one director were paid 
without the required advance written approval. 

(6) 12 C.F.R. Sl«8 (Prudent Banking Judgment; Credit Information 
Required) 

Bank did not maintain information to demonstrate that it 
exercised prudence in purchasing 11 investment securities. 

(7) 12 C.F.R. 57.3025 (Other Real Estate Owned) 

Subsection (g) of this interpretive ruling provides that 
when real estate is transferred to the category of "Other 
Real Estate Owned" a statement of its fair value must be 
supported by a current and independent appraisal of the 
property. The bank violated this requirement with respect 
to certain property. The violation was corrected during the 
examination. 
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NGTON, D C 2 0 0 3 6 

V I N S O N & ELKI NS 
ATTORNEYS AT LAW 

HOUSTON, TEXAS 7 7 0 0 2 
IONE 713 651-2222 TWX 9IOS8I639I TELEX 762 I 

September 29 , 1982 

QUI. 4t93Z 

Honorable Ferdinand St Germain 
U. S. House of Representatives 
Committee on Banking, Finance 
and Urban Affairs 

2129 Rayburn House Office Bldg. 
Washington, D. C. 20515 

Dear Sir: 

Our law firm represents eight of the former outside 
directors of the Penn Square Bank, N.A. of Oklahoma City, 
Elizabeth M. Coe, Gary M. Cook, James G. Randolph, Gene H. 
Smelser, W. A. Ross, Richard C. Haugland, Jerry Richardson 
and Ken L. Kenworthy. All eight testified before your 
Committee on August 16, 1982. Their testimony showed that 
they were honest, intelligent, conscientous directors who 
faithfully and adequately fulfilled their responsibilities 
as bank directors. Therefore, we were surprised and con
cerned to see articles in the New York Times and the 
Oklahoma City and Tulsa newspapers, stating that the Comp
troller of the Currency had found that "virtually all" of 
the Bank's directors violated federal banking laws. 

We eventually discovered that the source of these 
newspaper reports was a summary, prepared by the Comp
troller's office for this Committee, of the March 31, 1982 
examination of Penn Square Bank by the Comptroller. The 
language in question appeared on an unnumbered page under 
(5)(a), referring to 12 U.S.C. §375b. This statute requires 
prior board approval of loans in excess of $25,000 to 
officers and directors. The summary states that "Virtually 
all directors and their related interests received exten
sions of credit in violation of this provision". While we 
have been unable to obtain bank records, the information we 
have indicates that this statement was in error. We pursued 
the matter with Robert Serino of the Comptroller's office in 
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Washington and he informed us that this statement was in 
fact in error and that rather than "virtually all" directors 
receiving loans in violation of this provision, only six 
directors and officers did. Mr. Serino would not tell us 
who the six were. 

We asked Mr. Serino to report this error to the Commit
tee and to the appropriate newspapers. We believe that he 
has phoned certain newspapers and informed the Committee in 
writing on September 28. We commend Mr. Serino for his 
candor and cooperation. However, we regret that this error 
occurred. To the best of our knowledge, this allegation by 
the Comptroller and its repetition by the newspapers has 
been the only specific allegation of wrongdoing by our 
clients. 

Section 375b is a technical provision that could be 
inadvertently violated in a number of ways. Nonetheless, 
the newspapers simply reported the "virtually all..." quote 
above from the summary without citing or discussing the 
statute involved, thus leaving the impression that the 
alleged law violation could relate to fraud, embezzlement or 
some other serious offense. 

We believe these newspaper reports have resulted in 
lawsuits against our clients. Therefore, we are copying the 
New York Times and several Oklahoma papers with this letter 
and strongly urge them to print corrections. Furthermore, 
we ask that your Committee insert this letter and the 
Comptroller's correction letter in the Congressional Record. 

Thank you for your cooperation. 

Very truly yours, . 

David T. Hedges, Jr. 

121:261, 
• Enclosure 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



669 

cc: Mr. Robert Serino 
Enforcement and Compliance 
Office of Controller of the 
Currency 

Washington, D. C. 20219 

Mr. Jeff Gerth 
New York Times — 
1000 Connecticut Avenue 
Washington, D. C. 20036 

Tulsa Tribune 
P. 0. Box 1770 
Tulsa, Oklahoma 74102 

Daily Oklahoman 
P. 0. Box 25125 
Oklahoma City, Oklahoma 73125 

Oklahoma City Journal Record 
621 N. Robinson 
Oklahoma City, Oklahoma 73102 

Mrs. Elizabeth Merrick Coe 
64 33 Grand Mark 
Oklahoma City, Oklahoma 73120 

Mr. Gary M. Cook 
32 0 South Boston 
Suite 805 
Tulsa, Oklahoma 74103 

Mr. James G. Randolph 
P. O. Box 25861 
Oklahoma City, Oklahoma 73125 

Mr. Gene H. Smelser 
Val Gene Corporation 
320 United Founders Tower 
Oklahoma City, Oklahoma 73112 

Mr. W. A. Ross 
Dub Ross Company 
P. O. Box 12448 
Oklahoma City, Oklahoma 7 3157 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



670 

Mr. Richard C. Haugland 
P. O. Box 1967 
Muscogee, Oklahoma 74401 

Mr. Jerry Richardson 
Dub Richardson Ford 
360 North May Avenue 
Oklahoma City, Oklahoma 7 3112 

Mr. Ken L. Kenworthy 
4972 N.W. 30th Place 
Oklahoma City, Oklahoma 73122 

Mr. James E. Work 
Shirk, Work, Robinson 
& Williams 

520 Colcord 
Oklahoma City, Oklahoma 73102 

Mr. Donald B. McKinley 
F.D.I.C. 
P. 0. Box 26208 
Oklahoma City, Oklahoma 73126 

Mr. John C. Snodgrass (Firm) 
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Pei\i\ Square B«ii\l(« 
Annua] Report 1981 
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MEASURES OF OUR GROWTH 
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Energetic growth has become a recognized 
characteristic of Penn Square Bank over the 
past decade. This growth can be measured 

in many ways. 
Since 1974 assets and stockholders* equity have 

Increased more than tenfold, while deposits are 
more than twelve times their level of eight years ago. 

Another measure of our growth has been the 
continued expansion of our facilities to 
accommodate increased activity and enable us to 
continue to provide superior customer service. 
Pennbank lower, now under construction just 
east of our present location, is a tangible symbol 
that today Perm Square Bank is ftrmry established 
as one of the major banking organisations 
in Oklahoma. 

Most importantly, managing this growth has 
meant broadening and strengthening our 
capabilities and services. In 1981, Ftenn Square 
Bank's emphasis has been on people. We have added 
to our management strength in every aspect of our 
business, creating a depth of experience at the top 
management level which is the equal of that found 
In Institutions many times our size. 

Banking In the 1980s wfil be characterized by the 
demand for more sophisticated financial services 
and increased competition from many new types of 
financial organizations. Penn Square Bank's growth 
has meant a corresponding growth to capability, 
in the form of both human and financial resources, 
to meet the changing needs of our customers. 
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CHAIRMAN'S MESSAGE 

The year 1981 may well rank as one 
of the most significant periods In 
Penn Square Bank's growth. It was a 

year of visible progress in many areas. 
We reported solid growth in assets, loans 

and deposits. An infusion of $7 million 
In stockholders* equity greatly strengthened 
our capital structure. Earnings increased 
10% over last year*s record results notwith
standing the high cost of expansion into 
temporary facilities, the large increase in 
personnel necessitated by our growth, and 
the continuation of our policy of maintain
ing a strong capital position and loan 
loss reserve. 

We were also able to implement our long 
range plans to provide Penn Square Bank 
with adequate facilities for future growth. 
The 22-story Fennbank lower began con
struction at wild-year and is due to be 
ready for occupancy in 1983, 

Our customer list continues to grow, a 
fact we believe attests to the strong repu
tation for performance Perns Square Bank 
has established to the community. 

Moreover, we are particularly proud of 
the progress we have made in expanding 
our human resources during the past 
twelve months. Our continuing objective 
is to attract the highest caliber of profes
sionals to our senior management staff and 
board of directors* During 1981 thisetlbrt 
was especially fruitful 

Beginning with the election of Eldon 
Seller as President and Chief Administrative 
Officer of the bank, we have expanded and 
strengthened our top management team 
with key additions in many areas. The ex
tensive banking experience represented 
by these new people gives us a breadth 
and depth of knowledge unusual for an 
institution of our size. 

in looking to the future, we must take 
note of the conditions prevailing in our 
industry and in the national economy. 
Two overriding concerns are continuing 
inflation and the national recession which 
so far, fortunately, has not seriously 
affected Oklahoma*® booming economy. 
Changing conditions, new banking laws 
and regulations have also heightened 
competition within the banking industry 
and from other financial institutions. 
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To meet these challenges, our 
long range plans for growth are 
aggressive, flexible, yet realistic. 
We are dedicated to increasing our 
capabilities to cope with rapidly 
changing technology and the need 
for a broader range of more sophist
icated services to serve our customers 
in the 1980s, We realize that adequate 
management of the rapid growth 
Penn Square Bank has enjoyed 
makes it incumbent upon manage
ment to provide the financial 
solidarity, the expanded facilities, 
the technology and the quality people 
who can continue to provide a su
perior level of services for our 
banking customers. 

/£~/V~ T ^y. 

Bill R Jennings 
Chairman 

Bill P. Jennings. Chairman 
and Chief Executive Officer (lefii 

and Mdan L Belle* President 
and Chief Administrative Officer 
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GROWING WITH ENERGY 
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The oil and gas industry continues to be a 
major factor in Oklahoma's burgeoning 
economy. Currently, one-fifth of all the rotary 

rigs active in this country are drilling in Oklahoma. 
Oil and gas tending activities have been a prime 

source of growth for Penn Square Bank Our oil 
and gas lending division ranks among the most 
active in the state. Working in participation with 
five of the largest oil and gas lending banks in the 
country and others, Penn Square Bank presently 
handles more than $2 billion in oil and gas loans 
and commitments. 

These loans are originated and monitored by a 
staff of more than 80 people, headed by Senior 
Executive Vice President Bill G. Patterson. The 
customers served by Penn Square Bank represent 
one of the strongest groups of independent oil 
producers and operators in the Southwest. We 
provide these customers with a wide range of 
services, including loans on production, drilling 
funds, equipment and oil and gas leases. 
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FINANCING THE SEARCH FOR ENERGY 
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P enn Square Bank works closely with its oil 
and gas customers and its correspondent 
banks to provide the financing needed to 

search out new supplies of energy; 
The bank utilizes the most modern monitoring/ 

evaluation techniques in the banking industry to 
evaluate the oil and gas reserves securing these 
loans. Its petroleum engineering department 
includes two full-time petroleum engineers, plus 
engineering assistants. Computer and microfiche 
records give this staff access to detailed 
information on every producing well in Oklahoma 
and eleven surrounding states. Producing wells in 
loan portfolios are closely monitored to compare 
estimated to actual production. 

The Correspondent Banking Department also 
is actively involved in this effort, Penn Square 
Bank and its large correspondent banks reach dual 
credit decisions, in many instances, to provide bank 
consortium loans to oil and gas customers. 

The bank maintains firm ties to more than 50 
banks in Oklahoma and other parts of the country. 
These relationships provide Penn Square Bank's 
oil and gas customers with access to the capital 
resources they need for their exploration and 
development activities. 
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HELPING BUSINESSES GROW 
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Business and consumer lending have always 
been important activities at Penn Square 
Bank. In 1981, we greatly strengthened our 

staff capabilities in this area with the addition of a 
number of experienced loan officers in real estate, 
industrial, commercial, construction and 
consumer lending. 

Penn Square Bank serves a wide variety of retail, 
industrial and real estate enterprises. Together, 
these customers represent a major source of 
employment for residents in the Oklahoma City 
metropolitan area. We help these customers grow by 
providing many types of financing services, 
including equipment, accounts receivable and 
inventory loans, 

In these days of high interest rates, a new service 
offered by a subsidiary, First Penn Leasing 
Corporation, is also of benefit to our business and 
professional customers. This subsidiary provides 
leasing services for business, medical, construction 
and industrial equipment, usually at lower monthly 
rates than the customer would pay for a loan to 
purchase the equipment. This is particularly 
beneficial to customers who do not need the tax 
credits available from depreciation. 

We also offer consumer lending services to our 
individual customers, including new car loans and 
home improvement loans. 
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EMPHASIZING CUSTOMER CONVENIENCE 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



683 

Superior service begins by providing customer 
convenience, One of our primary objectives is 
making sure our customers - companies and 

individuals ~ find it convenient to do business with 
Penn Square Bank, 

Our motor bank, with its drive-through service and 
convenient consumer and commercial lobbies, is one 
of our most popular customer areas. We provide a 
wide array of services at both our motor bank and main 
banking facility. 

Recent changes in banking laws have given rise to 
many new services for consumers, particularly in the 
area of checking and savings accounts. These include 
the new Individual Retirement .(IRA) accounts, NOW 
accounts and All-Savers Certificates as well as regular 
savings accounts and certificates of deposit. 

The Beep Machine, located at the Motor Bank, 
provides automated teller service 24 hours a day, 
7 days a week. Customers can withdraw cash or make 
deposits or handle other transactions by computer. 
Safe deposit boxes, for the storage of valuable papers, 
art objects and silver hollow and flat ware, are another 
consumer service offered by the bank. 

Excellence in customer service begins behind the 
scenes, with our operations staff. Currently, our 
operations division employs one-third of our total 
work force. Automation has played a major role in the 
ability of our operations division to provide support 
services for banking functions in an efficient manner. 
During the past year Penn Square Bank became the 
first bank in the state to automate its draft collection 
system. We have also increased our transfer capacity 
by 100% over the past twelve months. 

In the final analysis, however, we know that people 
and attitude are the vital factors in providing quality 

service. We are proud of the reputation 
r employees have established 

for prompt and courteous 
service to our customers. 
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THE MANY PHASES OF BANKING SERVICES 
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Serving the needs of our customers takes many 
forms at Penn Square Bank. 
One important aspect is the full range of 

trust and financial advisory services provided by our 
trust Division- This division is headed by two 
highly respected professionals, John H. Miller and 
Carolyn B. Jonas. The Trust Division provides 
financial and estate planning, estate management, 
investment and management of funds, establish
ment and management of many different types of 
trusts, pension plans and profit-sharing programs, 
and many other services for individuals 
and businesses, 

Another important function is provided by our 
Marketing Division. It is this division's task to 
anticipate changing customer needs and make new 
products and services available. Changing regu
lations in the banking industry will make research 
and development of new products and services an 
even more important function of banking during 
the 1980s. This division also sponsors a series of 
financial planning seminars each year, keyed to the 
needs of various groups served by the bank. These 
have ranged from seminars for businesswomen 
to sessions on tax shelters for various profes

sional groups. 
Penn Square Bank also becomes involved 

in many activities that benefit the 
community. Among events sponsored by 
the bank was a recent Bsnn Square 
Bank Oklahoma Cup tennis match 
featuring the Number One ranked tennis 
professional, John McEnroe, with a portion 
of the proceeds benefiting the Oklahoma 
City University tennis program. 
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SXATEJMEiVT OF CONDITION 
At the Close of Business December 31, 1981 and 198 

(December Daily Averages) 

ASSETS 1981 1980 

Cash and due from banks $ 45,075,000 S 32.095.000 
U. S. Treasury securities 13,111,000 8.861.000 
State and municipal securities 34,397,000 30.124,000 
Stock in Federal Reserve 541,000 235.000 
Federal funds sold 9,855,000 8,082.000 
Loans, net of reserve 264,594,000 197.815.000 
Bank premises and equipment 3,679,000 2.812,000 
Other assets 22,906,000 8.235.000 

Total assets $394,158,000 $288.259.000 

LIABILITIES 

Demand deposits $147,924,000 $107,238,000 
Time and savings deposits 206,859,000 151.485.000 

Total deposits 354,783,000 258,723,000 
Federal funds purchased 4,760,000 7.182.000 
Other liabilities 4,211,000 1.932.000 

Total liabilities 363,754,000 267.837,000 

STOCKHOLDERS' EQUITY 
Capital stock 1,000,000 1.000.000 
Surplus 17,516,000 10.500.000 
Retained earnings 11,888,000 8.922.000 

Total stockholders' equity 30,404,000 20.422.000 

Total liabilities and stockholders' equity $394,158,000 $288,259.000 
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STATEMENT OF INCOME 
Years Ended December 31 

1981 1980 

REVENUE FROM EARNING ASSETS: 
Interest and fees on loans $50,929,000 824,650,000 
Investment securities: 

U. S. Securities 1,597,000 300,000 
State and municipal subdivisions 2,204,000 1,308,000 
Other 41,000 10,000 

Interest on Federal Funds sold 676,000 283,000 

Total revenue from earning assets 55,447,000 26,551,000 

INTEREST EXPENSE: 
Deposits 28,807,000 12,820,000 
Interest on federal funds purchased 2,949,000 739,000 
Other interest expense 1,132,000 135,000 

Total interest expense 32,888,000 13,694,000 

Net revenue from earning assets 22,559,000 12,857,000 
Provision for possible loan losses 6,343,000 1,408,000 

Net revenue from earning assets after provision for possible loan losses. . . . 16,216,000 11,449,000 

OTHER REVENUES: 
Deposit fees 1,119,000 687,000 
Other operating income 370,000 211,000 

Total other income 1,489,000 898,000 

OTHER EXPENSES: 
Salaries and employee benefits 5,124,000 2,339,000 
Occupancy and equipment expense 1,376,000 619,000 
Other expense 4,204,000 2,383,000 

Total other expense 10,704,000 5,341,000 

INCOME BEFORE INCOME TAXES AND SECURITIES GAINS OR LOSSES. . 7,001,000 7,006,000 
Provision for income taxes 2,295,000 2,721,000 

NET INCOME $ 4,706,000 S 4,285,000 
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Bill P Jennings 

Frank L. Murphy 

Eldon L. Beller 

Bill G. Patterson 
Senior Executive Vice Pr, 

Richard T. Dunn 

John R. Preston 
Secretary and General C 

Ronald H. Burks 

Merrick Coe 

J.C Cravens* 

Richard C. Haugland 

Citizens National Ban) 
Ken L. Kenworthy 

Marvin K. Margo, M.D. 
McBrtde Clinic, lnc 

H. Mead Norton* 

James G. Randolph 

Gene Smelser 

Carl W. Swan 

•Advisory Director 

Frank L. Murphy, 

Eldon L. Beller. 

Executive Vice Presidents 
Tony W.Williams 
James J. Gunter 
Richard T. Dunn 
Ashburn H. Bywaters 
Dennis Winget 

Thomas D. Swineford, 

Russell B. Bainbridge 
Janelle R Cates 
Phil G. Busey 
James R Karcher 
Gregory A. Odean 
Assistant Vice Presidents 
Robert S. Lockard 

Dewayne Horton 
Shan L. Mitchell 
Rex M. Lind 

Jan Stratz 
Joy C. Lorance 
Diana D. Swift 
Sharon Gutierrez 

ENGINEERING DEPARTMENT 

CORRESPONDENT 
BANKING DEPARTMENT 
Robert D. Kotarski, 

Robert C. Van Laanen. 

Don R Chappell. 

Harold D Armstrong, 

REAL ESTATE AND 
CONSTRUCTION 

Bill R Blacksten. 

Charlcie M. Guthery, 

LOAN ADMINISTRATION 
DIVISION 
Richard T. Dunn. 

JohnC Baldwin 
Jean A. Peterson 
Robert J. Williams. Jr. 

Garvin M. Chandler 
M Joseph Vercher 
Joseph D Anselmo 

Daniel'C. Glaspy 
Becky L. Smith 

BANK ADMINISTRATION 
DIVISION 
Tony W Williams, 

William M. McBain 
Cleda C. Owens 
Carol J. Stewart 
Max Ellis 

Michael H. Mahoney. 

TRUST DIVISION 
John H. Miller, 

Vice President and Trust Officer 
Carolyn B. Jonas, 

Vice President and Trust Officer 

FINANCIAL SERVICES DIVISION 
James J. Gunter. 

Erecutiue Vice President 
Raymond L. Hicks. 

Senior Vice President and Controller 
Bert Davis, III, 

BUSINESS DEVELOPMENT 
DIVISION 
Patricia R McFarlin. 

Bilhe J. Dean 
Barry A. Rudy 
Randal W Smith 

R Jan Kiser. 

James W. Pitts. 

M. Robert Barton 
Tom Harrison 
Gelene Shannon 

Richard D Forshee. 
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Chairman s 
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tepottea 
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owr the past five ye 

But figures do HO 
whole stoiy. tt«gr Its 
how smch we tune 
in size, but do not 

i of our 
capabilities. Since year epsl 
*e have added Mr, Eldon t. 

of Oklahoma's 
akwflttbeof 

today is the result of Bill P. Jenni ngs 
s and decisions made Chairman 

r fuB Itoe of «ervicses for 
me**, 
tasi t 

Scf this annual report also 
'• «a the futures OH the 

Mmpfty, Vk»Cbettomm l^m W, Willi® 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Oil md Gas lending Biviskm 
Oil and gas loans have been 

a significant factor in Penn 
Square Bank's growth. This 
division is now handling 
nearly 8800 million in oil and 
gas loans, in participation 
with five of the largest oil 
and gas lending banks in 
the country. 

These loans are originated 
and monitored at Penn 
Square Bank. BiH O. 
Patterson, executive vice 
president* heads a young, 
ag|gressive atfltffof more 
than &0 people, utiiMng the 
most modem monitoring/ 

evaluation techniques in the 
banking industry. ! 

Penn Square Bank serves 
one of the finest group of 
independent petroleum 
operators in the Southwest 
providing lines of credit 
drilling fund and rig Joans, 
all well secured with oil and 
gas reserves. 

The bank works elose r̂ 
with its oil and gas customers 
and its correspondent banks 
to provide the financing 
needed by these customers 
in searching out new 
supplies of energy 

Correspondent Banking 
Penn Square Bank 

corresponds with over SO 
banks in Oklahoma and other 
parts of ttse country. These 
eorrespondent hanks, include 
Ihreoftheiargestlanteih- • 
the co^intry and the largest [ 

-o»,^ai*dooallfriderin; t 
the world, • .: 1 ; ' ' .-
-•jfeoftSquaafc Bank .works ' 

loosely mm these; large ; 

banks, reaching dual credit 
decisions, in many instances, 
to provide two or three-bank 
loans to its oil and 
gas customers. 

These close ties to larger 
banks provide Penn Square 
43ank's-oli and gas customers 
' y&iii access, to the capital 
resources ihey,need Jar 
expansion of their activities, 

many qfjm mum mstim i^^m^em «*S tfamgfmd&il $»«$*$• steg in cftw 
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Petroleum Engineering 
l b help monitor its oil and 

gas loans* Perm Square Bank 
has one of the most 
sophisticated petroleum 
engineering departments in 
the state. 

Its petroleum engineering 
department Includes two full-
time petroleum engineers 
and two engineering 
assistants. Both engineers 
are capable of reservoir 
estimating and have access 
to the latest technology to 
assist them. 

Through a computer 
timeshare program, the bank 
has access to a commercial 
production data base on all 
producing wells in Oklahoma 
and 11 surrounding states. 
The bank also has on 
microfiche data on every well 

drilled in Oklahoma and 
surrounding states from 
1906 to 1080, plus six 
months of production records 
on every producing well 
in Oklahoma. 

The engineering 
department provides 
constant monitoring of all 
properties securing oil and 
gas loans, comparing 
forecasted revenue to actual 
revenue, preparing exception 
reports and sorted listings. 
Through these reports the 
department can pinpoint 
problem wells or problem 
loans on a timely basis. 00 

IXVfhe Bmlm'ertiig Department's 
contpuicr is Striked to a commercial 
production data base covering 12 states, 
including Oklahoma, \%) The department 
has access to the latest tvihnologg ami 
industry data in monitoring ail properties 

securing oil and gas fewtv ^3} Petmicum 
engineers Mtkv Gilbert (pictured here} and 
Jeff Caiimrl ham many yearsaj actual 
experience in tiwfieicltioift m this cwnwy 
and. abroad. 
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Commercial and Consumer lending 
Helping businesses grow is 

a large part of Penn Square 
Batik's business — not only 
in the oil and gas industry, 
but In retail, real estate and 
industrial enterprises, 

The bank's commercial 
loan staff includes loan 
officers experienced in real 
estate, commercial and 
industrial lending. The bank 
serves a number of medium 
steed manufacturing and 
commercial accounts, 
providing equipment 
accounts receivable and 
inventory loans. 

Some of the companies we 
have helped to grow are 
pictured on these pages. 
Were proud to he a "silent 
partner" in the success of 
our business customers. 

Consumer lending is also 
an important aspect of the 
bank's business, and one of 
the many family-oriented 
services we provide our 
individual customers. 

4*> 

{Xnn *XJ a re Ba tkbrty* pro*, wit fhwutt 
faux ^t mr>< Hi of tot *wi w v 1 hcs*. v 
typUul (Ilfftf rytiomuibf f*»«v« wra*1 

(of a out oj(hi tiUjstftm<J>i<>fmii\mth, 

<A«/ {«)/?» lfltfto"t.tnNhfti>ffifvM«fs 

im if fl cfnarrcr ft') a *<* ntitofr fit* 

tjt kbOP i i Ifu < o *-if*i t f ^ n i h 
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WttM>K*MaMi 

mmimmm^} 
Trus! and Financial Advisory Services 

Aid In financial planning 
is one of the most valuable 
services Penn Square Bank 
provides- its customers. We 
do dds it! many ways. 

One way is through the 
seniee-s rendered by ottr 
Trust Depart merit, under 
John il. Miller, one of 
Oklahotna's most highly 
respretod professionals in 
the field of personal and 
corporate i rusts, 

This department offers a 
full rant*e of trust and 
financial advisory services, 
indudin|* financial and estate 
p!amdn& investment and 
management of funds, the 
esfabl'isbnwm and 
management of many 
d ifferen $ typ* vs of f rust s, 
estate management, and 
many more. The bank can 
serve as executor or co-
executor, administrator or 
m-adnhnish'atoe trustee or 
eo trustee of estates and 
trusts. For corporations, the 
bonk ean and does an as 
trustee fur pcatsion trusts 

or profit sharing plans, as 
eserow agent or as trustee 
underhand issues. 

Another way die bank 
helps In financial planning 
Is by providing a wide varirp 
of investment opportunities 
for individuals and 
businesses, ranging from 
interest bearing NOW 
accounts K*-ô h and IRA 
accounts, to money market 
certificates, certificates of 
deposit and gold and silver 
certificates, 

A third way is through its 
annual program ol financial 
planning seminars keyed so 
the needs of various groups 
served by the bank- These 
have ranged innn seminars 
addressing the needs of 
today's businesswoman to 
session^ on tax shelters 
aiated at physicians or nthei 
professional &ro\ tps. 
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Our Wide Range of Banking Services 
Convenience is a vital 

clement in providing good 
service. In recent years Perm 
Square Bank has exp&mled 
its banking services, always 
with customer convenience 
in mind. 

We've expanded our motor 
bank to provide not only 
drive-through service but 
also a lobby teller area with 
parking at the door. The 
latest expansion, this past 
year, added a commercial 
lobby to speed service not 
only to our business 
customers tout for our 
Individual customers as well 

Our Fieep Machine provides 
automated teller service 24 
hours a day, seven days a 

week, allowing customers to 
withdraw cash or make 
deposits or other 
transactions by computer* 

Perm Square Bank pt&vides 
its customers with a full 
range of checking and 
savings accounts and 
certificates, including the 
new NOW accounts, a type of 
checking account paying 
5H% interest Safe deposit 
boxes and consumer loans 
are other services provided 
for our individual customers. 

{X) Tfrx Msmt Bank's Consumer JUsfcby 
is popular with S«*!te£tf twJ n&u wws* 
{ajOpwsffcms Dfrrfsieri siqfi'ruffling, h, m 

Thompson, tony Wtltt&ms, Bxmative Viw 
Pnesttf<m?-Optirat$&nss Jim Ptttm Bkiirte 
Sake, ft* Bnrwt ($$ The Seep Attwhwe 

provider M'h,ma-amasmtK(t letter <ssen?tcf 
Wttfi40yTheMw.or8®nkpr&ps4m 
drive-in windmas a* we8 « s hbby r w a * 
wtwenteftt iff parking. i&} The RWS 
Commercial l&bby speetis swice- & 
commercial aismu&s fi* 8w Motor Bank, 
t?} Cktm firwe^iri0f}*KK>fDtip&rtm0ti 
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Planning for the Future 
A period of rapid change 

lies ahead for the banking 
industry, as new forms of 
competition develop and new 
types of financial services 
come Into being. Peon Square 
Bank is actively planning for 
change through expansion 
of our capabilities, our 
services and our facilities* 

Soon to take shape at Hort h 
Blackwelder and Morihwest 
Expressway Is Pennhank 
Tower, a 20-story office 
building and two-story 
parking facility. Penn Square 
Bank has made application 
to banking authorities io 
relocate its headquarters 
to the new location, 
approximately three blocks 
east of our present main bank 
building. Our motor bank will 
remain at its present location. 
The bank will be she major 
tenant of the office tower, 

being built byPennbank 
lower Investors, a limited 
partnership, 

initially the bank will 
occupy four floors of the new 
office tower, to addition to 
the operational facilities 
presently occupied In Penn 
Square. This will enable us 
to expand many of our 
services. One planned 
expansion is availability of 
safe deposit space for 
valuables such as artwork or 
silver pieces, 

Penn Square Bank also 
continues to strengthen and' 
broaden the capabilities of 
its operational staff In every 
aspect of banking services. 

-3 

Oesa&s o/Petut-Sffmre' Bank's new 

mi to tight Btilp.Jmrting& £*»« Hti/f* 
(sKWKfefitjl Kfmatki H Bmksanti trunk. L 
S t a p h s Burks tegettemi partner 0/ 
Pemibmxk Twfrrlmx&ftrs, dwwfojwrs of 

tfb? »#?«> fusses: {tenet •pfa&t®} Siu> unrk is 
nmv «nA»r way on the trarx h> ??<> qcvuptox! 
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SMgmmt of'Con&tkm 
: At the Close of Business December 31 

Cash arid due from banks , 
XIS. Treasury'seenrities . , 
Stale am! municipal s e c u r i t i e s , . . - , . , , „ , . , . 
Stock Sn federal reserve.-. - , . . 
Federal funds sold , , . , 
Loans, net, of reserve.., — . . , . — , , . 
Etenk premises wrf equipment — . - , . , — 
Otter assets , , , , . , , , . , . . , 

"Mai assets., , 

uM&mm 
Demand depos i t s , . , . , , . , , . 
Time and savtags deposits . , 

Total deposits . , , 
Federal funds purchased , . , . , . . „ . . . . . 
Other liabilities. , , . . , . , , , , . . 

Total liabilities , . . . . _ , , . , 

OT0CS2I0UMMF 80QOT 
Costal stock — , , . 
S u r p l u s . . . , . ' . , , . , . . , 
R e t a i n s ! e a r n i n g s . , . , . , , . , , . 

tNal stoeld'soiders* e q u i t y . , . , . . , . . , 
TRscsd liabilities and stockholders*eqisiiy,, 

$ 32.008,000 $ 17.604.000 -
0*601,000 3.181.000 

30,134.000 18.743.000 a 
«3S,O@0 60.000 — 1 1 

0.060,000 55,000 i l l 
19t?*glS,0§© 07.t45.0CW 1 1 

»«4ti3tOao 1.975.000 1 1 
, _M§M§? _ zmum) 1 1 
OJtM^H^OOO ILlktlSfiQS 

mmt&m,<m $ 52,406.000 
jgi£SS&$8. „„H*II9§9 Dep-la 
immijim 134,170,000 M * U « « 

ixmm® 7.1HMP0 ;>,;;/•.:,,„ 
-^aSS&fiSfi 5,259,000 ••' " 

3£6?,S3?,OO0 133344.000 * 

1,000,000 1,000000 
1 0 3 0 0 , 0 0 0 MOOJOOO 

.•J&S3&99& 6JS3S.000 
Ofeta&OOO aos&ooo 

SSSgjgfi&BSfi §JJM?Sfi2S 

ll 

Statement of income 
Years Ended £>ecsnber 31 

mmmm mm& m»mm mmm-. 
Interest arid fees on l o a n s . , . , . ^,. . . . , . . . . , . . , . 
Investment securities; 

tf.S,securities , , . , , „ , , . , , - , . - , > , , . , , . . , - . . . 
States and municipal subdivisions., . , , . , , , 
Oilier . , . , , . , , . , . . — , 

interest, on federal fuuits s o l d . , . , , 
total revenue from earning a s s e t s , . . , 

OmGRSOTSXFCimSt 
Deposits , , , , . , , , . , , . , , , , . , , . . 
Interest on federal funds purchased . 
Other interest expense 

tbtai interest, expense , 
Net revenue from earning assets , . , , , , , , . , , 

Provision for possible loan l o s s e s , . , . . — ., 
Hot revenue from earning assets after provision for 

possible loan l o s s e s , . , . . , . . , . . , . , 

ommmmmsmt 
Deposit f e e s . , , . . , . , . . . . . „ , . , . . , . , , . , . , , . , , . , 
Other operating income, , , . , , . . , . , , . , . - , . . 

Total other revenue. „ . , . , . , , , . , . , , , , , , . , , 

OtaXKXIVBMSBSi 
Salaries' and employee b e n e f i t s . , . . . , . , . . , . . , . . , ' . . , . 
Oecupaney and equipment expense , , . . , . , . , . . , 
Other expense , . ,\ . . , . . , , . , . 

Total,other e x p e n s e s , . . , , , . , 

INCOME immm INCOME TAKES <AHO 
m&mmmojm®mhQmm~............. 

Provision for income taxes, 

oftiasot*..,,.,.,, 
Securities gains (losses) mi of related income taxes, 

- HET1MCOME 

934*090.000 011638,000 

$00,000 J177.000 
1,900,000 901,000 

10,000 8.000 
963.000 15,000 

36401,000 12,237,000 

lausmooo 5.127,000 
790,000 711.000 O* 
139,000 87.0O0 <C> 

M 13484,000 5,025.000 00 
l t ,#§7,000 6.312,000 

__1,400,0J0O _J3i;5,0O0 

IM46400 5,607.000 

mtmm 296.000 
311,000 1S6.000 
ooogoo _j4§2,000 

£,339*000 1,486.000 
016.000- 380,000 

._Jfc£S&93g 1.171,000 
^&94jyQ00 m§MS£mi 

7,000,000 3 J 03,000 
-JtjQhSgo _L£S4,gOO 

4,2SS,00O 2.039,000 
~ 0 - (9.000) 

$ 4,$&§,000 8 2,030.000 
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Directors Officers 
Bill P. Jennings 

Chairman and Chi*f Xjtenutiv OffUvr 

Frank U Murpltv 
Vice Chafrmai? 

Eldon U BeBer 
faSJaVntande-^tMnUffbratfivO^w 

Bill G- Patterson 
SsKUftttt V'icp PresittetH 

Ronald tt. Burks 
Chairman* (*f tfif * Hoawt 
tefcgrJhewfnh-rtte inc 

Elisabeth Merrick Cew 

{' Twf rmon «r»d C» W fiwrvlin* Qtfter 
HfllRJnwMf!* 

VtorChatmtnt 
Frank J.. Murphy 

ftesbtctf and CM^f AdmintoniMur L 

Richard T. Ouna 

TheMerrtek Pwndatton 

Gary M-Cook 

J. C Cravens* 
RtehardCHsugiantf 

Cma&m NatUmai Bank. Muskogee 

CF."T5ag-KlmberHog 

OIL AND GAS LOAM DIVISION 
£m-utf ur> v« f P&wierti 

BfliG.PaHrrson 
OTr*f*HridmtS 

fhwnss t>. Swiwintti 
tofamE.Wiiiiaflis.Je 

Assfeftmi Vtae Pnmtdent 

Banking <%fiicem 
Dewajtw Hodon 
Shari MBtheil 

Foutkte Burmmrth 

XFG. CaifeKi 
Mirtari R Gtitat 

Cw««ifaa4M* IkwHaf BapM 

H. Mead Norton* 

We* ft 
Jtabwt totarsfcs 

A l s t o n ! ifo^Praitdwfe 
KandvABteon 

James G.KaxHfolph 

Jerry J&chardaon 

COMMERCIAL AM) 
- LOAN DIVISION 

Utifrftoss Company 

GetwSmefeer 

vfej fianels food Sewtoe Jnc. 

R*al JStttate fcsesttnents 

Cart W. Swan 
fnd<$teridsnr fitt Prodtetr 

Senior Vtwftwftteftr 
BfRCc*1 

Vfo» PMfcidmi 
Don ChappeH 

Atsteiom view Aiohfmi' 
Diane Jacieicin 

tOAIf ADMINISTRATION 
Ewriruffoe WW Rnesfcteaf 

Richard T. Dunn 
AssOttattfOaafUer 

Chenrt Lemmon 

OPERATIONS DIVISION 
GMruAie Vita* ftrotoVm 

TOHV W. WttttUTU 
Sentor VtettPttHii&ntantl Cashier 

DarifcS ̂ . Thompson 

.M-Robftf Barton • 

.feme* W. Pin* 
G*feiw3hMUMn 

Awfcriani Ktorftesfde-nts 
BIS McHain 
OeeiaOwros 
•Csroi Stewart 

.4&s&toai Cashier 
AdaCwtthcra 

'Michael H. Mahontv 
ShtrtoyVlm 

FurcftfiKsfng 0#«.e*r 
Www Huntf man • 

Security Qfltaer 
Jerry Pcndty 

TRUST DIVISION 

Vtofrftvsiderit and Thai Officer 
John H Mi8«r 

lh«rf Ofltow 
G&mfyn 8, Jonas 

MARKETING DIVISION 

. Unda Beit 

AUDITOR 
Norma Bobb 

• John R Preston 

ElatocTftkc 
Asatnant Vtae ftvsfcjero! 

i.ieraSditw'VfearJsj-
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HSIi. IEW.1 W ' ' w w t b -y 
KEC'D IN RECORD^SECBOi^ 

. JUN 0 4 APPENDIX F 

REPORT ITEMS 

1. Consolidated and Parent Holding-Company Financial Statements; f^'( I f^X- /'/S/ ^ 

The required financial statements, at year ended December 31, 1981 
are attached. 

2. Annual Reports to Stockholders and to the Securities and Exchange Commission 
(SEC): 

— — — — <r^» 

a. The registrant does not prepare an annual stockholder report^ c*2 
The consolidated financial statements of .First Penn CorporatioCare ̂ *- ̂ ss 
attached. " £%? za '£& 

,__ . . • - • * • • . S ^ * ^ — ^ 3 » 

b. Neither the registrant nor its subsidiaries file annual j£e|or¥s 2 ^ 
with the SEC. '*?.?% ̂  £>£ 

3. Information on Subsidiaries ""* '<^ «*» .*. 
Information on the registrant's subsidiaries is provided in Schedule 

' A of the computer printout. 

4. Non-Bank Subsidiary Financial Statements 

Information on the registrant's non-bank subsidiaries is provided on 
Schedule A. Financial statements are not submitted on these non-bank 
subsidiaries since they are fully consolidated on a line-by-line basis 
in the registrant's consolidated report of condition. • 

5. Information on Organizations Other Than Subsidiaries; 

The registrant has no dxrect or indirect interesc in any organization 
other than its wholly owned subsidiaries, Penn Square Bank, n.a. and 
Penn Realty. 

6. Activities of the Parent Bank Holding Company: 

The registrant engages ±Q the activity of owning or controlling its 
wholly owned subsidiaries as set forth in the completed Schedule C 
(part of the computer printout), and in the distribution of commercial 
paper. 

7. Terminations: 

No organization has ceased being a part of the bank holding company 
organization during the registrant's fiscal year. 
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REPORT ITEMS—CONT'D 

8. Organization Chart as of December 31, 1981: 

FIRST PENN CORPORATION 

r 
Penn Square Bank n.a. 1 

1 
| First Penn Leasing | 

1_ 
Penn Realty 

NOTE: All Subsidiaries were vholly owned at December 31, 1981. 

9* Amendments to Organizational Documents: 

See attachments 

10. Shareholders voting 5% or more of total voting stock: 

NAME ADDRESS NO. SHARES 

Ronald H. Burks 
Bill P. Jennings 
Bill G. Patterson 
The Rooney Corp. 
Carl Swan 

Oklahoma City, Ok. 13,127 5.9 
Oklahoma City, Ok. 59,649 26.7 
Oklahoma City, Ok. 16,182 7.2 
Tulsa, Oklahoma 15,065 6.7 
Oklahoma City, Ok. 16,879 7.6 

NOTE: All are U.S. citizens or U.S. Corporations 
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REPORT ITEMS—CONT'D 

11. Directors & Officers; 

a. Bill P. Jennings, Oklahoma City, Ok., owns 59,649 shares (26.7%) 
of First Penn Corporation common stock and serves as its Chairman and 
President. Mr. Jennings is also Chairman of the Board and Chief Exec
utive Officer of Penn Square Bank n.a and a Director of Penn Realty 
(both subsidiaries of First Penn Corporation). In addition, he has 
interests in the following business companies other than First Penn 
Corporation: 

COMPANY 
NAME TITLE/POSITION 

SHARES 

First Healdton Corp. 
First Healdton Bancorp. 
J-Mc Aircraft Corporation 
S & J Aircraft Corporation 
Woodlawn Development Co. 
Peachtree Hospitalities, Inc. 
Thompson, Tuckman 

& Anderson Director 
Petroleum Building, Ltd. Par tner 
J J S , A Par tnership Partner 
Penn-Northwestem Land 

Development Co. Par tner 
Chi-Chi 's Property Mgmt. 

of Atlanta Par tner 
Jack Skaggs Limited 

Par tnership 76-1 Partner 
Trans-Central A i r l i nes 

Pres ident & Director 
Vice Chairman & Director 

19.72 
19.7% 
50. OX 
50.0% 
33.3% 
33.3% 

00.0% 
25.0% 
33.3% 

25.0% 

25.0% 

25.0% 
25.0% 

b . Frank Murphy, Oklahoma City, Ok., owns 225 shares (0.1% ) of F i r s t 
Penn Corporation common stock and serves as a Director and Vice Pres ident . 
Mr. Murphy i s a l so a Direc tor of Penn Realty, Vice Chairman of Penn 
Square Bank n . a . (both subs id ia r i e s of F i r s t Penn Corporation) and 

has i n t e r e s t s in the following business companies other than F i r s t 
Penn Corporation: 

COMPANY 
NAME 

Edgewater Heights 
Development Co. 

TITLE/POSITION 

Secretary & Director 

SHARES 
HELD 

50.0% 

Michael 's Service Co. 100.0% 
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REPORT ITEMS—CONT'D 

11. Directors & Officers—Cont'd: 

c. Eldon Beller, Oklahoma City, Ok., owns 1,000 shares (0.4% ) of 
First Penn Corporation common stock and serves as a Director & Vice 
President. Mr. Beller is also a Director, President and Chief 
Administrative Officer of Penn Square Bank n.a. (a subsidiary) and 
has interests in the following business companies other than First 
Penn Corporation: 

COMPANY SHARES 
NAME TITLE/POSITION WTTT.-n 

d. W. A. Ross, Oklahoma City, Ok., owns 2,944 shares (1.3%) of First 
Penn Corporation common stock and serves as a Director. Mr. Ross' 
principal occupation is as President and owner of Dub Ross Company. 
He is also a Director of Penn Square Bank n.a. (a subsidiary of First 
Penn Corporation) and has interests in the following business companies 
other than First Penn Corporation: 

COMPANY SHARES 
NAME • TITLE/POSITION . HELD : 

Northwest Investors, Inc. Partner 10.0% 
Skirvin Plaza Investors Partner 20.0% 
Sterling Properties Partner 20.0% 

e. Ronald H. Burks, Oklahoma City, 0k., owns 13,127 shares (5.9%) 
of First Penn Corporation common stock and serves as a Director. Mr. 
Burks' principal occupation is as President of Ronald Burks Investments 
Inc. He is also a Director of Penn Square Bank n.a. (a subsidiary 
of First Penn Corporation) and has interests in the following business 
companies other than First Penn Corporation: 

SHARES 
HT=T.D 

5.0% 
7.0% 

33.0% 
23.5% 

100.0% 
1.0% 

11.0% 
1.0% 

37.6% • 

COMPANY 
NAME TITLE/POSITION 

Copeland Energy Director 
Richland Resources Corp. Director 
Peachtree Hospitalities 
Northwest Investors 
Ronald Burks Investments, 

Inc. President 
Skirvin Plaza Investors General Partner 
Sterling Properties Partner 
Penn Bank Tower Inv. General Partner 
First Penn Tower Ltd. Partner 
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REPORT ITEMS—CONT'D 

11. Directors & Officers—Cont'd; 

f. Carl W. Swan, Oklahoma City, Oklahoma, owns 16,879 shares (7.6%) 
of First Penn Corporation common stock and serves as a Director. Mr. 
Swan's principal occupation is as an independent oil producer. He 
is also a Director of Penn Square Bank n.a. (a subsidiary of First 
Penn Corporation) and has interests in the following business companies 
other than First Penn Corporation: 

COMPANY 
NAME TITLE/POSITION 

SHARES 

Swan Petroleum 
Swan Aviation 
S & J Aircraft 
Swan Coal Company 
Swan Cattle Co. 
UTE Energy Co. 
Swan Silver Corp. 
Henson's Saloon & 
Restaurant, Inc. 

UTOK Coal Venture 
Swan Development Co. 
Interstate Investment Co. 
SAN Investment Co. 
Empire Partnership I 
Sooner Partnership 
R.C. Partnership 
Green-Swan Partnership 
JJS Partnership 
Chi-Chi's Property Mgmt„ 

of Sunrise 
Chi-Chi's Property Mgmt. 
of Atlanta 

Trans-Central Airlines 
Peachtree Hospitalities 
Miller-Piano Joint Venture 
High Plains Drilling Co. 
Longhorn Oil & Gas Co. 
Texas Oilfield Supply 
Penn Northwestern Land 
Development Co. 

Stan West Associates 
Denton Bros. Drilling 
World of Travel, Ltd. 
American Gypsum Co. 
Continental Drilling Co. 
Oklahoma Pipeline 
Construction, Inc. 

Haymaker Farms, Ltd. 
Bethel-Radio Road Ltd. 

Director & President 
Director & President 

Director & President 
Director & President 

Director & President 

Partner 
Partner 
Partner 
Partner 
Partner 

Director 

Director 
Director 
Director 

Director 
Director 
Director 

100.0% 
100.0% 
50.0% 
100.0% 
100.0% 
49.0% 

100.0% 

30.0% 
49.0% 
80.0% 
50.0% 
70.0% *• 
16.67% 
50.0% 
50.0% 
50.0% 
33.3% 

25.0% 

21.1% 
25.0% 

133.0% 
53.0% 
40.0% 
40.0% 
15.0% 

25.0% 
4.5% 

45.0% 
80.0% 
16.7% . 
32.0% 

50.0% 
11.0% 
20.0% 

CONTINUED ON FOLLOWING PAGE 
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REPORT ITEMS—CONT 'D 

11. Directors & Officers—Cont'd: 

f . Carl W. Swan—Cont'd: 

Empire Partnership II Partner 20.0% 
Junior's Inc. 20.0% 
Intrepid Services, Inc. 15.0% 
Intrepid Drilling Corp. 15.0% 

g. John E. Rooney, Tulsa, Oklahoma, owns 1960 shares (.9%) of First 
Penn Corporation common stock and serves as a Director. Mr. Rooney's 
principal occupation is as President of the Rooney Corporation in which 
he has 50% ownership interest. The following are subsidiaries of the 
Rooney Corporation or subsidiaries of subsidiaries: 

East Side Development Co. 
Fleet Finance Company 
Lake Country Beverage 
Leland Equipment Co. 
Leland-Manhattan Joint Venture 
Penn Square, Inc. 
Manhattan Construction Co. 

In addition, Mr. Rooney has interests in the following business companies 
other than First Penn Corporation: 

COMPANY SHARES 
NAME TITLE/POSITION HELD 

Hope Lumber & Supply Secretary & Director 140 shares 
Rooney Oil Co. Partner 33.3% 

h. John Preston, Oklahoma City, Oklahoma, owns 120 shares (0.05%) 
of First Penn Corporation common stock and serves as a Director & General 
Counsel. Mr. Preston is also a Director, Secretary and General Counsel 
of Penn Square Bank n.a., and a Director of First Penn Leasing (both 
subsidiaries of First Penn Corporation). In addition he has interests 
in the following business companies other than First Penn Corporation: 

COMPANY SHARES 
NAME TITLE/POSITION HELD 

Circle Glenn Associates* Partner 50.0% 
Partners Investments Ltd.* Partner 10.0% 
•Partners Investments 

Ltd. II* Partner .087% 

*0wnership in these companies was terminated effective 12/31/81. 
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REPORT ITEMS—CONT'D 

12. Insider Loans: 

As of December 31, 1981, there were no loans to any insider or his 
interests aggregating more than 10% of the equity capital accounts 
of the bank holding company. 
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Amendments to Organizat ional Documents 

OFFICE OF THE SECRETARY O F STATE 

AMENDED 

CERTIFICATE OF INCORPORATION 
*y^ cdl&> tC-AaJn, ui£&& Zy*e6esUs ±Acui Carrie,. cf*es£si&s.: 

F i r s t Penn Corporation  

NOW THEREFORE,*-^ tf& ujzck*j*ufuad. i/ix-*e£'jsp c^jr/tUt cf£/u.c/'ta£.cf 

I W TESTIM OWYWHEREO ^ff/u^cf^n/c ^nv^,/.^yxr/^yva,-ocux^>ic.L- afllxetJ 

jfobd'cu'L/I& uCtu. c~: C'A/aAcma. &&/<, thu* 7 th 

w7'cc+4-"cuu/ 
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AMENDED ARTICLES OF INCORPORATION 0! 
FIRST PENN CORPORATION 

INCREASING AUTHORIZED CAPITAL STOCK 

STATE.OF OKLAHOMA ) 
) ss. 

COUNTY OF OKLAHOMA ) 

TO THE SECRETARY OF STATE, STATE OF OKLAHOMA:.. 

°auS\SSB" 

We, the undersigned officers of First Fenn Corporation, an Oklahoma 
corporation, being persons legally competent to enter into contracts 
under the laws of the State of Oklahoma, and having been directed by the 
shareholders of the corporation to cause to "be filed Amended Articles cf 
Incorporation to reflect an amendment properly cade and adopted by such 
shareholders, do hereby, in accordance with such directions, file the 
following Amended Articles of Incorporation -which provide for increasins 
the authorized capital stock of this corporation: 

ARTICLE I 

NO CHANGE 

ARTICLE II 

NO CHANGE 

ARTICLE III 

NO CHANGE 

ARTICLE IV 

NO CHANGE 

ARTICLE V 

CHANGED TO RIA? AS ?0LL.*v:S: 

"This corporation is authorized t: issue two (2) classes 
of capital, stock, one to be desiccated "Common Stock" 
and the other to be designated "Preferred Stock". Tne 
total nur.ber of shares of Ccr.r.on Stock which this 
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c o r p o r a t i o n s h a l l h a v e a u t h o r i t y T O a l l o t , t h e p a r 
v a l u e of each s h a r e of Common S t c r . k , and t h e amount 
of t o t a l a u t h o r i z e d Common S t o c k s r e a s f o l l o w s : 

TOTAL 
TOTAL NUMEER PAR VALUE 07 AUTHORIZED 

OF SHARES EACH SHARE COMMON STOCK 

5 0 0 , 0 0 0 $ 1 . 0 0 $ 5 0 0 , 0 0 0 

Tne P r e f e r r e d S t o c k of t h e c o r p o r a t i o n s h a l l be e n 
t i t l e d t o r e c e i v e d i v i d e n d s a t t h e a n n u a l r a t e of 
6 . 5 2 , which d i v i d e n d s s h a l l be c u m u l a t i v e and p a y a b l e 
a n n u a l l y on J a n u a r y 30 of e a c h y e a r f o r d i v i d e n d s a c c r u e d 
a s of t h e end of t h e p r e c e d i n g y e s r ou t of t h e e a r n i n g s 
of t h e c o r p o r a t i o n and i n p r e f e r e n c e t o any d i v i d e n d s 
upon t h e Common S t o c k . No c a s h d i v i d e n d ^ s h a l l be p a i d 
upon t h e Common S t o c k i f t h e p a y z = n t of d i v i d e n d s on 
t h e P r e f e r r e d S t o c k s h a l l be i n a r r e a r s . In t h e c a s e 
of l i q u i d a t i o n o r d i s s o l u t i o n of - h e c o r p o r a t i o n , t h e 
h o l d e r s of P r e f e r r e d S t o c k s h a l l r e e n t i t l e d t o be p a i d 
i n f u l l b o t h t h e p a r v a l u e of sucr . s n a r e s and t h e d i v i 
d e n d s a c c r u e d but u n p a i d , b e f o r e £.ny amount s h a l l be 
p a i d t o t h e owners of t h e Common S t o c k . Each s h a r e of-
P r e f e r r e d S t o c k s h a l l be s u b j e c t - o c o n v e r s i o n i n t o one 
s h a r e of Common-Stock of t h e c b r p r r a t i o n a t any t ime a t 
t h e o p t i o n of t h e h o l d e r t h e r e o f . Tne s h a r e s of P r e f e r r e d 
S t o c k a r e s u b j e c t t o r e d e m p t i o n a . t h e o p t i o n of t h e 
c o r p o r a t i o n , in whole or i n p a r t , upon payment of t h e 
p a r v a l u e t h e r e o f and a c c r u e d d i v i d e n d s a t any t ime 
f o l l o w i n g J a n u a r y 1 , 1 9 8 9 . P r e f e r r e d S t o c k s h a l l have no 
v o t i n g r i g h t s . The t o t a l number o f s h a r e s of P r e f e r r e d 
S t o c k which t h i s c o r p o r a t i o n s h a l l have a u t h o r i t y t o a l l o t , 
t h e p a r v a l u e of each s h a r e of P r e f e r r e d S t o c k and t h e 
amount of t o t a l a u t h o r i z e d P r e f e r r e d S t o c k a r e a s f o l l o w s : 

TOTAL NUMBER PAR VALUE OF TOTAL AUTHORIZED 
OF SHARES EACH SHARE PREFERRED STOCK 

5 , 0 0 0 S 6 0 . 0 0 $ 3 0 0 , 0 0 0 

ARTICLE VI 

KO CHANGE 

ARTICLE VII 

NO CHANGE 
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ARTICLE VIII 

NO CHANGE 

Said Amendment was adopted in accordance with the procedures set 
forth in Title 18 of the Oklahoma Statutes, specifically, as follows: 

(1) Said Amendment was proposed by resolution of the Board of 
Directions adopted at a meeting of the Board of Directors 
held on the 19th day of May, 1981. 

(2) The Amendment was adopted by the shareholders of this 
corporation at a meeting held on the 14th day of July, 
1981. 

FIRST PENN CORPORATION 

Bill P. Jt^hings, President s 

ATTEST: 

Frank L. Murphy, S e c r e t a r y 

(SF-AL) 

ACKNOWLEDGMENT 

Tne foregoing instrument was acknowledged before ne th i s ^Jc cay 
of "7M>^^<U^c~-^ y 1981, by B i l l P. Jennings, President, and Frank L. 
Murphy, Secretary, respect ive ly , of First F=nn Corporation, an 0klaho3a 
Corporation, on behalf of the corporation. 

Notary F-jblic 

My Comirdssion Expires: 

/ 
(Seal) 
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FIRST PEKK CORPORATi::? 

MINUTES 

SPECIAL SHAREHOLDERS' MZETING 

Tuesday J u l y 14, 1981 2 : 5 0 P.M. 

Minutes of a s p e c i a l mee t ing of t h e s h a r e h o l d e r s of F i r s t Penn 
C o r p o r a t i o n he ld Tuesday, J u l y 1 4 , 1 9 8 1 , a t 2 : 3 0 P.M. i n t h e Board Room 
of Penn Square Bank, N.A. , 1919 Penn Square , Oklahoma C i t y , Oklahoma. 

B i l l P . J e n n i n g s , Chairman of t h e Board , c a l l e d t h e meet ing t o 
o r d e r and welcomed t h e s h a r e h o l d e r s p r e s e n t . Ke c a l l e d fo r t he e l e c t i o n 
of a Chairman and a S e c r e t a r y f o r * t h e m e e t i n g . Upon motion duly made 
and seconded , B i l l P . J e n n i n g s was unanimously e l e c t e d Chairman of t h e 
mee t ing and John P r e s t o n was unanimously e l e c t e d S e c r e t a r y of the m e e t i n g . 

The S e c r e t a r y read the n o t i c e of the m e e t i n g ( E x h i b i t A) and p r e s e n t e d 
proof of m a i l i n g the reof ( E x h i b i t B ) . 

The Chairman c a l l e d for a r o l l c a l l of s h a r e h o l d e r s . Ronald E. 
Burks and V. A. Ross p r e sen t ed p r o x i e s r e p r e s e n t i n g 124,919 common 
s h a r e s (of 162,466 o u t s t a n d i n g ) and 4 ,025 p r e f e r r e d s h a r e s (of 4,225 
o u t s t a n d i n g ) . The S e c r e t a r y noted t h a t t h e r e a r e 166,691 t o t a l s h a r e s 
o u t s t a n d i n g (common and p r e f e r r e d ) and d e c l a r e d a quorum (128,944 
t o t a l s h a r e s , r e p r e s e n t i n g 77% of the sha re s o u t s t a n d i n g ) p r e s e n t . 

Tne Chairman appointed E l i z a b e t h MerricV. Coe and Marvin M2rgo as a 
commit tee on c r e d e n t i a l s to review the p r o x i e s and r e p o r t to the Chairr-an 
t h e r e o n . Af te r r ev iew, the c r e d e n t i a l s ccmcj i t tee v e r i f i e d the p r o x i e s . 
The Chairman accepted the c o m m i t t e e ' s r e p o r t and d i s c h a r g e d the commit tee . 
He i n s t r u c t e d the S e c r e t a r y t o f i l e the prozcies wi th t h e permanent 
r e c o r d s of t he C o r p o r a t i o n . The Chairman announced t h a t a quorum was 
p r e s e n t and dec l a r ed the meet ing open for b u s i n e s s . 

The Chairman in t roduced Eldon L. B e l l e r and John R. P r e s t o n and 
moved t h e i r e l e c t i o n as D i r e c t o r s of the C o r p o r a t i o n . The motion was 
seconded . There being no d i s c u s s i o n , the Chairman c a l l e d fo r a v o t e . 
The S e c r e t a r y announced t h a t 128,944 shares - p r e s e n t in pe r son or by 
proxy v o t e d in favor of the e l e c t i o n . The Chairman d e c l a r e d Eldon L. 
B e l l e r and John R. P re s ton duly e l e c t e d as T i r e c t o r s of t h e C o r p o r a t i o n . 

The Chairman moved the adop t i on cf a r e s o l u t i o n a u t h o r i z i n g Eldon 
L. B e l l e r and John R. P r e s t o n to siz- checks on beha l f of the C o r p o r a t i o n . 
The mot ion was seconded. There being no d i s c u s s i o n , t h e Chairman c a l l e d 
for a v o t e . Tne S e c r e t a r y announced t h a t H E , 944 s h a r e s p r e s e n t in 
person or by proxy voted for adop t ion of the fo l lowing r e s o l u t i o n : 
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RESOLVED, that Eldon L. Beller and Johr R. Preston, both 
Directors and Vice Presidents of this Corporation, are hereby 
authorized and empowered to sign checks on behalf of this 
Corporation. 

The Chairman next moved for the approval of a resolution increasing 
the number of authorized shares of common stock from 250,000 to 500,000. 
The motion was seconded. After discussion, -he Chairman called for a 
vote. The Secretary announced that 128,944 shares present in person or 
by proxy voted for the adoption of the follo"=ring resolution: 

WHEREAS, the Directors of this Corporation have proposed, by 
resolution, the amendment of the Articles of Incorporation 
of this Corporation, as provided below, 

NOW, THEREFORE, be it resolved, that Arricle V of the Articles 
of Incorporation of this Corporation be and the same are hereby 
amended from the following: 

"This corporation is authorized to issue two (2) classes 
of capital stock, one to be desig.na.ted "Common Stock" 
and the other to be designated "Preferred Stock". Tne 
total number of shares of Common Stock which this 
corporation shall have authority tr allot, the par 
value of each share of Common Stoc'si, and the amount 
of total authorized Common Stock are as follows: 

TOTAL 
TOTAL NUMBER PAR VALUE OF AUTHORIZED 
OF SHARES ' EACH SHARE COMMON STOCK 

250,000 SI.00 S250,000 

The Preferred Stock of the corporation shall be en
titled to receive dividends at the annual rate of 
6.5*, which dividends shall be cumulative and payable 
annually on January 30 of each year for dividends accrued 
as of the end of the preceding year out of the earnings 
of the corporation and in preference to any dividends 
upon the Common Stock. No cash dividend shall be paid 
upon the Common Stock if the payment of .dividends on 
the Preferred Stock shall be in arrears. In the case 
of liquidation or dissolution of the corporation, the 
holders of Preferred Stock shall bs. entitled to be paid 
in full both the par value of such shares and the divi
dends accrued but unpaid, before a~y amount shall be 
paid to the ovners of the Common Stock. Each share of 
Preferred Stock shall be subject t: conversion into one 
share of Common Stock of the corporation at any time at 
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the option of the holder thereof. The shares of Preferred 
Stock are subject.to redemption at the option of the 
corporation, in whole or in part, t:pon payment of the 
par value thereof and accrued dividends at any time 
following January 1, 1989. Preferred Stock shall have no 
voting rights. The total number of shares of Preferred 
Stock which this corporation shall have authority to allot, 
the par value of each share of Preferred Stock and the 
amount of total authorized Preferred Stock are as follows: 

TOTAL NUMBER PAR VALUE OF TOTAL AUTHORIZED 
OF SHARES EACH SHARE PREFERRED STOCK 

5,000 $60.00 $300,000" 

to the following: 

"This corporation is authorized to issue two (2) classes 
of capital stock, one to be designated "Common Stock" 
and the other to be designated "Preferred Stock". Tne 
total number of shares of Common Stock which this 
corporation shall have authority t=> allot, the par 
value of each share of Common Stoci, and the amount 
of total authorized Common, Stock are as follows: 

TOTAL 
TOTAL NUMBER PAR VALUE OF AUTHORIZED 
OF SHARES EACH SHARE COMMON STOCK 

500,000 $1.00 $500,000 

The Preferred Stock of the corporation shall be en
titled to receive dividends at the annual rate of 
6.5£, which dividends shall be cumulative and payable 
annually on January 30 of each year for dividends accrued 
as of the end of the preceding year out of the earnings 
of the corporation and in preference to any dividends 
upon the Common Stock. No cash dividend shall be paid 
upon the Common Stock if the payment of dividends on 
the Preferred Stock shall be in arrears. In the case 
of liquidation or dissolution of the corporation, the 
holders of Preferred Stock shall b-= entitled to be paid 
in full both the par value of such shares and the divi
dends accrued but unpaid, before any amount shall be 
paid to the owners of the Common S~ock. Each share of 
Preferred Stock shall be subject to conversion into one 
share of Common Stock of the corporation at any time at 
the option of the holder thereof. The shares of Preferred 
Stock are subject to redemption at the option of the 
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corporation, in whole or in part, upon payment of the 
par value thereof and accrued dividends at any time 
following January 1, 1989. Preferred Stock shall have no 
voting' rights. The total number of shares of Preferred 
Stock which this corporation shall "nave authority to allot, 
the par value of each share of .Preferred Stock and the 
amount of total authorized Preferred Stock are as follows: 

TOTAL NUMBER PAR VALUE OF TOTAL AUTHORIZED 
OF SHARES EACH SHARE PREFERRED STOCK 

5,000 S60.00 $300,000" 

RESOLVED, f u r t h e r , t h a t t h e S e c r e t a r y i s a u t h o r i z e d , empowered, 
and d i r e c t e d t o f i l e t h e a p p r o p r i a t e amendment to t h i s C o r p o r a t i o n ' s 
A r t i c l e s of I n c o r p o r a t i o n t o r e f l e c t SUCJI change in the number of 
a u t h o r i z e d common s h a r e s of t h i s C o r p o r a t i o n . 

The Chairman moved fo r t he app rova l of a r e s o l u t i o n adop t ing a 
s t o c k op t ion p l a n and a s t o c k award p l a n for a t o t a l of 20 ,000 s h a r e s of 
common s tock of t h i s C o r p o r a t i o n . Tne C h a i r z a n advised t h a t no s h a r e s 
would be i s sued t o h imse l f or Frank Murphy, S - e c r e t a r y - T r e a s u r e r . Af t e r 
d i s c u s s i o n , the Chairman c a l l e d fo r a v o t e . The S e c r e t a r y announced .-
t h a t 128,944 s h a r e s p r e s e n t in person or by p roxy voted for adop t i on of 
t h e fo l lowing r e s o l u t i o n s : 

RESOLVED, t h a t t h i s C o r p o r a t i o n ' s Stock Option Plan and Stock Award 
Plan ( E x h i b i t s C and D a t t a c h e d ) a r e h e r e b y adop ted , p rov ided t h a t 
no s h a r e s s h a l l be i s s u e d to B i l l P . J e n n i n g s , Chairman of the 
Board, or Frank Murphy, S e c r e t a r y - T r e a s u r e r . 

RESOLVED, f u r t h e r , t h a t the Board of D i r e c t o r s i s hereby a u t h o r i z e d 
and empowered t o adopt such terms and c o n d i t i o n s in r e l a t i o n to 
t h e i s s u a n c e and award of such o p t i o n s a.nd s h a r e s , and such amend
ments of t h e p l a n s , a s t he Board d e t e r m i n e s r e a s o n a b l e and a p p r o p r i a t e . 

There be ing no f u r t h e r b u s i n e s s , upon m c t i o n duly made, seconded , , 
and unanimously adop ted , the meet ing was a d j c u r n e d . 

APPROVED: 

B i l l P. J e n n i n g s , Chairr.a-fi of the Boaro 
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FIRST PENN CORPORATION 
(Consolidated and Parent Company) 

and 

PENN SQUARE BANK, N.A. 

Index to Financial Statements 

December 31, 1981 
(With comparative figures for 1980) 

First Penn Corporation: 
Consolidated Balance Sheet 
Consolidated Statement of.Income 
Consolidated and Parent-Only Statement of Stockholders1 Equity 
Consolidated Statement of Changes in Financial Position 
Parent-Only Balance Sheet 
Parent-Only Statement of Income 
Parent-Only Statement of Changes in Financial Position 

Penn Square Bank, N.A.: 
Consolidated Balance Sheet 

Notes to Financial Statements 
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Peat,Marwick,Mitchell &Ca 

Certified Public Accountants 

First Oklahoma Tower 
Oklahoma City, Oklahoma 73102 

The Board of Directors and Stockholders 
First Penn Corporation: 

We have examined the consolidated and parent-only financial statements of 
First Penn Corporation and subsidiaries and the consolidated balance sheet of 
Penn Square Bank, N.A. and subsidiary as listed in the accompanying index. 
Our examination was made in accordance with generally âccepted auditing 
standards, and accordingly included such tests of the accounting records and 
such other auditing procedures as we considered necessary in the circum
stances. The financial statements for the year ended December 31, 1980 for 
First Penn Corporation as listed in the accompanying index, which are included 
for comparative purposes, were examined by other auditors whose report, dated 
March 13, 1981, was qualified because they were unable to satisfy themselves 
as to the adequacy of the allowance for possible loan losses due to the lack 
of supporting documentation -of collateral values of certain loans. As 
described in note A to the accompanying financial statements,•the subsidiary 
bank, during 1981, formalized its approach to the evaluation of credit risks 
within the loan portfolio and documentation of the loan files with respect to 
credit and collateral information. The consolidated balance sheet for Penn 
Square Bank, N.A. and subsidiary as of December 31, 1980, which is included 
for comparative purposes, was included in the consolidated balance ahset of 
First Penn Corporation but was not presented separately and, therefore, not 
covered by the aforementioned auditors' report dated March 13, 1981. 

In our opinion, the aforementioned financial statements present fairly the 
consolidated and parent-only financial position of First Penn Corporation and 
subsidiaries at December 31, 1981, the results of their operations and the 
changes in their financial position for the year then ended, and the consoli
dated financial position of Penn Square Bank, N.A. and subsidiary at December 
31, 1981, in conformity with generally accepted accounting principles applied 
on a basis consistent with that of the preceding year. 

(Ljiyrta .JrLtthtJjL^fL 
March 19, 1932 
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FIRST PENN CORPORATION 

Consolidated Balance Sheet 

December 31, 1981 
(With comparative figures as of December 31, 1980) 

Assets 1981 1980 

Cash, tise deposits and due from banks ' $ 87,465,338 59,625,519 

Investment securities (note 2): 
U.S. Treasury securities 13,123,075 10,992,420 
Obligations of state and political subdivisions 34,362,974 31,334,926 

Net investment securities 47,486,049 42,327,346 

Loans (notes 3 and 4) 277,407,896 203,437,140 
Less: 
Unearned discount 2,171,330 1,537,889 
Allowance for possible loan losses 4,141,44-7 2,004,587 

Loans, net 271,095,119 199,894,664 

Federal funds sold 53,000,000 16,000,000 

Bank premises, property and equipment, net (note 5) 4,541,937 3,724,388 

Accrued interest receivable 20,495,932 7,372,553 

Other assets (note 9) 4,432,812 1,513,248 

$ 488,517,187 330,457,718 

Liabilities and Stockholders' Equity 

Deposits: 
Demand 226,626,319 135,029,063 
Savings and NOW accounts 18,223,800 13,341,126 
Time (note 6) 164,817,006 136,522.794 

Total deposits 409,667,125 284,892,983 

Federal funds purchased 900,000 650,000 

Commercial paper (note 7) 38,674,788 14,640,252 

•Loans sold under agreement to repurchase - 2,795,561 

Notes payable (note 8) 10,000,000 8,606,800 

Accrued interest and other liabilities (note 9) 3,962,669 4,636,579 
Total .liabilities 463,204,582 316,222,175 

Stockholders' equity (note 11): 
Preferred stock, 6.52 cumulative $60 par value. 
Authorized .5,000 shares; issued 4,225 shares 253,500 253,500 

Common stock, $1 par value. Authorized 500,0.00 
shares; issued 225,326 shares in 1981 and 162,466 
shares in 1980 225,326 162,466 

Surplus 15,827,993 7,420,753 
Retained earnings 9,005,786 6,398,824 

Total stockholders' equity 25,312,605 14,235,543 

Commitments and contingent liabilities (note 12) 

$ 488,517,187 330,457,718 

See accompanying notes to financial statements. 
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FIRST PENN CORPORATION 

Consolidated Statement of Income 

Year ended December 31, 1981 
(With comparative figures for 1980) 

Interest revenue: 
Interest and fees on loans 
Interest and dividends on investment securities: 
U.S. Treasury securities 
Obligations of state and political subdivisions 

Interest on Federal funds sold 
Interest on time deposits 

Total interest revenue 

Interest expense: 
Interest on deposits (note 6) 
Interest on Federal funds purchased 
Interest on commercial paper 
Interest on notes payable 
Other 

Total interest expense 
Net interest revenue 

Provision for possible loan losses (note 4) 
Net interest revenue, less provision for 
possible loan losses 

Other revenue: 
Service charges on deposits f 
Other service charges and fee income 
Gain on sale of land 
Other 

Total other revenue 
Other expense: 

Salaries 
Employee benefits (note 10) 
Occupancy expense, net 
Depreciation 
Other 

Total other expenses 
Income before income taxes 

Income taxes (note 9): 
Current: 
Federal 
State 

Deferred 

Net income 

Net income per average outstanding common share 

Average outstanding common shares 

1981 1980 

$ 50,947,954 24,665,544 

1,596,992 
2,204,267 
678,235 
15,732 

299,778 
1,308,326 
• 282,715 

55,443,180 26,556,363 

28,019,523 
2,949,376 
4,737,523 
1,511,200 

95,805 
37,313,427 
18,129,753 

6,343,000 

11,786,753 9,877,933 

12,549,925 
871,220 

1,055,686 
791,024 
2,745 

15,270,600 
11,285,763 

1,407,830 

785,012 
553,958 
401,770 
175,439 

366,920 
431,738 

89,312 
1,916,179a 887,970 

4,521,562 
602,703 
677,197 
698,785 

4,280,768 
10,781,015 
2,921,917 

1,031,000 
152,000 
(901,000) 
282 r000 

2,639 JUJ. 
$ 14. 19 

183, 701 

1,997,560 
341,656 
310,941 
307,887 

2,410,459 
5,368,503 
5,397,400 

1,710,000 
180,000 
76,710 

1,966 ,710 

3,430 ,690 

29. 23 

llii 794 

Sea accompanying notes to financial statements. 
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FIRST PENH CORPORATION 

Consolidated and Parent-Only 
Statement of Stockholders1 Equity 

Year ended December 31, 1981 
(With comparative figures for 1980) 

1981 1980 

Preferred stock - balance at beginning and end of year $ 253,500 253,500 

Common stock: 
Balance at beginning of year 162,466 108,311 
Shares issued, 62,860 in 1981 and 54,155 in 1980 62,860 • 54,155 
Balance at end of year 225,326 162,466 

Surplus: 
Balance at beginning of year 7,420,753 3,142,508 
Amount in excess of par value of shares issued 8,407,240 4,278,245 
Balance at end of year 15,827,993 7,420,753 

Retained earnings: 
Balance at beginning of year 6,398,824 2,984,611 
Net income 2,639,917 3,430,690 
Cash dividend on preferred stock, $7.80 per share in 
1981 and $3.90 in 1980 (32,955) (16,477) 

Balance at end of year 9,005,786 6,398,824 
. • ? 

Total stockholders' equity $ 25,312,605 14,235,543 

Sse accompanying notes to financial statements. 
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FIRST PENN CORPORATION 

Consolidated Statement of Changes in Financial Position 

Year ended December 31, 1981 
(With comparative figures for 1980) 

1981 1980 

Funds provided: 
Net income 
Items not using (providing) funds: 
Depreciation and amortization 
Inferred income taxes 
Provision for possible lo3n losses 
Gain, on sale of land 
Amortization of cost in excess of net 
assets acquired 

Funds available from operations 
Increase in: 
Deposits 
Federal funds purchased 
Commercial paper 
Loans sold under agreement to repurchase 
Notes payable 
Accrued interest and other liabilities 

Proceeds from sale of bank premises, property 
and equipment 

Proceeds from issuance of common stock 

$ 2,639,917 3,430,690 

698,785 307,887 
(901,000) 76,710 
6,343,000 1,407,830 
(401,770) 

21,348 21,348 
8,400,280 5,244,465 

124,774,142 135,213,155 
250,000 250,000 

24,034,536 14,640,252 
2,795,561 

1,393,200 5,446,799 
2,584,528 

1,720,538 " 12,562 
8,470,100 4,332,400 

$ 169,042,796 170,519,722 

Funds used: 
Purchase of- bank premises, property and 
equipment 

Cash dividends 
Increase in: 
Ca3h, time deposits and due from bank3 
Investment securities 
Loans .. 
Federal funds sold 
Accrued interest receivable 
Other assets 

Decrease in: 
Accrued interest and other liabilities 
Loan3 sold under agreement to repurchase 

2,835,102 
32,955 

27,839,819 
5,158,703 
77,543,455 
37,000,000 
13,123,379 
2,216,622 

497,200 
2,795,561 

2,106,886 
16,477 

33,953,858 
19,344,527 
94,817,612 
14,900,000 
4,877,277 
503,085 

$ 169,042,796 170,519,722 

See accompanying notes to financial statements. 
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FIRST PENN CORPORATION 
(parent company only) 

Balance Sheet 

December 31, 1981 
(With comparative figures as of December 31, 1980) 

Cash on deposit with subsidiary bank 

Time deposits with subsidiary bank 

Receivable from subsidiary bank 

Investment in subsidiaries: 
Penn Square Bank, N.A.: 
Equity in net assets 
Cost in excess of net assets acquired 

Penn Realty Company 

Land 

Accrued interest 

Other assets (note 9) 

Liabilities and Stockholders' Equity 

Commercial paper (note 7) £ 

Notes payable (note 8) 

Accrued interest and other expenses (note 9) 
Total liabilities 

Stockholders' equity (note 11): 
Preferred 3tock, 6.5% cumulative, $60 par value. 
Authorized 5,000 shares; issued 4,225 shares 

Common stock, par value $1 a share. Authorized 
500,000 shares; issued 225,326 shares in 1981 and 
162,466 shares in 1980 

Surplus 
Retained earnings „ 

Total stockholders' equity 

Commitments and contingent liabilities (note 12) 

See accompanying notes to financial statements. 

1981 

$ 6,009,164 

1980 

7,595,651 

32,000,000 8,300,000 

1,389,774 873,083 

31,597,401 
725,832 

32,323,233 
1^250,057 

20,422,403 
747,180 

21,169,583 

33,573,290 21,169,583 

664,008 1,242,721 

107,199 44,866 

754,011 3,180 

$ 74,497,446 39,; 229,084 

38,674,788 14,640,252 

10,000,000 8,606,800 

510,053 
49,184,841 

1,746,489 
24,993,541 

253,500 253,500 

225,326 
15,827,993 
9,005,786 
25,312,605 

162,466 
7,420,753 
6,398,824 
14,235,543 

$ 74,497,446 39,229,084 
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FIRST PENN CORPORATION 
(parent company only) 

Statement of Income 

Year ended December 31, 1981 
(With comparative figures for 1980) 

1981 1980 

Income from subsidiary bank: 
Dividends 
Interest on tine deposits 

Gain on sale of land 
Total income 

Expenses: 
Interest 
Amortization of cost in excess of net assets 
acquired and organization costs 

Other 
Total expenses 

Leas before income taxe3 and equity in undis
tributed earnings (loss) of subsidiaries 

Income tax benefit (note 9l • 

Loss before undistributed earnings {floss) 
of subsidiaries 

Equity in undistributed earnings (loss) of 
subsidiaries: 
Perm Square Bank, N.A. 
Penn Realty Company 

Net income 

Net income 'per average outstanding common share 

Average outstanding common shares 

$ 1,050,000 
1,823,656 
2,873,656 
401,770 

3,275,426 

6,248,722 1,846,710 

21,348 
42^931 

300 s 
270, 

,000 
,375 

570, ,375 

570, ,375 

22,951 
4,305 

6,313,001 1,873,966 

(3,037,575) (1,303,591) 

2,013,000 749,183 

(1,024,575) (554,408) 

3,674,998 3,985,098 
(10,506) 

3,664,492 

$ 2,639,917. 

$ 14.19 

183,701 

3 ,985 ,098 

3 ,430 ,690 

29. 23 

116., 7j>4 

See accompanying notes to financial statements. 
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FIRST PENN CORPORATION 
(parent company only) 

Statement of Changes in Financial Position 

Year ended December 31, 1981 
(With comparative figures for 1980) 

Funds provided: 
Increase in: 
Commercial paper 
Notes payable 
Accrued interest and other expenses 

Proceeds from issuance of common stock 
Proceeds from sale of land 
Decrease in cash 

Funds used: 
Net income 
Items vhich do not provide (use) funds: 
Equity in undistributed earnings (loss) of 
subsidiaries: 
Penn Square Bank, N.A. 
Penn Realty Company 

Gain on sale of land 
Amortization of organization cjpsts 
Amortization of cost in excess" of net assets 
acquired of subsidiary bank 

Funds used by operations 
Increase in: 
Cash 
Time deposits 
Receivable from subsidiary bank 
Accrued interest and other assets 

Additional investment in subsidiaries through 
capital contributions: 
Penn Square Bank, N.A. 
Penn Realty Company 

Purchase of investment in Penn Realty Company 
"Purchase of land 
Acquisition of Penn Square Bank, N.A. common stock 
Cash dividends 
Decrease in accrued interest and other expenses 

Se.e accompanying notes to financial statements. 

1981 1980 

$ 24,034,536 14,640,252J 
1,393,200 5,446,799 

8,470,100 
1,653,736 
1,586,487 

963,863 
4,332,400 

$ 37,138,059 25,383,314 

(2 ,639,917) (3 ,430,690 

3,674,998 3,985,098 
(10,506) :. -
401,770 

(1 ,603 

(21,348) (21,348 
1,404,997 531,457 

7,588,209i 
23,700,000 8,300,000 

516,691 171,523 
813,164 30,867 

7,500,000 7,500,000 
10,000 I 

1,250,563 1 
673,253 1,242,721* 

- 2,000J 
32,955 16,477* 

1,236,436 

$ 37,138,059 25,383,3141 

• $ 
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PENN SQUARE BANK, N.A. 
(A Wholly-owned Subsidiary of First Perm Corporation) 

Consolidated Balance Sheet 

December 31, 1981 
(With comparative figures as of December 31, 1980) 

Assets 

Cash, time deposits and due from banks 

Investment securities (note 2): 
U.S. Treasury securities 
Obligations of state and political subdivisions 

Net investment securities 

Loans (notes 3 and 4) 
Less: 
Unearned discount 
Allowance for possible loan losses 

Loans, net 

Federal fund3 sold 

Bank premises, property and equipment, net (note 5) 

Accrued interest receivable 

Other assets (note 9) 

Liabilities and Stockholder's Equity 

Deposits: 
Demand 
Savings and NOW accounts 
Time (note 6) 

Total deposits 

Loans sold under agreements to repurchase 

Federal funds purchased 

Accrued interest and other liabilities (note 9) 
Total liabilities 

Stockholder's equity: 
Common stock, par value $10 a share. Authorized 
and issued 100,000 shares 

Surplus 
Undivided profits 

Total stockholder's equity 

Commitments and contingent liabilities (note 12) 

1981 1980 

$ 87,465,338 59,625,519 

13,123,075 10,992,420 
34,362,974 31,334,926 
47,486,049 42,327,346 

277,407,896 203,437,140 

2,171,330 1,537,889 
2,004,587 

271,095,119 199,894,664 

53,000,-000 16,000,000 

3,877,929 2,481,667 

20,495,932 7,372,553 

1,704,004 .762,888 

$ 485,124,371 328,464,637 

232,636,575 
18,223,800 
196,817,005 
447,677,381 

900,000 

4,949,589 

142,624,714 
13,341,126 
144,822,794 
300,788,634 

2,795,561 

. 650,000 

3,808,039 
453,526,970 308,042,234 

1,000,000 1,000,000 
18,000,000 10,500,000 
12,597,401 8,922,403 
31,597,401 20,422,403. 

$ 485,124,371 328,464.637 

See accompanying notes to financial statements. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



725 

FIRST PENN CORPORATION 

Notes to Financial Statements 

December 31, 1981 
(With comparative information for 1980) 

(1) Summary of Significant Accounting Policies 
The accounting and reporting policies of First Penn Corporation, "the Company", 

and its wholly-ovned subsidiaries, Penn Square Bank, N.A., "the Bank", and 
Penn Realty Company, "Realty", conform to generally accepted accounting 
principles and general practice within the banking industry. The" following 
represent the more significant of those policies and practices. 

Basis of Presentation and Principles of Consolidation 
The consolidated financial- statements include the accounts of the Company, the 

Bank and its wholly-owned subsidiary, First Penn Leasing, Inc., and Realty, 
after elimination of all significant intercompany accounts and transactions. 
The consolidated balance sheet of the Bank includes the accounts of the Bank 
and its wholly-owned subsidiary after elimination of all significant inter
company accounts and transactions. 

The Company's investment in its subsidiary bank is carried at cost plus equity 
in the Bank's net income from date of acquisition reduced by dividends 
received. Included in such investment is cost in excess of net assets 
acquired (goodwill) which approximated $725,000, net of amortization, as of 
December 31, 1981. Such excess co3t is being amortized over forty years. 

In January 1981, the Company acquired from certain officer-stockholders all of 
the outstanding stock of Penn Realty Company at their cost of $1,250,000. 
Realty's primary asset is a real estate project on which the Bank had 
previously foreclosed. The Bank's non-interest accruing loan on such pro
ject at December 31, 1981 approximated $2,200,000 and was included in out
standing loans in the accompanying balance sheets. No significant loss is". 
anticipated on ultimate disposition of the project. 

Investment Securities 
Investment securities are carried at cost adjusted for amortization of premiums 

and accretion of discounts. Gains and losses on sales of investment securi
ties are recognized on a completed transaction basis. Such gains and losses 
for 1981 and 1980 were insignificant and have been included in other revenues 
in the consolidated statement of income. The basis of the securities sold is 
determined by specific identification of each security. 

Loans 
Loans are reported on a gross basis before the reduction of unearned discount 

and the allowance for possible loan losses. Interest income is recorded on 
discounted loans by use of the "rule of 78" method. Interest income is 
recorded as earned on non-discounted loans. The recognition of interest 
income is discontinued when, in management's judgment, the interest will not 
be collectible in the normal course of business. 

(Continued) 
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FIRST PENH CORPORATION 

Notes to Financial Statements, Continued 

Allowance for Possible Loan Losses 
The Bank maintains its allowance for possible loan losses at levels management 

considers necessary to reflect the credit risks of the loan portfolio. For 
financial reporting purposes, the provision to be charged as an operating 
expense is based on the Bank's past loan loss experience and such other 
factors which in management's judgment deserve current recognition necessary 
to maintain the allowance at an adequate level. See note 4. 

Bank Premises, Property and Equipment 
Bank premises, property and equipment are stated at cost, less accumulated 

depreciation. Depreciation is charged to operating expense and is computed 
by ,the use of the straight-line or the declining balance methods over the 
estimated useful lives of the assets. Leasehold improvements are amortized 
over the term of the respective leases. Maintenance and repairs are charged 
to expense as incurred while improvements are capitalized. 

Income Taxes 
The Company files a consolidated income tax return with its subsidiaries. 

Deferred income taxes are recorded for timing differences which result from 
the recognition of certain income and expenses for income tax purposes in 
periods different from that for financial statement purposes. In-computing 
the provision for Federal income taxes, investment tax credits are used to 
reduce the provision in the year the assets are placed in service. 

Trust Income . t 
Trust income is reported on a cash basis which does not materially differ fron 

the accrual basis. 

Computation of Income Per Share 
Income per share of common stock is based on the weighted average number of 

shares outstanding during the year after considering preferred stock 
dividends. 

Presentation 
Certain 1980 amounts have been reclassified to conform with 1981 account classi

fications. 

(2) -Investment Securities 
A comparison of the recorded value and market value of investment securities of 

the Bank at December 31 is as follows:. 

1981 1980  
Recorded Approximate Recorded Approximate 
value value value value 

$ 13,123,075 12,490,000 10,992,420 10,643,000 

34,362,974 29,030,000 31,334,926 26,546.000 

$ 47,486,049 41,520,000 42,327,346 37,189,000 

U.S. Treasury securities 

Obligations of state and 
political subdivisions 

(Continued) 
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C 4.i.\>J X i — n 

Notes to Financial Statements, Continued 

Management believes there has been no peroanent impairment in the value of its 
investment securities and intends to hold them to maturity. 

Investment securities having a recorded value of approximately $24,031,000 and 
$18,549,000 at December 31, 1981 and 1980," respectively, were pledged to 
secure public and trust deposits and for other purposes required by law. 

(3) Loans 
A summary of loans at December 31 is as follows: 

1981 1980 

Commercial loans $ 197,579,003 155,798,134 
Real estate loans 43,606,909 26,763,002 
Installment loans 23,945,308 17,894,678 
Other 12,276,676 2,981,326 

277,407,896 203,437,140 
Less unearned discount 2,171,330 1,537,889 

275,236,566 201,899,251 
Less allowance for possible loan losses 4,141,447 2,004,587 

$ 271,095,119 199,894,664 

Certain of the Bank's officers ̂ ind directors had transactions with the Bank in 
the ordinary course of busiriess. At December 31, 1981 and 1980, loans to 
them and their affiliated interests approximated $6,800,000 and'$3,900,000, 
respectively. In.the opinion of management, such transactions were made on 
the same terms, including interest rates and collateral, as those prevailing 
at the time for comparable transactions with other persons or companies and 
did not involve more than normal risk. Also, the Bank purchases and sells 
loans to two banks in which an officer-director of the Bank holds an equity 
interest. At December 31, 1981 and 1980, outstanding transactions with such 
banks consisted of: 

1981 1980 

' Loan participations purchased $ 1,490,470 1,737,484 
Loan participations sold 5,532,369 6,767,646 

The Bank's non-accrual loan3 at December 31, 1981. approximated $11,800,000. 
Such loans are considered in the determination of the adequacy of the 
allowance for possible loan losses. See note 4. The total amount of 
interest which would have been recorded under the original terms of the 
loans, had interest been accruing, was approximately $2,000,000 in 1981. 

(Continued) 
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FIRST PENN CORPORATION 

Notes to Financial Statements, Continued 

(4) Allowance for Possible Loan Losses 
A summary of transactions in the allowance for possible loan losses is as 

follows: ' 
1931 1980 

Balance at beginning of year 
Recoveries credited to the allowance 
Provision charged to expense 

Less loans charged off 

Balance at end of year 

$ 2,004,587 
629,417 

6,343,000 
8,977,004 
(4,835,557) 

$ 4,141,447 

1,002,097 
212,061 

1,407,830 
2,621,988 
(617,401) 

2,004,587 

Management's judgment as to the level of future losses on existing loans 
involves the consideration and related effect of current and anticipated 
economic conditions on specific borrowers, an evaluation of the existing 
relationship among loans, examinations by regulatory authorities and manage
ment's internal review of the loan portfolio. In determining the collecti
bility of certain loans, management also considers the'fair value of the 
underlying collateral. 

During 1981, the Bank forced a loan review function and adopted a formalized 
approach to the evaluation and documentation of credit risks within the loan 
portfolio. The conclusions reached from this systematic analysis. of., the 
loans are translated on a quarterly basis to adjustments, if" any, which are 
deemed necessary to maintara the allowance for possible loan losses at an 
adequate level. Also during 1981, the Bank significantly improved its docu
mentation of the loan files with respect to credit and collateral informa
tion. 

It should be understood that estimates of future loan losses involve an exercise • 
of judgment. It is the judgment of management that the allowance i3 adequate 
at both December 31, 1981 and 1980. 

(5) Bank Premises, Property and Equipment 
Bank premises, property and equipment at December 31 are s' rized a3 follows: 

Eank: 
Land 
Buildings and improvements 
Furniture, fixtures and equipment 
Construction in progress 

Less accumulated depreciation 

Company - land 

Total consolidated bank 
premises, property and 
equipment 

Estimated 
useful lives 

3-30 years 
3-12 years 

1981 

2,994,203 
2,740,751 

5,734,954 
1,857,025 
3,877,929 
664,008 

1980 

469,426 
1,838,075 
1,268,168 
118,682 

3,694,351 
1.212,684 
2,481,667 
1,242,721 

$ 4,541,937 3,724,388 

(Continued) 
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FIRST PENN CORPORATION 

Notes' to Financial Statements, Continued 

During 1981, the Company sold certain of its unimproved land at a gain of 
$401,000. Also during 1981, the Company 'acquired the Bank's land used 
principally for its drive-in facility at its recorded cost of $469,426. 

(6) Deposits 
Included in tine deposits of the Bank at December 31, 1981 and 1980 are approxi

mately $162,400,000 and $116,473,000 (including $32,000,000 and $8,300,000 
held by First ?enn Corporation), respectively, of certificates of deposit in 
denominations of $100,000 or more. Interest expense on such deposits 
approximated $20,761,000 and $8,765,000 (including $1,824,000 and 270,000 on 
deposits held by First Perm Corporation), for the years ended December 31, 
1981 and 1980, respectively. 

(7) Commercial Paper 
The Company obtains funds to support its investment activities through the 

issuance and sale of commercial paper. Commercial paper aggregated 
$38,674,788 (with weighted average interest rates approximating 10.94Z) and 
$14,640,252 (with weighted average interest rates approximating 17.572) at 
December 31, 1981 and 1980, respectively. 

(8) Notes Payable 
The following summarizes notes payable for which the Company is obligated: 

C 1981 • 1980 

Interest rate floating with Dallas prime, due 
February 27, 1981, secured by land with a 
recorded cost of approximately $1,240,000 $ - 1,106,800. 

Interest rate floating with Chicago prime, due 
on demand, secured by 98,354 shares of 
Bank common stock 10,000,000 7,500,000 

$ 10,000,000 8,606,800 

The interest at Chicago floating prime will increase by 1/22 in February 1982 
with subsequent bi-annual increases of 1/42. Interest is payable quarterly. 
Quarterly principal payments of $250,000 begin March 1982 with final payment 
in March 1992. 

(9) Income Taxe3 
The consolidated income tax provisions for 1981 and 1980 differ from the 

normally expected income tax rate of 462 principally because of income from 
tax-exempt municipal securities and investment tax credits. The income tax 
benefit for the parent company represents the excess of amounts payable by 
its subsidiaries in lieu of paying income taxes on a separate return basis 
over the taxes payable on the consolidated return. 

(Continued) 
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FIRST PENN CORPORATION 

Rotes to Financial Statements, Continued 

Deferred income' tax expense (benefit) results from timing differences in the 
recognition of revenue and expense for income tax and financial statement 
purposes. The sources of these differences in 1981 and 1980 and the consoli
dated income tax effect of each were as follows: 

1981 1980 

Provision for possible loan losses $(1,027,500) 72,400 

Other, net 126,500 4,310 

$ (901>00°) 76,710 

Incotae tax accounts included in the balance sheets are summarized a3 follows: 

1981 1980 

First Penn Corporation (consolidated): 
Other assets: 
Income taxes refundable $ 155,180 -
Deferred income tax benefit 724,290 

Accrued interest and other liabilities: 
Income taxes currently payable - :1,032,859 
Deferred income taxes payable - 176,710 

First Penn Corporation (parent-only): 
Other assets - income taxe£ refundable 155,180 
Accrued interest and other"liabilities -
income taxes currently payable - . 977,535 

Penn Square Bank N.A.: 
Other assets - deferred income tax benefit 724,290 -
Accrued interest and other liabilities: 
Income taxes currently payable 1,400,556 928,407 
Deferred income taxes payable - 176,710 

<10) Retirement Plan 
The Bank has a non-contributory retirement plan covering substantially all of 

its employees meeting certain age and service requirements. Pension expense 
was approximately $58,000 for 1981 and $74,000 for 1980. The Bank's policy 
is to fund pension costs accrued with past service costs being amortized over 
ten year3. A comparison of accumulated plan benefits and plan net assets as 
of January 1, 1981, the date of the most recent actuarial valuation, is 
presented below: 

Actuarial present value of accumulated plan benefits: 
Vested $ 232,000 
Nonvested 91,000 

$ 323,000 

Net. assets available for benefits $ 422,000 

(Continued! 
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FIRST PF.NN CORPORATION 

Notes-to Financial Statements, Continued 

The assumed rate of return used in determining the actuarial present valt. 
accumulated plan benefits vas 7Z. , 

The above data compares the fair value of asset3 held with the present value c 
benefits that have been earned based on services rendered and current salary 
levels. The plan's actuarial accrued liability based on the actuarial cost 
method used to determine the Bank's retirement expense differs- from the 
actuarial present value of accumulated plan benefits due to the fact that it 
considers expected future salary increases at a rate of 52 per annum. At 
January 1, 1981, the actuarial accrued liability under this method was 
approximately $516,000. 

(11) Common and Preferred Stock 
During 1981, the Company approved a plan which reserved 20,000 shares of its 

common stock for issuance under an employee stock option plan. No options 
have been granted through December 31, 1981. 

Each share of preferred stock outstanding is convertible into one share of the 
Company's common stock at any time at the option of the holder and is subject 
to redemption at the Company's option after January 1, 1989 upon payment of 
the par value of $60 per share plus accrued dividends. No cash dividends may 
be paid on the Company's common stock if the dividends on the preferred 3tock 
is in arrears. 

(12) Commitments and Contingent Liabilities 
The Bank has various long-term, operating lease agreements under which it makes 

annual rental payments for the use of certain land and facilities. The lease 
terms vary but are generally renewable when the respective leases expire. 
Minimum lease payments for such leases presently approximate $175,000 
annually. 

The Bank's intent is to move its principal offices to a new building which is 
expected to be completed in 1983. Annual rentals for the new space will 
approximate $1,500,000 with provision for increases over the lease term. 

In the normal course of business, the Bank is involved in various legal actions. 
In the opinion of management and legal counsel, no material losses from such 
actions are anticipated. 

At December 31, 1981, the Bank had outstanding stand-by letters of credit which 
approximated $116,000,000. Should the Bank be required to fund such commit
ments, approximately $30,000,000 will be participated to other banks. 

The Bank extends lines of credit covering future borrowings of a customer when 
the customer's financial condition and collateral warrant such extensions of 
credit. In most instances a maximum amount will be specified and the line 
may be cancelled at the Bank's option with notice to the customer. 

97-830 0 - 8 2 - 4 7 
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APPENDIX G 

(Excerpt from Conduct of Monetary Policy hearing of July 21, 1982) 

The CHAIRMAN. Thank you, Chairman Volcker. 
Mr. Chairman, the discount window has remained a very myste

rious element of the Federal Reserve's operations. Unfortunately, 
by law it is excluded from even any auditing by the GAO. As I 
recall, in 1977 when the GAO auditing of portions of the Fed came 
about, that there were those of us who agreed that we would revisit 
this exclusion at a later date, and perhaps the time has come for 
such a revisiting. 

However, once again the spotlight is seeking out the discount 
window operation in the Penn Square Bank failure in Oklahoma. 
One wonders how much money the Fed put into the bank for the 
12 months prior to July 6 when it was declared a failed bank and 
shut down. 

Next, who made the decision to toss a series of liferafts to the 
bank during those months? Do you think that the Federal Re
serve's open window policy gave a false sense of security to private 
investors who placed money in the bank while your life support 
systems were in place? Now, of course, we read about another 
bank, the Abilene National Bank of Texas. There are some news 
reports that it has received $30 million, others $50 million, depend
ing on which news story is to be believed. 

Once again, who makes the decision that this is a worthy use of 
funds dispensed by a public agency? Overall, what does the free use 
of the discount window do? And this is questionable in the minds of 
some, what does it do for market discipline, for the market disci
pline of financial institutions? 

So to run through it again, who made the decision? Do you know 
how much was pumped into, or can you tell us, Penn Square? And 
do you think that this gave a false sense of security to many of the 
investors who are caught with their deposits over $100,000? 

Chairman VOLCKER. I don't think there is anything mysterious 
about the operations of the discount window, Mr. Chairman. I am a 
little bit disturbed to hear your characterization. We do not, and 
obviously cannot, comment in terms of our lending to individual, 
ongoing institutions. But in the case of Penn Square, I think I can 
tell you there was no borrowing at the discount window in the year 
prior to the demise of that institution until 3 working days before 
the actual closure of the bank. 

We did lend some money on the Wednesday and the Friday 
before the closing, $20 million one day, and after this loan was paid 
off on Thursday, the next day—Friday—a little under $6 million. 
But there wasn't any borrowing in the previous year. There had 
been some borrowings intermittently in earlier years by that bank 
but none in the previous year. 

The CHAIRMAN. The lending within 3 days of the closure, was 
that perhaps an effort to see u other arrangements could be made 
to avoid the drastic action that was eventually taken? 

Chairman VOLCKER. There was a run on the bank for a perfectly 
normal reason. In fact, the basic reason the discount window is 
there in the first place is to provide credit under those circum
stances if that can be done safely and soundly. These loans, of 
course, were fully secured, and certainly it is preferable to lend 
money on secured bases in that period, while you see what needs to 
be done with the bank, indeed whether it has to be closed at all. 
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We are prepared to lend to banks that are under liquidity pres
sures in circumstances of that kind; that is our function. 

The CHAIRMAN. And in the case of Abilene National Bank? 
Chairman VOLCKER. I do not want to comment on individual op

erating banks. A bank that is in a functioning position, experienc
ing a loss in deposits, if it has adequate collateral, certainly has the 
discount window available to it. 

The CHAIRMAN. When you say adequately protected, are you stat
ing that in the case of the $26 million that was lent to Penn 
Square 

Chairman VOLCKER. That was not the total; it was $20 million on 
one day, Wednesday, and $6 million on Friday. 

The CHAIRMAN. Right. So the $20 million on that occasion right 
at the very end, but that is secured and have been repaid or will be 
repaid in full? 

Chairman VOLCKER. I do not know just what the situation is now. 
We will certainly be repaid in full, yes. Whether we have been 
repaid yet or not, while the thing is in the process of liquidation, I 
do not know. 

The CHAIRMAN. Repaid after liquidation? In other words, do you 
occupy a preferred position? 

Chairman VOLCKER. Yes. We are secured and we have a pre
ferred position. 

The CHAIRMAN. Preferred position over depositors who had funds 
in there over $100,000? 

Chairman VOLCKER. Yes, we have our loans fully secured. 
The CHAIRMAN. That means that an institution, whether this $20 

million had gone in 2 days before the failure or 6 months before 
the failure, nevertheless the moneys are advanced or lent that are 
fully secured, and then other private investors not aware of—and 
this is a big problem, the secrecy—not aware of the fact that a par
ticular institution is suffering or is on a problem list or is very 
close or on the brink of failure. They keep putting money in but 
they are not protected. Yet the Fed's injection of funds gives the 
appearance to the public at large that that individual or particular 
institution is indeed healthy. 

Chairman VOLCKER. I don't think 
The CHAIRMAN. Is that not a problematical thing? 
Chairman VOLCKER. The public at large would not know about 

the lending operation at the time. 
The CHAIRMAN. Exactly. Therefore, the institution continues to 

function with an artificial infusion of funds and the public at large 
is not aware of the fact that that is taking place. 

Chairman VOLCKER. YOU call it an artificial infusion of funds. At 
its very foundation the Federal Reserve System was designed to 
assist institutions that are facing a liquidity situation of this sort. I 
think there is an expectation in the Congress as well as elsewhere 
that those loans will be secured when we make them. 

The CHAIRMAN. Oh, sure. 
Mr. Chairman, my time has expired, although my staff did not 

give me the 5-minute notice, and they better start doing it in all 
fairness to all the members. I think this is an item that we are 
going to have to pursue further. I do not want to take up any more 
of the committee's time on this at this point, but I think that we 
are not communicating or thinking in the same direction but I 
think we eventually shall if we were to pursue it a little further. 
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(Excerpt from Conduct of Monetary Policy hearing of July 21, 1982) 

The CHAIRMAN. If we could revisit the use of the discount 
window in Penn Square, I would like to ask you a few more ques
tions. You decided to allow, $20 million 1 day and on the following 
day $6 million. 

Chairman VOLCKER. In round numbers. 
The CHAIRMAN. SO when the bank closed they owed you $6 mil

lion, is that correct? 
Chairman VOLCKER. That is correct. 
The CHAIRMAN. Was that decision to lend those funds and allow 

the use of the discount window made in the regional Kansas City 
office, or was there any contact with the Fed in Washington? 

Chairman VOLCKER. In this particular case they were in contact 
with the Fed in Washington. 

The CHAIRMAN. Was that because the Fed in Washington was 
aware of the status of Penn Square and the problem loans? 

Chairman VOLCKER. We had become aware recently, yes. 
The CHAIRMAN. DO you know, was it the Comptroller's Office 

that informed you of the situation or was it the FDIC? 
Chairman VOLCKER. To the best of my knowledge we first 

learned about this through an inquiry, more or less a routine in
quiry that one of our people had made to the Comptroller's Office. 

The CHAIRMAN. That one of your people had made of the Comp
troller's Office? 

Chairman VOLCKER. Yes. 
The CHAIRMAN. What gave rise to this individual's making the 

inquiry of the Comptroller's office? 
Chairman VOLCKER. The individual was specifically interested in 

knowing if there were any problems in the banking industry that 
he did not know about already. 

The CHAIRMAN. OK. Was that a general question, to wit, Mr. 
Comptroller, what is the status of the problem banks? Or was it 
specifically directed to Penn Square? 

Chairman VOLCKER. NO, it was not directed to Penn Square. 
The CHAIRMAN. Would it be possible to find out who this persist

ent individual is? 
Chairman VOLCKER. Yes, but I do not know what purpose would 

be served. 
The CHAIRMAN. It might be helpful to us in factfinding as time 

goes by. 
Chairman VOLCKER. I would prefer to discuss that later. 
The CHAIRMAN. All right, we can discuss that a little later. 
Chairman VOLCKER. That is how we first found out about it; I am 

not saying that we would not have found out about it in another 
way subsequently. 

The CHAIRMAN. DO you know approximately when this informa
tion came to the attention of our persistent individual? 

Chairman VOLCKER. Oh, a week or so before. 
The CHAIRMAN. About a week prior? 
Chairman VOLCKER. Yes. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



735 

The CHAIRMAN. If I were you, I would feel hurt, about that, be
cause Continental and the bankers had been informed about that 
same time without the inquiry. They were given the information. 
You need not comment. 

You say those^advances, the loans at the discount window, were 
secured. No. 1, you said that you had preferred status. 

Chairman VOLCKER. We have a secured loan. 
The CHAIRMAN. But no preferred status? 
Chairman VOLCKER. Only in the sense that it's a secured loan. 
The CHAIRMAN. Secured by what? 
Chairman VOLCKER. It was part of their loan portfolio. 
The CHAIRMAN. Loan portfolio? 
Chairman VOLCKER. There may have been something else in 

there, but essentially their loan portfolio. 
The CHAIRMAN. OK. Now, in view of the fact that many of those 

loans were not worth very much, they vary in value, let us say at 
the close there was a $6 million advance of loans from the discount 
window. The loan that you have as collateral is in what amount? 

Chairman VOLCKER. Considerably in excess of that. I do not know 
what the number is. 

The CHAIRMAN. Would it be possible to ask that we have what 
the ratio is? Is that information available? 

Chairman VOLCKER. I am sure it was very high on that day, be
cause we made a $20 million loan 2 days before. 

The CHAIRMAN. What I would like is, what was the collateral on 
the day of ther first loan, as well as on Friday? 

Chairman VOLCKER. I cannot tell you that offhand. 
The CHAIRMAN. I realize you do not have it here at the moment, 

but I think it would be beneficial for us to know that. 
[At the request of Chairman St Germain, the following additional 

information was submitted for inclusion in the record by Chairman 
Volcker:] 

RESPONSE RECEIVED FROM CHAIRMAN VOLCKER 

The first loan was made on June 30. It was a one-day note for $20 million. It was 
collateralized by about $27 million (face value) of customer notes; none of the cus
tomer notes were "criticiaed." 

The second loan was made on Friday, July 2, and was to run through the week
end. It was for $5.7 million due July 6. Collateral of about $7.5 million was needed 
for this loan; much more was in fact on hand, including the amount available on 
June 30 plus an additional $15 million. Again, these were not "critized" loans. The 
second loan was paid off on July 6 by the FDIC. 
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APPENDIX H 

F E D E R A L R E S E R V E BANK OF K A N S A S CITY 

K A N S A S CITY, MISSOURI 64198 

August 26, 1982 

The Honorable Fernand J. St. Germain 
Chairman 
Committee on Banking, Finance 

and Urban Affairs 
U. S. Rayburn House Office Building 
Washington, D.C. 20515 

Re: Penn Square Bank, N.A. 

Dear Mr. St. Germain: 

On August 16, 1982 in Oklahoma City, your committee requested 
that the Federal Reserve Bank of Kansas City produce the following: 

(1) Inspection reports prepared by the Federal Reserve Bank 
of Kansas City concerning First Penn Corporation, parent 
company of the Penn Square Bank. 

(2) A copy of the confidential offering circular prepared 
by First Penn Corporation in May, 1981. 

(3) A list of the notes taken as collateral by the Federal 
Reserve Bank of Kansas City for the advance made by it 
to Penn Square on June 30. While you didn't request the 
same information concerning the July 2 advance, I have 
assumed that you are interested in that as well. 

Enclosed you will find a copy of the private offering circular 
which was filed with the Federal Reserve Bank by First Penn*s manage
ment in May, 1981. Also enclosed are copies of the lists of collateral 
from which the name of the borrower, the customer number, and the note 
number have been deleted. As counsel for the Reserve Bank, it is my 
opinion that under 12 CFR section 261.6(c), the Bank is prohibited 
from furnishing you with the names of the borrowers or with information 
which would enable you to determine their names. 

I have reviewed the list of the names of the borrowers whose notes 
were furnished as collateral and the list does not include any 
directors or officers of either the Penn Square Bank or First Penn, 
nor does it include any notes executed by Mr. Allen, Mr. Hefner or 
Mr. Hefner's corporation, GHK. 

With respect to your request for copies of the inspection reports 
of First Penn, I must respectfully decline to comply with your request. 
As I stated in connection with the customer notes, 12 CFR section 
261.6(c) prohibits an employee of the Federal Reserve BanK from 
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FEDERAL RESERVE RANK OF KANSAS CITY 

The Honorable Fernand J. St. Germain 
Page 2 
August 26, 1982 

disclosing information such as that contained in an inspection 
report. I understand that a request for the inspection reports has 
been made of the Board of Governors by members of your staff. I am 
advised that the Board is considering that request and will be 
responding to you in the near future. 

In closing, President Guffey has asked that I assure you that 
the Federal Reserve Bank of Kansas City is most willing to cooperate' 
with your committee to the extent that it is able to do so under 
existing law and regulation. Should you or a member of your staff 
have any questions concerning the contents of this letter, please 
feel free to get in touch with me. 

Very truly yours, 

Dick H. Woods, Jr. 
Vice President, General Counsel 

and Secretary 

cc: Mr. Michael Bradfield 
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__ ^'COrr&e^l / C^> e ^JUMA. <?© Lo^d 

Customer 
Number 

Note 
Number 

Maturity Principle Balance 
Date As of 6/25/82 

10/24/84 $ 771,707.30 
188,410.02 

10/28/85 545,267.26 
12/31/85 150,000.00 
9/30/82 350,000.00 
1/31/84 1,500,000.00 
6/ 1/88 l,371y700.00 
7/ 6/82 450,047.72 
9/25/82 140,000.00 
8/10/82 400,000.00 
12/31/82 104,500.Op 
11/11/82 116,150.00 
9/ 1/82 300,000.00 
7/29/82 610,000.00 
11/17/82 184,000.00 
..5/26/85 

-*' "6/ 2/82 
310,000.00 ..5/26/85 

-*' "6/ 2/82 860,162.09 
2,518-r921;7-5 LUf iifol 2,518-r921;7-5 

4/19/86 309,353.00 
6/29/86 650,000.00 
8/25/82 2,079,068.50 
8/28/82 3 7i t<\l5 C)C -731,975.96 
12/31/86^2^ 560,666.67 
4/ 1/84 235,000.00 
3/31/83 109,916.31 
1/15/83 1,225,000.00 
8/30/82 2,000,000.00 
5/28/83 1,120,000.00 
7/21/82 1,500;000.00 
10/2/82 138,500.00 

$21,170,346.52 

.° 0 * A 
2 : , 1 7 "\ 1 t 6.5 2 

3 6 1 6 2.0 9 -
2 ,31 •: c .1 .4 3 • A 

, 5 : • - •. - - .7 5 -
, 1 C ' . '- .i ^ .f, 0*4, 

The above notes are submitted for collateral to be pledged to 
oans and Discount. 

-Bert Davis,^ III 
Senior Vice President 
Penn Square Bank, "N. A. 
Oklahoma City, OK 
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Customer 
Number 

Note 
Number M a t u r i t y Amount 

1 0 / 1 8 / 8 2 •$ 5 0 0 , 0 0 0 . 0 0 
1 2 / 3 1 / 8 2 4 6 5 , 0 0 0 . 0 0 

6 / 1/86 3 1 3 , 8 0 6 . 2 7 
! 4 / 2 9 / 8 5 7 5 0 , 0 0 0 . 0 0 

1 / 1 3 / 8 3 3 8 7 , 1 5 0 . 0 0 
3 / 3 1 / 8 3 5 0 0 , 0 0 0 . 0 0 

1 2 / 1 7 / 8 2 1 3 0 , 3 2 0 J 5 0 = 

2 / 1 7 / 8 3 2 9 5 , 0 0 0 . 0 0 
8 / 2 / 8 8 7 0 8 , 2 3 7 . 4 6 
7 / 1 5 / 8 7 1 , 0 8 5 , 0 0 0 . 0 0 
7 / 1 5 / 8 2 2 9 9 , 3 0 9 . 5 3 
3 / 3 0 / 8 8 2 2 3 , 9 5 2 . 9 9 
7 / 2 3 / 8 2 4 0 0 , 0 0 0 . 0 0 
7 / 1 /86 5 5 7 , 8 8 0 . 0 0 
3 / 2 / 8 7 1 1 0 , 6 8 3 . 2 7 
4 / 8 / 8 7 6 0 2 , 7 8 3 . 7 5 
6 / 2 5 / 8 6 1 4 0 , 0 0 0 . 0 0 

&&>'>: ̂ >/-&i>: xx x: < x xxx j£&L>o5fi£Kfift-: 

3 / 2 / 8 6 2 0 1 , 8 2 7 . 8 7 
j 4 / 3 0 / 8 5 1 3 4 , 8 3 6 . 0 6 
j 6 / 2 5 / 8 6 1 2 5 , 0 0 0 . 0 0 

$7 ,930 ,787 . j0 ^ C " 

iS> 

o 
•JJ 
GO 
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PRINCIPAL 
BALANCE MATURIT 

164, ,566. 91 10/28/82 

119, ,029. ,24 1/15/85 

104, ,733. .53 1/05/87 

287, ,484. ,00 10/30/85 

425. ,775. . 88 7/18/85 

197, ,378. ,10 7/19/82 

150. ,000. .00 4/06/84 

557, ,289. .58 5/26/83 

310 ,068, .55 4/02/85 

96 ,959, .05 4/22/83 

905, ,912, .94 4/26/87 

477 ,578 .98 10/02/86 

490, .000. 00 10/21/82 

572, ,730. 75 11/08/82 

138, ,675. ,51 12/15/85 

200, ,000. ,00 12/31/82 

174. ,676. . 17 4/19/87 

192. ,880. .27 12/15/84 

101 ,783, .97 1/16/83 

679 ,011, . 77 5/23/85 

381 ,923 .94 10/25/82 

105 ,227 .40 4/30/85 
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MAY 27 * 

CONFIDENTIAL OFFERING CIRCULAR 

35,000 Shares 

FIRST PENN CORPORATION 
1919 Penn Square 

Oklahoma City, Oklahoma 73118 

35,000 Shares of Common Stock, $1.00 Par Value 

First Penn Corporation (the "Company") is offering to a 
limited number of qualified investors who are current shareholders 
of the Company or substantial clients of Penn Square Bank, 35,000 
shares of its common stock, par value $1.00 per share ("Shares"). 
The minimum subscription per investor is 2,000 Shares ($270,000). 
The offer will expire at 3:00 p.m., local time, on Friday, June 
26, 1981. 

The Subscription Price for each Share is $135.00 

Per Share 

Total 

Subscription Proceeds to 
Price Company (1) 

$ 135.00 $ 135.00 

$4,725,000.00 $4,725,000.00(1) 
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(1) Before deduction of expenses payable by the Company estimated 
at $20,000. No solicitation fee or commission will be paid 
by the Company to any person for or on account of solicita
tions or sales made pursuant to this offering. Officers, 
directors and employees of the Company may in its behalf 
engage in the distribution of this Confidential Offering 
Circular and assist in the offer and sale of the Shares. 
Such persons will not be paid any additional compensation 
therefor or any solicitation fees or commissions. 

K THESE SECURITIES HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT 
OF 1933, OR ANY STATE SECURITIES ACT. THE SECURITIES ARE NOT BEING 
OFFERED OR SOLD TO THE GENERAL PUBLIC BUT ARE PART OF A PRIVATE 
PLACEMENT TO A RESTRICTED NUMBER OF QUALIFIED INVESTORS. NEITHER 
THE DELIVERY OF THIS CONFIDENTIAL OFFERING CIRCULAR NOR ANY SALE 
HEREUNDER SHALL UNDER ANY CIRCUMSTANCES CREATE AN IMPLICATION THAT 
THERE HAS BEEN NO CHANGE IN THE AFFAIRS OF THE COMPANY OR THE BANK 
SINCE THE DATE HEREOF. 

THE SECURITIES OFFERED HEREBY ARE SUBJECT TO CERTAIN 
LEGAL RESTRICTIONS. SEE "RESTRICTIONS ON RESALE" WITHIN. 

The date of this Offering Circular is June , 1981. 
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ACKNOWLEDGMENT OF RECEIPT OF 
CONFIDENTIAL OFFERING CIRCULAR NO. 

OF 
FIRST PENN CORPORATION 

The original of this Acknowledgment must be signed and 
returned by each person receiving the attached Confidential Of
fering Circular of First Penn Corporation (the "Circular"). The 
securities as set forth in the Circular have not been registered 
with the Securities and Exchange Commission and the offer described 
therein is being made pursuant to Section 4(2) of the Securities 
Act of 1933 and Rule 146 adopted pursuant thereto, which exempts 
any offering by an issuer not including a public distribution. 

As a condition to the receipt of this Confidential Of
fering Circular, the undersigned represents, on behalf of himself 
or, if the proposed offeree is a corporation, trust, partnership 
or other entity, on behalf of the proposed offeree: 

(1) that the offeree's financial responsibility mea
sured by annual income and net worth is suitable to a proposed 
investment in the securities of First Penn Corporation, and that 
the offeree has (i) a net worth of at least $500,000 exclusive 
of home, furnishings and automobiles) or (ii) net worth of at least 
$250,000 (exclusive of home, furnishings and automobiles) and tax
able income of which some portion is subject to federal income 
taxation at a rate of not less than 50%; 

(2) the offeree recognizes the speculative nature of 
an investment of First Penn Corporation and the risk of loss from 
such investment. I also understand that since such an investment 
is not liquid or readily transferable, the subscriber must be 
prepared to hold this investment indefinitely. By virtue of the 
offerees investment acumen, business experience, or independent 
advice, including that of an offeree representative, if any, the 
offeree is capable of evaluating the hazards and merits of making 
this investment. 

(3) I acknowledge that: 

(a) I have received the numbered Confidential Of
fering Circular; 

(b) the Circular will be used only by the offeree; 
(c) I will not further distribute the Circular 

except to designated representatives of the 
offeree. 
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EXECUTION OF THIS DOCUMENT DOES NOT INDICATE ANY INTENT TO SUB
SCRIBE TO SHARES OFFERED IN THE CONFIDENTIAL OFFERING CIRCULAR. 
THE OFFER CONTAINED THEREIN SHALL BE INEFFECTIVE AS TO ANY PER
SON WHO DOES NOT SIGN AND RETURN THIS ACKNOWLEDGMENT. 

Name 

Date: 
Address 

This document must be signed and returned to the person 
from whom you receive the Confidential Offering Circular at the 
time you receive it since such person must account for each Con
fidential Offering Circular. 
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THE COMPANY 

First Penn Corporation (the "Company") was organized as 
a corporation under the laws of the State of Oklahoma on January 
"14, 1975, by officers and directors of Penn Square Bank, N.A., of 
Oklahoma City, Oklahoma (the "Bank"). The Company is a one bank 
holding company registered under the Bank Holding Company Act of 
1956, as amended, and owns 100% of the issued and outstanding 
shares of Common Stock of the Bank. The Company recently acquired 
all of the stock of Penn Realty Company from Bill P. Jennings, 
Chairman and Chief Executive Officer, a Director and a major share
holder of the Company. See "Business - Penn Realty Company", 
"Officers and Directors of the Company and the Bank - Certain 
Transactions" and Note 13 to the Notes to the Company's Consolidated 
Financial Statements, March 31, 1981. The Bank is the sole income 
generating asset of the Company. 

THE BANK 

The Bank was organized as a National Banking Association 
in 1960 in the Penn Square Shopping Center located at the North
east corner of the intersection of Northwest Highway and Pennsyl
vania Avenue in Oklahoma City. At December 31, 1980, the Bank 
ranked fourth among the 31 banks in the City of Oklahoma City in 
terms of total assets, with total assets of approximately $326 
million. At that date, however, the three largest banks in the 
City of Oklahoma City accounted for approximately 65% of total 
deposits in the area. The Bank's share of total deposits in the 
City of Oklahoma City was 6% at December 31, 1980. 

OFFERING 

Nature of the Offer 

The Company is offering to certain qualified investors 
at the Subscription Price set forth on the cover page of this 
Circular, 35,000 shares of Common Stock, par value $1 ("Shares") 
of the Company. All offerees are either current shareholders of 
the Company or are major clients of the Bank. The minimum sub
scription per investor will be 1,120 Shares ($151,200). 

Time of Expiration 

The offer will expire and become void at 3:00 o'clock 
p.m., Oklahoma City Time, on June 26, 1981 ("Time of Expiration"). 
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Method of Subscribing for Shares 

As a precondition to subscription for the Shares offered 
hereby, offerees must execute and return to the Company the copy 
of the "Acknowledgment of Receipt" contained on perforated paper 
at page 3 of this Circular. Shares may be subscribed by remov
ing, completing and signing one copy of the Subscription Agree
ment attached at the back of this Circular on perforated paper 
and mailing or delivering it to Penn Square Bank, N.A., Oklahoma 
City, Oklahoma 73118, Attention: Bill P. Jennings, Chairman of 
the Board, accompanied by the full payment of the Subscription 
Price for the Shares subscribed under the offer, so as to be 
received by the Bank before the Time of Expiration. 

Payment of the Subscription Price should be by certified 
or cashier's check, or bank draft payable in United States dollars 
to the order of the Company. 

The Company reserves the right to reject any subscrip
tion which in its judgment is not properly exercised in accor
dance with this Circular and the subscription instructions con
tained herein or to waive any deficiencies in connection there
with. 

Obligation to Purchase 

To the extent Shares are subscribed for prior to the 
termination of this offering, persons who subscribe for the Shares 
offered hereby will be obligated to purchase the Shares subscribed 
for by them even if all Shares offered hereby are not purchased. 

Delivery of Shares 

The stock certificates evidencing the Shares purchased 
pursuant to the offering described herein are expected to be 
issued on or about July 1, 1981. 

Investor Suitability Requirements. 

The offering is directed only to persons who meet cer
tain net worth requirements and who, or whose offeree represen
tatives (if any), have sufficient knowledge and experience in 
financial and business matters to be capable of utilizing the 
information contained herein and of evaluating the risks involved. 
Generally, subscribers must have: (i) a net worth of at least 
$500,000 (exclusive of home, furnishings and automobiles); or 
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(ii) a net worth of at least $250,000 (exclusive of home, fur
nishings and automobiles) and taxable income of which some portion 
is subject to federal income taxation at a rate of not less than 
50%. See the Subscription Agreement. 

DILUTION 

At March 31, 1981, the Company's common stock had a net 
tangible book value per share of $91.04 "Net tangible book value 
per share" represents the amount of total assets less liabil
ities, preferred stock and related surplus, divided by the number 
of shares of common stock outstanding. Giving effect to the 
sale of 35,000 Shares at the price of $135 per share, the net 
tangible book value will be $98.83 per share, representing an 
immediate increase of $7.79 to present shareholders and an im
mediate dilution (i.e., the difference between the purchase 
price of shares and the net tangible book value after the offer
ing) of $36.17 per share to the persons purchasing such shares 
at the offering price. 

The following table illustrates the foregoing: 

Offering Price $135.00 
Net Tangible book value per share 
before offering $91.04 
Increase per share attributable to 
payments by new investor $ 7.79 

Net tangible book value per share after offering $ 98.83 

Dilution to new investors $ 36.17 

The Company intends to relocate the Bank in a proposed 
20-story office tower. See "Business-Bank Premises." The proposed 
building, to be named "Penn Bank Tower*1 (the "Tower"), will be 
constructed and owned by an Oklahoma limited partnership to be 
named Penn Bank Tower Investors, Ltd. (the "Partnership"). The 
general partner of the Partnership will be Ronald H. Burks, a Di
rector of the Company and the Bank. In the event the Partnership 
should contract for the sale of the Tower within four years of 
the date of formation of the Partnership, the Company will have 
the option to purchase the interests of the limited partners 
for cash (equal to the expenses theretofore incurred and charged 
to the limited partners with respect to the Partnership) and 
warrants to purchase up to approximately 47,500 shares of the 
Company's Common Stock. Each warrant will entitle the holder to 
purchase one share of the Company's Common Stock at the purchase 
price of $135 per share. The warrants will be exerciseable 
until the expiration of five years after the date of formation 
of the Partnership. 
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Assuming that the Company exercises its option to pur
chase the limited partners' interest in the Partnership, and 
assuming that all 47,500 warrants were issued and immediately 
exercised, the Company would issue 47,500 additional shares of 
its Common Stock for $6,412,500. Depending upon the then current 
net tangible book value of the Company's Common Stock, the sale of 
additional shares would cause either an increase or decrease in 
the net tangible book value per share of then existing shareholders 
of the Company, and a reciprocal dilution or profit to the Partner
ship's limited partners. 

USE OF PROCEEDS 

The Company has undertaken a recapitalization plan for 
the Bank, and in accordance with an agreement reached with the 
Regional Administrator of National Banks, $2,000,000 of the pro
ceeds of the offering will be used to increase capital accounts 
of the Bank. The agreement with the Regional Administrator provides 
that the capital position of the Bank will be periodically evaluated 
in the future, and additional capital will be added to maintain 
the Bank's capital accounts at an adequate level. Management has 
estimated that the Company will need to provide approximately 
$2,000,000 (in addition to $2,000,000 of the proceeds from this 
offering) additional capital to the Bank later this year. In 
addition, proceeds of the offering may be used to service or 
reduce present debt of the Company or to eliminate the negative 
cash flow now experienced by the Company on sales of commercial 
paper. At present, the Company invests the proceeds of sales of 
commercial paper in deposits in the Bank. Interest paid by the 
Bank to the Company is_ less than interest paid by the Company on 
its commercial paper. Negative cash flow to the Company from this 
source as of May 1, 1981, is estimated at approximately $1.5 
million. It is anticipated that some of these funds may be obtained 
from additional borrowings by the Company. The actual amount of 
additional capital which the Company will need to provide the Bank 
will be based on the actual asset growth and income of the Bank. 

CAPITALIZATION 

The following table, which should be read in conjunction 
with the financial statements, and the notes thereto, of the Com
pany included elsewhere in this Circular, sets forth certain in
formation with respect to the long-term debt, authorized and out
standing capital stock and stockholders' equity of the Company 
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as at December 31, 1980, March 31, 1981 and as adjusted to give 
retroactive pro forma effect to the sale by the Company of 35,000 
Shares (net proceeds of $4,705,000 after estimated expenses): 

Amount at Amount at As Adjusted 
December 31, March 31, for Sale of 

1980 1981 35,000 Shares 

Notes payable and other 
liabilities(l) $8,606,800 $8,606,800 $8,606,800 

Shareholders' Equity: 
Common Stock, $1.00 par 
value (250,000 Shares 
authorized and 162,466 
Shares outstanding at 
December 31, 1980 and 
at March 31, 1981; 
250,000 Shares authorized 
and 197,466 Shares out-
standing-as adjusted for 
sale of 35,000 Shares) 162,466 162,466 197,466 
Capital Surplus 7,420,753 7,420,753 12,110,753 
Undivided Profits 6,398,824 7,220,013 7,220,013 

6.5% Cumulative Pre
ferred Stock, $60 par 
value (5,000 shares 
authorized, 4,225 
shares issued) 253,500 253,500 253,500 

Total Shareholders' 
Equity $14,235,543 $15,056,732 $19,781,732 

Book Value Per Share 
of Common Stock $85.99 $91.04 $98.83 

(1) See Note 8 of Notes to the Company's Consolidated Financial 
Statements, March 31, 1981. 

DIVIDENDS AND STOCK REDEMPTIONS 

Holders of the shares of Common Stock of the Company are 
entitled to dividends when, as and if declared by the Company's 
Board of Directors payable out of funds legally available for divi
dends in accordance with the provisions of the Oklahoma Business 
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Corporation Act. However, because the Bank, which continues to be 
the sole income generating asset of the Company, is subject to the 
National Bank Act regarding the payment of dividends by the Bank, 
the Company's ability to pay dividends is dependent upon the Bank's 
ability to pay dividends. Generally, Section 60 of the National 
Bank Act limits the amount which a nationally chartered bank can 
pay as dividends to the sum of its undivided net profits, except 
that, until the surplus fund of a bank equals its common capital 
account, no cash dividends may be declared unless there is a trans
fer to the surplus fund of not more than a one-tenth part of the 
bank's net profits of the preceding half year in the case of quar
terly or semi-annual dividends, or not less than a one-tenth part 
of its net profits of the preceding two consecutive half-years in 
the case of annual dividends. 

As of the date of this Circular, the Company has not 
paid any dividends on its' shares of Common Stock. There can be 
no assurance as to the payment of dividends on the Common Stock 
of the Company in the future since such payment will be dependent 
upon the earnings and the financial condition of the Bank and 
other factors. 

Holders of the Preferred Stock of the Company are enti
tled to receive dividends at the annual rate of 6.5%, which divi
dends are cumulative and payable on January 30 of each year. Pay
ment of dividends are in preference to dividends on Common Stock 
and no dividend shall be paid on Common Stock if the payment of 
dividends on the Preferred Stock is in arrears. 

Each share of Preferred Stock is subject to conversion 
into one Share of Common Stock of the Company at any time at the 
option of the holder thereof. The shares of Preferred Stock are 
subject to redemption at the option of the Company, in whole or 
in part, upon payment of the par value thereof and accrued div
idends at any time following January 1, 1989. See Note 10 of 
Notes to the Company's Consolidated Financial Statements, March 
31, 1981. 

As of the date of this Circular no shares of Preferred 
Stock had been converted to Common Stock, and no shares of Pre
ferred Stock had been redeemed. 

As of the date of this Circular, payment of dividends 
on preferred stock was not in arrears. 
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PENN SQUARE BANK, N.A. 

CONDENSED CONSOLIDATED STATEMENTS OF EARNINGS 

(in thousands) 
Year Ended December 31, 

1980 1979 1978 1977 1976 

Total Interest Income 26,551 12,237 6,676 4,427 3,615 
Total Interest Expense 13,694 5,930 2,912 2,009 1,63Q 

Net Interest Income 12,857 6,307 3,764 2,418 1,985 

Provision for Possible 
Loan Losses (1,408) (615) (468) (167) (120) 

Net Interest Income 
After Provision for 
Loan Losses 11,449 5,692 3,296 2,251 1,865 

Other Income: 
Trust 
SC Deposit Acct. 
Other SC-Fees 
Other 

Total Other Income 

Total Net Interest 
and Other Income 

Other Expenses: 
Salaries & Benefits 
Net Occupancy Expense 
Depreciation and 
Amortization 

Other 

19 
367 
432 
126 

1 
108 
337 
6_ 

0 
224 
115 

2_ 

0 
237 
76 
47 

0 
192 
60 
22 

944 452 341 360 274 

12,393 6,144 3,637 2,611 2,139 

2,339 
619 

1,481 
390 

1,158 
302 

945 
154 

741 
91 

0 
2,429 

0 
1,170 

0 
875 

90 
648 

46 
530 

Total Expense 5,387 3,041 2,335 1,837 1,408 
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Income (Loss) Before 
Income Taxes 

Securities Gains and 
Extraordinary Item 

Income taxes 
Income (loss) before 
Securities Gains and 
Extraordinary Items 

Security Gains - Net 
of Tax 

Income (Loss) Before 
Extraordinary Item 

Extraordinary Item 

Net Income (Loss) 

(in thousands) 
Year Ended December 31, 

1980 1979 1978 1977 1976 

7,006 3,103 1,302 774 731 

0 (16) (102) 2 303. 

2,721 1,064 334 220 86 

4,285 2,039 968 554 645 

0 (9) (53) 1 152 

4,285 
0 

2,030 
0 

915 
0 

555 
0 

797 
0 

4,285 2,030 915 555 797 

Per Share Data 

Income (Loss) Before 
Securities Gains and 
Extraordinary Item 

Income (Loss) Before 
Extraordinary Item 

Net Income (Loss) 

Cash Dividends 

Weighted Average 
Number of Shares 
Outstanding 

1980 

$42.85 

42.85 

42.85 

3.00 

Year Ended December 31, 
1979 1978 1977 1976 

$20.39 $ 9.68 $ 5.54 $6.45 

20.30 9.15 5.55 7.97 

20.30 9.15 5.55 7.97 

2.80 2.80 2.80 2.80 

100,000 100,000 100,000 100,000 100,000 
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BUSINESS 

The Company 

The Company's business since its acquisition of the Bank 
has been the oversight of the Bank's operations and the acquisition 
of Penn Realty Company, which are more fully discussed below. 

The Bank 

As of December 31, 1980, Penn Square Bank was the fourth 
largest bank in terms of total deposits of the 31 commercial banks 
located in Oklahoma City. The three largest banks in the City of 
Oklahoma City, however, accounted for approximately 65% of total 
deposits, and the Bank's share of total deposits was approximately 
6%. 

The Bank is engaged in the general business of commer
cial banking, and in transacting such business it receives depos
its, makes and services secured and unsecured loans, and provides 
other functions for the benefit of persons, business and corporate 
customers. The Bank makes various types of loans to businesses 
and individuals, including the oil and gas industry, and offers 
various forms of installment credit to consumers and also finances 
construction of housing and business properties. 

Commercial and Personal Banking Activities 

The Bank is engaged in a wide range of commercial and 
personal banking activities, including the usual acceptance of 
deposits for checking, personal and savings and time deposit ac
counts, making of secured and unsecured loans to corporations, 
individuals and others, issuance of letters of credit, foreign 
exchange transactions, rental of safe deposit boxes and render
ing of investment and financial counsel to institutions and indi
viduals. 

Correspondent Banking Services 

The Bank acts as correspondent for approximately 53 
banks throughout Oklahoma, providing such services as transfer of 
funds, loan participations, and securities custody and clearance. 

Trust Services 

The Bank, through its trust department, provides a wide 
range of personal and corporate trust and related services to in
dividuals, corporations and others, including serving as executor 
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of estates, as trustee under testamentary and inter vivos trust 
#nd various pension and other employee benefit plans, as escrow 
agent under various agreements, and as an investment advisor to 
individuals, corporations and others. Through its corporate trust 
department, the Bank serves as transfer agent for corporate secur
ities and as corporate trustee under corporate trust indentures. 

Bank Premises 

The main building of the Bank is currently located in 
the Penn Square Shopping Center at the northeast corner of the 
intersection of Northwest Highway and Pennsylvania Avenue in Okla
homa City. The three story building contains approximately 16,500 
square feet, virtually all of which is occupied by the Bank. The 
Bank has lease agreements for (1) the land under the main Bank, 
expiring in 2029, (2) the office facilities one of which expires 
in 1985 with renewal options for three five-year terms, one of 
which expires in 1981, and two of which expire in 1984 both with 
renewal options for three one-year terms. Minimum annual rentals 
under these leases are as follows: 

1981 $118,353 
1982-1983 122,752 
1984 21,119 
1985 7,980 
1986-1989 7,200 
1990-2029 3,000 

In addition to the minimum rental for one of the office facility 
leases, the Bank also pays additional rental based on a percent 
of average total deposits as defined for each lease year. The 
lease covering the land provides for rental payments to be adjus
ted every 10 years based on a cost of living index. Total rental 
expense for 1980 amounted to approximately $99,000. 

The Bank has a motor bank located immediately north of 
the Penn Square Shopping Center along Pennsylvania Avenue. The 
motor bank has approximately 6,000 square feet in which there are 
two lobbies, a personal banking lobby with four tellers and a 
commercial lobby with three tellers. The motor bank also has six 
full service drive-in lanes. All commercial banking services 
except loans are offered at the drive-in. 

The Bank has filed an application with the Regional 
Administrator of National Banks to move its main office to a new 
building which is planned to be located immediately east of the 
Penn Square Shopping Center on Northwest Highv;ay. The Bank will 
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have the right to occupy approximately 89,000 square feet in the 
new building at an annual rent of approximately $1,450,000. See 
"Dilution." 

Competition 

The Bank competes actively with national and state banks 
and certain other financial institutions in the Oklahoma City met-
ropolitian area for all types of deposits, loans, trust accounts 
and financial and other services offered by the Bank. In addition, 
the Bank competes with banks from other metropolitan areas, as well 
as, with respect to certain of its banking services, insurance com
panies, savings and loan associations, credit unions and other fi
nancial institutions. Many of the banks and other financial insti
tutions with which the Bank competes have capital and resources 
substantially in excess of the capital and resources of the Bank. 

Employees 

At May 1, 1981 the Bank has 180 employees. Management 
considers employee relations to be good. None of the Bank's em
ployees are covered by a collective bargaining agreement. 

Penn Realty Company. 

In January, 1981, the Company acquired all of the out
standing stock of Penn Realty Company ("Penn Realty"), from Mr. 
Bill P. Jennings, Chairman and President of the Company. The Com
pany then contributed capital to Penn Realty equal to $1,250,061.48 
which Penn Realty in turn used to repay loans made to it by Mr. 
Jennings and four other Directors of the Company. See "Officers 
and Directors of the Company and the Bank-Certain Transactions" 
and Note 13 of the Notes to the Company's Consolidated Financial 
Statements, March 31, 1981. Penn Realty was organized in Septem
ber, 1980, solely for the purpose of acquiring title to the 
Quail Run Apartment project ("Quail Run") which was in the process 
of construction with construction financing provided by the Bank. 
Penn Realty acquired Quail Run upon default on the construction 
loan to the Bank. Pending receipt of approval from the Federal 
Reserve for the Company to acquire Quail Run and Penn Realty, 
Mr. Jennings became the sole shareholder of Penn Realty and 
other officers and directors of the Company and the Bank loaned 
funds to Penn Realty to enable Penn Realty to acquire Quail Run. 
Following the receipt of Federal Reserve approval, Penn Realty 
was transferred to the Company and Mr. Jennings and the other 
officers and directors who had provided funds to Penn Realty 
were reimbursed on a cost basis. As of March 31, 1981, the 
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investment by the Company in Penn Realty was $1,248,964 (See the 
Company's Consolidated Financial Statements, March 31, 1981). 
It is the intention of the Company that Penn Realty will complete 
construction of Quail Run and that Quail Run will be sold, thereby 
avoiding a loss to the Bank on the construction loan. If Quail 
Run cannot ultimately be sold for an amount sufficient to repay 
the construction loan and any other costs, it is possible that 
the Company might not recover its entire investment in Penn 
Realty. 

Supervision and Regulation and Related Matters 

The Bank. The Bank is a member of the Federal Reserve 
System and its deposits are insured by the Federal Deposit Insur
ance Corporation to the extent permitted by law. As a national 
bank, the Bank is subject to regular examination by the office 
of the Comptroller of the Currency, the Federal Reserve Board and 
the Federal Deposit Insurance Corporation and is also subject to 
certain laws of the State of Oklahoma, including those which pro
hibit branch banking. The Company is an affiliate of the Bank 
within the meaning of the Federal Reserve Act, and, therefore, 
subject to certain restrictions as to (a) loans by the Bank to 
the Company; (b) investments by the Bank in the securities of the 
Company; and (c) the Bank's taking shares of the Company's stock, 
or other securities as collateral security for loans by the Bank 
to any borrower. Further, under Section 106 of the Bank Holding 
Company Act of 1956, as amended (the "Act")r and the Board's reg
ulations, a bank holding company and its subsidiaries are prohi
bited from engaging in certain tie-in arrangements in connection 
with any extension of credit or the provision of_any property or 
service. 

The Company. The Company is a bank holding company, is 
regulated under the Act and is subject to supervision by the Fed
eral Reserve Board. The Company is obligated to file annual re
ports with the Federal Reserve Board and such other reports as may 
be required from time to time by the Federal Reserve Board. In 
addition, the Federal Reserve Board is authorized to make examina
tions of the Company and each of its subsidiaries with the cost 
thereof being paid by the Company. In general, the Act limits the 
business of bank holding companies to owning or controlling banks 
and engaging in such other activities as the Federal Reserve Board 
may determine to be so closely related to banking or managing or 
controlling banks as to be a proper incident thereto. The Company 
must obtain the prior approval of the Federal Reserve Board before 
acquiring direct or indirect ownership or control of any voting 
shares of any bank or other business if after such acquisition it 
would own or control, directly or indirectly, more than 5% of the 
voting shares of such bank or other business, before merging or 
consolidating with another bank holding company, and before acquir
ing substantially all of the assets of any additional bank or other 
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of any such interest in any bank or bank holding company located 
in a state other than Oklahoma unless the laws of the state in 
which such bank is located expressly authorizes such acquisition, 
which none presently do. With certain exceptions, the Act prohi
bits bank holding companies from retaining or acquiring direct or 
indirect ownership or control of voting shares in any company 
which is not a bank or bank holding company unless the Federal 
Reserve Board determines the activities of such company are so 
closely related to banking or managing or controlling banks as 
to be a proper incident thereto. In making such determinations 
the Federal Reserve Board considers whether the performance of 
such activities by the bank holding company would offer advan
tages to the public which outweigh possible adverse effects. 

Monetary Policy. The business of the Bank and there
fore, the Company, is affected in important respects by the pol
icies of monetary authorities, including the Federal Reserve Sys
tem. An important function of the Federal Reserve System is to 
regulate the national supply of bank credit in order to achieve, 
among other things, maximum employment and a stable price level. 
Among the instruments of monetary policy used by the Federal 
Reserve to implement these objectives are open market operations 
in U.S. Government securities, changes in the discount rate on 
member bank borrowings, changes in reserve requirements against 
member bank deposits, and limitations on interest rates which 
member banks may pay on time and savings deposits. These means 
are used in varying combinations to influence over-all growth of 
bank loans, investments and deposits, and may also affect inter
est rates charged on loans or paid for deposits. The monetary 
policies of the Federal Reserve authorities have had a signifi
cant effect on the operating results of commercial banks in the 
past and are expected to continue to do so in the future. In 
view of changing conditions in the national ecomony, in the money 
markets and in the relationships of international currencies, as 
well as the effect of actions by monetary and fiscal authorities, 
including the Federal Reserve System, no prediction can be made 
as to possible future changes in interest rates, deposit levels, 
loan demands, capital requirements or the business and earnings 
of the Bank. 

SELECTED STATISTICAL INFORMATION 

Distribution of Assets, Liabilities 
and Shareholders1 Equity  

The table on the following page sets forth the condensed 
balance sheets of the Bank for the periods indicated and, with re
spect to each period, the percentage of each principal category 
of liabilities and equity capital to total liabilities and equity 
capital (dollar amounts in thousands): 
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31,335 9.54% 19,742 12.26% 13,632 13.72% 8,660 12.13% 
300 .09% 60 .04% 60 .06% 136 .19% 

42,627 12.98% 22,983 14.27% 17 ,671 17.78% 11,485 16.08% 
16,000 4.87% 1,100 .68% 4,000 4.03% 6,500 9.10% 

201,725 61.40% 107,466 66.75% 64,136 64.55% 40,861 57.21% 

(Figures in thousands)  
Three 

Months Ended Year Ended December 31,  
3/30/81 1980 1979 1978 1977 

ASSETS 
Cash & due from banks..$30,794 9.75% $59,626 18.15% $25,672 15.95% $10,597 10.67% $10,256 14.36% 
Investment Securities: 
U.S. Treasury 13,041 4.13% 10,992 3.35% 3,181 1.97% 3,979 4.00% 2,689 3.76% 
States & political 
subdivisions 34,057 10.79% 

Other 345 .11% 
Total investment 
securities 47,443 15.03% 

Federal funds sold.... -0-
Bank loans, excluding 
Unearned income 224,900 71.25% 
Less: Reserve for 

loan losses.. -2,269 .72% -2,004 .61% -1,002 .62% 
Net bank loans 222,631 7(5753"% 199,721 60.79% 106,464 66.13% 
Bank premises and 
equipment 3,192 1.01% 2,482 .76% 1,936 1.20% 
Other Assets 11,601 3.68% 8,061 2.45%" 2,847 1.77%  

Total Assets $315,661 100% $328,517 100% 161,002 100% 99,354 100% 71,422 100% 

LIABILITIES 
Deposits: 
Demand deposits $ 97,260 30.81% $142,682 43.43% $ 79,790 49.56% $44,093 44.38% $28,572 40,00% 

Time & Savings 
deposits 182,214 57.73% 158,164 48.14% 69,983 43.47% 46,639 46.94% 36,729 51.43% 
Total deposits 279,474 88.54% 300,846 91.57% 149,773 93.03% 90,732 91.32% 65,301 91.43% 
Federal funds pur
chased 6,200 1.96% 650 .20% 400 .24% -0- -0- -0- -0-
Accrued expense & 
other liabilities... 8,404 2.66% 6,599 2.01% 1,892 1.18% 3,432 3.45% 1,560 2.18% 
Total Liabilities 294,078 93.16% 308,095 93.78% 152,065 94.45% 94,164 94.77% 66,861 93.61% 

Shareholders' equity: 
Common Stock 1,000 .32% 1,000 .30% 1,000 .62% 1,000 1.01% 1,000 1.40% 
Surplus 10,500 3.33% 10,500 3.20% 3,000 1.86% 1,000 1.01% 1,000 1.40% 
Retained earnings... 10,083 3.19% 3,922 2.72% 4,937 3.07% 3,190 3.21% 2,561 3.59% 
Total shareholders' 
equity 21,583 6.84% 20,422 6.22% 8,937 5.55% 5,190 ,. 5.23% 4,561 6.39% 

Total Liabilities 
and Equity $315,661 100% $328,517 100% $161,002 100% 99,354 100% 71,422 100% 

-627 
63,509 

.63% 
63.92% 

1,886 
1,691 

1.90% 
1/70% 

-325 
40,536 

.46% 
56.75% 

1,827 
818 

2.56% 

-3 
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Asset and Liability Management 

As will be noted from examining the statistical data 
regarding distribution of assets, liabilities and capital included 
at page 17, deposits of the Bank have decreased from $300,846,000 
at December 31, 1980, to $279,474,000 at March 31, 1981. On Decem
ber 31, 1980, demand deposits accounted for 47.4% of total deposits, 
with time deposits constituting the remaining 52.6%. On March 
31, 1981, time deposits accounted for 65.2% of total deposits, 
with demand deposits constituting the remaining 34.8%. For the 
first quarter of 1981, net loans have increased to 80% of total 
deposits. Generally, the increase in interest costs associated 
with an increase in time deposits would dictate adjustments in the 
Bank's asset allocations in order to offset the increased interest 
expense, while an increase in net loans would be accompanied by an 
increase in deposits. In the case of the Bank, both factors, to
gether with market conditions causing movement from demand deposits 
to time deposits, have been at work. In connection with the in
crease in loans, Bank management has adopted a policy of attempting 
to shorten the average maturities of its municipal bond portfolio 
in order to improve the ratio of liquid to nonliquid aassets. Fur
thermore, the Bank is in the process of formalizing its procedures 
relative to asset and liability management, and has, among other 
things, established an Asset and Liability Management Committee 
composed of eight officers who report directly to the Board of 
Directors. 

Investment Portfolio 

The carrying amounts of investment securities held by 
the Bank at the dates indicated are summarized as follows (amounts 
in thousands): 

U.S. Treasury Securities.. 
Obligations of state and 
political subdivisions... 
Other investment 
securities 

TOTALS 

Three 
Months Ended Year Ended December 31, 
3/31/81 1980 1979 1978 1977 

$13,041 $10,992 $ 3,181 $ 3,979 $ 2,689 

34,057 31,335 19,742 13,632 8,660 

345 300 60 60 136 

$47,443 $42,627 $22,983 $17,671 $11,485 

The approximate market values of the investment securities 
held by the Bank at March 31, 1981, were $42,818 million. 
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At March 31, 1981, investment securities having a re
corded value of approximately $16.4 million were pledged to secure 
public and trust fund deposits and for other purposes required or 
permitted by law. 

The following table shows maturities at par value of 
bonds, notes and debentures held by the Bank at March 31, 1981 
and the weighted average yields (dollar amounts in thousands): 

Due After One After One 
Within But Within But Within After 
One Year Five Years Ten Years Ten Years 

Amount Yield Amount Yield Amount Yield Amount Yield 
U.S. Treasury 
Securities 1,240 12.13 9,500 13.58 2,450 7.70 -0- -0-

Obligations 
of state and 
political sub-
divisions(l) 4,530 7.46 13,803 6.3 5,696 5.82 9,790 5.63 

Other in
vestment 
securities(2) -0- -0- -0- -0- -0- -0- 345 6.00 

(1) Represents federally tax exempt securities. 

(2) Represents investments required by the Federal Reserve Board. 

The weighted average yields shown above are calculated 
on the basis of the book value and effective yields, weighted ac
cording to par value, for the scheduled maturity of each security. 

Loan Portfolio 

The amount of loans of the Bank outstanding at the indi
cated dates are shown in the following table according to the type 
of loan (amounts in thousands): 
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Three Mont hs 
Ended Year En< 3ed December 31, 
3/31/81 1980 1979 1978 1977 1976 

$38,267 $29,433 $13,917 $ 6,294 $ 4,691 $ 3,169 
-0- -0- 430 -0- -0- -0-

1,604 1,110 636 1,203 -0- -0-
546 546 548 625 -0- -0-

161,372 146,895 74,180 40,495 29,135 24,870 
14,751 13,375 17,232 13,733 7,762 6,171 

Real Estate Loans.... 
Loans to financial 
institutions 

Loans for purchas
ing or carrying 
securities 
Loans to farmers 
Commercial and 
industrial loans.... 

Loans to individuals. 
Other Loans (in
cluding overdrafts). 9,753 11,834 2,423 2,976 
Gross Loans 226,293 203,193 109,366 65,326 

Less unearned 
interest 1,393 1,467 1,900 1,190 
Total Loans 224,900 201,726 107,466 64,136 

Less allowance for 
possible loan losses 2,269 2,005 1,002 627 

20 70 
41, r608 34,280 

747 577 
40, ,861 33,703 

325 233 

Net Loans $222,631 199,721 $106,464 $63,509 $40,536 $33,470 

Due to the very rapid increase in the Bank's loan port
folio over the past several years, the Bank has experienced cer
tain difficulties in documentation of collateral and credit anal
ysis. These problems have resulted in a greater number of loans 
being criticized during examinations of the Bank than is desir
able. To alleviate these problems, the Bank has hired a number of 
additional personnel, incuding Mr. Eldon Beller who assumed duties 
as President of the Bank on April 17, 1981. A large part of the 
increase in loans of the Bank has been in oil and gas loans and 
other energy related areas. To further insure quality of loans 
made in these areas, the Bank has employed two qualified petroleum 
engineers, three petroleum technicians and one technical assistant 
on a full time basis to work with oil and gas loans and has es
tablished an energy lending department. Richard T. Dunn joined 
the Bank in May of 1981 as Executive Vice President in charge of 
credit and collateral. 

The following table presents information concerning non-
performing loans of the Bank. Nonperforming loans comprise loans 
which are contractually past due sixty days or more as to interest 
or principal payments: 
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March 31, December 31, 
1981 1980 1979 

Loans contractually past due 
sixty days or more as to in
terest or principal payments: 

Real estate loans $ 400,560 $ -0- $162,991 
Oil and gas -0- 23,462 221,751 
All other loans 639,936 1,654,873 151,743 

Total $1,040,496 $1,678,335 $536,485 

Summary of Loan Loss Experience 

As of March 31, -1981 and December 31, 1980, the Bank 
had total loans outstanding of $224,900,000 and $201,726,000, re
spectively, including consumer loans, to borrowers of all sizes 
in a wide variety of industries and businesses. Implicit in the 
lending function is the fact that loan losses will be experienced 
and that the risk of loss will vary with the type of loan, the 
credit worthiness of the borrower over the term of the loan and 
general economic conditions. The Bank's Reserve for Possible 
Losses (the "Reserve"), which is available to absorb such losses, 
reflects the currently perceived risks of loss associated with 
the loan portfolio and assets required through foreclosure. 

Loans charged off for the three months ended March 31, 
1981 totaled $942,000. Approximately $1,000 previously chargedN 

off loans were recovered during that period, resulting in net 
chargeoffs of $941,000. Loans charged off for the year ended 
December 31, 1980 totaled $617,000. Approximately $212,000 pre
viously charged off loans were recovered during that year, re
sulting in net chargeoffs of $405,000. For the year ended 
December 31, 1979, loans totaling $259,000 were charged off and 
$19,000 was recovered, resulting in net charge-offs of $240,000. 
The provisions for loan losses is created by direct charges to 
operations. Losses on loans and foreclosed assets are charged 
against the Reserve, and recoveries during the period on any 
loan or foreclosed asset charged-off in a prior period are added 
to the Reserve. 

The Provision for Possible Losses charged to operations 
in each period reflects the amount which, in the judgment of man
agement, is required to make the total Allowance adequate. If 
actual charge-offs should exceed the amount of the Allowance, ad
ditional charges to operations sufficient to maintain its adequacy 
would be required. There is no precise method of predicting loan 
and other losses and the determination that a loan is likely to 
become uncollectible in whole or in part, and be charged off, is 
an exercise in judgment. The adequacy of the Reserve is assessed 
by management based upon continuing reviews of the loan portfolio 
and assets acquired through foreclosure and of prevailing economic 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



763 

conditions. The factors considered in the evaluation of loans 
include the financial condition of the borrower, the value and 
liquidity of collateral, delinquency, and, if delinquent, the 
probability that the loan will be brought to a current status. 
Inasmuch as many factors relevant to such review are essentially 
judgmental, there can be no assurance that in any given period 
the Bank might not sustain charges against operating income which 
are substantial in relation to the size of the Allowance or that 
substantial additional charges against operating income may not 
be required. Management believes that its procedures for admin
istering and reviewing its loan portfolio are effective in iden
tifying loans as to which potential loss may exist, that the 
Reserve established at December 31, 1980 and March 31, 1981 was 
adequate on those dates to absorb potential losses in the Bank's 
then existing loan portfolio, and that provisions for possible 
loan and other losses under present credit policies of the Bank 
are sufficient to maintain the adequacy of the Reserve. 

The following table summarizes the loan balances of the 
Bank at the end of each period, changes in the Allowance arising 
from charge-offs and recoveries by categories, and additions to 
the Reserve which have been charged to operations (amounts in 
thousands): 

Balances (thousands): 
Loans: 
Average loans 
Loans at end of period. 
Actual chargeoffs 
Less recoveries 
Net loan chargeoffs.... 
Reserve for possible 
loan losses 

Provision for possible 
loan losses 

Ratios: 
Net loan chargeoffs 
to average loans .427% .275% .358% .325% .331% 

Net loan chargeoffs 
to loans end of 
period .418% .201% .259% .257% .299% 
Reserve for possible 
loan losses to 
average loans 1.030% 1.360% 1.29% 1.24% .88% 

Three Months 
Ended Year Ended December '. 31, 
3/31/81 1980 1979 1978 1977 

220,342 
224,900 

(942) 
1 

(MT) 

147,386 
201,725 

(617) 
212 

(JOS) 

77,605 
107,466 

(259) 
19 

("2W 

50,701 
64,136 

(314) 
149 
(165) 

36 
40 
,858 
,861 
(172) 
50 

UTU 

2,269 2,005 1,002 627 325 

1,205 1,408 615 468 167 

97-830 0-82 
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Keserve for possible 
loan losses to loans 
end of period 1.010% .994% .93% .98% .795% 
Net loan chargeoffs 
to reserve for 
loan losses 41.470% 20. 200% 27.74% 26.27% 37.54% 

Net loan chargeoffs 
to provision for 
loan losses 78.090% 28.760% 45.20% 35.26% 73.05% 

Deposits 

The average amounts of deposits of the Bank are summarized 
below (amounts in thousands): 

Three Months 
Ended Year Ended December 31, 
3/31/81 1980 1979 1978 1977 

Demand deposits 105,168 72,38.5 39,432 28,757 21,017 
Savings 12,948 13,673 14,529 15,624 13,814 
Consumer Certificates 27,073 23,595 16,290 11,827 -0-
NOW Accounts 3,545 -0- -0- -0- -0-
Time certificates of 
deposit of $100,000 
or more 113,547 69,792 22,090 10,779 -0-
Public Time 19,325 6,162 6,370 4,117 -0-
Other Time 138 53 1,157 154 21,334(1) 

(1) The amount shown includes all public time deposits, certificates 
of deposit of $100,000 or more, and other time deposits. 

Return on Equity and on Assets 

Certain ratios of the Bank are presented below: 

Three Months 
Ended Year Ended December 31, 
3/31/81 1980 1979 1978 1977 

Percentages of net 
income to: 

Daily average total 
assets .473% 2.07% 1.78% 1.16% .91% 
Daily average stock
holders' equity 7.050% 32.99% 34.04% 19.30% 12.80% 
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Percentage of dividends 
declared per common 
share to net income 
per share 23.17% 7.00% 13.79% 30.63% 50 

Percentage of daily 
average stockholders' 
equity to daily average 
total assets 6.71% 6.27% 5.22% 6.01% 7 

Commitments and Lines of Credit 

In the normal course of business, the Bank makes con
tractual commitments to extend credit, including the issuance of 
foreign and domestic letters of credit. Such commitments may be 
short-term or long-term (but generally not longer than one year) 
and have a fixed expiration date. Prior to issuance of a commit
ment, an analysis of the credit worthiness of the client is made 
based on historical information and examination of future pros
pects. 

In addition, the Bank extends lines of credit covering 
future borrowings of a customer after similar analysis of credit 
worthiness. In most instances a maximum amount will be specified 
and the line may be cancelled at the Bank's option with notice to 
the customer. Certain of such lines are available for short-term 
advances, either secured or unsecured; others may be multipurpose. 

Average Balances and Average 
Rates Earned and Paid  

The following table sets forth each major category of 
interest-earning assets and interest-bearing liabilities, the 
average amount outstanding during the period (in thousands), the 
interest earned on such amount and the average rate: 
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(thousands) 
AVERAGE 
BALANCE INTEREST 
3/31/81 EARNED RATE 

12,438 346,688 11.30 

32,969 535,691 12.20 

324 4,878 6.11 

5,954 282,661 19.25 

-0- -0- -0-

169,088 8,921,076 19.63 

31,434 1,181,116 15.24 

16,426 570,022 14.07 

3,395 - 0 - - 0 -

INTEREST BEARING ASSETS 

U.S . T reasu ry S e c u r i t i e s 

S t a t e & Municipal 
(Tax Exempt) 

Othe r S e c u r i t i e s 

Fed Funds Sold 

Tax Exempt Loans 

Conmercial Loans 

Real E s t a t e Loans 

I n s t a l l m e n t Loans 

Other Loans 

INTEREST BEARING 
LIABILITIES 

Savings 

Consumer C e r t i f i c a t e s 

C D . Over $100M 

P u b l i c Time 

Other Time 

Now 

Fed Funds Purchased 

Other Borrowed Funds 

Subord ina ted Notes 

12,948 (166,487) 5 .21 

27,073 (822,014) 12 .31 

113,547 (4 ,500 ,694) 16 .08 

19,325 (532,476) 11.17 

138 (6 ,000) 17 .66 

3,545 ^ 4 8 , 6 7 1 5.57 

9,156 336,766 14 .92 

2,612 149 ,491 23 .21 

-0- -0- -0-

(thousands) 
AVERAGE 
BALANCE 
12-31-80 

INTEREST 
EARNED RATE 

(thousands) 
AVERAGE 
BALANCE 
12-31-79 

INTEREST 
EARNED RATE 

3,661 299,777 8.19 3,542 277,395 7.83 

23,495 1,308,325 10.31 16,763 900,530 9.95 

172 10,491 6.11 60 6,307 10.51 

2,350 282,715 12.03 119 14,933 12.55 

-0- -0- -0- 231 11,634 5.04 

115,414 20,434,457 17.71 57,361 8,537,609 14.88 

16,294 2,274,435 13.96 8,183 1,021,416 12.48 

14,585 1,940,790 13.31 11,660 1,467,300 12.58 

1,092 -0- -0- 170 -0- -0- ~3 

13,673 722,581 5.28 

23,594 2,525,938 10.71 

69,792 8,764,631 12.56 

6,162 800,736 13.00 

53 6,417 12.08 

-0- -0- -0-

5,048 739,354 14.65 

1,002 134,609 13.43 

-0- -0- -0-

14,529 734,974 5.06 

16,290 1,262,950 7.75 

22,090 2,375,569 10.75 

6,370 650,969 10.22 

1,157 103,024 8.90 

-0- -0- -0-

5,883 710,846 12.08 

131 12,460 9.52 

975 ' 74,409 7.64 
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PRINCIPAL STOCKHOLDERS OF THE COMPANY AND THE BANK 

The Company is the sole shareholder of the Bank's Common 
Stock, excluding directors qualifying Shares. At the present 
time, the Company has issued and outstanding 162,466 Shares of 
its $1.00 par value Common Stock. The following table sets forth, 
as of May 1, 1981, the number of Shares of Common Stock of the 
Company held by each person who is known by management of the 
Company to«own beneficially more than 5% of its outstanding shares 
of Common Stock: 

NAME OF BENEFICIAL NUMBER OF SHARES PERCENTAGE OF 
OWNER ' BENEFICIALLY OWNED OUTSTANDING SHARES 

Bill P. Jennings 
Oklahoma City, Oklahoma 59,423 36.58% 

The Rooney Corporation(1) 
Tulsa, Oklahoma 15,065 9.27% 

Ronald H. Burkes 8,307 5.11% 
Oklahoma City, Oklahoma 

Carl W. Swan 9,819 6.04% 
Oklahoma City, Oklahoma 

(1) Mr. John E. Rooney, a director of the Company who owns an 
additional 2,252 Shares, is a principal stockholder and 
officer of The Rooney Corporation. 

Currently, the Company has issued and outstanding 4,225 
shares of its $60.00 par value Preferred Stock. The following 
table sets forth, as of May 1, 1981, the number of shares of 
Preferred Stock of the Company held by each person who is known 
by management of the Company to own beneficially more than 5% of 
its outstanding Preferred Stock: 

NAME OF BENEFICIAL NUMBER OF SHARES PERCENTAGE OF 
OWNER BENEFICIALLY OWNED OUTSTANDING SHARES 

Frank L. Murphy 2,540 60.12% 
Oklahoma City, Oklahoma 

Allen B. and Collen Pease 931 22.04% 
Oklahoma City, Oklahoma 

Hazel and J. C. Cravens 454 10.75% 
Oklahoma City, Oklahoma 
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OFFICERS AND DIRECTORS OF THE COMPANY AND THE BANK 

Set forth below are the names and ages of the directors 
and executive officers of the Company and the Bank, the year each 
first became a director of the Company and of the Bank, together 
with the number of Shares of Common Stock of the Company, and shares 
of Preferred Stock of the Company owned beneficially on May 1, 1981. 

NAME AND 
PRINCIPAL 
OCCUPATION AGE 

A DIRECTOR OF 
(i) COMPANY AND 
(ii) BANK 

SINCE 

SHARES OF 
COMPANY COM
MON STOCK 

OV7NED 
BENEFICIALLY 

SHARES OF 
COMPANY PRE
FERRED STOCK 

OWNED 
BENEFICIALLY 

Bill P. Jennings 
Chairman & Chief 
Executive Officer 
of Bank 

57 (i) 1975 
(ii) 1975 

59,423 

Frank L. Murphy 
Vice Chairman of 
the Board 

60 (i) 1979 
(ii) 1964 

225 2,540 

Eldon L. Beller 
President of Bank 

Elizabeth M. Coe 
President of 
Merrick Foundation 

57 (i) N/A 
(ii) 1981 

57 (i) N/A 
(ii) 1975 

1,000 

2,800 

-0-

C. F. Kimberling 
Owner, Kimberling 
Food Markets 

62 (i) N/A 
(ii) 1963 

450 -0-

Marvin Margo, M.D. 
McBride Clinic, Inc. 

57 (i) N/A 
(ii) 1965 

400 -0-

Jerry Richardson 
President of Dub 
Richardson Ford 

(i) N/A 
(ii) 1975 

319 -0-

V7. A. Ross 
President of 
Dub Ross Company 

53 (i) 1979 
(ii) 1975 

2,944 -0-
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Richard C. Haugland 45 
Vice President 
Citizens National 
Bank, 
Muskogee, Oklahoma 

Gene H. Smelser 62 
President of Val 
Gene's Food 
Services 

(i) N/A 
(ii) 1981 

(i) N/A 
(ii) 1968 

15 

450 -0-

Bill Stubbs 
Real Estate 
Investments 

59 (i) N/A 
(ii) 1964 

1,765 -0-

Carl W. Swan 
Independent 
Oil Producer 

55 (i) 1979 
(ii) 1976 

9,819 -0-

Ronald H. Burks 
Chairman of the 
Board 
Burks Investments, 
Inc. 

39 (i) 1980 
(ii) 1980 

8,307 -0-

John E. Rooney — 
President 
Rooney Corporation 

Gary M. Cook 39 
Chairman, 
Trend Construction 
Corporation 

J. C. Cravens 77 
Investments 

H. Mead Norton 79 
President, 
Norton Invest
ment Co. 

(i) 1975 
(ii) N/A 

(i) N/A 
(ii) 1980 

(i) N/A 
(ii) 1960 

(i) N/A 
(ii) 1974 

17,317 

1,500 

-0-

1,346.5 

-0-

454 

James G. Randolph 
President 
Kerr-McGee Coal 
Corporation 

51 (i) N/A 
(ii) 1979 

3,000 -0-
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Tony W. Williams 40 
Executive Vice 
President, Bank 

Bill G. Patterson 31 
Executive Vice 
President, Bank 

Bill Coy 47 
Senior Vice 
President, Bank 

John H. Miller 64 
Vice President 
and Trust 
Officer, Bank 

Dan Thompson 30 
Senior Vice 
President, Bank 

Remuneration of Directors 
and Executive Officers 

The following tabulation shows all direct remuneration 
paid by the Company and its subsidiaries for the year ended 
December 31, 1980, for services in all capacities to (i) each 
director of the Bank whose aggregate total remuneration exceeded 
$50,000, (ii) each of the five highest paid executive officers of 
the Bank whose aggregate total remuneration exceeded $50,000, and 
(iii) all directors and executive officers of the Bank as a group. 

Cash and Cash-Equivalent 
Forms of Remuneration 

Securities or Aggregate 
Salaries, Property, In- of 
Fees, surance Benefits Contingent 

Name of Individual Commissions or Reimbursement, Forms of 
or Identity of Group and Bonuses Personal Benefits Remuneration 

Bill P. Jennings 75,133.24 1,400 -0- (1) 
President and Chief 
Executive Officer 

(i) N/A 
(ii) N/A 

-0-

(i) N/A 
(ii) 1981 

8,032 -0-

(i) N/A 
(ii) N/A 

-0-

(i) N/A 
(ii) N/A 

600 -0-

(i) N/A 
(ii) N/A 

150 -0-
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Frank L. Murphy 63,300 1,300 -0- (1) 
Secretary-Treasurer 
Vice Chairman 

All Directors and 220,700 5,300 73,512(1) 
Executive Officers 
as a group (18) 
Persons(2) 

(1) During calendar year 1980 the Bank contributed $73,512 to the 
Defined Benefit Plan (the "Plan") in which there were 55 
active participants (including 6 Executive Officers of the 
Bank) at December 31, 1980. The amount of the Bank's contribu
tion under the Plan in respect of a specific person is not and 
cannot readily be separately or individually calculated. 

(2) As used above, the term "Executive Officers" means all Senior 
Vice Presidents and above. 

Certain Transactions 

Certain of the executive officers, directors and prin
cipal stockholders of the Company, and their related interest 
have deposit accounts with the Bank, and also have other trans
actions with the Bank, including loans in the ordinary course of 
business. See Note 3 to Notes to Financial Statements of the 
Company at March 31, 1981. A related interest includes any com
pany or other organization of which an executive officer or di
rector of the Bank (i) owns, controls, or has the power to vote 
25% or more of any class of voting securities of the company; 
(ii) controls the election of a majority of the directors of the 
company; or (iii) has the power to exercise a controlling influence 
over the management of policies of the company. The Bank does 
not make loans to its officers in the ordinary course of business; 
isolated consumer loans have been made to officers in compliance 
with applicable federal laws and regulations. The aggregate 
amount of loans to directors and their related interest as a 
group outstanding at March 31, 1981 was approximately $2,804,600, 
representing approximately 13% of the total of the Bank's capital 
stock, surplus and undivided profits (the "Bank's equity capital 
accounts") on that date. 
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In January 1981, the Company acquired Penn Realty from 
Bill P. Jennings, Chairman and Chief Executive of the Company. 
Penn Realty was formed in September 1980 for the purpose of ac
quiring title to the Quail Run Apartment project ("Quail Run") 
after Quail Run had defaulted on a construction loan to the Bank. 
Subsequent to acquiring Penn Realty, the Company contributed 
$1,250,061.48 to its capital which was used by Penn Realty to 
repay loans made to it by the following persons (all Directors 
of the Company): 

Bill P. Jennings $ 625,030.74 
W. A. Ross 104,171.29 
Frank L. Murphy 104,171.79 
Ronald H. Burks 208,343.58 
Carl W. Swan 208,343.58 

DESCRIPTION OF CAPITAL STOCK 

General 

The table appearing under the heading "Capitalization" 
sets forth the authorized capital stock of the Company at March 
31, 1981, and as adjusted to give effect to the sale of Shares 
offered hereby. 

Common Stock 

The holders of Common Stock are entitled to receive 
such dividends as may be declared by the Board of Directors of 
the Company with respect to the Common Stock out of funds legally 
available therefor. The payment of dividends on the Common Stock 
is also subject to limitations contained in the Oklahoma Business 
Corporation Act. See "Dividends and Stock Redemption." 

In the event of liquidation, dissolution or winding-up 
of the affairs of the Company, the holders of outstanding shares 
of Common Stock are entitled to share pro rata according to their 
respective interests in the Bank's assets and funds remaining 
after payment or provision for payment of all debts and other 
liabilities of the Bank and after payment in the full amount of 
the liquidation preference and any class of preferred stock or 
other equity security senior in right of payment to the Common 
Stock. 
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Preferred Stock 

The Company has authorized one class of $60.00 par value 
6.5% cumulative preferred stock. Holders of preferred stock are 
entitled to receive annual cumulative dividends of $3.90 per 
share in preference to any dividends upon the Company's common 
stock. In the event of liquidation, the holders of preferred 
stock shall be entitled to be paid in full both the par value of 
such shares and any dividends accrued but unpaid, before any 
amount is paid to owners of the Company's common stock. Each 
share of preferred stock is subject to conversion into one share 
of common stock of the Company at any time at the option of the 
holder thereof. The shares of preferred stock are subject to 
redemption at the option of the Company, in whole or in part, 
upon payment of the par value thereof and accrued dividends at 
any time following January 1, 1989. 

RESTRICTIONS ON RESALE 

The shares offered herein have not been registered with 
the Securities and Exchange Commission or any state regulatory 
authority, and are offered pursuant to Section 4(2) of the Secu
rities Act of 1933 and Rule 146 adopted pursuant thereto and pur
suant to Section 401(b)(9) of the Oklahoma Securities Act, which 
exempt transactions by an issuer not involving a public offering. 

All shares to be issued pursuant to the Offer will bear 
the following legend: 

THE SECURITIES REPRESENTED BY THIS CERTIFICATE HAVE 
NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933 
OR THE OKLAHOMA SECURITIES ACT. THE SECURITIES HAVE 
BEEN ACQUIRED FOR INVESTMENT AND MAY NOT BE TRANS
FERRED FOR VALUE IN THE ABSENCE OF AN EFFECTIVE REGIS
TRATION OF THEM UNDER THE SECURITIES ACT OF 1933 AND/OR 
APPLICABLE STATE SECURITIES LAWS, OR AN OPINION OF 
COUNSEL TO THE COMPANY THAT SUCH REGISTRATION IS NOT 
REQUIRED UNDER SUCH ACT OR ACTS. 

LEGAL PROCEEDINGS 

The Company is not a party to any legal proceedings. 
The Bank is a party, both as plaintiff and defendant, to several 
legal actions arising out of the conduct of its business. In the 
opinion of management, the ultimate liability, if any, resulting 
from the legal actions to which the Bank is a party will not 
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materially affect the financial position or results of operation 
of the Bank. 

LEGAL OPINION 

The Company has received an opinion from McAfee & Taft 
A Professional Corporation, 100 Park Avenue, Oklahoma City, 
Oklahoma 73102, to the effect that the shares of Common Stock 
have been duly and validly authorized and, when the Subscription. 
Price therefor has been paid and the shares of Common Stock issued 
in accordance with appropriate corporate proceedings, will be 
duly and validly issued, fully paid and nonassessable. 

ACCOUNTANTS 

The financial statements of the Company included in 
this Offering Circular with respect to the year ended December 
31, 1980 have been examined by Arthur Young & Company, independent 
certified public accountants, whose report thereon appears else
where herein. 
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FIRST PENN CORPORATION 

CONSOLIDATED FINANCIAL STATEMENTS 

MARCH 3 1 , 1981 

(UNAUDITED) 
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KJKST PEI,'N CORPORATION 

CONSOLIDATED BALANCE SHEET 

MARCH 3 1 , 1981 

(UNAUDITED) 

ASSETS 

Cash and due from banks $ 30,794,191 
Investment securities (Note 3) 47,442,707 
Loans, less reserve for possible loan 
losses of $2,269,467 (Notes 4 and 5) 222,795,538 

Premises and equipment (Notes 6 and 8) 4,442,608 
Investment in Real Estate Project (Note 12) 1,248,964 
Accrued interest receivable 10,847,119 
Other assets (Note 2) 1,266,161 

Total assets $318,837,288 

LIABILITIES AND STOCKHOLDERS1 EQUITY 

Deposits: 

Demand $ 87,826,098 
Savings 13,431,058 
Time 144,513,478 

Total deposits 245,770,634 

Federal funds purchased 6,200,000 
Other liabilities (Note 7) 4,669,568 
Notes payable (Note 8) 8,606,800 
Commercial paper 34,845,667 
Loans sold under agreement to 
v repurchase 3,687,887 

Total liabilities 303,780,556 

Stockholders' equity (Note 10): 
6.5% cumulative preferred stock, 
$60 par value; 5,000 shares 
authorized, 4,225 shares issued 253,500 

Common stock, $1 par value; 250,000 
shares authorized, 162,466 shares 
issued 162,466 

Surplus 7,420,753 
Retained earnings 7,220,013 

Total stockholders* equity 15,056,732 

Total liabilities and 
stockholders' equity $318,837,288 

See accompanying notes. 
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FIRST PLN'N CORPORATION 

CONSOLIDATED STATEMENTS OF INCOME 

Three Months Ended March 31, 1981 

(UNAUDITED) 

Interest income: 
Interest and fees on loans $10,136,890 
Interest on investment securities: 
Taxable 346,688 
Tax exempt 535,692 

Total interest on investment 
securities 882,380 

Interest on federal funds sold 282,662 

Total interest income 11,301,932 

Interest expense: 
Interest on deposits: 
Savings 166,488 
Time 5,227,289 
Other 123,356 

Total interest on deposits 5,517,133 

Interest on commercial paper 1,489,272 
Interest on federal funds purchased 414,276 
Interest on notes payable 415,329 

Total interest expense 7,836,010 

Net interest earnings 3,465,922 

Provision for possible loan losses 1,205,000 

Net interest earnings after 
provision for possible 
loan losses 2,260,922 

Other income: 
Service charges on deposit accounts 153,829 
Other service charges and fee income 669,547 
°ther 30,726 

Total other income 854,102 

(Continued on following page) 
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FIRST 1'ENN CORPORATION 

CONSOLIDATED STATEMENTS OF INCOME 

Three Months Ended March 31, 1981 

(UNAUDITED) 

Other expense; 
Salaries $ 755,485 
Employee benefits 107,654 
Occupancy and equipment expense 272,534 
Other 808,684 

Total other expense 1,944,357 

Income before income taxes 1,170,667 
Provision for income taxes (Note 9) 333,000 

Net Income $ 837,667 

See accompanying notes. 
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FIRST 1'ENN CORPORATION 
(consolidated and parent company) 

STATEMENTS OP STOCKHOLDERS' EQUITY 
Three Months Ended March 31, 1981 

(UNAUDITED) 

Preferred Common 
stock stock 

Balance at December 

31, 1980 $253,500 $162,46( 

Net income -

Preferred stock 
dividends -

Balance at March 

31, 1981 $253,500 $162,466 

Retained 
Surplus earnings 

$7,420,753 $6,398,824 

837,667 

- (16,478) 

$7,420,753 $7,220,013 

See accompanying notes. 
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FIRST PENN CORPORATION 
(parent company only) 

BALANCE SHEETS 

MARCH 31, 1981 

(UNAUDITED) 

ASSETS 

Cash on deposit with subsidiary bank 
Certificate of deposit of subsidiary bank 
Receivable from Penn Realty 
Receivable from subsidiary bank 
Investment in stock of subsidiary Bank ( Note 2 ): 
Equity in net assets 
Cost in excess of net assets acquired 

Investment in real estate project ( Note 12 ) 

Land ( Note 8 ) 

TOTAL ASSETS 

March 31, 1981 

$ 9,362,728 
24,269,535 

500 
1,141,672 

21,583,035 
741,842 

22,324,877 
1,250,061 

23,574,938 
1,250,890 

$ 59,600,263 

LIABILITIES AND STOCKHOLDERS* EQUITY 

Liabilities: 
Other liabilities: 
Income taxes payable 
Interest payable 
Other 

Commercial paper 
Notes payable ( Note 8 ) 

TOTAL LIABILITIES 

855,535 
218,664 
16,865 

1, • 0 9 1 , , 064 
34, , 845 , , 667 

8, , 606 . , 8 0 0 

$ 44,543,531 

Stockholders' equity ( Note 10 ): 
6.5% cumulative preferred stock , $60 par value; 5,000 
shares authorized, 4,225 shares issued 
Common stock, $1 par value; 250,000 shares authorized, 
162,466 shares issued 
Surplus 
Retained earnings 

TOTAL STOCKHOLDERS' EQUITY 

TOTAL LIABILITIES AND STOCKHOLDERS1 EQUITY 

253,500 

162,466 
7,420,753 
7,220,013 

15,056,732 

$ 59,600,263 

See accompanying notes 
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FIRST PENN CORPORATION 
(parent company only) 

STATEMENTS OF INCOME 

THREE MONTHS ENDED MARCH 31, 1981 

(UNAUDITED) 

Income from subsidiary bank: 
Dividends 
Interest on certificates of deposit 
Total income from subsidiary bank 

Other income 
Total income 

Expenses: 
Interest 
Amortization 
Other expenses 
Total expenses 

Loss before income tax benefit, equity in 
undistributed earnings of subsidiary 

Income tax benefit ( Note 9 ) 

Loss before undistributed earnings of 
subsidiary 

Equity in undistributed earnings of 
subsidiary 

Net\income 

See accompanying notes 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



782 

FIRST PEKN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

MARCH 31. 1981 

(UNAUDITED) 

1. Summary of significant accounting policies 

Principles of consolidation - The consolidated financial statements 
include the accounts of First Penn Corporation ("the Company") and its 
subsidiaries, Penn Square Bank, N.A. ("the Bank") and Penn Realty Company. 
All significant intercompany transactions and accounts have been eliminated. 

Investment securities - Investment securities are stated at cost 
adjusted for amortization of premiums and accretion of discounts on the 
straight-line method to maturity. Gains and losses on sales of investment 
securities are computed on the specific cost identification method. 

Interest on loans - Interest on commercial and real estate loans is 
accrued based on the principal amount outstanding. Interest on installment 
loans is recognized as revenue based on the sum-of-the-montbs-digits 
method. 

Reserve for possible loan losses - The reserve for possible loan 
losses is a valuation reserve which has been provided from charges to * 
earnings in the form of provisions for possible loan losses. The provision 
charged to earnings is the amount which, in the opinion of management, 
is considered necessary to maintain the balance in the reserve for 
possible loan losses at a level adequate to absorb potential losses in 
the loan portfolio. The provision is based on loans specifically 
identified as probable losses and other factors which, in management's 
judgment, deserve recognition in estimating possible loan losses. 

\ Premises and equipment - Premises and equipment are stated at cost 
less accumulated depreciation. Depreciation is computed on the straight-
line and declining balance basis over the estimated useful lives of 
the individual assets. 

Retirement plan - The Bank has a noncontributory retirement plan 
covering substantially all full-time employees. The Bankfs policy is 
to fund costs accrued, including amortization of prior service costs. 

Income taxes - The Company and its subsidiaries file a consoli
dated income tax return. Income tax charges are allocated to the subsi- -
diaries on the basis of its taxable income included in the consolidated 
financial statements. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



783 

FIRST PENN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

MARCH 31, 1981 

(UNAUDITED) 

1. Summary of significant accounting policies (continued) 

Deferred income taxes are provided on all significant timing differences. 
These differences relate primarily to (1) the difference between the provision 
for possible loan losses reported for income tax purposes and that reported 
for financial statement purposes and (2) amortization over a ten-year period 
of the effect of the change for income tax purposes in 1978 from the cash 
basis to the accrual basis of reporting certain revenues and expenses. 

Investment tax credits are accounted for on the flow-through method. 

2. Investment in subsidiary 

During 1976 and 1977, the Company acquired 83,259 shares of the 100,000 
outstanding shares of the Bank. This acquisition was accounted for as a 
purchase and the excess of cost over fair market value of the net assets 
acquired of $851,792 is being amortized on a straight-line basis over a 
period of forty years. The unamortized balance of $741,842 at March 31, 1981 is 
included in other assets in the consolidated balance sheet. 

During 1979, the Company offered to issue to the minority shareholders 
of the Bank for each share of the Bank's common stock owned either (1) one 
and one-half shares of the Company's $1 par value common stock or (2) one 
share of the Company's preferred stock. 

In September 1979 the following exchanges were effected: 

Number of shares of 
bank stock" Number of shares of 
exchanged company stock issued 

Common Preferred 

The additional investment acquired in the Bank was recorded at net book 
value of the Bank stock which in management's opinion approximated fair market 
value of the net assets acquired. 
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FIRST PKNN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

MARCH 31, 1981 

(UNAUDITED) 

2. Investment in subsidiary (continued) 

In addition, the Company offered to exchange one share of its common stock 
for each $40 of principal face value of the Bank's $1,000,000 subordinated 
notes. All note holders exercised their options in exchange for 25,000 shares 
of the Company's common stock. In October, the Company canceled the Bank's 
liability on these notes resulting in an additional $1,000,000 investment in 
the subsidiary bank. In addition, a cash capital contribution of $1,000,000 
was made by the Company to its subsidiary bank in 1979. 

In January, 1980, the Company purchased the remaining 10 outstanding 
shares of the Bank at a cost of $200 per share. The excess of cost over fair 
market value oc the shares acquired was $1,206. This amount is included in the 
unamortized excess cost at March 31, 1981. A cash capital contribution of 
$7,500,000 was made by the Company to its subsidiary bank in 1980. 

3. Investment securities 

The carrying values and estimated market values of investment securities 
at March 31, 1981 are as follows: 

March 31, 1981 

United States Treasury securities 
Obligations of states and political 
subdivisions 
Other 

Carrying 
Value  

$13,041,279 

34,056,428 
345,000 

$47,442,707 

Market 
Value 

$12,484,814 

29,988,083 
345,000 

$42,817,897 
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FIRST l'ENN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

MARCH 31, 1981 

(UNAUDITED) 

3. Investment securities (continued) 

At March 31, 1981 investment securities with book values aggregating 
$16,400,500 were pledged to secure public funds. 

4. Loans 

Loans are stated at face value less unearned income. The amount of unearned 
income at March 31, 1981 was $1,393,325. Loans at March 31, 1981 are as follows: 

March 31, 1981 

Commercial $170,373,202 
Real Estate 34,783,989 
Installment 17,074,083 
Other 2,833,731 

225,065,005 
Reserve for possible loan losses (2,269,467) 

$222,795,538 

Included in outstanding loans at March 31, 1981 were loans totaling $2,804,600 
to officers and directors, or their affiliates. Also during 1981 the Bank 
purchased loans from and sold loans to two banks in which an officer-director 
of the Company held an equity interest. At March 31, 1981 outstanding 
transactions with these banks consisted of: 

Loan participations purchased $1,652,265 

Loan participations sold $6,496,157 

Management believes all such loans are made in the ordinary course of 
business. 

5. Reserve for possible loan losses 

Changes in the reserve for possible loan losses were as follows: 
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FIRST PENN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

MARCH 31, 1981 

(UNAUDITED) 

5. Reserve for possible loan losses (continued) 

March 31, 1981 

Balance at December 31, 1980 $2,004,587 
Provision charged to operating expense 1,205,000 
Recoveries of loans previously charged off 725 
Losses charged off (940,845)  

Balance at March 31, 1981 $2,269,467 

6. Premises and equipment 

An analysis of premises and equipment follows: 

March 31, 1981 

Land $ 1,720,316 
Building 1,869,622 
Furniture and equipment 1,450,359 
Other 719,868 

5,760,165 
Less accumulated depreciation 1,317,557 

$ 4,442,608 

N The land account is composed of land on which the drive-in facility is 
located and unimproved land. 

7. Other liabilities 

Other liabilities consist of the following: 

March 31, 1981 

Accrued interest payable $ 3,249,648 
Income taxes payable 911,859 
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FIRST Pl-NN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

MARCH 31, 1981 

(UNAUDITED) 

7. Other liabilities (continued) 

March 31, 1981 

$ 176,710 
331,351 

$4,669,568 

8. Notes payable 

Notes payable consist of the following obligations of the parent 
company: 

March 31, 1981 

Demand notes payable secured by 
98,354 shares of the Bank's stock: 
Due February 26, 1982 at Chicago 
floating prime interest rate $7,500,000 
Demand note payable, due May 29, 1981 
at Dallas prime interest rate, secured by 
land held by the parent company at cost 
of $1,250,890 1,106,800 

$ 8,606,800 

Deferred federal income taxes 
Other 

It is the intention of management to seek to renew the debt upon maturity 
of the demand notes. 
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FJRST PENN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

MARCH 31, 1981 

(UNAUDITED) 

9. Income taxes 

Consolidated income tax expense consists of the following components: 

March 31, 1981 

$ 294,000 
39,000 

$ 333,000 

A reconciliation of the amount computed by applying the federal statutory 
rate of 46% and the effective income rate follows: 

March 31, 1981 , 

Income tax at statutory rate $ 538,507 
Tax exempt interest (213,231) 
State taxes, net of federal benefit 21,821 
Other (14,097) 

$ 333,000 

x The income tax benefit for the parent company represents the excess of 
amounts payable by its subsidiary in lieu of paying federal income 
taxes on a separate return basis over the taxes payable on the consolidated 
return. 

10. Common and preferred stock 

On September 6, 1979, the stockholders approved an amendment to the 
Articles of Incorporation increasing the number $1 par value common stock 
authorized to 250,000 shares from the previously authorized 100,000 shares. 
The stockholders also approved the authorization of 5,000 non-voting preferred, 
shares with a par value of $60 and with dividends cumulative at the annual 
rate of 6.5%. Each preferred share is convertible into one share of the common 
stock of the Company at any time at the option of the holder and is subject 
to redemption at the option of the Company upon payment of the par value 
plus accrued dividends at any time following January 1, 1989. 

Current tax: 
Federal 
State 
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FIRST PKNN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

MARCH 31, 1981 

(UNAUDITED) 

10. Common and preferred stock (continued) 

No cash dividends may be paid on common stock if the dividends on the preferred 
stock is in arrears. 

11. Commitments 

The Bank has lease agreements for (1) the land under the main bank, which 
expire in 2029, and (2) office facilities one of which expires in 1985 with 
renewal options for three five-year terms, one of which expires in 1981, and 
two which expire in 1984 both with renewal options for three one-year terms. 
Minimum annual rentals under these leases are as follows: 

1981 $118,353 
1982-1983 122,752 
1984 21,119 
1985 7,980 
1986-1989 7,200 
1990-2029 3,000 

In addition to the minimum rental for one of the office facility leases, 
the Bank also pays additional .rental based on a percent of average total 
deposits as defined for each lease year. The lease covering the land provides 
for rental payments to be adjusted every 10 years based on a cost of living 
index. Total rental expense for the three months ended March 31, 1981 amounted 
to approximately $27,000. 

\ 
12. Investment in real estate project in foreclosure 

In January, 1981, the Company acquired, from certain officer-stockholders, 
all of the outstanding stock of Penn Realty for $1,250,000. Penn Realty's 
primary asset is an uncompleted real estate development project which is 
subject to bank debt of $3,776,044 at March 31, 1981 of which approximately 
$1,473,,000 is payable to the Bank. The lead lending bank has instituted 
foreclosure proceedings against this project. In addition, certain suppliers 
of the project have filed third party claims against the Company's subsidiary 
bank for materials supplied the project and punitive damages. 

The ultimate realization of the Company's investment in the real estate 
project is dependent upon completion and/or sale of the project in an amount 
in excess of outstanding liabilities. Under terms of an agreement with the 
lead lending bank, proceeds, if any, in excess of loan balances will be 
remitted to the Bank. 

Management is of the opinion no significant loss will be incurred in 
connection with this transaction. 
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KIR ST VVMH CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

MARCH 31, 1981 

(UNAUDITED) 

13. Statement of changes in financial position 

Under generally accepted accounting principles, a statement of changes 
in financial position is required for each period for which an income 
statement is presented. The Company does not prepare such a statement 
in the normal course of business. Accordingly a statement of changes 
in financial position for the three months ended March 31, 1981 is not 
included. 
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PENN SQUARE BANK N.A. 

FIN/iNCIAL STATEMENTS 

MARCH 31, 1981 

(UNAUDITED) 
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PEKN SQUAKK BANK 1J.A. 

BALANCE SHEET 

MARCH 31, 1981 

(UNAUDITED) 

ASSETS; MARCH 31, 1981 

Cash and Due from Banks $ 30,794,191 
U. S. Treasury Securities ( Note 2 ) 13,041,279 
Obligations of States & Political Subdivisions ( Note 2 ) ... 34,056,428 
Federal Reserve Stock ( Note 2 ) 345,000 
Federal Funds Sold 0 
Loans, less Reserve for Possible Loan Losses of $2,269,467 
( Note 3 & 4 ) 222,630,689 
Bank Premises & Other Equipment ( Note 5 ) 3,191,718 
Investments in Subsidiary (Note 11) 230,101 
Other Assets 11,371,438 

TOTAL ASSETS $315,660,844 

LIABILITIES: 

Demand Deposits 97,259,756 
Time Deposits 182,214,071 
Loans Sold Under Repurchase 3,687,887 
Reserve for Interest 3,091,323 
Reserve for Taxes 1,339,856 
Other Liabilities 284,916 
Federal Funds Purchased 6,200,000 

TOTAL LIABILITIES $294,077,809 

EQUITY CAPITAL ACCOUNTS: 

Common Stock, $10 Par Value: 100,000 Shares Authorized 1,000,000 
Surplus 10,500,000 
Retained Earnings ( Note 7 ) 10,083,035 

TOTAL EQUITY CAPITAL 21,583,035 

TOTAL LIABILITIES AND EQUITY CAPITAL $315,660,844 

See accompanying notes. 
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PENN SQUARE BANK N.A. 

STATEMENT OF EARNINGS 

THREE MONTHS ENDED MARCH 31, 1981 

(UNAUDITED) 

OPERATING INCOME: MARCH 31, 1981 

Interest and Fees on Loans $ 10,131,128 
Income on Federal Funds Sold 282,662 
Interest on U. S. Treasury Securities 346,688 
Interest on Obligations of States & Political Subdi
visions of the U.S 535,692 
Interest on Other Bonds and Notes A,878 
Dividends on Stock 0 
Service Charges on Deposit Accounts 153,829 
Other Income 699,033 

TOTAL OPERATING INCOME $ 12,153,910 

(Statement of Earnings-Continued on Next Page) 
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PKNN SQUARE BANK N.A. 

STATEMENT OF EARN1NCS 

THREE MONTHS ENDED MARCH 31, 1981 

(UNAUDITED) 

OPERATING EXPENSE: MARCH 31, 1981 

Salaries and Employee Benefits $ 863,139 
Interest on Deposits 6,148,325 
Expense of Federal Funds Purchased 414,276 
Occupancy Expense of Bank Premises 272,534 
Advertising 58,501 
Outside Services 130,210 
Provision for Possible Loan Losses ( Note 1 ) 1,205,000 
Other Expense 608,043 

TOTAL OPERATING EXPENSES 9,700,028 

Income Before Income Taxes & Securities Gains or Losses 2,453,882 
Applicable Income Taxes ( Note 6 ) (943,250) 
Income Before Securities Gains or Losses 1,510,632 

Securities (Losses), Net of Related Income Taxes 0 

NET INCOME $ 1,510,632 

(See accompanying notes) 
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PENN SQUARE BANK N.A. 

STATEMENT OF STOCKHOLDER'S EQUITY 

THREE MONTHS ENDED MARCH 31, 1981 

(UNAUDITED) 

Balance Beginning of Period 
Net Income (Loss) 
Cash Dividends 
Other Increases (Decreases) 

Common 
Stock 
(Par-$10.00) 

Surplus 

$1,000,000 $10,500,000 

None None 

Retained 
Earnings 

$ 8,922,403 
1,510,632 
(350,000) 
None 

Balance End of Period $1,000,000 $10,500,000- $10,083,035 
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PENN SQUARE BANK N.A. 

NOTES TO FINANCIAL STATEMENTS 

MARCH 31, 1981 

(UNAUDITED) 

1. Summary of significant accounting policies 

Investment securities - Investment securities are stated at cost adjusted 
for amortization of premiums and accretion of discounts on the straight-line 
method to maturity. Gains and losses on sales of investment securities are 
computed on the specific cost identification method. 

Interest on loans - Interest on commercial and real estate loans is accrued 
based on the principal amount outstanding. Interest on installment loans is 
recognized as revenue based on the sum-of-the-months-digits method. 

Reserve for possible loan losses - The reserve for possible loan losses is 
a valuation reserve which has been provided from charges to earnings in the 
form of provisions for possible loan losses. The provision charges to earnings 
is the amount which, in the opinion of management, is considered necessary to 
maintain the balance in the reserve for possible loan losses at a level 
adequate to absorb potential losses in the loan portfolio. The provision is 
based on loans specifically identified as probable losses and other factors 
which, in management's judgement, deserve recognition in estimating possible 
loan losses. 

Premises and equipment - Premises and equipment are stated at cost less 
accumulated depreciation. Depreciation is computed on the straight-line 
and declining balance basis over the estimated useful lives of the individual 
assets. 

Retirement plan - The Bank has a noncontributory retirement plan covering 
substantially all full-time employees. The Bank's policy is to fund costs 
accrued, including amortization of prior service costs. 

Income taxes - First Penn Corporation, the parent company, and Penn Square 
Bank N.A. file a consolidated income tax return. Income tax charges are 
allocated to the Bank on the basis of its taxable income included in the 
consolidated financial statements. 
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PENN SQUARE BANK N.A. 

NOTES TO FINANCIAL STATEMENTS 

MARCH 31, 1981 

(UNAUDITED) 

1. Summary of significant accounting policies (continued) 

Deferred income taxes are provided on all significant timing differences. 
These differences related primarily to (1) the difference between the provision 
for possible loan losses reported for income tax purposes.and that reported 
for financial statement purposes and (2) amortization over a ten-year period 
of the effect of the change for income tax purposes in 1978 from the cash basis 
to the accrual basis of reporting certain revenues and expenses. 

Investment tax credits are accounted for on the flow-through method. 

2. Investment securities 

The carrying values and estimated market values of investment securities 
at March 31, 1981 are as follows: 

United States Treasury securities 
Obligations of states and political 
subdivisions 
Other 

At March 31, 1981 investment securities with book values aggregating 
$16,400,500 were pledged to secure public funds. 

3. Loans 

Loans are stated at face value less unearned income. The amount of 
unearned income at March 31, 1981 was $1,393,325. Loans at March 31, 1981 
are as follows: 

Commercial $170,373,202 
Real Estate 16,909,234 
Installment 34,783,989 
Other 2,833,731 

• .224,900,156 
Reserve for possible 
loan losses (2,269,467) 

$222,630,689 

Carrying 
value 

Market 
value 

$13,041,279 $12,484,814 

34,056,428 
345,000 

29,988,083 
345,000 

$47,442,707 $42,817,897 
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PENN SQUARE BANK N.A. 

NOTES TO FINANCIAL STATEMENTS 

MARCH 31, 1981 

(UNAUDITED) 

3. Loans (continued) 

Included in outstanding loans at March 31, 1981 were loans totaling 
$2,804,600 to officers and directors, or their affiliates. Also during 1981 
the Bank purchased loans from and sold loans to two banks in which an officer-
director of the Company held an equity interest. At March 31, 1981 outstanding 
transactions with these banks consisted of: 

Loan participations purchased $1,652,265 

Loan participations sold $6,496,157 

Management believes all such loans are made in the ordinary course of 
business. 

A. Reserve for possible loan losses 

Changes in the reserve for possible loan losses for the three months ended 
March 31, 1981 were as follows: 

March 31, 1981 

Balance at December 31, 1980 $ 2,004,587 
Provision charged to operating expense 1,205,000 
Recoveries of loans previously charged 
off 725 
Losses charged off (940,845)  

Balance at March 31, 1981 $ 2,269,467  

Premises and equipment 

An analysis of premises and equipment follows: 

March 31, 1981 

Land $ 469,426 
Building 1,869,622 
Furniture and equipment 1,450,359 
Other 719,868 

4,509,275 
Less accumulated depreciat ion 1,317,557  

$ 3,191,718 
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PENN SQUARE BANK N.A. 

NOTES TO FINANCIAL STATEMENTS 

MARCH 31, 1981 

(UNAUDITED) 

5. Premises and equipment (continued) 

The land account is composed of land on which the drive-in facility 
is located and unimproved land. 

6. Income Taxes 

Penn Square Bank and its parent company, First Penn Corporation, file a 
consolidated income tax return. Income tax charges are allocated to the Bank 
on the basis of its taxable income included in the consolidated financial 
statements. 

The difference in the expected tax provision computed at the statutory 
rate and the provision included in the accompanying income statement related 
primarily to the tax exempt municipal interest income. 

7. Stockholders Equity 

The Bank is a wholly-owned subsidiary of a one-bank holding company. Debt 
service requirements of the Bank's Parent company are met primarily through 
dividends paid by the Bank to its parent. At March 31, 1981, the Parent 
company's borrowings totaled $8,606,800 with interest at floating prime of 
the lending bank. Interest on the outstanding principal of the Parent's 
debt is due quarterly. 

8. Commitments 

The Bank has lease agreements for (1) the land under the main bank, which 
expires in 2029, and (2) office facilities one of which expires in 1985 with 
renewal options for three five-year terms, one of which expires in 1981, and 
two which expire in 1984 both with renewal options for three one-year terms. 
Minimum annual rentals under these leases are as follows: 

1981 $118,353 
1982-1983 122,752 
1984 21,119 
1985 7,980 
1986-1989 7,200 
1990-2029 3,000 
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PENN SQUARE BANK N.A. 

NOTES TO FINANCIAL STATEMENTS 

MARCH 31, 1981 

(UNAUDITED) 

8. Commitments (continued) 

In addition to the minimum rental for one of the office facility leases, 
the Bank also pays additional rental based on a percent of average total 
deposits as defined for each lease year. The lease covering the land provides 
for rental payments to be adjusted every 10 years based on a cost of living 
index. Total rental expense for the three mdnths ended March 31, 1981 
amounted to approximately $27,000. 

9. Contingency 

At March 31, 1981, the Bank has a participation interest of $1,473,000 
in loans relating to an uncompleted real estate project. The project is in 
foreclosure and certain suppliers of the project have filed third party 
claims against the Bank for materials supplied to the project and for 
punitive damages. Management is of the opinion no significant losses will 
be incurred in connection with these claims. 

10. Statement of changes in financial position 

Under generally accepted accounting principles, a statement of changes 
in financial position is required for each period for which an income 
statement is presented. The Bank does not prepare such a statement in the 
normal course of business. Accordingly, a statement of changes in financial 
position for the three months ended March 31, 1981 is not included. 

11. Investment in Subsidiary 
The investment in the subsidiary is carried at the Bank's equity in the 

subsidiary*s net assets. The Bank owns 100% of its subsidiary, First Penn 
Leasing Corporation, which was incorporated on July 11, 1975. Earnings have 
not been material. 
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The Board of Directors 
First Penn Corporation 

We have examined the accompanying balance sheets (company and 
consolidated) of First Penn Corporation at December 31, 1980 
and 1979 and the related statements (company and consolidated) 
of income, stockholders' equity and changes in financial 
position for the years then ended. Except as stated in the 
following paragraph, our examinations were made in accordance 
with generally accepted auditing standards and, accordingly, 
included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the circum
stances. 

We were unable to satisfy ourselves as to the adequacy of the 
reserve for possible loan losses at December 31, 1980 due to 
the lack of supporting documentation of collateral values of 
certain loans. 

In our opinion, except for the effects of such adjustments, if 
any, on the 1980 financial statements (company and consoli
dated) as might have been determined to be necessary had we 
been able to satisfy ourselves as to the adequacy of the 
reserve for possible loan losses, the statements mentioned 
above present fairly the financial position (company and 
consolidated) of First Penn Corporation at December 31, 1980 
and 1979 and the results of operations (company and consoli
dated) and the changes in financial position (company and 
consolidated) for the years then ended, in conformity with 
generally accepted accounting principles applied on a consis
tent basis during the period. 

CA/\A^fa*^-S <-^LO<*^&r *~* C^<7^f(^^> 

March 13, 1981 
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FIRST PENN CORPORATION 

CONSOLIDATED BALANCE SHEETS 

December 31, 1980 and 1979 

ASSETS 

Cash and due from banks 
Investment securities (Note 3) 
Loans, less reserve for possible loan 

losses of $2,004,587 ($1,002,097 in 
1979) (Notes 4, 5 and 12) 

Federal funds sold 
Premises and equipment (Notes 6 and 8) 
Accrued interest receivable 
Other assets (Note 2) 

Total assets 

LIABILITIES AND STOCKHOLDERS' EQUITY 

1980 

$ 59,625,519 
42,627,346 

199,894,664 
16,000,000 
3,724,388 
7,372,553 
1,213,248 

1979 

$ 25,671,661 
22,982,819 

106,484,882 
1,100,000 
1,936,348 
2,495,276 
1,033,114 

$330,457.718 $161,704.100 

Deposits: 
Demand 
Savings 
Time 

Total deposits 

Federal funds purchased 
Other liabilities (Note 7) 
Notes payable (Note 8) 
Commercial paper 
Loans sold under agreement to 

repurchase 

Total liabilities 

Stockholders' equity (Note 10): 
6.5% cumulative preferred stock, 

$60 par value; 5,000 shares 
authorized, 4,225 shares issued 

Common stock, $1 par value; 250,000 
shares authorized, 162,466 shares 
issued (108,311 shares in 1979) 

Surplus 
Retained earnings 

Total stockholders' equity 

Total liabilities and 
stockholders' equity 

$135,029,063 $ 79,701,722 
13,341,126 13,261,028 

136,522,794 56,717,078 

284,892,983 149,679,828 

650,000 400,000 
4,636,579 1,975,341 
8,606,800 3,160,001 
14,640,252 

2,795,561 -

316,222,175 155,215,170 

253,500 

162,466 
7,420,753 
6,398,824 

14,235,543 

253,500 

108,311 
3,142,508 
2,984,611 

6,488,930 

$330.457,718 $161,704.100 

See accompanying notes. 
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FIRST PENN CORPORATION 

CONSOLIDATED STATEMENTS OF INCOME 

Years ended December 31, 1980 and 1979 

1980 1979 

Interest income: 
Interest and fees on loans 
Interest on investment securities: 
Taxable 
Tax exempt 

Total interest on investment 
securities 

Interest on federal funds sold 

Total interest income 

Interest expense: 
Interest on deposits: 
Savings 
Time 
Other 

Total interest on deposits 

Interest on commercial paper 
Interest on federal funds purchased 
Interest on notes payable 
Interest on subordinated notes 

Total interest expense 

Net interest earnings 

Provision for possible loan losses 

Net interest earnings after 
provision for possible 
loan losses 

Other income: 
Service charges on deposit accounts 
Other service charges and fee income 
Other 

Total other income 

5524 ,665 ,544 S l l , 0 3 8 , 8 0 9 

299,778 
1,308,326 

1,608,104 

282,715 

715,844 
11,834,081 

2,745 

1,055,686 
871,220 
791,024 

15,270,600 

11,285,763 

1,407,830 

9,877,933 

366,920 
431,738 
89,312 

887,970 

277,397 
908,630 

1,186,027 

14,933 

26,556,363 12,239,769 

734,974 
4,360,560 

56,650 

12,552,670 5,152,184 

710,847 
189,450 
59,656 

6,112,137 

6,127,632 

615,000 

5,512,632 

108,212 
279,050 
61,536 

448,798 

(Continued on following paee) 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



804 

FIRST PENN CORPORATION 

CONSOLIDATED STATEMENTS OF INCOME 
(CONTINUED) 

Years ended Decomber 31, 1980 and 1979 

1980 1979 

Other expense: 
Salaries $ 1,997,560 $ 1,243,156 
Employee benefits 341,656 237,381 
Occupancy and equipment expense 618,828 390,363 
Other 2,410,459 1,208,478 

Total other expense 5,368,503 3,079,378 

Income before income taxes, 
minority interest and 
securities losses 5,397,400 2,882,052 

Provision for income taxes (Note 9) 1,966,710 969,675 

Income before minority 
interest and securities 
losses 3,430,690 1,912,377 

Minority interest - 232,112 

Income before securities 
losses 3,430,690 1,680,265 

Securities losses, net of related 
income taxes and minority interest - 7,111 

Net income S 3,430,690 $ 1,673,154 

See acompanying notes. 
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FIRST PENN CORPORATION 
(consolidated and parent comnany) 

STATEMENTS OF STOCKHOLDERS' EQUITY 

Years ended Decr-mber 31, 1980 and 1979 

Preferred Common Retained 
stock stock Surplus earnings 

Balance at December 
31, 1978 S $ 64,552 $1,387,918 $1,311,457 

Net income - 1,673,154 
Exchange of stock 
for stock of 
subsidiary bank 
(Note 2) 253,500 18,759 779,590 

Exchange of stock 
for subordinated 
notes of sub
sidiary bank 
(Note 2) - 25,000 975,000 -

Balance at December 

31, 1979 253,500 108,311 3,142,508 2,984,611 

Net income - 3,430,690 

Common stock issued - 54,155 4,278,245 

Preferred stock _ 
dividends - - - (16,477) 

Balance at December 
31, 1980 $253,500 $162,466 $7,420,753 $6,398.824 

See accompanying notes. 
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FIRST PENN CORPORATION 

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 

Years ended December 31, 1980 and 1979 

1980 1979 

Source: 
Net income $ 3,430,690 $ 1,673,154 
Charges against (credits to) income 

not involving funds in the current 
period: 
Depreciation and amortization 307,887 187,858 
Excess of provision for possible 
loan losses over net loan 
charge-offs 1,002,490 374,606 

Amortization of premiums on 
securities 129,209 57,303 

Accretion of discounts on 
securities (36,625) (16,890) 

Deferred federal income taxes 76,710 (26,000) 
Amortization of cost in excess 
of net assets of subsidiary bank 21,348 21,314 

Net book value of property 
dispositions 12,562 -
Funds provided from 
operations 4,944,271 2,271,345 

Decrease in federal funds sold - 2,900,000 
Proceeds of borrowings 5,606,800 1,000,000 
Increase in deposits 135,213,155 59,033,185 
Increase in federal funds purchased 250,000 400,000 
Increase in other liabilities 2,584,528 
Increase in commercial paper 14,640,252 
Loans sold under agreement to 

repurchase 2,795,561 
Common stock issued in exchange for 

subordinated notes of. subsidiary 
bank (Note 2) - 1,,000,000 

Common stock issued in exchange for 
subordinated notes of subsidiary 
bank (Note 2) - 786,226 

Preferred stock issued in exchange 
for stock of subsidiary bank 
(Note 2) - 265,623 

Proceeds from the sale of common stock 4 ,332,400 -

$170,366,967 $67,656,379 

(Continued on following page) 
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FIRST PENN CORPORATION 

CONSOLIDATED STATEMENTS OK CHANGES IN FINANCIAL POSITION 
(Continued) 

Years ended December 31, 1980 and 1979 

1980 1979 

Application: 
Increase in cash and due from banks $ 33,953,858 $15,075r152 
Increase in securities 19,737,111 5,351,876 
Increase in loans 94,412,272 43,252,807 
Increase in federal funds sold 14,900,000 
Additions to premises and equipment 2,106,886 236,838 
Increase in accrued interest 
receivable 4,877,277 1,238,279 

Increase in other assets 203,085 11,141 
Decrease in other liabilities - 1,390,286 
Payments on notes payable 160,001 100,000 
Cancellation of indebtedness of 

subordinated notes of subsidiary 
bank (Note 2) - 1,000,000 

Preferred stock dividends 16,477 -

$170,366,967 $67,656,379 

See accompanying notes. 
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FIRST PENN CORPORATION 
(parent company only) 

BALANCE SHEETS 

December 31, 1980 and 1979 

ASSETS 

Cash on deposit with subsidiary bank 
Certificate of deposit of subsidiary 
bank 

Receivable from subsidiary bank 
Investment in stock of subsidiary 
(Note 2): 
Equity in net assets 
Cost in excess of net assets 
acquired 

Land (Note 8) 
Other assets 

Total assets 

LIABILITIES AND STOCKHOLDERS' FQUITY 

Liabilities: 
Other liabilities: 

Income taxes payable 
Interest payable 
Other 

Commercial paper 
Notes payable (Note 8) 

Total liabilities 

Stockholders' equity (Note 10): 
6,5* cumulative preferred stock, S60 
par value; 5,000 shares authorized, 
4,225 shares issued 

Common stock, $1 par value; 250,000 
shares authorized, 162,466 shares 
issued (108,311 shares in 1979) 

Surplus 
Retained earnings 

Total stockholders' eauity 

Total liabilities and 
stockholders' eauity 

1980 

S 7,595,651 $ 

8,300,000 
873,083 

20,422,403 

747,180 

21,169,583 
1,242,721 

1979 

7,442 

701,500 

8,936,511 

767,322 

9,703,833 
18,782 

839,229.084 S10.431,557 

977,535 
752,089 
16,865 

1, , 7 4 6 , , 4 8 9 
14, ,640 , 2 5 2 

8, . 6 0 6 , , 800 

766,490 
1,271 
14,865 

24,993,541 

253,500 

782,626 

3,160,001 

3,942,627 

253,500 

162,466 108,311 
7,420,753 3,142,508 
6,398,824 2,984,611 

14,235,543 6,488,930 

839,229,084 S10.431,557 

See accompanying notes. 
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FIRST PENN CORPORATION 
(parent company only) 

STATEMENTS OF INCOME 

Years ended December 31, 1980 and 1979 

1980 1979 

Income from subsidiary bank: 
Dividends 
Interest on subordinated notes 
Interest on certificates of deposit 

Total income from subsidiary 
bank 

Expenses: 
Interest 
Amortization 
Other expenses 

Total expenses 

Income (loss) before income tax benefit, 
equity in undistributed earnines of 
subsidiary and securities losses 

Income tax benefit (Note 9) 

Income (loss) before undistributed 
earnings of subsidiary and 
securities losses 

Equity in undistributed earnines of 
subsidiary before securities losses 

Income before securities losses 

Equity in securities losses of subsidiary, 
net of related income taxes 

S 300,000 S 233,125 
7,533 

270,375 -

570,375 240,658 

1,846,710 189,450 
22,951 22,946 
4,305 13,959 

1,873,966 226,355 

(1,303,591) 14,303 

749,183 95,225 

(554,408) 109,528 

3,985,098 1,570,737 

3,430,690 1,680,265 

- 7,111 

Net income 83,430.690 SI.673,154 

See accompanying notes. 
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FIRST PENN CORPORATION 
(parent company only) 

STATEMENTS OF CHANGES IN FINANCIAL POSITION 

Years ended December 31, 1980 and 1979 

1980 1979 

Source: 
Net income $ 3,430,690 $1,673,154 
Charges against (credit to) income not 

involving funds in the current period: 
Equity in undistributed earnings of 
subsidiary (3,985,098) (1,563,626) 

Amortization of organization costs 1,603 1,632 
Amortization of cost in excess of 

net assets of subsidiary bank 21,348 21,314 

Funds provided from (absorbed 
by) operations (531,457) 132,474 

Proceeds of borrowings 5,606,800 1,000,000 
Increase in taxes payable 211,045 600,413 
Increase in accrued interest payable 750,818 1,270 
Increase in commercial paper 14,640,252 
Increase in other liabilities 2,000 14,000 
Common stock issued in exchange for 

subordinated notes of subsidiary 
bank (Note 2) - 1,000,000 

Common stock issued in exchange for 
stock of subsidiary bank (Note 2) - 786,226 

Preferred stock issued in exchange for 
stock of subsidiary bank (Note 2) - 265,623 

Proceeds from sale of common stock 4,332,400 -

$25.011^858 $3,800,006 

Application: 
Increase in cash $ 7,588,209 $ 7,021 
Increase in certificates of deposit 8,300,000 
Increase in receivable from subsidiary 171,583 623,956 
Purchase of land 1,242,721 
Increase in other assets 30,867 17,180 
Additional equity investment in sub

sidiary bank through (Note 2): 
Capital contribution 7,500,000 1,000,000 
Cancellation of indebtedness of 
subordinated notes of subsidiary 
bank - 1,000,000 

(Continued on following page) 
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FIRST PENN CORPORATION 
(parent company only) 

STATEMENTS OF CHANGES IN FINANCIAL POSITION 
(CONTINUED) 

Years ended December 31, 1980 and 1979 

1980 1979 

Acquisition of subsidiary bank 
stock $ 2,000 SI,051,"849 

Payment on notes payable 160,001 100,000 
Preferred stock dividends 16 ,477 -

825,011,858 $3.800,006 

See accompanying notes. 
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FIRST PENN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

December 31, 1980 and 1979 

1. Summary of significant accounting policies 

Principles of consolidation - The consolidated finan-cial 
statements include the accounts of First Penn Corporation ("the 
Company") and its subsidiary, Penn Square Bank N.A. ("the Bank"). 
All significant intercompany transactions and accounts have been 
eliminated. 

Investment securities - Investment securities are stated at 
cost adjusted for amortization of premiums and accretion of dis
counts on the straight-line method to maturity. Gains and losses 
on sales of investment securities are computed on the specific cost 
identification method. 

Interest on loans - Interest on commercial and real estate 
loans is accrued based on the principal amount outstanding. 
Interest on instalment loans is recognized as revenue based on the 
sum-of-the-months-digits method. 

Reserve for possible loan losses - The reserve for possible 
loan losses is a valuation reserve which has been provided from 
charges to earnings in the form of provisions for possible loan 
losses. The provision charged to earnings is the amount which, in 
the opinion of management, is considered necessary to maintain the 
balance in the reserve for possible loan losses at a level adequate 
to absorb potential losses in the loan portfolio. The provision is 
based on loans specifically identified as probable losses and other 
factors which, in management's judgment, deserve recognition in 
estimating possible loan losses. 

Premises and equipment - Premises and equipment are stated at 
cost less accumulated depreciation. Depreciation is computed on 
the straight-line and declining balance basis over the estimated 
useful lives of the individual assets. 

Retirement plan - The Bank has a noncontributory retirement 
plan covering substantially all full-time employees. The Bank's 
policy is to fund costs accrued, including amortization of prior 
service costs. 

Income taxes - The Company and its subsidiary bank file a 
consolidated income tax return. Income tax charges are allocated 
to the Bank on the basis of its taxable income included in the 
consolidated financial statements. 
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FIRST PENN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

December 31, 1980 and 1979 

1. Summary of significant accounting policies (continued) 

Deferred income taxes are provided on all significant timing 
differences. These differences relate primarily to (1) the dif
ference between the provision for possible loan losses reported for 
income tax purposes and that reported for financial statement 
purposes and (2) amortization over a ten-year period of the effect 
of the change for income tax purposes in 1978 from the cash basis 
to the accrual basis of reporting certain revenues and expenses. 

Investment tax credits are accounted for on tho flow-through 
method . 

2. Investment in subsidiary 

During 1976 and 1977, the Company acquired 83,259 shares of the 
100,000 outstanding shares of the Rank. This acquisition was 
accounted for as a purchase and the excess of cost over fair market 
value of the net assets acquired of 3851,792 is being amortized on 
a straight-line basis over a period of forty years. The unamor
tized balances of 8747,180 and S767,322 at December 31, 1980 and 
1979, respectively, are included in other assets in the consoli
dated balance sheet. 

During 1979, the Company offered to issue to the minority 
shareholders of the Bank for each share of the Bank's common stock 
owned either (1) one and one-half shares of the Company's SI par 
value common stock or (2) one share of the Company's preferred 
stock. 

In September 1979 the following exchanges were effected: 

Number of shares of 
company stock issued 

Common Preferred 

16,731 18,759 4,225 

The additional investment acquired in the Bank was recorded at 
net book value of the Bank stock which in management's opinion 
approximated fair market value of the net assets acquired. 

Number of shares of 
bank stock 
exchanged 
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FIRST PENN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

December 31, 1980 and 1979 

2. Investment in subsidiary (continued) 

In addition, the Company offered to exchange one share of its 
common stock for each $40 of principal face value of the Bank's 
$1,000,000 subordinated notes. All note holders exercised their 
options in exchange for 25,000 shares of the Company's common 
stock. In October, the Company canceled the Bank's liability on 
these notes resulting in an additional $1,000,000 investment in 
the subsidiary bank. In addition, a cash capital contribution of 
$1,000,000 was made by the Company to its subsidiary bank in 
1979. 

In January, 1980, the Company purchased the remaining 10 
outstanding shares of the Bank at a cost of $200 per share. The 
excess of cost over fair market value of the shares acquired was 
$1206. This amount is included in the unamortized excess cost at 
December 31, 1980. A cash capital contribution of $7,500,000 was 
made by the Company to its subsidiary bank in 1980. 

3. Investment securities 

The carrying values and estimated market values of investment 
securities at December 31, 1980 and 1979 are as follows: 

Consolidated 

United States Treasury securities 
Obligations of states and political 
subdivi sions 

Other 

United States Treasury securities 
Obligations of states and political 
subdivisions 

Other 

1980 

Carrying 
value 

Market 
value 

$10,992,420 $10,643,000 

31,334,926 
300,000 

26,546,000 
300,000 

$42,627,346 $37.489,000 

1979 

$ 3,181,184 $ 2,816,000 

19,741,635 
60,000 

18,013,000 
60,000 

$2 2,982,̂ 819 $20,889,000 
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FIRST PENN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

December 31, 1980 and 1979 

3. Investment securities (continued) 

At December 31, 1980 and 1979 investment securities with book 
values aggregating $18,549,000 and $9,460,000, respectively, -were 
pledged to secure public funds. 

4. Loans 

Loans a r e s t a t e d s a t f a c e v a l u e l e s s u n e a r n e d income. The 
amount of unea rned income a t December 3 1 , 1980 and 1979 was 
$1,537,889 and $1 ,903 ,264 , r e s p e c t i v e l y . Loans at December 31 , 
1980 and 1979 a r e as f o l l o w s : 

Consol ida ted 

1980 1979 

Commercial $155,798,134 $ 83,424,493 
Real estate 26,763,002 10,532,265 
Instalment 16,356,789 13,263,098 
Other 2,981,326 267,123 

201,899,251 107,486,979 
Reserve for possible loan losses (2,004,587) (1,002,097) 

$199,894,664 $106,484,882 

Included in outstanding loans at December 31, 1980 were loans 
totaling $3,846,129 to officers and directors, or their affiliates. 
Also during 1980 the Bank purchased loans from and sold loans to 
two banks in which an officer-director of the Company held an 
equity interest. At December 31, 1980 outstanding transactions 
with these banks consisted of: 

Loan participations purchased $1,737,484 

Loan participations sold $6,767,646 

Management believes all such loans are made in the ordinary 
course of business. 

5. Reserve for possible loan losses 

Changes in the reserve for possible loan losses during.- .1980 
and 1979 were as follows: \ 
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•/ FIRST PENN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

December 31, 1980 and 1979 

5. Reserve for possible loan losses (continued) 

Consolidated 

1980 1979 

Balance at beginning of year $1,002,097 $ 627,491 
Provision charged to operating expense 1,407,830 615,000 
Recoveries of loans previously charged 
off 212,061 19,038 

Losses charged off (617,401) (259,432) 

Balance at end of year $2,004,587 $1,002,097 

6. Premises and equipment 

An analysis of premises and equipment follows: 

Consolidated  

1980 1979 

Land $1,712,146 $ 469,426 
Building " 1,607,244 1,461,562 
Furniture and equipment 1,158,227 845,699 
Other 459,455 74,259 

4,937,072 2,850,946 
Less accumulated depreciation 1,212,684 914,598 

S3,724,388 $1,936,348 

The land account is composed of land on which the drive-in 
facility is located and unimproved land. 

7. Other liabilities 

Other liabilities consist of the following: 

Consolidated 

1980 1979 

Accrued interest payable $3,186,239 $1,012,187 
Income taxes payable 1,032,859 821,769 
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' FIRST PENN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

December 31, 1980 and 1979 

Other liabilities (continued) 

Consolidated 

1980 1979 

Deferred federal income taxes $ 176,710 3 75,000 
Other 240,771 66,365 

34,636,579 31,975,341 

8. Notes payable 

Notes payable consist of the following obligations of the 
parent company: 

Parent Company and 
consolidated 

1980 1979 

Demand notes payable secured by 
98,354 shares of the Bank's stock: 
Due February 26, 1981 at Chicago 
floating prime interest rate 87,500,000 $ 

Due February 26, 1980 at New York 
prime interest rate not to exceed 
8% - 2,160,001 

Due December 28, 1980 at New York 
prime interest rate - 1,000,000 

Demand note payable, due February 27, 
1981 at Dallas prime interest rate, 
secured by land held by the parent 
company at cost of 31,242,721 1,106,800 -

38,606,800 33,160,001 

Subsequent to year end, the 37,500,000 demand note was extended 
to February 26, 1982 and the SI,106,800 demand note was extended to 
May 29, 1981. It is the intention of management to seek to renew 
the debt upon maturity of the demand notes. 
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FIRST PFNN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

December 31, 1980 and 1979 

9. Income taxes 

Consolidated income tax expense, including the tax effects 
of securities losses, consists of the following components: 

1980 1979 

Current tax: 
Federal $1,710,000 $888,400 
State 180,000 100,000 

1,890,000 988,400 

Deferred 76,710 (26,000) 

SI,966.710 S962.400 

A reconciliation of the amount computed by applying the federal 

statutory rate of 46% and the effective income rate follows: 
1980 1979 

Income tax at statutory rate $2,482,804 $1,318,468 
Tax exempt interest (585,059) (392,375) 
Investment tax credit (42,955) (12,200) 
State taxes, net of federal benefit 97,200 54,000 
Other 14,720 (5,493) 

$1.966.710 $ 962.400 

An analysis of the provision (credit) for deferred income taxes 
follows: 

Provision for possible loan losses for 
income tax purposes in excess of 
financial provision $72,400 S 15,400 

Amortization of effect of the change for 
income tax purposes in 1978 from the 
cash basis to the accrual basis of 
reporting certain revenues'and expenses (10,800) (10,800) 

Provision for state income taxes for 
financial purposes in excess of tax 
provision - (32,000) 

Other 15,110 1,400 

$76,710 $(26.000) 
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FIRST PENN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

December 31, 1980 and 1979 

9. Income taxes (continued) 

The income tax bene f i t for the parent company rep resen t s 
the excess of amounts payable by i t s subsidiary in l ieu of paying 
federal income taxes on a separate return basis over the taxes 
payable on the consolidated re turn . 

10. Common and preferred stock 

On September 6, 1979, the stockholders approved an amendment to 
the Articles of Incorporation increasing the number of $1 par value 
common stock authorized to 250,000 shares from the previously 
authorized 100,000 shares. The stockholders also approved the 
authorization of 5,000 non-voting preferred shares with a par value 
of $60 and with dividends cumulative at the annual rate of 6.5%. 
Each preferred share is convertible into one share of the common 
stock of the Company at any time at the option of the holder and is 
subject to redemption at the option of the Company upon payment of 
the par value plus accrued dividends at any time following January 
1, 1989. No cash dividends may be paid on common stock if the 
dividends on the preferred stock is in arrears. 

11. Commitments 

The Bank has lease agreements for (1) the land under the main 
bank, which expire in 2029, and (2) office facilities one of which 
expires in 1985 with renewal options for three five-year terms, one 
of which expires in 1981, and two which expire in 1984 both with 
renewal options for three one-year terms. Minimum annual rentals 
under these leases are as follows: 

1981 $118,353 
1982-1983 122,752 
1984 21,119 
1985 7,980 
1986-1989 7,200 
1990-2029 3,000 

In addition to the minimum rental for one of the office facility 
leases, the Bank also pays additional rental based on a percent of 
average total deposits as defined for each lease year. The lease 
covering the land provides for rental payments to be adjusted every 
10 years based on a cost of living index. Total rental expense for 
1980 amounted to approximately $99,000. 
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FIRST PENN CORPORATION 
(consolidated and parent company) 

NOTES TO FINANCIAL STATEMENTS 

December 31, 1980 and 1979 

12. Participation loans 

At December 31, 1980, there were participation agreements in 
effect with maturity dates prior to that of the underlying loans. 
Subsequent to December 31, 1980, the majority of the agreements 
totaling $18,651,497 were amended to reflect terms that coincide 
with the terms of the note. 

Accordingly, the participation agreements amounting to 
$20,969,203 at December 31, 1980 have not been reflected in the 
accompanying balance sheet as loans outstanding. However, the 
National Bank Examiners required that certain of these loans be 
reflected as loans outstanding in reports submitted to their 
office. After renegotiation of the terms of agreements subsequent 
to December 31, 1980, these amounts will not be included in such 
reporting. 

13. Subsequent event 

Subsequent to December 31, 1980 the Company acquired, from 
certain officer-stockholders, all of the outstanding stock of a 
company involved in a real estate development project for approxi
mately $1,250,000. The acquired company's principal asset is the 
uncompleted development project which is subject to debt of approx
imately $3,000,000. Approximately $400,000 of" this debt, at 
December 31, 1980, was payable to the Bank. The lead lending bank 
has filed foreclosure proceedings on the project. In addition, 
certain suppliers of the project have filed third party claims 
against the Bank for materials supplied the project and punitive 
damages. Management is of the opinion that no significant loss 
will be incurred in connection with this transaction. 
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SUBSCRIPTION AGREEMENT 

First Penn Corporation 
1919 Penn Square 
Oklahoma City, Oklahoma 73118 

Attention: Bill P. Jennings 

Gentlemen: 

The undersigned hereby acknowledges that he has received 
a copy of the Confidential Offering Circular, dated June , 1981 
(the "Circular"). 

Subject only to acceptance hereof by First Penn Corpora
tion (the "Company"), the undersigned hereby subscribes pursuant 
to the terms and conditions as described in the Circular, for 

Shares of the Company's Common Stock and tenders here
with by certified or cashier's check or bank draft payable in 
United States dollars to the order of the Company, as the full 
purchase price thereof the sum of $135 per Share. 

(Minimum subscription is 1150 Shares or $ ). 

Certificates representing the Shares subscribed and 
paid for are to be delivered to the undersigned at the address 
set forth below, registered in the following name or names: 

(Please type name in which Shares 
are to be registered exactly as it 
is to appear on the certificate) 

Address: 

In connection with this subscription, the undersigned 
hereby makes the following acknowledgments and representations, 
on his own behalf or as the duly authorized representative of the 
subscriber: 
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COMPLETE EACH ITEM 

(where initials are required, initial if true) 

1. If the subscription is to be executed in the name 
of a corporation, general or limited partnership, trust, or other 
entity: 

(a) I represent that such entity was formed on'~ 
, 19 , in the state of . 

Initial 

(b) I represent that I am authorized to make this 
investment for and on behalf of the entity, that I have included 
herewith evidence of such authority (resolution of board of di
rectors, etc.), and that I am sufficiently familiar with the 
financial resources and investment experience of the entity to 
accurately answer the questions contained in this Subscription 
Agreement. 

Initial 

(c) I represent that such investment is not in
consistent with the appropriate charter documents or other in
struments of formation of such entity and that I have attached 
true and correct copies thereof (i.e. certified copies of the 
Articles of Incorporation, Partnership Agreement, Declaration 
of Trust, etc.) 

Initial 

2. I understand that the offering is being made pursu
ant to the exemption from registration with the Securities and 
Exchange Commission (the "Commission") afforded by Section 4(2) 
of the Securities Act of 1933 and Rule 146 adopted by the Com
mission relating to transactions by an issuer not involving 
any public offering. Consequently, the materials submitted have 
not been subject to the review and comment by the staff of the 
Commission or the National Association of Securities Dealers, 
Inc. 

Further, I understand that the securities have not 
been registered for sale in the state of my residence. 

Initial 
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3. I have, and my offeree representative (if any)-
has, carefully read the Circular and fully understand all mat
ters and terms and conditions set forth therein. 

Initial 

4. I have, or my offeree representative (if any) has, 
had an opportunity to question, and receive answers from the -"-
officials of the Company and to verify the accuracy of the in
formation contained in the Circular (and any amendments, supple
ments, or exhibits thereto), or any other supplemental informa
tion which If or my offeree representative (if any), deem 
relevant to make an informed investment decision as to purchase 
of the Company's Shares. 

Initial 

5. I, together with my offeree representative (if 
any), have sufficient knowledge and experience in matters re
lating to business and financial matters in general to be 
capable of utilizing the information contained in the Circular 
to evaluate the risks involved in an investment in the securities 
contemplated herein; and I am capable of bearing all economic 
risks involved in this investment with full knowledge that 
this investment could result in a total loss to me. 

Initial 

6. I have a net worth of at least $500,000 (ex
cluding home, furnishings, and personal automobiles) or a net 
worth of at least $250,000 (excluding home, furnishings, and 
personal automobiles) and had during my last tax year, or will 
have during my current tax year, taxable income (not taking 
into account any deductions to be realized as a Participant of 
the Partnership) some portion of which was, or will be, subject 
to federal income taxation at a rate of not less than 50%. 

Initial 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



824 

7. The interest which I am purchasing will be acquired 
solely for my own account for investment and not for the purpose 
of resale, distribution, subdivision, or fractionalization there
of. 

Initial 

8. I understand that I must bear the economic risks 
of the investment for an indefinite period because the Shares 
have not been registered under the Securities Act of 1933 and,-
therefore, are subject to restrictions on transfer such that 
the Shares may not be sold or otherwise transferred unless they 
are registered and the Company has no intention to file a 
registration statement under such Act or to comply with Regula
tion A or any other disclosure exemption under such Act. Secu
rities Act Rule 144 would presently be inapplicable to resales 
of these Shares. The Shares may not be resold under Securities 
Act Rule 237 until they have been held by an investor for five 
years, they may be sold only in negotiated transactions which 
do not involve a broker dealer, and the transaction must not 
involve an amount greater than $50,000 or the proceeds of the 
sale of 1% of the class of securities outstanding, whichever is 
lesser. 

Initial 

9(a) I have employed an offeree representative to as
sist or advise me in connection with evaluating the risks of the 
prospective investment. 

Yes No 

(b) If the answer is "Yes" my offeree representative 
is: 

(Name) 

(Address) 

(Occupation) 
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(c) If the answer is "Yes", a copy of a written state
ment from such offeree representative in which he discloses to me. 
his relationship with Company or its affiliates, now existing or 
mutually contemplated or which has existed at any time during the 
past two years and any compensation received or to be received as 
a result of such relationship is attached hereto. 

The investment evidenced by this instrument was ofr 
fered and purchased in the State of , and 
this instrument was signed the day of , 1981..v 

Checks should be made payable to First Penn Corporation. 

(Signature of Subscriber) 

(Subscriber's Name and Social 
Security Number-please type) 

(Street Address) 

(City, State, and Zip Code) 

o 
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