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I. Condition of the National Banking System

During 1979, accelerating inflation, declining U.S.
economic growth, sharply higher imported crude oil
prices and an abrupt shift in U.S. monetary policy in-
duced some important changes within the financial
system. Most importantly, there was a large increase in
the demand for short-term, liquid financial instruments
with higher yields, such as money market certificates
of deposit and money market mutual funds. The rapid
growth of the innovative instruments not only demon-
strated the pervasiveness of inflationary expectations
but substantially diminished the importance of tradi-
tional deposit instruments.

While the effects of inflation, policy changes and fi-
nancial innovation varied among banks, the aggregate
asset, liability and capital accounts of the national
banking system reflected some structural changes the
banking system made to accommodate a more volatile
and uncertain economic environment. Many of the
changes in the national banking system during 1979,
however, were simply continuations of trends already
evident in previous years.

The total assets of the national banking system, both
foreign and domestic, grew by 11.7 percent in 1979 to
$996.3 billion. The rate of growth was slightly below
the 12 percent growth of 1978. Most of the growth in
total assets during 1979 was in the form of loans, as
net loans increased by $57.3 billion, an 11.7 percent
rate of growth. The growth in loan assets was slightly
below the $60.8 billion of new lending in 1978, which
reflected the slowing of the national economy during
the second and fourth quarters of 1979. While lending
activity increased in line with the growth of total assets
in 1979, the provision for possible loan losses in-
creased somewhat faster at a rate of 14.7 percent.

Though national banks purchased $9.2 billion in new
securities during 1979, a substantial increase from
$2.9 billion in security investment for 1978, the impor-
tance of securities within the asset portfolios of na-
tional banks has diminished in recent years. At the end
of 1979, securities comprised 15.6 percent of total as-
sets. Two years earlier, securities accounted for 18
percent of total assets.

The fastest growing identifiable asset category dur-
ing 1979 was lease financing receivables which grew
by nearly $1.5 billion, an annual rate of 22.7 percent.
Conversely, national banks reduced their holdings of
real estate by $261 million, a decline of 16.6 percent.

That reflects the continuing workout of problem real
estate lending encountered in the last recession.

The effects of rising inflation on the national banking
system were most readily indentifiable on the liability
side of the balance sheet. Most importantly, there was
a decline in the importance of traditional deposit in-
struments and an increase in the use of purchased
funds. Though total domestic deposits grew by $34
billion in 1979, the ratio of domestic deposits to total
assets declined from 62.9 to 59.7 percent. In contrast,
purchased funds, which include deposits at foreign of-
fices, federal funds, repurchase agreements and other
liabilities for borrowed money increased by $53.4 bil-
lion. As a percent of total assets, purchased funds in-
creased from 26.2 to 28.9 percent in 1979. Further, to-
tal deposits in foreign offices increased by 21.9
percent, a rate more than three times as fast as the
growth of total deposits in domestic offices.

The growth in all deposit categories, other than de-
posits at foreign offices, was slower than the 11.8 per-
cent increase in total liabilities. Most notably, demand
deposits at domestic offices grew by only 6.5 percent.
During 1979, 26-week certificates of deposit grew from
just $12 billion, or 2 percent of domestic deposits, to
$55 billion, more than 9 percent of domestic deposits.
So in addition to the relatively slow growth of domestic
deposits, there was a significant shift in those deposits
to higher interest-bearing types. Indeed, savings ac-
counts at national banks actually declined more than 7
percent to $111 billion. The deposits of federal, state
and local governments also declined.

The fastest growing liability categories reflected the
shift towards increasing reliance on short-term market
rate funds. Other liabilities for borrowed money grew
by 37.8 percent while federal funds purchased and se-
curities sold under agreements to repurchase in-
creased by 22 percent. A year earlier the growth of
federal funds and repurchase agreements was 9.1
percent.

The aggregate capital asset ratio for the national
banking system declined slightly in 1979 from 5.51 to
5.45 percent. In recent years, there has been a steady
erosion of the capital asset ratio as total assets have
grown faster than total equity capital. The influence of
inflation is readily apparent in that decline of the capi-
tal asset ratio. While the value of bank stocks and the
return on equity have remained relatively low for several
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years, as it has for most stocks, inflation has acceler- banking system. A rise in loan demand induced a shift
ated the increase in the nominal value of bank assets. of national bank assets away from securities and into

The effects of inflation and of the national economy loan assets. At the same time, the effects of inflation
approaching its cyclical peak could be discerned from caused banks to rely more heavily on purchased funds
the aggregate balance sheet accounts of the national and less on traditional instruments.
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Table 1

Assets, liabilities and capital accounts of national banks, 1978 and 1979
(Dollar amounts in millions)

Assets

Cash and due from depository institutions*

U.S. Treasury securities
Obligations of other U.S. government agencies and corporations .
Obligations of states and political subdivisions
All other securities

Total securities .

Federal funds sold and securities purchased under agreements to resell

Total loans (excluding unearned income)
Allowance for possible loan losses

Net loans .

Lease financing receivables
Bank premises, furniture and fixtures, and other assets representing bank premises
Real estate owned other than bank premises
All other assets

Total assets

Liabilities

Demand deposits of individuals, partnerships and corporations . .
Time and savings deposits of individuals, partnerships and corporations
Deposits of U.S. government
Deposits of states and political subdivisions
All other deposits
Certified and officers' checks

Total deposits in domestic offices .

Demand deposits
Time and savings deposits . . . .

Total deposits in foreign offices

Total deposits .

Federal funds purchased and securities sold under agreements to repurchase
Interest-bearing demand notes issued to U.S. Treasury
Other liabilities for borrowed money
Mortgage indebtedness and liability for capitalized leases .
All other liabilities

Total liabilities

Subordinated notes and debentures .

Equity Capital

Preferred stock
Common stock .. . .
Surplus . . .
Undivided profits and reserve for contingencies and other capital reserves . . .

Total equity capital

Total liabilities, subordinated notes and debentures and equity capital

Dec. 31, 1978
4,564 banks

Consolidated
foreign and
domestic

$170,146

45,311
21,312
66,758
12,774

146,155

31,147

494,896
4,754

490,142

6,582
12,652

1,573
33,874

892,272

175,356
294,707

2,078
45,689
35,909

7,229

560,968

220,593
340,375

156,090

717,057

64,989
7,764

12,860
1,275

35,808

839,753

3,312

29
9,912

17,291
21,976

49,207

892,272

Domestic
offices

$102,603

45,285
21,308
66,564

7,345

140,502

30,996

394,671
4,566

390,105

5,561
11,930

1,456
39,132

722,285

175,356
294,707

2,078
45,689
35,909

7,229

560,968

220,593
340,375

0

560,968

64,908
7,764
5,499
1,232

29,642

670,013

3,065

29
9,912

17,291
21,976

49,207

722,285

Dec. 31, 1979
4,448 banks

Consolidated
foreign and

domestic

$188,554

44,281
24,751
71,268
15,095

155,395

36,447

552,858
5,461

547,397

8,074
13,756

1,312
45,346

996,281

187,201
317,654

1,902
43,484
37,268

7,461

594,970

234,937
360,033

190,302

785,272

79,310
7,687

17,719
1,277

47,434

938,699

3.285

31
11,403
17,846
25,017

54,296

996,281

Domestic
offices

$106,731

44,126
24,702
70,796
9,485

149,109

36,119

442,986
5,296

437,690

6,780
12,923

1,193
41,711

792,256

187,201
317,654

1,902
43,484
37,268

7,461

594,970

234,937
360,033

0

594,970

79,152
7,687
9,439
1,234

42,444

734,926

3,034

31
11,403
17,846
25,017

54,296

792,256

Change 1978-1979
Fully consolidated

Amount

$ 18,408

-1,030
3,439
4,510
2,321

9,240

5,300

57,962
707

57,255

1,492
1,104
-261

11,472

104,009

11,845
22,947

-176
-2,205

1,359
232

34,002

14,344
19,658

34,212

68,215

14,321
- 7 7

4,859
2

11,626

98,946

- 2 7

2
1,491

555
3,041

5,089

104,009

Percent

10.8

-2.3
16.1
6.8

18.2

6.3

17.0

11.7
14.9

11.7

22.7
8.7

-16.6
33.9

11.7

6.8
7.8

-8.5
-4.8

3.8
3.2

6.1

6.5
5.8

21.9

9.5

22.0
-1.0
37.8

.2
32.5

11.8

- . 8

6.9
15.0
3.2

13.8

10.3

11.7

GO * In 1978, this category was expanded to include all depository institutions rather than just banks.
t Most demand deposits of the U.S. government were converted to "interest-bearing" demand notes issued to U.S. Treasury in late 1978.
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II. Income and Expenses of National Banks

Total income and expenses of national banks grew
even more rapidly in 1979 than during 1978, increas-
ing more than 30 percent and reflecting both the con-
tinuing rise in interest rates and a substantial growth in
bank assets. However, net income grew at the lower
rate of 17 percent, representing a reduction in interest
rate margins resulting from an increasing reliance on
market rate funds, including the spectacular growth in
the 26-week money market certificates. That 17 per-
cent growth in net income, just over $1 billion, was the
second largest increase in the last decade, exceeded
only by last year's rise of 20 percent.

During 1979, total operating income jumped 32.5
percent to $89.9 billion. That rate was nearly triple the
11.7 percent increase in assets over the year, reflect-
ing the continued ability of banks to adjust their loan
rates during a period of rapidly rising interest rates.
The prime rate, the basic commercial lending rate, in-
creased from 11.75 to 15.25 percent. All of that in-
crease occurred during the second half of the year
and followed an even larger 400-basis point increase
during 1978. Total operating expenses increased even
more rapidly during the year than income, growing
35.2 percent to $79.7 billion. The result was a $1.3 bil-
lion increase in income before taxes and securities
gains, well below last year's $2 billion increase. How-
ever, applicable income taxes increased only $163
million, or 6.3 percent to $2.7 billion, following last
year's growth of 46.6 percent. Net securities losses in-
creased a further $57 million following a $175 million
swing last year. Extraordinary income was virtually un-
changed and added $26 million to net income. Net in-
come was $7.2 billion, equal to 0.73 percent of end-of-
year assets, the second significant yearly increase in
return on assets in a row.

Interest income, including income from lease financ-
ing and corporate stock, increased 33.9 percent over
1978 to reach $82.9 billion; it accounted for more than
92 percent of total operating income. The largest com-
ponent of that, interest and fees on loans, totalled
$61.8 billion in 1979, an increase of more than 34 per-
cent over 1978. Thus in addition to loans increasing al-
most 12 percent, national banks were able to increase
the average return on their loan portfolio by nearly 2
percentage points over last year. However, interest on
balances with depository institutions and income from
federal funds transactions jumped even more dispro-

portionately, 57 and 62 percent respectively, reflecting
their short-term nature and responsiveness to changes
in interest rates.

Security holdings, which increased slowly during the
year, accounted for less than 12 percent of total oper-
ating income. That continued the trend of decreasing
reliance on income from securities, which was inter-
rupted only in 1975 as a result of depressed loan de-
mand during the recession. Although holdings of U.S.
Treasury and government agency securities continued
to decline as they have since 1976, income on those
investments rose nearly 14 percent as older issues
were replaced by higher yielding issues. Noninterest
income, resulting mainly from fees for services, in-
creased 18 percent to $7 billion.

High and rising interest rates and the success of
new market rate instruments in 1979 had a dramatic
effect on deposit costs. Total interest expense on de-
posits was $43.4 billion, an increase of 44 percent.
The expense of deposits which have long been ac-
quired at competitive market rates, large time certifi-
cates of deposits and deposits in foreign offices,
jumped 53 and 67 percent, respectively. The expense
of foreign office deposits, which remained the fastest
growing source of deposits, grew at more than three
times the actual increase in those deposits as it did the
previous year and accounted for nearly 40 percent of
the total interest expense on deposits, although they
equaled 24 percent of total deposits. The rapid growth
of 26-week money market certificates during the year
helped to push the interest expense on other deposits
up 22 percent, three times the rate of increase for last
year.

The expense of other short-term market rate funds
increased more rapidly than that for deposits. The cost
of federal funds purchased and securities sold under
agreements to repurchase grew $3.5 billion, or 70 per-
cent over 1978. The 97 percent increase in expense
on borrowed money is overstated, in part, because
banks were paying interest on federal demand notes,
for an entire year. Total interest expense was $54 bil-
lion, a 49 percent increase over 1979 and equal to 68
percent of total operating expenses.

Salaries and employee benefits increased 14.4 per-
cent, slightly greater than the rate of increase for total
assets. However, because of the effect of rising inter-
est rates, it continued to decline in proportion to total
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expenses. Net loan losses increased slightly to $1.5 cent during 1978 but still the second lowest ratio since
billion, still well below the post-recession peak of more 1946. That high rate of retention of earnings was im-
than $2 billion in 1975. As a result the expense for pro- portant because it was the primary source of equity
vision for loan losses increased only slightly to $2.3 bil- capital growth. Because of the continued rapid in-
lion. crease in net income and the slight increase in

National banks declared $2.6 billion in dividends in leveraging, net income to equity capital rose to 13.3
1979, equal to 36.6 percent of their net income. That percent from 12.5.
was a slight increase in the payout ratio of 35.6 per-
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Inconne and expenses of national banks, 1978 and 1979
(Dollar amounts in millions)

Operating income:
Interest and fees on loans
Interest on balances with depository institutions
Income on federal funds sold and securities purchased under agreements to

I \5 OC It , , , , . . . .

Interest on U.S. Treasury securities and on obligations of other U.S. government
agencies and corporations

Interest on obligations of states and political subdivisions in the United States . .
Income from all other securities (including dividends on stock)
Income from lease financing
Income from fiduciary activities
Service charges on deposit accounts
Other service charges, commissions, and fees . .
Other operating income

Total operating income

Operating expenses:
Salaries and employee benefits
Interest on time certificates of $100,000 or more (issued by domestic offices)
Interest on deposits in foreign offices
Interest on other deposits
Expense of federal funds purchased and securities sold under agreements to re-

purchase
Interest on demand notes issued to the U.S. Treasury and on other borrowed

money.*
Interest on subordinated notes and debentures
Occupancy expense of bank premises, net, and furniture & equipment expense
Provision for possible loan losses
Other operating expenses

Total operating expenses

Income before income taxes and securities gains or losses .
Applicable income taxes
Income before securities gains or losses

Securities gains (losses), gross
Applicable income taxes

Securities gains (losses), net .

Income before extraordinary items
Extraordinary items, net
Net income .

Cash dividends declared on common stock . . . .
Cash dividends declared on preferred stock . . . .

Total cash dividends declared

Recoveries credited to allowance for possible loan losses .
Losses charged to allowance for possible loan losses

Net loan losses
Ratio to total operating income:

Interest on deposits . .
Other interest expense
Salaries and employee benefits
Other non-interest expense
Total operating expenses

Ratio of net income to:
Total assets (end of period)
Total equity capital (end of period)

1978
4,564 banks

Amount

$45,997.7
4,407.3

2,197.8

4,721.6
3,252.1

693.2
639.4

1,214.8
1,089.5
1,932.2
1,696.9

67,842.4

10,845.2
7,021.9

10,139.7
12,873.9

4,989.6

1,023.1
234.3

3,194.3
2,131.2
6,522.5

58,975.8

8,866.6
2,591.0
6,275.6

-253.5
-125.2
-128.3

6,147.3
26.1

6,173.4

2,194.7
1.4

2,196.1

685.9
2,124.6
1,438.7

Percent
distribution

Percent

44.3
9.2

16.0
17.5
86.9

0.69
12.5

67.8
6.5

3.2

7.0
4.8
1.0
0.9
1.8
1.6
2.8
2.5

100.0

18.4
11.9
17.2
21.8

8.5

1.7
0.4
5.4
3.6

11.1

100.0

1979
4,448 banks

Amount

$61,801.9
6,931.2

3,551.2

5,367.2
3,748.2

754.9
730.5

1,345.0
1,316.1
2,453.0
1,887.0

89,886.1

12,403.7
10,723.5
16,903.5
15,737.0

8,498.4

2,014.7
265.4

3,571.3
2,251.7
7,356.2

79,725.5

10,160.6
2,753.7
7,406.8
-349.4
-163.2
-186.2

7,220.7
26.0

7,246.7

2,648.2
1.5

2,649.7

756.6
2,296.5
1,539.9

Percent
distribution

Percent

48.2
12.0
13.8
14.7
88.7

0.73
13.35

68.8
7.7

4.0

6.0
4.2

.8

.8
1.5
1.5
2.7
2.1

100.0

15.6
13.5
21.2
19.7

10.7

2.5
.3

4.5
2.8
9.2

100.0

Change, 1978-1979

Amount

$15,804.2
2,523.9

1,353.4

645.6
496.1

61.7
91.1

130.2
226.6
520.8
190.1

22,043.7

1,558.5
3,701.6
6,763.8
2,863.1

3,508.8

991.6
31.1

377.0
120.5
833.7

20,749.7

1,294.0
162.7

1,131.2

-95.9
-38.0

-57.9

1,073.4
- . 1

1,073.3

453.5
1

453.6

70.7
171.9
101.2

Percent

34.4
57.3

61.6

13.7
15.3
8.9

14.2
10.7
20.8
27.0
11.2

32.5

144
52.7
66.7
22.2

70.3

96.9
13.3
11.8
5.7

12.8

35.2

14.6
6.3

18.0

37.8
30.4

45.1

17.5
- . 4
17.4

20.7
7.1

20.7

10.3
8.1
7.0

" Most demand deposits of the U.S. government were converted to "interest-bearing" demand notes issued to the U.S. Treasury in late 1978
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Structural Changes in the National Banking
System

During 1979, the structure of the national banking
system, while continuing the trend of previous years
toward concentration, was significantly affected by the
full implementation of three new statutes previously en-
acted by Congress. The number of national banks de-
creased for the fourth consecutive year to 4,448 at
year-end 1979. Of those, 2,153 were unit banks. The
remaining 2,295 national banks operated a total of
18,285 branches. In addition to these 22,733 tradi-
tional banking offices, national banks operated 946
Customer-Bank Communications Terminal (CBCT)
branches. The statutory requirement that all national
banks belong to the Federal Reserve System and the
liberalization of certain state branching laws, with a re-
sulting increase in bank merger activity, remained the
major causes for this decline in the number of national
banks. During 1979, 51 national banks converted to
state charters, while only one state bank converted to
a national charter, and 39 national banks merged or
consolidated with state banks. Forty-one new national
banks were chartered during 1979. The Comptroller's
Office approved 67 merger applications involving two
or more operating banks in 1979, compared to 47
such applications in 1978. Seventy mergers were con-
summated during the year.

However, despite the trend toward concentration of
the existing system, applications for new national bank
charters again showed a marked increase, especially
in Texas, a unit-bank, multibank holding company
state. One hundred fifty-three new national bank char-
ter applications were considered during 1979. In addi-
tion, increased competition, especially from nonbanks,
had a two-fold effect on the national bank system, fur-
ther intensifying bank merger activity and stimulating
expansion through branches and CBCT's. National
banks opened 659 de novo branches and acquired
203 new branches through merger or consolidation,
while closing only 14. The number of CBCT's operated
by national banks increased by 181 during 1979.

The previously enacted Community Reinvestment
Act of 1977 (CRA), International Banking Act of 1978
(IBA) and Financial Institutions Regulatory and Interest
Rate Control Act of 1978 (FIRA) all had a major impact
on the national bank system during 1979. CRA, which
became effective in November 1978, was fully imple-
mented in early 1979; FIRA became effective March

10, 1979; the regulations implementing the Comp-
troller's responsibilities under the IBA were effective
November 13, 1979.

The purpose of CRA is to encourage federally in-
sured commercial banks (including national banks),
mutual savings banks, and savings and loan associa-
tions to help meet the credit needs of their entire com-
munities, including low and moderate income
neighborhoods, while preserving the flexibility neces-
sary to operate safely and soundly. The Comptroller is
required to take the record of CRA performance into
account in deciding virtually all types of corporate ap-
plications filed by national banks. Although only one
application was disapproved during 1979 solely on
CRA factors, several others were approved with condi-
tions designed to assure satisfactory compliance with
CRA.

FIRA contains the Depository Institutions Manage-
ment Interlocks Act and the Change in Bank Control
Act of 1978. The Interlocks Act generally prohibits
management interlocks among nonaffiliated depository
institutions, including national banks, in the same Stan-
dard Metropolitan Statistical Area or in the same or ad-
jacent city or town. The Change in Bank Control Act re-
quires persons who propose to acquire control of
national banks to give the Comptroller 60 days notice
prior to that acquisition. During that time, the Comptrol-
ler may disapprove the proposed acquisitions within
the guidelines of established statutory criteria. During
1979, 52 prior notices of intent to acquire control of a
national bank were received: no objection was made
to 48, one was withdrawn, one was disapproved and
two were pending at year-end.

The IBA, enacted to promote competitive equality
between domestic and foreign banks operating in the
United States, created a federal system of licensing
branch and agency operations of foreign banks in the
United States. The federal system, which will coexist
with the already-established state licensing system,
created an alternative choice of licensing for foreign
banks which maintain offices in the United States. The
Comptroller's implementing regulations became effec-
tive in November. Six applications for de novo federal
branches and agencies were received during 1979:
two of these were approved and four were still pend-
ing at year-end.
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Table 3

National banks and banking offices, by states, December 31, 1979

All national banks

50 States and D.C.

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of Columbia
Florida

Georgia
Hawaii
daho
Ilinois
ndiana
owa
Kansas
Kentucky
Louisiana
viaine

Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana •
Nebraska
Nevada
New Hampshire

New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island

South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

Virgin Islands
Puerto Rico

District of Columbia—all*

Total

4,448

4,448

99
6
3

68
42

139
19
6

16
221

63
3
7

410
119
99

148
79
55
14

31
71

123
205
38
98
56

117
4

36

93
40

116
26
41

177
190

6
223

5

18
33
69

615
11
12
72
21

107
131
47

0
0

17

National banks

Unit

2,153

2,153

32
0
1

15
13
93

3
2
4

80

10
1
1

247
25
48
97
17
13

1

4
8

13
132

3
49
45
79

1
7

11
10
32

3
16
37

115
1

73
0

1
20

6
560

7
4
4
2

78
83
46

0
0

4

With
branches^

2,295

2,295

67
6
2

53
29
46
16
4

12
141

53
2
6

163
94
51
51
62
42
13

27
63

110
73
35
49
11
38

3
29

82
30
84
23
25

140
75
5

150
5

17
13
63
55
4
8

68
19
29
48

1

0
0

13

Numhpr
of

branches^

18,285

18,271

346
80

333
181

2 845
' 36
204

5
136
374

343
11

184
211
526

94
79

263
290
118

373
457
956

91
271

72
9

58
75

104

991
121

1 518
853

30
1,259

62
329

1,440
116

335
90

368
27

117
48

712
615

28
95

0

6
0

138

Numhpr1 V t > # I I I KJ ^ > 1

Of
offices^

22,733

22,725

445
86

336
249

2 887
'175
223

11
152
595

406
14

191
621
645
193
227
342
345
132

404
528

1,079
296
309
170
65

175
79

140

1,084
161

1,634
879

71
1,436

252
335

1,663
121

353
123
437
642
128
60

789
636
135
226

47

6
0

155

* Includes national and nonnational banks in the District of Columbia, all of which are supervised by the Comptroller of the Currency.
t For the purposes of this table, CBCT's are not considered branches or offices. For information on those branches, see Table 8 of this report.
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Table 4

Applications for national bank charters* and charters issued, by states, calendar 1979

Received^ Approved Disapproved Withdrawn
Pending

December 31,
1979

Chartered

Total

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of Columbia .
Florida

Georgia .
Hawaii . .
Idaho . . .
Illinois . . .
Indiana . .
Iowa
Kansas . .
Kentucky
Louisiana
Maine . . .

Maryland
Massachusetts .
Michigan
Minnesota
Mississippi . . . .
Missouri
Montana
Nebraska
Nevada
New Hampshire

New Jersey . . .
New Mexico . . .
New York
North Carolina .
North Dakota . .
Ohio
Oklahoma
Oregon
Pennsylvania . .
Rhode Island . .

South Carolina . . .
South Dakota . . . .
Tennessee
Texas
Utah
Vermont
Virginia
Washington
West Virginia . . . .
Wisconsin
Wyoming

Virgin Islands . . . .

153 71 17

1
0
0
1

19
8
0
0
0
6

2
0
1
6
1
1
1
1
4
0

0
0
3
3
0
3
0
1
1
1

1
1
1
1
0
0
3
0
0
0

0
0
1

70
1
0
2
0
7
0
1

0

1
0
0
1
7
6
0
0
0
2

0
0
1
1
0
1
0
0
1
0

0
0
2
2
1
1
0
1
1
0

0
0
0
0
0
0
3
0
0
0

0
0
1

34
1
0
0
0
1
1
1

0
0
0
0
2
1
0
0
0
2

1
0
0
1
0
0
1
1
1
0

0
0
0
0
0
0
0
0
0
0

0
0
1
1
0
0
0
0
0
0

0
0
0
4
0
0
0
0
1
0
0

0
0
0
0
0
0
0
0
0
0

1
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0
0

65

0
0
0
0

10
1
0
0
0
3

0
0
0
5
1
0
0
0
2
0

0
0
1
2
0
2
0
0
0
1

1
1
0
0
0
0
0
0
0
0

0
0
0

29
0
0
2
0
4
0
0

41

2
0
0
0
3
2
0
1
0
4

0
1
1
0
1
0
0
0
1
0

0
0
2
0
1
0
0
0
0
0

0
0
0
0
0
0
3
0
0
0

0
1
0

12
1
0
0
1
0
3
1

* Excludes conversions and corporate reorganizations.
t Includes applications pending as of December 31, 1978.
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Table 5

Applications for national bank charters pursuant to
corporate reorganizations and charters issued, by states, calendar 1979

Received* Approved Disapproved Withdrawn
Pending

December 31,
1979

Chartered

Total 50 23 22 20

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of Columbia
Florida

Georgia
Hawaii
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine

Maryland
Massachusetts .
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada
New Hampshire

New Jersey . . .
New Mexico . . .
New York
North Carolina .
North Dakota . .
Ohio
Oklahoma
Oregon
Pennsylvania . .
Rhode Island . .

South Carolina .
South Dakota . .
Tennessee
Texas
Utah
Vermont
Virginia
Washington . . .
West Virginia . .
Wisconsin
Wyoming

Virgin Islands . .
Puerto Rico . . .

1
0
1
0
1
1
0
0
0
1

0
0
1
6
0
1
0
1
0
1

0
1
2
0
0
0
1
2
0
2

4
1
1
0
0
8
0
2
0
0

0
0
0
8
0
0
1
0
0
1
1

0
0

1
0
0
0
1
0
0
0
0
0

0
0
0
2
0
1
0
0
0
0

0
1
0
0
0
0
0
0
0
1

2
0
0
0
0
6
0
1
0
0

0
0
0
5
0
0
1
0
0
1
0

0
0

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0
0

0
0

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
1
0
0

0
1
1
0
0
0
0
0
0
0

1
0
0
0
0
0
0
0
0
0

0
0
0
1
0
0
0
0
0
0
0

0
0

0
0
1
0
0
1
0
0
0
1

0
0
1
4
0
0
0
0
0
0

0
0
1
0
0
0
1
2
0
1

1
1
1
0
0
2
0
1
0
0

0
0
0
2
0
0
0
0
0
0
1

0
0

1
0
0
0
1
0
0
0
0
0

0
0
0
3
0
0
0
0
0
0

0
0
1
0
0
0
0
0
0
0

0
0
0
0
0
6
0
0
0
0

0
0
0
8
0
0
0
0
0
0
0

0
0

* Includes applications pending as of December 31, 1978.
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Table 6

Applications for conversion to national bank
charter and charters issued, by states, calendar 1979

Total

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of Columbia
Florida

Georgia
Hawaii
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine

Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada
New Hampshire

New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island

South Carolina
South Dakota
Tennessee
Texas ..
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

Received*

6

0
0
0
2
0
0
0
0
0
2

0
0
0
0
0
0
0
0
0
0

0
0
0
1
0
0
0
0
0
0

0
0
1
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0
0

Approved

1

0
0
0
0
0
0
0
0
0
1

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0
0

Disapproved

0

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0
0

Withdrawn

1

0
0
0
0
0
0
0
0
0
1

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0
0

Pending
December 31,

1979

4

0
0
0
2
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

0
0
0
1
0
0
0
0
0
0

0
0
1
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0
0

Chartered

1

0
0
0
0
0
0
0
0
0
1

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

o
o
o
o
o
o
o
o
o
o
o

* Includes applications pending as of December 31, 1978.
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Table 7

Branches* of national banks, by states, calendar 1979

All national banks

50 states and D.C

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of Columbia
Florida

Georgia
Hawaii
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine

Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada
New Hampshire

New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island

South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

Virgin Islands

District of Columbia—allf

Branches
in

operation
December 31,

1978

17,437

17,431

340
79

319
175

2 761
31

201
5

133
302

332
11

178
182
507
91
75

254
277
117

356
447
868

67
256

67
8

56
85
98

973
118

1,489
809

29
1,096

60
321

1,408
115

322
85

364
13

113
46

683
594

26
89
0

6

135

De novo
branches

opened for
business
Jan. 1 to

Dec. 31, 1979

659

659

5
1

14
4

79
5
3
0
3

59

11
0
6

28
19
3
4
7

10
1

15
10
88
24
11
5
0
2
4
5

16
3

29
20

1
64
2
8

29
1

9
2
4

14
4
2

10
7
2
6
0

0

3

Branches
acquired
through

merger or
conversion
Jan. 1 to

Dec. 31, 1979

203

203

1
0
0
2
5
0
0
0
0

13

0
0
0
1
0
0
0
2
3
0

2
0
0
0
4
0
1
0
0
1

2
0
0

24
0

99
0
0
3
0

4
3
0
0
0
0

19
14
0
0
0

0

0

Existing
branches

discontinued
or

consolidated
Jan. 1 to

Dec. 31, 1979

14

14

0
0
0
0
0
0
0
0
0
o

0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0

14
0

0
0
0
0
0
0
0
0
0
0

0
0
0
o
o
o
0
0
0
0
0

0

0

Branches
in

operation
December 31,

1979

18,285

18,279

346
80

333
181

2 845
36

204
5

136
374

343
11

184
211
526

94
79

263
290
118

373
457
956

91
271

72
9

58
75

104

991
121

1,518
853

30
1,259

62
329

1,440
116

335
90

368
27

117
48

712
615

28
95

0

6

138

* Does not include CBCT or foreign branches. For those branches see Tables 8 and B-28.
t Includes national and nonnational banks in the District of Columbia, all of which are supervised by the Comptroller of the Currency.
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Table 8

CBCT branches* of national banks, by states, calendar 1979

Branches
in

operation
December 31,

1978

765

7
2
0
4
3

12
0
0
1

36

16
0
1
0
2

43
41

3
13
0

3
1
1

12
1
0
2

87
0
0

4
0

108
1

13
58

102
8

18
0

12
6

47
0
0
0

19
9
0

69
0
0

De novo
branches

opened for
business
Jan. 1 to

Dec. 31, 1979

184

4
0
0
3
0
3
0
0
0
8

9
0
0
0
3
4
6
1
4
0

1
1

48
5
0
1
0

26
0
0

0
0
5
2
1

12
7
0
4
0

6
2
3
0
0
3
0
0
0

12
0
0

Branches
acquired
through

merger or
conversion
Jan. 1 to

Dec. 31, 1979

5

0
0
0
0
0
0
0
0
0
5

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0
0
0

Existing
branches

discontinued
or

consolidated
Jan. 1 to

Dec. 31, 1979

8

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

0
0
6
0
0
1
0
0
0
0

0
0
1
0
0
0
0
0
0
0
0
0

Branches
in

operation
December 31,

1979

946

11
2
0
7
3

15
0
0
1

49

25
0
1
0
5

47
47

4
17
0

4
2

49
17

1
1
2

113
0
0

4
0

107
3

14
69

109
8

22
0

18
8

49
0
0
3

19
9
0

81
0
0

All national banks

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of Columbia
Florida

Georgia . ,
Hawaii . . .
Idaho
Illinois . . .
Indiana . .
Iowa
Kansas ..
Kentucky .
Louisiana
Maine . . .

Maryland
Massachusetts .
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada
New Hampshire

New Jersey
New Mexico . . .
New York
North Carolina .
North Dakota . .
Ohio
Oklahoma
Oregon
Pennsylvania . . .
Rhode Island . .

South Carolina .
South Dakota . .
Tennessee
Texas
Utah
Vermont
Virginia
Washington
West Virginia . . .
Wisconsin
Wyoming
Virgin Islands . .

* Customer-bank communications terminal branches.
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Table 9
De novo branch applications of national banks, by states, calendar 1979

Received* Approved Rejected Abandoned
Pending

December 31, 1979

Total 964 789 34 140

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of Columbia
Florida

Georgia
Hawaii
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine

Maryland
Massachusetts . . .
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada
New Hampshire . . .

New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island

South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming
Virgin Islands
Puerto Rico

19
3

25
6

137
9
3
0
6

104

0
11
30
30
8
1

16
9
3

20
10

116
9

10
11
0
0
7
7

25
4

25
22
2

87
10
14
58
2

21
3

11
15
3
4

25
13
0
2
0
0
0

14
3

25
6

121
9
3
0
4

87

6
0
8

26
26
4
1

12

17
8

96
5
9

10
0
0
5
7

17
4

20
18
1

71
3
9

45
2

15
3
7

11
2
3

21
10
0
1
0
0
0

0
0
0
0
3
0
0
0
0
4

0
0
2
0
0
3
0
1
0
0

0
0
2
0
0
1
0
0
0
0

1
0
2
0
0
0
0
3
4
0

2
0
3
0
0
0
1
2
0
0
0
0
0

5
0
0
0

12
0
0
0
2

12

2
0
1
4
3
1
0
3
1
0

3
2

18
4
1
0
0
0
2
0

7
0
3
4
1

16
7
2

* Includes 194 applications pending as of December 31, 1978.
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Table 10
De novo applications for federal branches and agencies

of foreign banks, by states, calendar 1979

Total
Federal branch
New York

Limited federal branch
District of Columbia
Ohio

Federal agency
New York

Received

6

2

2
1

1

Approved

2

1

0
0

1

Disapproved

0

0

0
0

0

Withdrawn

0

0

0
0

0

Pending
Dec. 31, 1979

4

1

2
1

0

Table 11

Mergers,* calendar 1979

Applications received, 1979:
Mergers
Consolidations
Purchases and Assumptions

Total received

Approvals issued, 1979:
Mergers
Consolidations
Purchases and Assumptions

Total approvals

Abandoned, 1979:
Mergers
Consolidations
Purchases and Assumptions

Total abandoned

Consummated, 1979:
Mergers
Consolidations
Purchases and Assumptions

Total consummated

Transactions
involving

two or more
operating banks

53
3

13

69

51
1

15

67

1
1
0

2

54
1

15

70

Others pursuant
to

corporate
reorganization

26
5
0

31

17
4
0

21

o
o

o

0

16
4
0

20

Total

79
8

12

100

68
5

15

88

1
1
0

2

70
5

15

90

* Includes mergers, consolidations and purchases and assumptions where the resulting bank is a national bank.
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IV. Office of the Comptroller

The Comptroller's staff directs, coordinates and
manages the day-to-day operations of his office and
advises the Comptroller on policy formulation and
technical procedures. The staff conducts special
studies, surveys and investigations and develops the
framework, monitoring and management of special
projects. Usually these have not been assigned to divi-
sions or are projects in which the Comptroller has an
immediate ongoing interest, such as the Minority Bank
Development Program. The Comptroller's Executive
Assistant and Special Assistants may act on behalf of
the Comptroller, carrying out policies and directions
and providing liaison with other agencies.

Office of the Senior Advisor

The Office of the Senior Advisor was established in
1979. The two major responsibilities of the Senior Advi-
sor are to insure that OCC policies adequately reflect
the realities of commercial banking operations and to
strengthen the interface between the OCC and the
commercial banking industry.

To accomplish the objectives of the position, the
Senior Advisor establishes and maintains contact with
commercial banks, both state and national, bank hold-
ing companies and other segments of the financial

services industry. During 1979, the Senior Advisor met
with management personnel of over 50 banking organ-
izations, investment bankers and others in the United
States.

The Senior Advisor reviews proposed congressional
testimony, legislation, regulations, public statements,
correspondence, corporate applications and examina-
tions or other supervisory activities that have policy im-
plications and provides an evaluation of the likely ef-
fects of OCC policies and actions on commercial
banks and the financial services industry. In addition,
the Senior Advisor consults with the Comptroller, mem-
bers of the Policy Group, and others regarding the on-
going organization and management of the agency.

Division of Inspections and Audits

The Division of Inspections and Audits is an inde-
pendent appraisal activity within OCC designed to
provide independent, objective and constructive re-
view and appraisal of financial, accounting and opera-
tional activities and to conduct investigations of mat-
ters relating to legality or propriety of actions by or
conduct of OCC employees. The division, created in
May 1979, functions as an independent counselor to
the Comptroller and reports directly to the Comptroller.
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V. Senior Deputy Comptroller

The Senior Deputy Comptroller is the First Deputy,
for statutory purposes and is first in order of succes-
sion to act in the absence of the Comptroller. Respon-
sibilities of the Senior Deputy Comptroller include ac-
tively participating in administration of OCC policy,
management and procedural matters as a member of
the agency's Policy Group; coordination of all inter-
agency activities; coordination of OCC's overall sup-
port and participation in the Federal Financial Institu-
tions Examination Council; and supervision of the
agency's communications, internally and with the pub-
lic.

The Office of the Senior Deputy Comptroller played
an important role in the organization and the initial ac-
tivities of the Federal Financial Institutions Examination
Council. The council was established on March 10,
1979, pursuant to Title X of the Federal Financial Insti-
tutions Regulatory and Interest Rate Control Act of
1978 (Public Law 95-630). The purpose of Title X was
to create a formal interagency body empowered to
prescribe uniform principles, standards and report
forms for the federal examinations of financial institu-
tions performed by the Board of Governors of the Fed-
eral Reserve System, Federal Deposit Insurance Cor-
poration, Federal Home Loan Bank Board, National
Credit Union Administration and Office of the Comp-
troller of the Currency and to make recommendations
promoting uniformity in the supervision of financial in-
stitutions. The council is also tasked with developing
uniform reporting systems for federally supervised fi-
nancial institutions, their holding companies and their
subsidiaries. It is to conduct schools for examiners
employed by the five agencies represented on the
council and to make such schools available to em-
ployees of state financial institutions supervisory agen-
cies. The overall intent of the legislation is that the
council's actions be designed to promote consistency
in federal examination and to ensure progressive and
vigilant supervision.

The council has five members, who are the princi-
pals of each agency. In addition, to encourage the ap-
plication of uniform examination principles and stan-
dards by state and federal supervisory authorities, the
council has established in accordance with the re-
quirement of the statute an Advisory State Liaison
Committee composed of five representatives of state
supervisory agencies.

At the council's first meeting on March 16, 1979,

John G. Heimann, Comptroller of the Currency, was
elected Chairman and Lawrence Connell, Jr., Chair-
man of the National Credit Union Administration, was
elected Vice Chairman. In addition, the council cre-
ated the position of Executive Secretary to coordinate
its activities. Lewis G. Odom, Jr., OCC's Senior Deputy
Comptroller, served as Acting Executive Secretary un-
til Robert J. Lawrence was appointed in August 1979.
Some of the first actions by the council included estab-
lishing five interagency task forces (Supervision, Con-
sumer Compliance, Reports, Examiner Education and
Surveillance) and creating a Legal Advisory Group, an
Agency Liaison Group and the State Liaison Commit-
tee.

The Senior Deputy Comptroller was a member of the
Agency Liaison Group during 1979. That interagency
group of senior officials is responsible for overall coor-
dination of their respective agencies' staff efforts sup-
porting the council.

Deputy Comptroller for Interagency Coordination

The responsibility for coordinating interagency activ-
ities is administered through the Deputy Comptroller
for Interagency Coordination under the overall supervi-
sion of Senior Deputy Comptroller.

The primary function of the Deputy Comptroller is to
assist the Comptroller, the Senior Deputy Comptroller
and other OCC staff members in coordinating various
interagency activities.

The Comptroller is a member of the Board of the
Federal Deposit Insurance Corporation (FDIC). The
Deputy Comptroller for Interagency Coordination
serves as the assistant to the Comptroller in that ca-
pacity at the FDIC. The Deputy Comptroller serves as
a voting member of various FDIC standing commit-
tees, represents the Comptroller in all policy delibera-
tions and briefs the Comptroller prior to each weekly
meeting of the FDIC Board.

The Deputy Comptroller serves as OCC liaison with
the Interagency Coordinating Committee, an informal
consultative body made up of the Comptroller, a mem-
ber of the Federal Reserve Board, the Chairman of the
FDIC, the Chairman of the Federal Home Loan Bank
Board, the Chairman of the National Credit Union Ad-
ministration and the Deputy Secretary of the Treasury.
The committee met numerous times in 1979 to discuss
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appropriate changes in ceiling rates on deposits and
other matters.

The Deputy Comptroller assists the Senior Deputy
Comptroller at meetings of the Federal Financial Insti-
tutions Examination Council. The division represents
OCC on the Reports Task Force of the council, and the
Director of Coordination chairs its principal subcom-
mittee, the Subcommittee on Instructions and Account-
ing Standards. During 1979, considerable progress
was made toward achieving identical call report in-
structions for the three federal banking agencies
(FDIC, Federal Reserve Board and OCC). Also, a re-
port of condition was developed for U.S. branches of
foreign banks.

The Deputy Comptroller also is continually involved
in varied internal OCC activities. For example, the divi-
sion staff worked with the Management Information
Systems Committee and assisted the task force which
studied regional restructuring. The division also plays
an important role in OCC's continuing effort to reduce
the reporting burdens on national banks.

Communications Division

The Communications Division provides information
about the banking industry in general and the OCC in
particular to the press, Congress and the general pub-

lic. The division issues and maintains OCC publica-
tions, banking and examining issuances, interpretive
letters, and press releases. All OCC submissions to
the Federal Register are processed through the divi-
sion.

The Communications Division maintains subscription
lists for OCC publications, such as the Comptroller's
Manual for National Banks, the Comptroller's Hand-
book for National Bank Examiners, the Comptroller's
Handbook for National Trust Examiners, the EDP Ex-
amination Handbook and the Consumer Examination
Handbook. In September 1979, the division released
the Report to Congress on Foreign Government Treat-
ment of U.S. Commercial Banking Organizations,
which was completed by the Department of the Trea-
sury in cooperation with the State Department, the
Federal Reserve Board, the FDIC and the OCC.

The Director of the Communications Division serves
as liaison between the Comptroller and the press.
News releases are issued on significant OCC actions
and on testimony before Congress by the Comptroller
and OCC staff.

The Deputy Director, under authority delegated by
the Comptroller, makes initial determinations on re-
quests for records of the OCC under the Freedom of
Information Act and the Privacy Act of 1974. In 1979,
467 requests were processed.
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VI. Senior Deputy Comptroller for Bank
Supervision

The Senior Deputy Comptroller for Bank Supervision
formulates, implements and monitors bank supervisory
policy. Related responsibilities include remote screen-
ing of national banks to detect trends and changes in
the banking system which warrant attention, special
monitoring of large banks and banks requiring supervi-
sory attention, monitoring supervisory postures to en-
sure national consistency and participating in the Fed-
eral Financial Institutions Examination Council on bank
supervisory matters. The Senior Deputy Comptroller for
Bank Supervision oversees the Offices of the Chief Na-
tional Bank Examiner, Deputy Comptroller for Special
Surveillance, Deputy Comptroller for Specialized Ex-
aminations and Deputy Comptroller for Multinational
Banking.

Chief National Bank Examiner

The Chief National Bank Examiner's Office formu-
lates, implements, monitors and evaluates bank super-
visory policy relating to the commercial examination
process. The Commercial Examinations Division re-
searches and prepares recommendations on examina-
tion and policy issues and maintains the Comptroller's
Handbook for National Bank Examiners, which con-
tains examination objectives and procedures.

The Bank Supervisory Analysis Division reviews and
analyzes commercial examination reports of banks not
selected for "special" supervisory review, assists re-
gions in identifying potential problem banks and
trends in a particular industry or region and records all
civil money penalty referrals received from regional of-
fices, assigning them to appropriate divisions for re-
view. The division also reviews and recommends ap-
propriate action on civil money penalty referrals
regarding banks not selected for "special" supervisory
review.

The Investment Securities Division is the OCC's fo-
cal point for technical counsel and assistance on
bank-dealer activities and investment securities mat-
ters.

The Bank Accounting Division is OCC's authoritative
source on bank accounting practices and reporting re-
quirements.

Additionally, the Chief National Bank Examiner is re-
sponsible for the shared national credit program,

which provides a uniform nationwide review and anal-
ysis of loans to a borrower of $20 million or more that
are shared by two or more banks.

Deputy Comptroller for Special Surveillance

The Deputy Comptroller for Special Surveillance is
responsible for the national bank surveillance system
(NBSS) and the Special Projects Division. NBSS is a
computerized screening system using call report data.
It is designed to detect trends warranting supervisory
attention in individual banks and in the banking system
as a whole. The NBSS Division is responsible for the
bank performance report, an analytical report pro-
duced for each national bank, and an action control
system, which is used to monitor corrective action
taken in banks with conditions identified as warranting
attention. NBSS also provides training in the use of the
bank performance report and related programs.

The Special Projects Division centralizes monitoring
of banks demonstrating unfavorable characteristics
and a weakened condition. All banks assigned a com-
posite uniform interagency rating system rating of 3, 4
or 5 are in the special projects program. The division
attempts to ensure nationwide consistency of supervi-
sory postures, to eliminate causes of identified prob-
lems and to return the selected banks to a satisfactory
condition. Special Projects works closely with the En-
forcement and Compliance Division when formal or in-
formal administrative actions are used.

The Special Projects Division also operates the re-
gional bank review program. That program, which in-
cludes all national banks with assets between $1 and
$10 billion, is aimed at developing an increased
awareness of the activities and direction of the
country's large regional banking associations. The pro-
gram includes review and analysis of certain informa-
tion, periodic meetings with regional staff and with
senior management of the banks and development of
a management information system for OCC internal
use.

Deputy Comptroller for Specialized Examinations

The Deputy Comptroller for Specialized Examina-
tions-formulates, implements and monitors bank super-
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visory policy relating to examinations of trust depart-
ments and electronic data processing centers. The
Deputy Comptroller oversees the maintenance of the
electronic data processing and trust examinations
handbooks and the review and analysis of trust and
electronic data processing examination reports. Spe-
cial attention is given to data centers and trust depart-
ments with identified problems to ensure nationwide
consistency of supervisory posture, to eliminate the
causes of identified problems and to return the opera-
tions to a satisfactory condition. The department also
works closely with the Enforcement and Compliance
Division when formal or informal administrative actions
are necessary.

During 1979, efforts were made to improve the effi-
ciency of the specialized examination function by
gearing the scope of an examination to the size and/or
condition of the department. Specialized and small
bank trust examinations and specialized electronic
data processing examination procedures were devel-
oped. Also during 1979, development of an inter-
agency electronic data processing examination hand-
book was begun. OCC, accompanied by
representatives of the other bank regulatory agencies,
also conducted the first examination of national bank
fiduciary activities overseas.

OCC trust examinations include an examination of
the stock transfer function in light of OCC's primary ju-
risdiction over national banks which act as registered
transfer agents. Information on any significant transfer
agent deficiencies is provided to the Securities and
Exchange Commission (SEC). In 1979, OCC partici-
pated in joint examinations of registered stock transfer
agent services with the Federal Reserve System, the
Federal Deposit Insurance Corporation and the SEC
and also coordinated the inspection of the transfer
agent for money market mutual funds with the SEC.

Deputy Comptroller for Multinational Banking

The Multinational Banking Department was created
in 1978 in recognition of the importance of the current
and future role of the nation's largest banks and those
with significant international activity. The Multinational
Banking Department is responsible for supervising the
11 largest national banks, including examinations, fi-
nancial analysis, corporate activity and all phases of
supervision. As an extension of the examination
process, the department began a quarterly visitation
program for multinational banks to obtain more fre-
quent and timely information on the financial condition,
activities and plans of these institutions. At the end of
1979, the 11 largest national banks held 42 percent of
all national bank assets and 25 percent of all U.S.
banking assets. The department also supervises the
international activities of all national banks. An office is
maintained in London for examining European opera-
tions.

The Deputy Comptroller for Multinational Banking
serves as OCC's liaison with bank regulators through-

out the world. In that role, he represents the OCC at
meetings of the Cooke Committee, a group of bank
regulators from the Group of Ten countries and other
European countries, who meet regularly on an informal
basis to discuss common interests.

Organizationally, Multinational Banking has four divi-
sions: Multinational Examinations, International Bank-
ing Activity Examinations, International Banking Activ-
ity Examinations—London, and Multinational Bank
Analysis and Supervision.

Multinational Examinations develops examination
procedures, establishes scope and scheduling of do-
mestic examinations, coordinates overseas examina-
tions with the two international banking divisions and
processes examination reports.

International Banking Activity Examinations and the
London division develop procedures, perform and co-
ordinate international examinations for all national
banks and serve as the focal points for developing su-
pervisory positions relating to international banking.

Multinational Bank Analysis and Supervision pro-
vides financial analysis and support to all divisions of
the Multinational Banking Department, including the
field examiners. Emphasis is not only on analysis of
historic performance but anticipation of future develop-
ments and their longer-term implications for the banks.
The division also reviews corporate activity applica-
tions of multinational banks.

All organizations under the Senior Deputy Comptrol-
ler for Bank Supervision actively participate in the Fed-
eral Financial Institutions Examination Council regard-
ing bank supervision matters in their spheres of
responsibility.

Examinations

OCC is responsible for promoting and ensuring the
soundness of the national banking system. Bank ex-
amination is OCC's fact-finding arm in discharging this
responsibility. On December 31, 1979, OCC employed
2,282 examiners who, during 1979, performed 3,998
commercial examinations, 1,245 trust examinations
and 863 electronic data processing examinations. Ex-
aminations provide an objective evaluation of a bank's
soundness, appraise the quality of management and
directors and identify areas requiring corrective action.
OCC policy gives top priority for onsite examinations
to banks requiring close supervision because of their
weak condition, second priority to large banks in
sound condition and third priority to small banks in
sound condition. The frequency and type of examina-
tion performed depend on the bank's priority rating.
The different types of examinations relate the scope of
an examination to the size and condition of the bank.
In most cases, general or full scope examinations are
alternated with specialized or limited scope examina-
tions. Onsite examinations are supplemented by anal-
ysis of NBSS bank performance reports and a review
of bank responses to criticisms and violations of law in
the report of examination.
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VII. Senior Deputy Comptroller for Operations
The Senior Deputy Comptroller for Operations is re-

sponsible for the overall operational effectiveness and
efficiency of OCC. He supervises the 14 regional of-
fices, the Deputy Comptroller for Administration and
the Washington Office divisions of Management Serv-
ices, Finance and Planning, Systems and Data Proces-
sing, Human Resources and Equal Employment Op-
portunity. He serves as Chairman of the Federal
Financial Institutions Examination Council's Task Force
for Examiner Education.

Management Services Division

The Finance and Administration Division was reor-
ganized in July 1979 into two divisions: Management
Services and Finance and Planning. OCC's adminis-
trative activities were thereby consolidated in the Man-
agement Services Division, and the financial, budget
and planning operations were centralized in the Fi-
nance and Planning Division.

Under the reorganization, the Management Services
Division includes five branches: Facilities Manage-
ment, Procurement and Contracting, Records and Dis-
tribution Services, Research and Administrative Sys-
tems and Supply and Printing Services.

Facilities Management is responsible for renovating
and relocating OCC's offices and coordinating park-
ing, telephones, property and leases. In 1979, Facili-
ties Management managed and coordinated the con-
struction management and space design of the newly
acquired third floor space in L'Enfant Plaza. A 100-per-
son capacity conference room was included. The third
floor construction allowed for scheduled expansion of
units located on other floors. Renovation and remodel-
ing began toward the end of 1979 and is expected to
proceed well into the mid-1980's.

Procurement and Contracting is responsible for pur-
chasing goods and services for the Washington Office
and the 14 regional offices. During 1979, the branch
negotiated and awarded the first OCC contract with
the Small Business Administration pursuant to Section
8(a) of the Small Business Act. Under this program,
the Small Business Administration is authorized to
channel government purchases to minority firms by
negotiating contracts with federal agencies and then
subcontracting to the minority firms. The OCC contract
involved providing minority recruitment advertising
services. Also in 1979, a task force was assembled to

develop an official OCC Procurement Manual. When
published in early 1980, the manual will provide uni-
form policies and procedures regarding acquisition of
personal property and nonpersonal services.

Records and Distribution Services is responsible for
mail and messenger services, bank operations rec-
ords (central files) and records and forms manage-
ment. In 1979, this branch submitted a complete set of
records control schedules to the National Archives and
Records Service for review. The regional records
schedules were approved, and Washington Office
schedules were expected to be approved and effec-
tive in 1980. Additionally, a comprehensive study of
the mail and messenger operations was made which
should result in many improvements in service in 1980.

Research and Administrative Systems is responsible
for four support activities: paperwork management,
graphic design, OCC library and administrative sys-
tems. During 1979, in addition to performing its day-to-
day support functions, the branch concentrated on re-
vision and reissuance of support policies and
procedures, paperwork reduction activities and energy
reduction studies.

Supply and Printing Services provides printing, sup-
ply operations and bulk mailings for the Office. Consoli-
dation of mailings allowed the Office a refund of
$153,000 from the U.S. Postal Service. The branch has
also reduced the cost of express shipments by using
the U.S. postal express mail system. In 1979, the
branch increased the number of printing impressions
by 25 percent. The branch was instrumental in printing
the Report to Congress on Foreign Government Treat-
ment of U.S. Commercial Banking Organizations, and
other publications. Supply and Printing Services also
established a perpetual inventory system for expenda-
ble supplies and will periodically inventory these sup-
plies in 1980. This will provide them with a more accu-
rate system to monitor supply levels.

Finance and Planning Division

The Finance and Planning Division is responsible for
promoting maximum use of financial and human re-
sources for OCC. The division has three branches:
Planning, Budget Programs and Accounting Pro-
grams.

Planning is charged with providing functional direc-
tion and guidance in design, implementation, mainte-
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nance, evaluation and feedback for the Office's plan-
ning process. The branch also coordinates and
maintains the integration of planning with budgeting.
Planning began in 1979 by reviewing data in other
OCC management information systems, such as time
utilization and examination status reporting, to elimi-
nate duplicative reporting under the planning system.
The reduction in number of operating goals from 35 to
16 and the introduction of standard performance tar-
gets for Washington, D.C. units eliminated a significant
amount of paperwork from unit plan submissions.
Throughout the year, a staff member was responsible
for the examination status reports section of the Policy
Group management information system.

Budget Programs develops and recommends ex-
penditure policy and designs cost models in directing
the OCC budget operation. The computerized budget
monitoring system provides monthly budget perfor-
mance reports which compare actual versus budgeted
expenses. This system was enhanced in 1979 by add-
ing a quarterly listing of significant budget variances
which must be explained by unit managers. Another
improvement in the budget system was the formulation
of a budget change process in which budget units
compete for surplus funds identified by the variance
reports. For 1979, actual expenses were under budget
by 0.7 percent.

Accounting Programs directs the Comptroller's fiscal
reporting operations. In 1979, refinements and im-
provements were made to the computer-based finan-
cial information system. That system, which relies on
the concept of cost center responsibility accounting, is
linked directly to the budget monitoring process. The
flexibility of this system permits timely preparation of
specialized reports and analyses for management.

Systems and Data Processing Division

Computer processing requirements in 1979 grew by
98 percent over 1978. Costs in 1979 were 15 percent
higher than 1978 costs and only 3.3 percent higher
than 1977 costs. In the face of having automated data
processing requirements double in 1979, the Systems
and Data Processing Division was able to contain
costs by:

• Moving computer work to a more efficient and
economical computer system;

• Moving computer files to a more economical
storage medium;

• Negotiating greater discounts from the com-
puter contractor by guaranteeing specific levels
of monthly processing;

• Negotiating a $55,000 annual telecommunica-
tions cost reduction with the computer contrac-
tor;

• Initiating cost reduction procedures for backing
up computer files;

• Implementing cost reduction procedures for
programmers; and

• Implementing a computer procedure to discon-
nect programmer terminals from the main com-
puter following 20 minutes of inactivity.

Major project activities in 1979 included production
of OCC's national bank surveillance system which pro-
duced quarterly bank performance reports on time for
all national banks, all Federal Reserve member banks
and all state banks in New York, Virginia and Nevada.

A contract was signed to develop the national bank
surveillance video display system, which will eventu-
ally allow bank examiners to acquire critical national
bank data on demand.

A new minicomputer system was selected and or-
dered. The system will support functions such as per-
sonnel, payroll and time and attendance. In addition, a
time utilization management system for all OCC em-
ployees was developed and implemented in late 1979.
The statistical data sheet system was developed to
produce automated reports on bank examination data.
This system was started in late 1979. The fair housing
lending system, also initiated in late 1979, can process
lending data from national banks and flag potential
problem areas of discrimination. The bank organiza-
tion structure system for tracking specific corporate
transactions was also completed in 1979.

During 1979, the division participated in a study to
determine the feasibility of merging OCC and Federal
Deposit Insurance Corporation automated data pro-
cessing support activities. The completed study was
referred to top-level management for consideration.
This effort could result in the eventual merging of auto-
mated data processing functions for the two agencies.

Human Resources Division

Exemplary progress in the area of equal employ-
ment opportunity (EEO) earned recognition for the
Deputy Comptroller for Administration, the EEO officer,
the associate director for employee relations and the
manager of minority and special emphasis programs.
The Secretary of the Treasury presented them the
department's EEO Award for 1979. Their development
of population-based hiring goals, a computerized re-
cruitment resources information system, an advertising
campaign directed at minority and female media, and
other EEO programs aided in attracting highly quali-
fied women and minority applicants to OCC.

Enactment of the Civil Service Reform Act in 1978
had a significant impact on human resources pro-
grams in the areas of employee relations, national re-
cruitment, compensation, staffing and operations, and
personnel development. The Human Resources Divi-
sion initiated several of the programs outlined in the
act, and measurable progress was made toward im-
plementing the act's provisions.

The Senior Executive Service was established in
July, and all OCC senior management officials con-
verted to membership in the program. A performance
appraisal system for senior executives was imple-
mented, and similar programs were also developed for
competitive and excepted service employees. Policy
and procedures were updated for OCC's Incentive
Awards Program.

Most Washington, D.C. and regional employees be-
gan participating in a compressed work schedule ex-
periment in September. An expanded dental insurance
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plan, an improved physical examination program and
a brochure highlighting OCC employee benefits were
offered during 1979. Revised travel regulations were
also adopted encouraging energy conservation.

During 1979, increased emphasis was given to
OCC's compensation program. A salary survey was
conducted to evaluate OCC salaries relative to those
for similar positions in the banking industry and in
other regulatory agencies. Position descriptions were
reviewed or developed for all professional and mana-
gerial jobs, and policies and procedures governing
compensation and position evaluation issues were de-
veloped.

A Cooperative Education Program was established
in the Washington, D.C. Office, with seven interns par-
ticipating in the initial session. Twenty more students
will be selected in 1980. At the same time, there were
57 interns in the regional cooperative program.
Twenty-one of the program participants were retained
as permanent assistant national bank examiners in
1979. In the National Recruitment Program, canvasses
were conducted nationwide at colleges and universi-
ties, and this was instrumental in the hiring of over 500
assistant examiners.

Five regions were included in the time utilization
management system during 1979, and two modules of
the human resources information system were installed
to aid the Staff Analysis Group with personnel man-
agement information. The group also completed an
analysis of employee turnover to increase
management's awareness of the causes of work force
attrition.

The Personnel Development staff was actively in-
volved in adapting schools and courses for inter-
agency enrollment. Over 3,000 participants attended
the 75 Washington, D.C.-based and 39 regional train-
ing programs. The Advanced Management Seminar
and the Financial Analysis School were started in
1979. Revised career development policies were is-
sued for career development levels I and II. Twenty-
three people were selected to participate in the Career
Development Level II Program. A policy for executive
development was developed for approval and issu-
ance in early 1980. These policies provide direction for
OCC's management and executive development pro-
grams and strengthen prospects for continued profes-
sional management of the agency.

The Staffing and Operations Group processed a
large volume of personnel actions and maintained re-
sponsive service to management and employees.
Over 150 Washington vacancies were announced and
filled through merit competition during 1979. Staffing

and Operations also developed a plan for staffing ex-
aminer positions through merit promotion.

Equal Employment Opportunity Office

In early 1979, OCC conducted a comprehensive
analysis of the regional examining workforce. That
analysis permitted identification of areas of minority/
female underrepresentation. Based on that informa-
tion, regional long-range hiring goals and 1979 recruit-
ment priorities were established. Regional staffs were
asked to work toward these goals and priorities
throughout 1979.

A system was developed using information provided
by the Department of Labor, Department of Health, Ed-
ucation and Welfare, Department of the Interior, U.S.
Commission on Civil Rights and a variety of national,
state and local agencies and groups. That system, the
recruitment resources information system, will be used
by those agencies for recruiting. The OCC system,
which was made available to other Department of
Treasury bureaus, lists over 25,000 minority, women,
handicapped and veteran organizations nationwide
which have agreed to act as recruitment resources.

A minority and women's media program was con-
ducted to attract qualified applicants. Recruitment ad-
vertisements were placed in key minority publications
and in newspapers at schools selected because of
their minority/female enrollments. Competitive and
bank examiner (excepted service) announcements
were mailed to many federal personnel offices. More
recruitment resources are expected to be added to the
system regularly. OCC staff members are in frequent
contact and meet regularly with personnel staff of the
Federal Reserve Board, Federal Home Loan Bank
Board and Federal Deposit Insurance Corporation.
Those efforts are designed to share recruitment infor-
mation, encourage job seekers to apply for bank ex-
aminer or related positions, and coordinate compli-
ance with other equal employment opportunity (EEO)
requirements.

In 1979, females represented 50.2 percent of new
employees. That represents a 5.8 percent increase
over the number of females hired in 1978.

A 2-day EEO briefing was presented to regional ad-
ministrators. The briefing was designed to increase
sensitivity to the functions of the program.

There were seven formal complaints filed in 1979:
four alleged race discrimination, two alleged race/sex
discrimination and one alleged age discrimination.
One of the alleged race complaints was officially
closed. The other five race and sex complaints are at
the investigative stage in the complaint processing cy-
cle. The age complaint is at the adjudicative stage.
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VIM. Senior Deputy Comptroller for Policy
The Senior Deputy Comptroller for Policy provides

advice and counsel to the Comptroller on all related
policy matters. He has been delegated sole decision-
making responsibility on national bank charter and
merger applications and numerous other types of na-
tional bank applications pertaining to corporate activi-
ties. In addition, he provides staff support to the
Comptroller for his activities on the Depository Institu-
tions Deregulation Committee.

The Senior Deputy Comptroller for Policy oversees
the Research and Economic Programs and the Cus-
tomer and Community Programs departments. The Re-
search and Economic Programs Department com-
prises four divisions: Banking Research and Economic
Analysis, Strategic Analysis, Bank Organization and
Structure and Regulations Analysis. The Customer and
Community Programs Department comprises three di-
visions: Customer, Community and Fair Lending Exam-
inations; Community Development; and Customer Pro-
grams.

Research and Economic Programs

The Department of Research and Economic Pro-
grams is directed by the Deputy Comptroller for Re-
search and Economic Programs who is responsible for
coordinating the activities of the Bank Organization
and Structure, Banking Research and Economic Anal-
ysis, Regulations Analysis and Strategic Analysis divi-
sions.

The primary functions of the Research and Eco-
nomic Programs Department are processing corporate
applications; monitoring the regulatory decisionmaking
process; analyzing the impact of reporting and compli-
ance requirements imposed on national banks; collect-
ing, analyzing and distributing financial and supervi-
sory data reported by national banks; conducting
research projects pertaining to financial institutions,
markets and the macroeconomic environment; moni-
toring developments in the financial services industry;
and preparing publications of interest to the financial
community. Other activities involve providing advice
and analysis on regulatory and supervisory issues, as-
sisting in the formulation of OCC policies, preparing
speeches and congressional testimony and support-
ing activities of interagency committees and task
forces.

The Deputy Comptroller, in addition to coordinating
activities of these divisions, also advises senior OCC

staff on various issues, assists in policy formulation
and provides analysis of economic conditions and
their impact on the financial services industry.

During 1979, the department made significant con-
tributions to the formulation of public policy—including
the Report to Congress on Foreign Government Treat-
ment of U.S. Commercial Banking Organizations,
which was jointly prepared by the Strategic Analysis
Division and the Banking Research and Economic
Analysis Division, and the Deposit Interest Rate Ceil-
ings and Housing Credit, the Report of the President's
Inter-Agency Task Force on Regulation Q. The depart-
ment also developed a comprehensive program for re-
viewing and revising corporate policies, forms and
procedures for implementation in 1980 and continued
to pursue systematic analysis of competition among fi-
nancial institutions, and of regulatory reporting and
compliance requirements.

Bank Organization and Structure Division

The Bank Organization and Structure Division is re-
sponsible for processing requests by national banks
and individuals to engage in various banking activities.
These requests include applications for new banks,
branches, customer-bank communications terminals
(CBCT's), head office relocations, title changes, oper-
ating subsidiaries, federal branches and agencies of
foreign banks, mergers, consolidations, capital in-
creases and notices of ownership changes. In addi-
tion, the division is responsible for maintaining various
bank structure records, such as title, location, number
of offices and amount of capital stock of each national
bank.

During 1979, considerable progress was made in
meeting the division's goal of reducing application
processing time, improving the quality of analysis and
reducing the regulatory reporting and compliance re-
quirements imposed on the industry.

The division was reorganized in July to create a
more effective organization. Positions of manager for
analysis, manager for operations and procedures and
manager for policy were established. In addition, an
automated management information and tracking sys-
tem for new banks and branches was developed and
implemented by year-end.

Processing times for applications have been sub-
stantially reduced despite a significant increase in vol-
ume. Procedures for the expeditious processing of
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certain branch, CBCT and relocation applications were
adopted. Those procedures allow a regional office to
process applications in their entirety, eliminating dupli-
cative Washington Office review. The division has also
notified other regulatory agencies and the Department
of Justice that it will generally not wait more than 30
days for their competitive factor reports before decid-
ing routine mergers.

Finally, an initial review of corporate policies, proce-
dures and forms was undertaken in 1979. The results
of that review will be the basis for the Corporate Activi-
ties Review and Evaluation (CARE) Program which will
entail a comprehensive review and revision of corpo-
rate policies, procedures and forms during 1980.

Banking Research and Economic Analysis Division

The research program of the Banking Research and
Economic Analysis Division concentrates on issues of
current and potential importance to the bank regula-
tory and supervisory mission of OCC. The division's
significant programs include conducting a wide variety
of research projects; sending representatives to se-
lected professional conferences and meetings; main-
taining a liaison with research economists in other fed-
eral agencies; supplying lecturers or panel members
to appropriate professional and academic functions;
conducting seminars on topics of current interest to
OCC and the banking industry; bringing noted bank-
ing experts to OCC through a visiting scholar program
for brief periods to work with the permanent staff on
topics of special interest; collecting, analyzing and
making available a wide range of financial and super-
visory data reported by national banks; and perform-
ing statistical surveys to support the operations of
other divisions.

During 1979, the division's major activities included
preparing testimony and briefing materials for con-
gressional hearings on a variety of banking issues
such as Regulation Q, the prohibition of interest on
checking accounts, usury ceilings, bank underwriting
of municipal revenue bonds and the annual oversight
hearings on the condition of the banking system. The
division also had a significant input into the develop-
ment of public policy statements by the Comptroller of
the Currency such as his address on the need for cap-
ital investments at the joint meeting of the American
Economic Association and American Finance Associa-
tion in December. A series of research papers was
prepared on deposit rate ceilings, branching restric-
tions and restrictions on U.S. banking abroad in con-
nection with separate interagency task forces. The di-
vision contributed to a major report, Deposit Interest
Rate Ceilings and Housing Credit, the Report of the
President's Inter-Agency Task Force on Regulation Q,
which was released by the Department of the Treasury
in fall 1979, and to a second, the interagency report on
the McFadden Act, which is expected to be released
in 1980.

During the year, a significant consolidation of data
collection and processing was carried out with the
Federal Deposit Insurance Corporation (FDIC). That
action reduced expenses and manpower requirements

and set a new standard of interagency cooperation.
The quarterly financial statements of national banks
are now sent directly to FDIC which reviews and cor-
rects them as it previously had for reports of insured
nonmember banks. This results in more efficient use of
report analysis and eliminates a duplicative computer-
ized processing system. The division maintains over-
sight responsibility to guarantee high quality and
timely data. The development of on-line computer ac-
cess has resulted in greater data availability.

The division's plans for 1980 include conducting ba-
sic research on the response of financial markets and
institutions to the legislative changes contained in the
Depository Institution Deregulation and Monetary Con-
trol Act of 1980; supporting OCC's role on the Deposi-
tory Institutions Deregulation Committee; monitoring
the macroeconomic environment for the benefit of
OCC senior management and field examination per-
sonnel; providing research support and assistance to
OCC divisions in the conduct of their tasks; and draft-
ing OCC's rules governing adjustable-rate mortgage
instruments.

Regulations Analysis Division

The Regulations Analysis Division coordinates all
OCC activities which impact on the reporting and com-
pliance requirements imposed on national banks and
the public. It assures that regulatory decisionmaking
includes a thorough consideration of potential alterna-
tives. Regulations Analysis also ensures that effects of
regulatory activities are monitored and that any prob-
lems are identified and resolved. The division seeks to
identify outdated statutory provisions and serves as a
contact point for bankers who have suggestions for
regulatory improvements. Regulations Analysis is the
OCC division responsible for implementing Executive
Order 12044 on improving government regulation and
Executive Order 12174 on paperwork. In addition, divi-
sion representatives co-chaired OCC activities associ-
ated with the Department of Justice's Task Force on
Sex Discrimination.

Semiannual agenda, describing in clear language
the regulatory actions taken and under consideration,
were printed in the Federal Register and sent to all na-
tional banks for comment in February and September
1979. Several changes in regulations were adopted in
1979 reflecting the OCC's desire to avoid unnecessary
regulatory burdens, particularly for individuals and
smaller banks, and the division's efforts to satisfy those
desires:

• The Change in Bank Control Act was imple-
mented by issuing a revised regulation (12 CFR
15) establishing general requirements for the
submission of information to OCC which are
less burdensome than those expressly permit-
ted by the statute.

• New statutory provisions relating to bank service
corporations were implemented by revising the
OCC's interpretive ruling 12 CFR 7.7390 to re-
quire only a fraction of the number of notices
permitted.

• New statutory provisions limiting management
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official interlocks were implemented through a
regulation (12 CFR 26) which required neither
recordkeeping nor reporting.

• OCC's regulation governing recordkeeping and
confirmation requirements for national banks ef-
fecting securities transactions for customers (12
CFR 12) was amended to reduce the number of
banks subject to the full requirements.

• Increased delegations of authority and expe-
dited processing procedures were adopted by
amendments to OCC regulation 12 CFR 4
which are expected to reduce by 20 percent the
time involved in deciding 75 percent of the ap-
plications received by OCC.

• An amendment was issued to OCC's interpreta-
tive ruling on real estate owned by national
banks other than for use in the conduct of their
business (12 CFR 7.3025) to make the account-
ing requirements consistent with generally ac-
cepted accounting principles and to delete the
previously required annual appraisal of low-
valued properties.

• A new regulation was adopted to improve
OCC's monitoring and enforcement of fair hous-
ing laws (12 CFR 27).

• Over 200 pages of the Code of Federal Regula-
tions (12 CFR 1) containing specific investment
securities rulings were eliminated.

• The common trust fund survey which affected
approximately 1,800 national banks was elimi-
nated.

• Annual reporting to shareholders was made
more flexible by permitting interested share-
holders to conveniently obtain basic financial in-
formation at little cost to the national banks (12
CFR 18).

• Certain required reports by bank insiders were
eliminated and replaced with dissimilar reports
on the same general subject required by the Fi-
nancial Institution Regulatory and Interest Rate
Control Act.

Strategic Analysis Division

The Strategic Analysis Division is responsible for
monitoring developments in the financial services in-
dustry and evaluating their impact on the banking sys-
tem and OCC operations. Division staff members act
as internal consultants in assessing and interpreting fi-
nancial and technological trends for the benefit of the
examiner staff and senior agency officials charged
with setting policy.

Much of 1979 was devoted to organizing and re-
cruiting an entirely new staff for the division which, by
the end of the year, included seven professional and
three clerical staff members. Most analysts in the divi-
sion have graduate degrees in business or finance
and practical experience in banking or related fields.

Throughout the year, staff members provided advice
and information on a wide range of topics bearing on
the safety and soundness of the banking system.
These included capital adequacy, the role of banks in
the commercial paper market, international supervision

and support systems, use of subordinated debt, elec-
tronic funds transfer and activities of foreign banks in
the U.S. The major activity of the division in 1979 was
the launching of a comprehensive inquiry into the is-
sue of foreign acquisitions of U.S. banks. Research ef-
forts were directed not only at gathering basic factual
data but also at considering the implications of such
acquisitions for banking competition and the perfor-
mance and supervision of banks. This unprecedented
indepth review is expected to be completed during
1980.

With four more professionals to be recruited during
the first half of 1980, the division will be developing
procedures to augment its environmental scanning ef-
forts, and staff members will be assigned to monitor
developments in specific areas such as payment sys-
tems and telecommunications, expansion of foreign
banks both abroad and in the U.S. and financial inno-
vations in the U.S. banking industry. Before the end of
the year, a pilot Visiting Banker Program will be estab-
lished, and the possibility of creating a staff position
for bank examiners on a rotational basis will be ex-
plored. Such specialized expertise will contribute to
the division's ability to relate changes in the larger fi-
nancial environment to the banking industry and to the
work of OCC. The division will continue, as in 1979, to
prepare and contribute to briefings, position papers,
speeches and congressional testimony for senior
agency officials. In addition, the division will continue
to work with members of the examiner staff throughout
OCC to identify other specific areas and projects in
which it can provide technical advice and support.

Customer and Community Programs

The Office of Customer and Community Programs,
established in the 1978-1979 reorganization of OCC, is
responsible for OCC's activities in the areas of con-
sumer protection, community lending and civil rights.
The office is headed by the Deputy Comptroller for
Customer and Community Programs and includes the
position of Special Assistant for Civil Rights as well as
three divisions: Customer, Community and Fair Lend-
ing Examinations, Community Development, and Cus-
tomer Programs.

During 1979, the office undertook a number of ef-
forts to expand and substantively improve the OCC's
activities in consumer affairs, community investment
and civil rights. These efforts were focused on enforce-
ment of statutes and regulations, examiner training,
banker education and liaison, policy development and
liaison with other agencies and outside groups in
areas of mutual concern and responsibility.

Customer, Community and Fair Lending
Examinations Division

The Customer, Community and Fair Lending Exami-
nations Division, originally established in 1974 as the
Consumer Affairs Division, is responsible for the coor-
dination of all examination-related activities in the
areas of consumer protection, community reinvestment
and fair lending. Its activities include monitoring the
training of consumer examiners, developing examina-
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tion procedures and tools, coordinating resolution of
consumer complaints and tracking and evaluating na-
tional bank compliance.

The consumer compliance examination was created
in 1977 to improve the ability of examiners to monitor
national bank compliance with consumer protection
laws. Under this program, every national bank re-
ceives periodic examinations conducted by examiners
who have had special training at two-week schools.

A primary thrust of the past year was to provide the
examiners and the banks with a better understanding
and sensitivity about consumer, community and fair
lending issues and regulations. The results of the ef-
forts in this direction have been gratifying by demon-
strating that much of the compliance problem in these
areas can be solved through better training and edu-
cation. Efforts included:

• Establishment of an ongoing training program
for senior level commissioned examiners;

• Participation with the other federal financial reg-
ulatory agencies on an interagency task force to
develop a consumer examination school for ba-
sic training of new consumer examiners;

• Assistance to banking trade groups in the plan-
ning and development of banker education pro-
grams and materials;

• Revision and updating of the Comptroller's
Handbook for Consumer Examinations and dis-
tribution to all examiners and all national banks;

• Publication of the Fair Housinq Home Loan Data
System, Regulation 27 booklet that describes
the new regulation, and distribution to all exam-
iners and national banks; and

• Preparation of a fair housing home loan data
system slide presentation and showing of it to
banking groups, other agencies and consumer
groups.

The division has also provided assistance to several
banking trade groups in the planning and develop-
ment of banker education programs and materials.
The American Bankers Association (ABA) sponsored a
1-week National Compliance School for bank compli-
ance officers and a National Compliance Conference
for senior level bank managers. OCC staff participated
as instructors in both programs, as did representatives
from other federal financial regulatory agencies. OCC
staff also participated in other programs such as
the Bank Administration Institute's "Managing Compli-
ance with Consumer Regulations" workshops. OCC
staff guidance was provided on three major bank com-
pliance manuals: Planning Guide for Consumer Com-
pliance (ABA); Real Estate Lending Manual (ABA); and
The Most Common Violations Found in Consumer
Compliance - Revised (Consumer Bankers Associa-
tion). Additionally, the Consumer Bankers Association
published the OCC's Computational Procedures for
Verifying Annual Percentage Rates, revised March
1979, and made it available to member and nonmem-
ber banks.

The division continually updates the field examiners
and national banks on new and changing legislation
and regulations. In 1979 banking circulars were issued

on the fair housing home loan data system and the
Community Reinvestment Act.

Another important thrust of the past year was to
streamline the consumer examination procedures and
provide guidance on priorities in order to accommo-
date statutory changes and additions. The
Comptroller's Handbook for Consumer Examinations
was revised to reflect the changes in consumer laws
since the handbook's publication in 1977. New sec-
tions were added covering the Fair Debt Collections
Practices Act, the Community Reinvestment Act and
the Flood Disaster Protection Act. Specialized exami-
nation procedures were implemented in 1979 to use
examination resources more efficiently by narrowing
the focus of some examination areas. The specialized
procedures always include a full examination of com-
pliance with the Equal Credit Opportunity Act, Fair
Housing Act, Community Reinvestment Act, Truth-in-
Lending Act, and any new laws which have become
effective since the last examination. Other areas of
concentration in a specialized examination will depend
on such things as the extent of noncompliance noted
in the previous examination and the extent of signifi-
cant changes in the bank's management and/or oper-
ations.

To assure the development of a highly skilled and
committed corps of consumer examiners, a consumer
career path was established which provides for spe-
cialization by both Assistant and National Bank Exam-
iners. The career path provides emphasis in the con-
sumer examination program while allowing career
progression and maintenance of commercial examin-
ing proficiency. All Assistant National Bank Examiners
receive 2 weeks of consumer training and spend at
least 6 months performing consumer examinations. Af-
ter the initial 6-month consumer assignment, exam-
iners may select the consumer career path. The con-
sumer examiner will continue to perform consumer
examinations along with commercial examinations,
gaining sufficient experience and expertise in both to
be qualified to become a commissioned National Bank
Examiner. A consumer examiner can progress through
the career path to the level of Regional Director for
Customer and Community Programs. This position was
established in 1979 to coordinate the regional activi-
ties related to customer and community programs. The
newly created position of Regional Director upgrades
the previous Regional Consumer Specialist position by
increasing the authority and responsibility of that posi-
tion.

The complaint resolution function is operated in the
Washington Office and the 14 regional offices. Either
an attorney or a paralegal, upon receipt of a written
complaint, immediately notifies the consumer in writing
acknowledging receipt of the complaint. The bank
against which the complaint has been made is then
contacted by letter and asked for information and doc-
umentation. If necessary, an examiner will be assigned
to visit the bank to investigate the matter further. The
consumer is notified in writing of the results of the in-
vestigation. Since late 1978, most complaints received
in the Washington Office have been referred to the re-
gional offices. The only exceptions are complaints re-
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ferred by Congress and complaints which appeal the
resolution decisions of the regional offices.

During 1979, 12,650 complaints were received by
the OCC, representing a 12 percent increase over
1978. However, this increase was considerably smaller
than in past years. Also, the average resolution time
taken to resolve a complaint has consistently de-
creased over the past 3 years.

All complaints are entered into an automated sys-
tem, the consumer complaint information system
(CCIS), which categorizes complaint information by re-
gion and bank, type of complaint and resolution.
Monthly CCIS reports are used by Washington and re-
gional personnel to identify banks with concentrations
of complaints or types of complaints and to monitor
unresolved complaints. This information is also for-
warded to consumer examiners in the field as an ex-
amination tool to indicate potential problems in banks.

In 1979, the OCC continued to distribute its con-
sumer complaint pamphlet to individual consumers
and to national banks which requested them for dis-
play in their lobbies. The pamphlet, first introduced in
1978, was designed to educate consumers about their
rights and responsibilities and to provide for easy ac-
cess to the OCC through the attached postage paid
self-addressed complaint form. The form is designed
to enable a consumer to describe the nature of the
complaint, and it asks for pertinent information about
the bank and the consumer. The OCC solicited com-
ments from banks, consumer groups, and state and lo-
cal government agencies on a proposed complaint
pamphlet prior to issuing the final pamphlet. The
Comptroller, in a banking circular to all national banks,
announced the availability of the complaint pamphlet
and urged national banks to display the pamphlets in
their lobbies.

A consumer complaint survey was conducted dur-
ing September 1979. The purpose of the survey was to
determine the OCC's degree of success in resolving
complaints both efficiently and effectively. Comments
were solicited from complainants through a survey
questionnaire. A total of 437 questionnaires were
mailed, and 202 responses were received (a 46 per-
cent response rate). Of those responding, 58 percent
were satisfied with the resolution of their complaints,
79 percent felt that their complaints were answered in
a timely manner, 85 percent felt that OCC personnel
with whom they dealt were courteous and 75 percent
of the respondents said they would contact OCC again
if they had another problem with a national bank.

Community Development Division

The Community Development Division was estab-
lished to encourage public/private interaction and par-
ticipation in community economic development. The
division provides technical assistance, rather than su-
pervisory review, to national banks interested in devel-
oping community reinvestment programs. Additionally,
the division promotes interaction among banks, com-
munity groups, local and state governments and de-
velopers involved in community development efforts.
The activities of the division include preparing re-

source material to assist bankers in community invest-
ment strategies, identifying current obstacles to bank
involvement in community development, educating
bankers about community involvement opportunities
and developing innovative approaches for bank partic-
ipation in local community development.

Two of the primary emphases of the division's work
in 1979 were to develop a base of knowledge about
urban and rural credit needs and to identify those
banks that have undertaken innovative approaches to
meeting community credit needs. Two projects were
initiated in 1979 and will be completed in 1980. The
first project will result in a set of detailed case studies
describing bank involvement in urban economic devel-
opment activities. The second project will result in
case studies of rural credit needs. In both projects, the
division's work is aimed at providing banks with exam-
ples of community development projects that they can
use as models as well as at providing guidance to
banks on how to structure community development in-
volvement. The guidance covers the potential pitfalls
as well as the potential benefits of such involvement.

The division also provides staff support to the Com-
mercial Reinvestment Task Force which was estab-
lished as an interagency group in 1978 and which is
chaired by the Comptroller of the Currency. Working
jointly, the staffs of the Community Development Divi-
sion and the Neighborhood Reinvestment Corporation
developed a model for neighborhood commercial rein-
vestment. This model will be tested during 1980 with
the objective of developing a replicable approach for
neighborhood commercial reinvestment.

In December 1979, the division sponsored a round-
table discussion on industrial development, chaired by
the Comptroller. In attendance were senior manage-
ment officials from 45 large national banks. The meet-
ing focused on bank assistance to local economic de-
velopment efforts through special bank departments
which would provide facility relocation and expansion
services to industrial companies. The meeting empha-
sized the positive role banks play in providing guid-
ance to businesses interested in locating or expanding
in those banks' communities. The discussion also ex-
plored the long-term benefits that banks can anticipate
by contributing to the economic vitality of their commu-
nities through business expansion and job creation. A
report that summarizes the topics discussed at the
roundtable will be published in 1980.

One of the first accomplishments of the division in
preparing resource materials for banks was the publi-
cation of a Program Guidebook to Help Meet Commu-
nity Credit Needs. The guidebook is designed to assist
both bankers and bank examiners to meet their local
community credit needs, as required by the Commu-
nity Reinvestment Act. It describes 40 federal, state
and local government development programs in which
a bank may participate. Included in the guidebook are
several marketing programs that may be used to pro-
mote bank credit services. Names, addresses and tel-
ephone numbers of contact persons are also pro-
vided. The guidebook was so well-received that a
second printing was ordered.

The division also produced a brochure that de-
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scribes the activities of the division and the capabili-
ties of the staff. This brochure is being distributed to
produce an awareness of the kinds of assistance that
the division provides.

Technical assistance to banks is an important activ-
ity of the division. As community development special-
ists rather than regulators, the staff is able to provide
bankers with advice on options for community devel-
opment involvement, guidance on structuring activities
that meet their communities' credit needs, and infor-
mation on further sources of assistance and federal
program resources.

Over the past year, the division also advised the
Customer, Community and Fair Lending Examinations
Division on changes in examiner training and examina-
tion guidelines that would make the community lending
portion of the consumer examination more substantive
and meaningful.

Customer Programs Division

The Customer Programs Division was established to
provide policy advice on all consumer, community and
civil rights functions and to maintain liaison with the
banking public and with consumer, civil rights and
community groups. The activities of the division in-
clude providing policy guidance on the enforcement of
laws and regulations, conducting research to support
more effective monitoring and enforcement and pre-
senting testimony on legislative proposals.

One of the major areas of the division's activity in
1979 was the Community Reinvestment Act (CRA).
The division worked closely with the other federal fi-
nancial regulatory agencies to develop uniform proce-
dures and guidance for examiners and financial insti-
tutions. In early 1979, the agencies adopted a
preliminary CRA performance rating system. CRA pro-
test procedures written in plain English were drafted
and will be published in 1980. Procedures for evaluat-
ing corporate applications with respect to CRA perfor-
mance were developed. The division also worked
closely with the Bank Organization and Structure Divi-
sion of OCC in the review of corporate applications
that had CRA issues to decide whether the issues
were significant enough to warrant conditioning the
approval or denying the application.

Because the division was not fully staffed in 1979,
fair lending activities were focused on institution-
building under the direction of the Senior Deputy
Comptroller for Policy and the Deputy Comptroller for
Customer and Community Programs. Institution-
building efforts included organizational and program-
matic design, recruitment, training and sensitization,
and, perhaps most importantly, active demonstrable
support by the most senior OCC officials. The program
design for the Customer Programs Division calls for
policy initiation, oversight and monitoring, regulatory
reform, outreach to public interest and banking
groups, internal advocacy of the interests of those
whom consumer and civil rights laws seek to protect,
and special educational programs.

Special Assistant for Civil Rights

The position of Special Assistant for Civil Rights was
created in 1979 to monitor, coordinate and strengthen
OCC programs and activities involving fair lending and
civil rights. The Special Assistant provides input to the
divisions of Customer and Community Programs and
to other offices in OCC on civil rights issues. The Spe-
cial Assistant also acts as liaison with civil rights
groups.

During the first half of 1979, the Special Assistant's
primary task was the initial development of the fair
housing home loan data system (FHHLDS) regulation.
The Special Assistant oversaw development of the
system, managing research activities designed to de-
velop a methodology for using home loan data to de-
tect possible discriminatory lending practices. Devel-
opment of a methodology included specification of
data requirements, data analysis procedures and in-
terpretation of results. The Special Assistant was also
responsible for the drafting and publication of the reg-
ulation which sets forth the scope and requirements of
the system for national banks.

Community Reinvestment Act

The OCC is required by the Community Reinvest-
ment Act, 12 USC 2904 etseq., to include in its annual
report to Congress a description of its CRA enforce-
ment efforts for the past calendar year. CRA mandates
that the agency must assess each bank's record of
helping to meet the credit needs of its entire commu-
nity including low and moderate income neighbor-
hoods, to take such record into account in any evalua-
tion of an application for a deposit facility and to
encourage banks to help meet the credit of their com-
munities. In November 1978, the OCC, along with the
other federal financial regulatory agencies, issued a
regulation (12 CFR 25) to implement CRA. Uniform in-
teragency examination procedures were also issued in
November 1978. Soon after the regulation and exami-
nation procedures were issued, a number of questions
were raised about their implementation.

In response to this, the agencies published a set of
questions and answers which addressed the most
common problems. Their purpose was to provide
guidance and useful information to banks in meeting
the objectives of CRA.

In early 1979, the agencies adopted a preliminary
CRA bank performance rating system. A numerical rat-
ing of one to five is assigned to each CRA assessment
as part of the examination.

The OCC also sought ways to help educate bankers
and the public about CRA. In early 1979, the agency
held a series of CRA workshops in which representa-
tives from civil rights, consumer, community and bank-
ing groups were brought together to discuss CRA-
related issues. The representatives exchanged
information about experiences with CRA, and both
sides gained new insights.

Report of Regulatory Activity

In October 1979, the OCC published the fair hous-
ing home loan data system regulation, 12 CFR 27. The
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regulation became effective on January 1, 1980. The
regulation establishes certain recordkeeping require-
ments for home loan applications received by national
banks. All national banks which receive 50 or more
home loan applications a year must keep monthly rec-
ords concerning home loan application activity. Every
national bank is required to obtain specified informa-
tion on each home loan application and retain it in the
bank's loan file. Included in this regulation is a substi-
tute monitoring program under Regulation B, 12 CFR
202.13(d), which requires national banks to obtain, as
part of every home loan application, the applicant's
race/national origin and sex. Additional records may
be required of national banks upon request of the
Comptroller of the Currency if preliminary investiga-
tions of submitted data indicate questionable prac-
tices. The recordkeeping requirements coupled with
the OCC's new computer data analysis system will,
when fully operational, supply an examiner with an
analysis of a national bank's home lending practices
prior to a scheduled examination. This analysis will
save examination time by directing the examiner to
particular loan files which the system identifies as re-
quiring closer scrutiny.

The Joint Statement of Notice of Truth in Lending En-
forcement Policy, which was issued in December
1978, became effective on January 4, 1979. This pol-
icy was implemented in conjunction with the other
agencies which participated in its development. The
policy addresses the most common substantive viola-
tions of Regulation Z and is designed to correct the
conditions resulting from such violations. Soon after
the enforcement policy became effective, the agencies
began to experience difficulties in their implementation
efforts. An interagency task force was established to
resolve the issues, and to coordinate uniform imple-
mentation of the policy. In August and September
1979, the OCC notified affected national banks to tem-

porarily discontinue file searches and reimbursements
pending final determination by the Federal Financial
Institutions Examination Council of certain issues. On
October 19, 1979, the agencies published in the Fed-
eral Register proposed amendments to the enforce-
ment policy. Legislative and judicial developments
have delayed final action on the enforcement policy.

The Electronic Fund Transfer Act (EFTA), enacted in
1978, became effective, in part, on March 30, 1979.
The two sections of the EFTA which became effective
in 1979 relate to the issuance of access devices and
consumer liability for unauthorized electronic fund
transfers. The Federal Reserve Board issued Regula-
tion E implementing these two sections. The balance
of the EFTA will become effective on May 10, 1980.
The OCC has enforcement responsibilities for this reg-
ulation, and the financial regulatory agencies will issue
uniform examination procedures in 1980.

In 1979, the Federal Trade Commission (FTC) ap-
proved in substance an amendment to "holder-in-due-
course" rule which extends its coverage to creditors.
The FTC published the rule in the Federal Register for
public comment on only the technical language of the
rule. The Federal Reserve Board is required to adopt a
rule governing banks that is substantially similar to the
FTC rule unless the Board finds that such acts or prac-
tices of banks are not unfair or deceptive or that adop-
tion would interfere with monetary policy. The OCC, in
cooperation with the Federal Reserve Board, is con-
ducting a study of banks' practices in this area, which
will help provide a factual basis for the decision the
board must make on adopting a similar rule applicable
to banks.

Interagency staff work on the interagency Equal
Credit Opportunity/Fair Housing Enforcement Policy
continued during 1979. A field survey of the guidelines
was conducted to identify potential implementation
problems.
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IX. Chief Counsel
The Chief Counsel advises the Comptroller of the

Currency on legal matters arising in the administration
of laws, rulings and regulations governing national
banks. He oversees the Enforcement and Compliance,
Legal Advisory Services, Legislative Counsel, Litiga-
tion and Securities Disclosure divisions as well as the
regional counsels.

Litigation Division

At the beginning of 1979, 70 lawsuits were pending.
During the year, 21 new lawsuits were filed, and 24
cases were closed.

Attempts to impose liability on the Comptroller for al-
legedly negligent regulation of problem banks were
unsuccessful. In the In Re Franklin National Bank Se-
curities Litigation, 478 F.Supp. 210 (E.D. N.Y. 1979),
the court held that the National Bank Act creates no
actionable duty to a bank on the Comptroller's part
and that the plaintiffs failed to show that the
Comptroller's regulation of the bank had been "grossly
arbitrary and capricious" or had so exceeded its regu-
latory authority as to cause the Comptroller to assume
a duty to the bank as a matter of law. Moreover, the
court held that even had such a duty been estab-
lished, there could be no liability for its breach under
the Federal Tort Claims Act because regulation and
examination of banks fall within the "discretionary
function" exception to the act. This ruling was largely
duplicated in Emch v. United States, et al., 470
F.Supp. 206 (E.D. Wis. 1979), appeal pending.

The Comptroller's authority to promulgate regula-
tions defining and prohibiting unsafe and unsound
banking practices under 12 USC 1818(n) was upheld
by the U.S. Court of Appeals in IBAA v. Heimann, 613
F.2d 1164 (D.C. Cir. 1979), petition for certioiari filed.
In that case, the court sustained 12 CFR 2, the
Comptroller's regulation prohibiting insiders of national
banks from benefiting personally by receiving income
from the sale of credit life insurance to bank bor-
rowers. The court also found that the regulation did not
conflict with other statutes regulating the insurance
business and that the promulgation of the regulation
fully complied with the requirements of the Administra-
tive Procedures Act. A related case, First National
Bank of LaMarque v. Smith, 610 F.2d 1258 (5th Cir.
1980), upheld the Comptroller's issuance of an order,
prior to the promulgation of 12 CFR 2, directing certain
banks to cease allowing officers to receive income

from the sale of credit life insurance. The order was
found to be within the authority of the Comptroller un-
der 12 USC 1818(b) and to be a reasonable and
proper exercise of that authority. In a footnote, the
court noted that the sale of insurance by national
banks could, under certain circumstances, create con-
flicts between state insurance laws and federal bank-
ing laws, but the court found it unnecessary to resolve
those questions at that time.

The controversy over the branch banking powers of
national banks continued. Disagreeing with the
Comptroller's Interpretive Ruling 7.7380 (12 CFR
7.7380), the U.S. District Court for the District of Co-
lumbia held that loan production offices, where loan
applications are solicited and preliminarily processed,
are "branches" under 12 USC 36(f) and, hence, sub-
ject to state law limitations. IBAA v. Heimann, Civil No.
78-811 (D. D.C. March 30, 1979), appeal pending. In
State Bank of Fargo v. Merchants National Bank and
Trust Co., 593 F.2d 341 (8th Cir. 1979), the court held
that although automatic teller machines were
"branches" under the McFadden Act, national banks
could lawfully use such machines because the rele-
vant state law permitted state banks to use automated
tellers when such authority was granted to "federally
chartered financial institutions" which included federal
savings and loan associations and federal credit un-
ions. Finally, in State of Washington v. Heimann, et al.,
and Community Banks of Washington v. Heimann, et
al., Civil Action Nos. C-79-141 and C-79-142 (consoli-
dated) (W.D. Wash.), appeal pending, the
Comptroller's approval of applications by several na-
tional banks to acquire branches owned by each other
was upheld under a state law which permitted branch-
ing through acquiring existing banks or branches. The
case also involved allegations of antitrust law viola-
tions. In this connection, the automatic stay provision
of the Bank Merger Act, 12 USC 1828(c)(7)(A), was
held inapplicable to private antitrust actions.

The incidental powers of national banks received a
restrictive interpretation from the U.S. Court of Appeals
for the Ninth Circuit in N.R.C.A. v. Valley National
Bank, 604 F.2d 32 (9th Cir. 1979). That decision af-
firmed the finding of the trial court that data processing
services offered by a national bank to retailers, which
included generation of reports from retail sales data
provided by the retailer solely for the purpose of ob-
taining such services, was beyond the incidental
powers of national banks under 12 USC 24. Both
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courts reasoned that a service is properly "incidental"
only when it is offered or performed in connection with
the exercise of an express power. Thus, it was said,
since the retail reports at issue were not generated
due to some need arising from the offering of an "ex-
press power" service, such as supporting accounts re-
ceivable financing or working capital loans, the serv-
ices were not properly "incidental." The Comptroller's
Office believes the decision is incorrect because 12
USC 24 has no express or implied requirement that
banks restrict their business to "express power" serv-
ices. Moreover, a compelled tie between the offering
of data processing services and other banking serv-
ices would contravene the policy of the anti-tying stat-
utes, 12 USC 1972 et seq. Supreme Court review of
this case was not sought because of its procedural
status.

The confidentiality of the reports of examination pre-
pared by the Office received contrasting treatment. In
Gunter v. Comptroller of the Currency, Civil No. C78-
792 A, the U.S. District Court for the Northern District
of Georgia held that such reports are exempt from
mandatory disclosure under the Freedom of Informa-
tion Act and that under 12 CFR 4.19 the Comptroller
retains discretion over whether to authorize release.
However, another court held that when the Comptroller
is a party to a proceeding involving a closed bank,
production of entire reports would be compelled over
a claim of privilege by OCC, provided there is a suffic-
ient showing of need by the party seeking discovery.
In Re Franklin National Bank Securities Litigation, 478
F.Supp. 577 (E.D. N.Y. 1979). The latter decision may
be criticized on several grounds, including its failure to
recognize a distinction between matters of fact and
opinion, its failure to address the need of financial reg-
ulatory agencies to assure regulated banks that the in-
formation they provide will remain confidential and its
potential to deter the candid expression of opinions by
national bank examiners.

Finally, an action seeking judicial review of guide-
lines for enforcement of the Truth-in-Lending Act and
Regulation Z was dismissed for lack of ripeness be-
cause the financial regulatory agencies had not imple-
mented the guidelines through specific enforcement
proceedings. American Bankers Association v. Board
of Governors of the Federal Reserve System, et ai,
Civil Action No. 79-2066 (D. D.C., January 29, 1980).

Securities Disclosure Division

Approximately 340 national banks have a class of
securities registered with the Comptroller under the
Securities Exchange Act of 1934. The principal func-
tion of the Securities Disclosure Division is to review
registration statements, annual and special meeting
proxy materials, periodic reports, statements of owner-
ship and materials required to be filed in connection
with tender offers and election contests for those
banks. Reports of beneficial ownership and changes
in beneficial ownership are recorded, and a public file
of the 1934 act filings is maintained.

During 1979, the division proposed and adopted
amendments to 12 CFR 11, "Securities Exchange Act
Rules," concerning proxy material disclosure and ben-

eficial ownership of securities. The amendments were
designed to make the Comptroller's regulations under
the 1934 act substantially similar to rules of the Securi-
ties and Exchange Commission (SEC).

Seven regional conferences were presented in
Cleveland, Chicago, Atlanta, Richmond, New York,
Dallas and Hershey, Pa., primarily for the benefit of na-
tional banks having a class of securities registered
with the Comptroller under the 1934 act. The confer-
ences were designed to assist banks in complying
with the reporting requirements of the act and to inform
them of proposed changes in 12 CFR 11 and various
SEC regulations which will affect banks. The confer-
ences also focused on recent amendments to, and the
process of compliance with, the requirements of the
Comptroller's "Securities Offering Disclosure Rules,"
12 CFR 16, which applies to the offering and sale of
securities by national banks; "Recordkeeping and
Confirmation Requirements for Securities Transac-
tions," 12 CFR 12; and "Change in Bank Control," 12
CFR 15.

The division assisted the Trust Operations Division
by participating in a seminar for trust examiners and
by advising on amendments to 12 CFR 9, "Fiduciary
Powers of National Banks and Collective Investment
Funds," relating to variable amount master notes, se-
curities handling procedures and use by trust depart-
ments of material inside information available to the
bank as a result of its commercial banking activities.
The division also participated in drafting 12 CFR 12 in
response to recommendations in the SEC report on
bank securities activities. This regulation addresses
recordkeeping and confirmation requirements for na-
tional banks engaged in the purchase or sale of secu-
rities on order of a customer.

The division suspended trading in stock of two na-
tional banks pending public dissemination of informa-
tion which might affect the market activity in, and the
prices of, the banks' stocks. The division assisted the
SEC in several enforcement actions against national
banks and, in some instances, their parent holding
companies alleging violations of the federal securities
laws. The division also participated in numerous meet-
ings and discussions with the SEC on such matters as
access to, and disclosure of, information contained in
bank examination reports, activities of trust depart-
ments and the 1934 act filings of bank holding com-
panies which are parents of national banks.

Working closely with the Investment Securities Divi-
sion, the division completed the first private investiga-
tion by the Comptroller's Office of the activities of a
registered bank municipal securities dealer under the
1934 act. An administrative action was initiated against
the bank and persons who had acted in the capacities
of municipal representatives and municipal principals.
Generally, the Office alleged that the bank and the
persons engaged in unsafe and unsound banking
practices and committed violations of the antifraud
provisions of the federal securities laws in connection
with adjusted price trades of municipal, U.S. govern-
ment-and government agency securities. Further, it
was alleged that the bank and the associated persons
failed to reasonably supervise its employees and vio-
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lated numerous rules of the Municipal Securities Rule-
making Board. In this connection, the division filed a
motion for public hearing and public proceedings un-
der 12 CFR 19, asserting that it would be in the public
interest. Settlement negotiations with the respondents
were proceeding at year-end.

The division has been primarily responsible for the
review and approval of compensation and incentive
compensation plans filed under 12 CFR 13 since No-
vember 1979. Approximately 35 such plans have been
filed by national banks, and numerous requests for in-
formation and sample plans have been received. The
division also assisted the Bank Organization and
Structure Division's capital increase task force in de-
veloping an information manual and a policy statement
pertaining to all forms of compensation plans for in-
siders and shareholders of national banks.

The division was also responsible for reviewing sub-
ordinated debt instruments issued under 12 CFR 14.5
by national banks as a means of financing their opera-
tions. Authorization to proceed with the issuance of
subordinated debt instruments was given upon satis-
factory compliance by the issuer with the policy re-
quirements of the Comptroller for the form and content
of the instruments.

In the administration of 12 CFR 16, the division proc-
essed approximately 120 offering circulars filed by na-
tional banks in connection with the public offering and
sale of their equity or debt securities. In addition, the
division responded to numerous submissions under
the exemptive provisions of the regulation. Regional
counsels have been assisted by the division in review-
ing offering circulars of organizing national banks.

A comprehensive, review of 12 CFR 16 was under-
taken by the division in 1979. Based on staff experi-
ence interpreting the requirements of Part 16 and the
suggestions of bankers and other professionals, the
division proposed substantial revisions in the regula-
tion. The amendments proposed to incorporate the
definition of "beneficial ownership" set forth in 12 CFR
11; to exempt securities offerings made in connection
with any reorganization, merger, consolidation or ac-
quisition of assets from the offering circular require-
ments; to eliminate entirely the exemption for certain
small offerings; and to permit a substantially abbrevi-
ated offering circular for certain other offerings. Follow-
ing receipt of comments from interested members of
the public, the division prepared Part 16 in final form
for publication.

During 1979, the division was designated as legal
counsel to the Bank Organization and Structure Divi-
sion (BOSD) for matters requiring interpretation of the
Change in Bank Control Act of 1978 (12 USC 1817(j))
and 12 CFR 15 promulgated thereunder. In this as-
signment, the division worked closely with BOSD in the
resolution of various legal and administrative questions
arising under this act. In addition, the division re-
viewed and developed revisions of existing regulations
implementing the act.

Legislative Counsel Division

The principal responsibilities of the Legislative
Counsel Division relate to the legal aspects of legisla-

tion. The subject matter covers virtually every area of
the Office's jurisdiction and almost every legislative
measure of interest to national banks. In addition, the
division deals with matters of intergovernmental and
operational interest. In connection with those general
responsibilities, the division maintains such information
as status of bills, hearings and reports on bills, press
information and primary legislative documents and
files on pertinent laws passed in the current and imme-
diately preceding Congresses.

Division attorneys prepare testimony given before
congressional committees and letters of comment on
pending bills sent to members of Congress and con-
gressional committees. The attorneys draft legislation
and write memoranda and briefing papers on various
legislative proposals and congressional oversight. Di-
vision attorneys are in frequent contact with members
of Congress and their staffs, personnel in the Depart-
ment of the Treasury, Office of Management and
Budget and other federal and state agencies, Office
staff in the regions and in Washington, and public rep-
resentatives desiring information on banking legisla-
tion. They also attend congressional hearings and par-
ticipate in meetings with the Treasury Department and
other agencies to consult on, and keep abreast of, leg-
islation. In addition, division attorneys speak to various
groups, including bar associations, bank auditors, for-
eign bankers and Office staff on legal and legislative
matters.

The following are legislative activities of the first ses-
sion of the 96th Congress (1979) which were signifi-
cant for the Comptroller's Office:

• Right to Financial Privacy Act Amendment (P.L.
96-3; March 7, 1979) — Repealed a provision of
Title XI of the Financial Institutions Regulatory
and Interest Rate Control Act of 1978 that had
been scheduled to become effective March 10,
1979. That section would have required financial
institutions to notify all customers—including in-
active and dormant account holders—of certain
rights, contrary to congressional intent to require
notice only to current customers.

• Ethics in Government Act Amendment (P.L. 96-
28; June 22, 1979) — Clarified the post-
employment conflict of interest provisions of Ti-
tle V of the Ethics in Government Act of 1978.
The 1978 law prohibited certain high-ranking
employees, including those in positions listed in
the executive schedule and others designated
by the Office of Government Ethics, from aiding
or assisting in matters which had been pending
under the employee's official responsibility dur-
ing his or her last year in government service for
a 2-year period. The 1979 amendment makes
clear that the ban on aiding and assisting ap-
plies only to an individual's physical presence at
a formal or informal appearance. Furthermore,
the subject involved must be a particular matter
in which the individual participated "personally
and substantially."

The 1978 act also prohibited certain former
high-ranking government employees from repre-
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senting anyone in a formal or informal appear-
ance, or making any oral or written communica-
tions with the intent to influence for a period of 1
year, in connection with a matter pending before
the former employee's agency or in which the
agency had a direct or substantial interest. The
1979 amendment bars the Director of the Office
of Government Ethics from designating federal
employees below GS-17 as subject to that re-
striction. The amendment also exempts from the
"no contact" provisions service with the follow-
ing public or nonprofit institutions or organiza-
tions: (1) state and local governments and their
agencies and instrumentalities, (2) accredited,
degree-granting institutions of higher education
and (3) hospitals and medical research organi-
zations.

Violations of the provisions of the act may be
punished by a fine of up to $10,000 or imprison-
ment for up to 2 years, or both. The employment
restrictions, as amended, went into effect on
July 1, 1979.

• Federal Trade Commission Act Amendment
(P.L. 96-37; July 23, 1979) — Terminated the ju-
risdictional authority of the Federal Trade Com-
mission (FTC) over savings and loan associa-
tions and established separate rulemaking
authority in the Federal Home Loan Bank Board
(FHLBB) to regulate deceptive acts or practices
by those institutions. This law exempted savings
and loan associations from the FTC's cease and
desist authority and investigative authority to the
same extent that banks were already exempted.
The FHLBB was given regulatory authority over
savings and loan institutions substantially identi-
cal to that previously conferred on the Federal
Reserve Board for banks. The law also man-
dates the FHLBB to establish a division of con-
sumer affairs to resolve complaints and to en-
force trade practice regulations as to savings
and loan associations.

• International Banking Act Amendment (P.L. 96-
64; September 14, 1979) — Extended the time
for foreign banks to obtain required deposit in-
surance for existing branches in the United
States. The amendment extended the deadline
from September 17, 1979, to January 1, 1980,
allowing the Federal Deposit Insurance Corpo-
ration to complete examinations of foreign
branches which had applied for deposit insur-
ance pursuant to the requirements of the Inter-
national Banking Act of 1978.

• Temporary Usury Preemption (P.L. 96-104; No-
vember 5, 1979) — Temporarily preempted
state usury lending limits on business or agricul-
tural loans of over $25,000 made by financial in-
stitutions in states with constitutional provisions
invalidating contracts for a higher interest rate
than 10 percent. The law authorized business or
agricultural loans for $25,000 or more at an in-
terest rate of up to 5 percent over the Federal
Reserve discount rate on 90-day commercial

paper. The preemption was to expire on July 1,
1981, or earlier if a state's voters rejected the
federal preemption in 1980.

• Transaction Accounts, Temporary Usury Pre-
emption and New Jersey NOW Accounts (P.L.
96-161; December 28, 1979) — Provided a
temporary extension of authority through March
31, 1980, for the automatic transfer of funds
from savings accounts in commercial banks, the
establishment of remote service units by sav-
ings and loan associations and the use of share
drafts by credit unions.

The law temporarily overrode usury ceilings
for any loan, mortgage or advance secured by a
first lien on residential real property or by a first
lien on stock in a residential cooperative hous-
ing corporation where the loan was used to ac-
quire such stock. This federal preemption of
mortgage usury ceilings was to be effective
through March 31, 1980, and was to apply to
any loan closed prior to December 29, 1981, if a
commitment was made during the preemption
period. A state could impose or restore usury
limits during the preemption period.

The law also overrode state usury limits af-
fecting bank obligations, including deposit ac-
counts. It temporarily overrode such limitations
on business or agricultural loans of $25,000 or
more by permitting interest rates on such loans
of up to 5 percent over the Federal Reserve's
discount rate on 90-day commercial paper. In
states with statutory usury ceilings, the latter
preemption was to be effective until July 1,
1980. In states with constitutional usury limita-
tions, the preemption was to be effective until
July 1, 1981. A state could impose or restore
usury limits during the preemption period, either
by statute or by voter approval of a constitu-
tional provision. The law repealed P.L. 96-104,
which had earlier preempted usury ceilings in
certain states on business or agricultural loans
in excess of $25,000.

The law also provided permanent NOW ac-
count authority to depository institutions in New
Jersey.

Legal Advisory Services Division

The Legal Advisory Services Division provides gen-
eral legal advice in oral and written form and produces
interpretations and rulings concerning all federal and
applicable state laws and regulations that affect na-
tional banks or the Comptroller's Office. Inquiries come
from supervisory and examining personnel in the
Comptroller's Washington Office and in the field; from
bankers and bank counsels; from congressmen; from
members of other executive departments and agen-
cies, trade organizations and consumer groups; and
from others with a particular interest or problem which
involves a national bank. The division frequently sends
representatives to meetings with other federal authori-
ties to discuss topics and develop programs of mutual
interest.
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During 1979, the division participated in drafting a
number of proposed and final rulings and regulations
published in the Federal Register. Interpretive rulings
adopted in final form covered such topics as the legal
lending limit on loans to foreign governments and their
related entities (12 CFR 7.1330, 44 Federal Register
22712), requirements for personal property leasing by
national banks (12 CFR 7.3400, 44 Federal Register
22388), accounting methods pertaining to other real
estate owned by national banks (12 CFR 7.3025, 44
Federal Register 46428), bank service corporations
(12 CFR 7.7390, 44 Federal Register 23812) and loans
secured by real estate (12 CFR 7.2010, 7.2015,
7.2040, 7.2400, 44 Fee/era/ Register 51795). Final reg-
ulations adopted in 1979 related to the Change in
Bank Control Act (12 CFR 15, 44 Federal Register
7119), management official interlocks (12 CFR 26, 44
Federal Register 42152), federal branches and agen-
cies of foreign banks (12 CFR 28, 44 Federal Register
65381), establishment of a fair housing home loan data
system (12 CFR 27, 44 Federal Register 63084), and
implementation of the civil money penalty provisions
and broadened cease-and-desist powers conferred on
the Comptroller's Office by Titles I and VIII of the Fi-
nancial Institutions Regulatory and Interest Rate Con-
trol Act of 1978 (FIRA) (12 CFR 19, 44 Federal Register
19374). Attorneys in the division also spent considera-
ble time assisting the Federal Reserve Board staff in
drafting the final version of Regulation O (12 CFR 215)
and answering related inquiries on duties and limita-
tions imposed on national banks and their directors,
officers and 10-percent shareholders by Titles I, VIII
and IX of FIRA.

In addition to interpretive rulings and regulations
published in the Federal Register, significant letter rul-
ings issued by the division are released monthly and
published by various loose-leaf reporting services.
There was an increase in 1979 in questions about
usury because of the dramatic rise in interest rates
and the growing use of the federal alternative rate in
12 USC 85. Other major areas of concern included
bank mergers and dissenting shareholders' rights, in-
cidental banking powers issues under 12 USC 24(7),
conflicts between federal and various state laws as ap-
plied to national banks, consumer protection and civil
rights laws and programs, Regulation Q and Glass-
Steagall Act questions.

Division attorneys worked on a number of assign-
ments for the Federal Financial Institutions Examination
Council since the Comptroller's Chief Counsel is Chair-
man of the council's Legal Advisory Group. Attorneys
also worked on various contracts and leases for the
Comptroller's Office, including data processing, audit
and construction contracts and real estate leases. Pro-
cessing Freedom of Information Act requests and ap-
plications by national banks to establish charitable
trusts continued to consume a significant amount of
time. A number of special projects were undertaken by
members of the division; they included a legal study of

McFadden Act branching reform alternatives and a
description of the legal environment surrounding the
foreign acquisition of U.S. banks. Two staff members
served as special assistants to the Chief Counsel for a
6-month period.

The division's paralegal unit functions primarily to
handle complaints received from consumers, congres-
sional offices and consumer groups. Those inquiries
relate to a wide range of topics such as credit denials,
national banks' fiduciary duties, billing disputes and in-
terest rates on loans. The paralegal unit received
4,498 consumer inquiries during 1979. The unit re-
solved 1,042 complaints and referred most of the
others to the Comptroller's regional offices for re-
sponse. A few referrals were made to other regulatory
authorities. Some 320 assignments were pending at
the end of 1979.

Enforcement and Compliance Division

During 1979, the Enforcement and Compliance Divi-
sion with the assistance of other Washington and re-
gional personnel developed procedures to implement
the additional enforcement powers conferred by the Fi-
nancial Institutions Regulatory and Interest Rate Con-
trol Act of 1978. Procedures were established for re-
viewing and assessing civil money penalties against
national banks and associated individuals for violating
banking laws and cease and desist orders.

The division participated in investigations leading to
dismissals of bank officials, referred potential viola-
tions of law to prosecuting and investigating agencies,
prosecuted a formal removal action against a bank of-
ficial and initiated other administrative remedies, in-
cluding civil money penalty assessments. During
1979, the division concluded two civil money penalty
assessments, 67 formal administrative actions autho-
rized by 12 USC 1818 and 24 memoranda of under-
standing. The total of 93 formal and informal adminis-
trative actions represented an increase of 22 percent
over the preceding year. Each action is summarized in
Appendix C.

The division continued its practice of rendering ad-
vice and assistance to investigatory agencies, U.S. at-
torneys and the Department of Justice on bank fraud
and related matters. During 1979, division personnel
rendered direct trial assistance in eight bank fraud
prosecutions brought by U.S. attorneys.

The division also conducted three seminars on fraud
detection and prevention for senior national bank ex-
aminers and representatives of other regulatory agen-
cies. Division personnel also participated in various
programs throughout the United States dealing with
the investigation and prosecution of bank fraud.

During 1979, the division frequently assisted the
Special Projects Division and regional personnel in de-
termining the appropriate remedial and administrative
actions for national banks requiring special supervi-
sory attention.
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X. Financial Operations of the Office of the
Comptroller of the Currency

Total revenue of the Office of the Comptroller of the
Currency for 1979 was $104.4 million, an increase of 9
percent over 1978, which compares to a 9 percent in-
crease the previous year.^Assessment receipts, which
account for 91 percent of total revenue, amounted to
$94.6 million, an increase of $6.6 million, due princi-
pally to an increase in national bank assets. Revenue
from trust examinations totaled $3 million. Revenue
from applications for new branches declined by
$30,000. Revenue from conversion investigation in-
creased by $342,000. Fees for mergers and consoli-
dations increased by $142,000. Revenue from bank
examination reports declined by $104,000. Interest
earned on investments increased by $1.4 million, an
increase of 43 percent; this increase was due mainly
to the higher interest rates earned on Treasury bills.
Revenue from sale of publications increased
$105,000.

Total expenses amounted to $101.3 million in 1979
compared to $92.7 million in 1978, a 9.3 percent in-
crease over 1978.

Salaries, personnel benefits and travel expenses

amounted to $83.3 million, or 83 percent of total ex-
penses for the year. Those three expenses amounted
to $78.4 million in 1978, or 84.5 percent of total ex-
penses. Salary and benefit expense increased by $5
million, or 7.5 percent from 1978. Travel expenses to-
taled $12.1 million, an increase of $500,000 over 1978.

The remaining expenses totaled $17.5 million, an in-
crease of $3.1 million from the previous year. The most
significant changes occurred in rent, which increased
$818,000, education and career development, which
increased $839,000, and data processing, which in-
creased $410,000.

The equity account is in reality a reserve for contin-
gencies. Financial operations in 1979 increased that
reserve by the $3 million excess of revenue over ex-
penses to $36.5 million at year-end. That represents a
4-month reserve for operating expenses, based on the
level of expenses during the last 3 months of 1979.
The equity account has been administratively re-
stricted in the amount of $2,829,000, as explained in
the note to the financial statements.
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Table 12

Comptroller of the Currency
balance sheets

Commitments and contingencies (Notes 4 and 5):
Total liabilities and Comptroller's equity .

December 31
1979 1978

1,098,624
25,188,101

327,715
1,013,022
1,096,608

140,389

$ 169,908
17,977,313

326,288
494,969
894,855

53,286

ASSETS
Current assets:

Cash
Obligations of U.S. government (Note 2)
Accrued interest on investments
Accounts receivable
Travel advances
Prepaid expenses and other assets

Total current assets

Long-term obligations of U.S. government (Note 2)

Fixed assets and leasehold improvements (Note 2).
Furniture, equipment and software
Leasehold improvements

Less accumulated depreciation and amortization . .

Total assets

LIABILITIES AND COMPTROLLER'S EQUITY
Current liabilities:

Accounts payable and accrued expenses
Accrued travel and salaries

Total current liabilities
Long-term liabilities:

Accumulated annual leave
Closed Receivership Funds (Note 3)

Total liabilities

Comptroller's equity:
Administratively restricted (Note 3)
Unrestricted

28,864,459

15,142,831

5,521,573
5,778,033

11,299,606
3,537,942

7,761,664

$51,768,954

$ 3,993,081
3,822,118

7,815,199

4,758,576
2,706,279

15,280,054

2,829,000
33,659,900

36,488,900

$51,768,954

19,916,619

18,171,757

5,059,843
5,144,674

10,204,517
2,726,271

7,478,246

$45,566,622

$ 1,716,150
3,281,767

4,997,917

4,425,810
2,706,051

12,129,778

2,670,000
30,766,844

33,436,844

$45,566,622

See notes at end of tables.
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Table 13

Comptroller of the Currency
statements of revenues, expenses and Comptroller's equity

Year ended December 31
1979 1978

Revenues (Note 1):
Semiannual assessments
Examinations and investigations
Investment income
Publication sales
Other

Expenses:
Salaries
Retirement and other employee benefits (Note 4)
Travel and per diem
Rent and maintenance (Note 4)
Communications
Moving and shipping
Employee education and training
Data processing
Printing, reproduction and subscriptions
Office machine repairs and rentals
Depreciation and amortization
Supplies
Consulting services
Conferences
Remodeling
Other

Excess of revenue over expenses
Comptroller's equity at beginning of year
Comptroller's equity at end of year

$ 94,606,960
4,629,902
4,810,307

240,003
96,440

104,383,612

65,586,363
6,122,668

12,140,430
5,093,697
1,505,468
1,354,171
2,932,400
2,168,247
1,057,156

612,138
829,105
794,932
389,298
161,737
236,410
347,336

101,331,556
3,052,056

33,436,844
$ 36,488,900

$ 87,993,876
4,045,553
3,361,575

134,940
188,958

95,724,902

60,893,478
5,807,972

11,650,723
4,274,810
1,547,045

991,625
2,093,678
1,758,138
1,062,180

536,057
800,675
377,329
236,811
138,086
339,585
215,616

92,723,808
3,001,094

30,435,750
$ 33,436,844

See notes at end of tables.
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Table 14

Comptroller of the Currency
statements of changes in financial position

Year ended December 31
1979 1978

Financial resources were provided by:
Excess of revenues over expenses
Charges not affecting working capital in the period:

Additions to accumulated annual leave
Depreciation and amortization
Amortization of premium and discount on long-term U.S. government

obligations, net
Net (gain) loss on sale of fixed assets

Working capital provided by operations for the period
Long-term U.S. government obligations transferred to current assets
Proceeds from sale of fixed assets
Net closed receivership fund receipts

Total

Financial resources were used for:
Purchase of long-term investments
Purchase of fixed assets
Payment of accrued leave

Total

Increase in working capital

Analysis of Changes in Working Capital

Increase (decrease) in current assets:
Cash
Obligations of U.S. government . . .
Accrued interest on investments . .
Accounts receivable
Travel advances
Prepaid expenses and other assets

(Increase) decrease in current liabilities:
Accounts payable and accrued expenses
Accrued travel and salaries

Increase in working capital

$3,052,056

890,548
829,105

30,020
(628)

4,801,101
2,998,906

5,106
228

7,805,341

1,117,001
557,782

1,674,783

$6,130,558

$ 928,716
7,210,788

1,427
518,053
201,753

87,103

8,947,840

(2,276,931)
(540,351)

(2,817,282)

$6,130,558

$3,001,094

1,153,788
800,675

29,198
1,249

4,986,004

8,047
335

4,994,386

210,000
630,165
532,717

1,372,882

$3,621,504

$(1,266,784)
4,641,281

(18,186)
(231,824)
169,219

(260,523)

3,033,183

85,207
503,114
588,321

$3,621,504

See notes on next page.
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Notes to Financial Statements
December 31, 1979 and 1978

Note 1—Organization
The Comptroller of the Currency (Comptroller's Office) was

created by an Act of Congress for the purpose of establish-
ing and regulating a national banking system. The National
Currency Act of 1863, rewritten and re-enacted as the Na-
tional Banking Act of 1864, created the Comptroller's Office
and provided for its supervisory functions and the chartering
of banks.

No funds derived from taxes or federal appropriations are
allocated to or used by the Comptroller's Office in any of its
operations. The revenue of the Comptroller's Office is de-
rived principally from assessments and fees paid by the na-
tional banks and interest on investments in U.S. government
obligations. Assessments paid by national banks are not
construed to be government funds. The Comptroller's Office
is exempt from federal income taxes.

Note 2—Significant Accounting Policies
The accounting policies of the Comptroller of the Currency

conform to generally accepted accounting principles. The fi-
nancial statements are prepared on the accrual basis of ac-
counting.

Obligations of the U.S. government are valued at amor-
tized cost. For the current portion of obligations of the U.S.
government, this approximates market value. The market
value of the long-term U.S. government obligations owned at
December 31, 1979 and 1978, was $13,613,000 and
$16,656,000, respectively. It is the intention of the
Comptroller's Office to hold these securities until their matu-
rity, which ranges from 1980 through 1984. Therefore, no val-
uation reserve has been provided for in either 1979 or 1978.
Premiums and discounts on investments in U.S. government
obligations are amortized ratably over the terms of the obli-
gations.

Furniture, equipment and software are depreciated on a
straight-line basis over the estimated useful lives of the as-
sets, which range from 5 to 10 years. Leasehold improve-
ments are amortized over the terms of the related leases (in-
cluding renewal options) or the estimated useful lives,
whichever is shorter. Expenditures for maintenance and re-
pairs are charged to earnings as incurred. Significant reno-
vations of assets are capitalized.

equity. An analysis of allocable indirect expenses has not
been made.

As a part of the Depository Institutions Deregulation and
Monetary Control Act of 1980 enacted March 31, 1980, the
procedure for terminating the Closed Receivership Funds
was established. Any unclaimed assets remaining after ap-
plication of this procedure will revert to the general funds of
the Comptroller.

Note 4—Commitments
The Comptroller's Office occupies office space in Wash-

ington, D.C., under a lease agreement which provided for an
initial 5-year term with five consecutive 5-year renewal op-
tions. During 1978, the first of these options, expiring in
1984, was exercised. However, renewed rental rates have
not been agreed upon and the parties-in-interest are in the
process of negotiating a final settlement. In addition, regional
and sub-regional offices lease space under agreements
which expire at various dates through 1992. Minimum rental
commitments under leases in effect at December 31, 1979,
are as follows:

1980
1981
1982
1983
1984
1985 and after

$.5,265,000
5,046,000
4,608,000
4,391,000
2,325,000
2,338,000

$23,973,000

Certain of the leases provide that annual rentals may be
adjusted to provide for increases in taxes and other related
expenses.

Total rental expense under operating leases was
$4,745,634 and $3,913,700 for the years ended December
31, 1979 and 1978, respectively.

The Comptroller's Office contributes to the Civil Service re-
tirement plan for the benefit of all its eligible employees.
Contributions aggregated $4,472,000 and $4,133,000 in
1979 and 1978, respectively. The plan is participatory, with 7
percent of salary being contributed by each party.

The accompanying balance sheets include a liability for
annual leave, accumulated within specified limits, which if
not taken by employees prior to retirement is paid at that
date.

Note 3—Closed Receivership Funds
Prior to the assumption of closed national bank receiver-

ship functions by the Federal Deposit Insurance Corporation
in 1936, the Comptroller of the Currency appointed individual
receivers for all closed national banks. After settling the af-
fairs of the closed banks and issuing final distributions to the
creditors of the banks (principally depositors), the receivers
transferred to the custody of the Comptroller's Office all re-
maining funds which represented distributions which were
undeliverable or had not been presented for payment.
Closed Receivership Funds in the accompanying balance
sheets represent the potential claims for such funds by the
original creditors of the receiverships. Since inception of the
receivership function, unclaimed funds have been invested
in U.S. government securities. The income from investments
has been applied as an offset to expenses incurred by the
Comptroller's Office in performing this function and accord-
ingly has been recorded as revenue in the statements of rev-
enues, expenses and Comptroller's equity. Through Decem-
ber 31, 1979, income has exceeded direct expenses by
approximately $2,829,000 (including $159,000 in 1979 and
1978), which excess amount is included in the Comptroller's

Note 5—Contingencies
Various banks in the District of Columbia have deposited

securities with the Comptroller's Office as collateral for those
banks entering into and administering trust activities. These
securities, having a par or stated value of $13,993,000, are
not assets of the Comptroller's Office and accordingly are
not included in the accompanying financial statements.

The Comptroller's Office is a defendant, together with
other bank supervisory agencies and other persons, in litiga-
tion generally related to the closing of certain national banks.
In the opinion of the Comptroller's legal staff, the
Comptroller's Office will be able to defend successfully
against these complaints, and no liability is expected to
result therefrom.

During 1979, the Office of Personnel Management (OPM)
submitted an order directing the Comptroller's Office to pay
back wages, representing uncompensated overtime, due
under the Fair Labor Standards Act (FLSA) to certain exam-
iners in the Eleventh National Bank Region. The
Comptroller's Office believes the order was based on erro-
neous interpretation and application of FLSA standards per-
taining to, inter alia, the exempt status of certain examiners
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and travel time regulations. While the Comptroller's Office
concedes that a liability exists in the Eleventh National Bank
Region (and perhaps the other regions), the amount of this li-
ability cannot reliably be estimated at this time. Moreover, it
is uncertain whether such liability will be payable from funds

of the Comptroller's Office or from funds appropriated by
Congress for claims against the United States. Liability, if
any, resulting from this action is not expected to have a ma-
terial effect on the financial position or operations of the
Comptroller's Office.

OPINION OF INDEPENDENT ACCOUNTANT

To the Comptroller of the Currency
In our opinion, the accompanying balance sheets, the related statements of revenues, expenses and

Comptroller's equity and of changes in financial position present fairly the financial position of the Comptroller of
the Currency at December 31, 1979 and 1978, and the results of its operations and the changes in its financial po-
sition for the years then ended, in conformity with generally accepted accounting principles consistently applied.
Our examinations of these statements 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 circumstances, including confirmation of securities owned at December 31, 1979 and 1978, by
correspondence with the custodians.

Washington, D.C.
April 11, 1980

Price Waterhouse & Co.
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Merger Decisions, 1979

/. Mergers consummated, involving two or more operating banks

Jan. 1, 1979: Page
Barnett Bank of Jacksonville, National Association, Jack-

sonville, Fla.
Barnett Bank of Murray Hill, Jacksonville, Fla.
Barnett Bank of San Jose, Jacksonville, Fla.
Barnett Bank of Regency, Jacksonville, Fla.
Barnett Bank of North Jacksonville, Jacksonville, Fla.
Merger 55

Jan. 1, 1979:
Bay State National Bank, Lawrence, Mass.
Citizens Bank and Trust Company of Peabody, Peabody,

Mass.
Merger 56

Jan. 1, 1979:
Fidelity American Bank, NA, Lynchburg, Va.
Fidelity American Bank, NA, Halifax, Va.
Fidelity American Bank, NA, Roanoke Valley, Roanoke

County, Va.
Fidelity American Bank, Chatham, Va.
Fidelity American Bank, Natural Bridge, Natural Bridge

Station, Va.
Fidelity American Bank, Buena Vista, Buena Vista, Va.
Merger 57

Jan. 1, 1979:
The First American National Bank of St. Cloud, St. Cloud,

Minn.
The First State Bank of Rice, Rice, Minn.
Merger 58

Jan. 1, 1979:
First Merchants National Bank, Neptune Township, N.J.
Midlantic National Bank/Raritan Valley, Edison Township,

N.J.
Merger 59

Jan. 31, 1979:
Atlantic First National Bank of Gainesville, Gainesville,

Fla.
Atlantic Bank of Gainesville, Gainesville, Fla.
Merger 60

Feb. 20, 1979:
Dominion National Bank of the Peninsula, York County,

Va.
Dominion National Bank of Tidewater, Norfolk, Va.
Merger 61

Feb. 28, 1979:
Southern National Bank of North Carolina, Lumberton,

N.C.
Goldsboro Branch of North Carolina National Bank, Char-

lotte, N.C.
Purchase 62

Mar. 5, 1979:
Old National Bank of Washington, Spokane, Wash.
Four Branches of Rainier National Bank, Seattle, Wash.
Purchase 63

Mar. 5, 1979:
Old National Bank of Washington, Spokane, Wash.
Two Branches of Pacific National Bank of Washington,

Seattle, Wash.
Purchase 68

Mar. 5, 1979:
Pacific National Bank of Washington, Seattle, Wash.
Three Branches of Old National Bank of Washington,

Spokane, Wash.
Purchase 73

Mar. 5, 1979:
Rainier National Bank, Seattle, Wash.
Four Branches of First National Bank in Spokane, Spo-

kane, Wash.
One Branch of Old National Bank of Washington, Spo-

kane, Wash.
Purchase 78

Mar. 31, 1979:
Atlantic First National Bank of Daytona Beach, Daytona

Beach, Fla.
Atlantic Bank of West Daytona Beach, Daytona Beach,

Fla.
Merger 83

Apr. 1, 1979:
Royal Trust Bank of Miami, N.A., Miami, Fla.
Royal Trust Bank of South Dade, N.A., Unincorporated

Area of Dade County (P.O. Miami)
Merger 84

Apr. 16, 1979:
The Central Trust Company, National Association, Cincin-

nati, Ohio
The Central Trust Company of Montgomery County, Na-

tional Association, Dayton, Ohio
Merger 84

Apr. 30, 1979:
Bankers Trust Company of Albany, National Association,

Albany, N.Y.
Bankers Trust Company of Central New York, Utica, N.Y.
Merger 85

Apr. 30, 1979:
The Central Trust Company of Northeastern Ohio, Na-

tional Association, Canton, Ohio
The Central Trust Company of Wayne County, Wooster,

Ohio
Merger 85

May 7, 1979:
Warrick National Bank of Boonville, Boonville, Ind.
The Colonial National Bank, Ohio Township (P.O. Tenny-

son), Ind.
Merger 86

May 21, 1979:
The Third National Bank and Trust Company of Dayton,

Ohio, Dayton, Ohio
The Citizens First National Bank of Greene County,

Xenia, Ohio
Merger 87

May 22, 1979:
First National City Bank of Alliance, Alliance, Ohio
First National Bank of Sebring, Sebring, Ohio
Merger 89

May 30, 1979:
The First National Bank of Maryland, Baltimore, Md.
The Sharpsburg Bank of Washington County, Sharps-

burg, Md.
Merger 90

May 31, 1979:
Virginia National Bank, Norfolk, Va.
New Bank of Roanoke, Roanoke, Va.
Merger 91

June 1, 1979:
The First National Bank of Shreveport, Shreveport, La.
Caddo Trust and Savings Bank, Belcher, La.
Merger 92
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June 1, 1979: Page
Sun First National Bank of Melbourne, Melbourne, Fla.
Sun Bank of Cocoa, National Association, Cocoa, Fla.
Merger 93

June 29, 1979:
First National Bank of Mercer County, Celina, Ohio
The Home Banking Company, St. Marys, Ohio
Merger 94

June 29, 1979:
The Ohio National Bank of Columbus, Columbus, Ohio
Akron National Bank, Akron, Ohio
The Capital National Bank, Cleveland, Ohio
The First National Bank of Springfield, Springfield, Ohio
The First National Bank of Newark, Newark, Ohio
First National Bank of Coshocton, Coshocton, Ohio
The First National Bank of Chillicothe, Chillicothe, Ohio
The Western Security Bank, Sandusky, Ohio
The Citizens National Bank in Zanesville, Zanesville, Ohio
The Niles Bank Company, Niles, Ohio
The First National Bank of Delaware, Delaware, Ohio
The First National Bank of Jackson, Jackson, Ohio
The National Bank of Portsmouth, Portsmouth, Ohio
The Central National Bank of Cambridge, Cambridge,

Ohio
The Hocking Valley National Bank of Lancaster, Lancas-

ter, Ohio
The Ohio Bank and Trust Company, New Philadelphia,

Ohio
The Citizens National Bank of Ironton, Ironton, Ohio
The Medina County Bank, Medina, Ohio
The First National Bank of Cadiz, Cadiz, Ohio
The First National Bank of Tiffin, Tiffin, Ohio
The Knox County Savings Bank, Mount Vernon, Ohio
The Community Bank, Napoleon, Ohio
The Farmers and Merchants Bank of Logan, Logan, Ohio
The First National Bank of Marysville, Marysville, Ohio
The First National Bank of London, London, Ohio
The First National Bank of Washington Court House,

Washington Court House, Ohio
The Kenton Savings Bank, Kenton, Ohio
National Bank of Loveland, Loveland, Ohio
The Perry County Bank, New Lexington, Ohio
The First National Bank of Wilmington, Wilmington, Ohio
The Second National Bank of Circleville, Circleville, Ohio
The Cummings Bank Company, Carrollton, Ohio
The Citizens Banking Company, Perrysburg, Ohio
The Peoples National Bank of Greenfield, Greenfield,

Ohio
The Logan County Bank, Bellefontaine, Ohio
The Peoples Savings Bank Company, Delta, Ohio
The Ohio State Bank of Dayton, Dayton, Ohio
The Geauga County National Bank of Chardon, Chardon,

Ohio
The Adams Bank, Millersburg, Ohio
The First National Bank at East Palestine, East Palestine,

Ohio
Merger 95

June 30, 1979:
The Central National Bank of Richmond, Richmond, Va.
Fidelity American Bank, NA, Richmond, Henrico County,

Va.
Cavalier Central Bank & Trust Company, Hopewell, Va.
Merger 96

June 30, 1979:
First & Merchants National Bank, Richmond, Va.
The First National Bank of Danville, Danville, Va.
Merger 97

June 30, 1979:
National Community Bank of New Jersey, Rutherford,

N.J.
Arcadia National Bank, Secaucus, N.J.
Merger 97

July 1, 1979:
Southeast First National Bank of Miami, Miami, Fla.
Southeast First National Bank of Miami Springs, Miami

Springs, Fla.
Southeast National Bank of Coral Way, Miami, Fla.

Southeast Bank of Dadeland, Unincorporated Area of Page
Dade County, Fla.

Southeast National Bank of Tamiami, Unincorporated
Areas of Dade County, Fla.

Southeast Bank of Westland, Hialeah, Fla.
Merger 98

July 2, 1979:
The Farmers National Bank of Cynthiana, Cynthiana, Ky.
Union Bank of Berry, Berry, Ky.
Purchase 99

July 2, 1979:
The First National Bank of Farmville, Farmville, Va.
The Bank of Buckingham, Dillwyn, Va.
Merger 100

July 2, 1979:
National Bank and Trust Company, Charlottesville, Va.
New Bank of Culpeper, Culpeper, Va.
Merger 100

July 14, 1979:
Wells Fargo Bank, National Association, San Francisco,

Calif.
First Central Coast Bank, San Luis Obispo, Calif.
Merger 101

July 30, 1979:
Society National Bank of Cleveland, Cleveland, Ohio
Society Bank of Painesville, Ohio
Merger 102

Aug. 27, 1979:
Heritage Bank, N.A. - Flushing, Flushing, Ohio
The Eastern Ohio Bank, Union Township, Ohio
Merger 102

Aug. 31, 1979:
The Planters National Bank and Trust Company, Rocky

Mount, N.C.
Liberty Bank & Trust Company, Durham, N.C.
Purchase 103

Sept. 14, 1979:
The National Bank of South Carolina, Sumter, S.C.
Bank of North Charleston, North Charleston, S.C.
Purchase 104

Sept. 28, 1979:
First National Bank of Nevada, Reno, Nev.
Bank of Nevada, Las Vegas, Nev.
Consolidation 105

Sept. 28, 1979:
The Peoples National Bank and Trust Company, Dover,

Ohio
The Gnadenhutten Bank, Gnadenhutten, Ohio
Merger 105

Sept. 30, 1979:
First National Bank of Hollywood, Hollywood, Fla.
First National Bank of Hallandale, Hallandale, Fla.
Hollywood National Bank, Hollywood, Fla.
First National Bank of Miramar, Miramar, Fla.
Merger 106

Sept. 30, 1979:
Southern National Bank of North Carolina, Lumberton,

N.C.
Carolina State Bank, Gastonia, N.C.
Merger 107

Oct. 1, 1979:
Bank of Jackson, N.A., Jackson, Miss.
Fidelity Bank, Utica, Miss.
Purchase 108

Oct. 1, 1979:
The Barnstable County National Bank of Hyannis, Barn-

stable, Mass.
Chatham Trust Company, Chatham, Mass.
Merger 109

Oct. 4, 1979:
The Central Trust Company, National Association, Cincin-

nati, Ohio
The Citizens National Bank of Middleport, Ohio
Merger 110

Oct. 4, 1979:
The Central Trust Company, National Association, Cincin-

nati, Ohio
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The First National Bank of Gallipolis, Gallipolis, Ohio Page
Merger 111

Oct. 15, 1979:
The Merchants National Bank of Fort Smith, Fort Smith,

Ark.
Continental Bank and Trust Company, Barling, Ark.
Merger 112

Oct. 31, 1979:
The First National Bank in Sioux Falls, Sioux Falls, S.

Dak.
Dakota State Bank of Dell Rapids, Dell Rapids, S. Dak.
Purchase 113

Oct. 31, 1979:
Mid-American National Bank and Trust Company,

Northwood, Ohio
Farmers and Merchants Bank Company, Arlington, Ohio
Merger 113

Nov. 1, 1979:
The First National Bank of Maryland, Baltimore, Md.
The National Bank of Perryville, Perryville, Md.
Merger 114

Nov. 9, 1979:
Central Fidelity Bank, N.A., Richmond, Va.
City Savings Bank and Trust Company, Petersburg, Va.
The Citizens National Bank of Emporia, Emporia, Va.
Merger 115

Nov. 23, 1979:
The First National Bank in Bryan, Bryan, Ohio
The Farmers State Bank of Stryker, Stryker, Ohio
Merger 116

Nov. 30, 1979:
Century First National Bank in St. Petersburg, St. Peters-

burg, Fla.
Century Bank of Pinellas County, St. Petersburg, Fla.
Merger 117

Nov. 30, 1979:
First & Merchants National Bank, Richmond, Va.
The Services National Bank, Arlington, Va.
Merger 117

Nov. 30, 1979:
Indian Head National Bank of Nashua, Nashua, N.H.
Indian Head National Bank of Derry, Derry, N.H.
Merger 118

Nov. 30, 1979:
The National Bank and Trust Company of Gloucester

County, Woodbury, N.J.
The National Bank of Manuta, Sewell, N.J.
Merger 119

Dec. 1, 1979:
The Lake County National Bank of Painesville, Paines-

ville, Ohio
The Commercial Bank, Ashtabula, Ohio
Merger 120

Dec. 1, 1979:
The New Farmers National Bank of Glasgow, Glasgow,

Ky.
The Peoples Bank, Cave City, Ky.
Merger 121

Dec. 1, 1979:
Sun First National Bank of Lake Wales, Lake Wales, Fla.

Sun First National Bank of Polk County, Auburndale, Fla. Page
Merger 122

Dec. 3, 1979:
National Central Bank, Lancaster, Pa.
Lebanon County Trust Company, Lebanon, Pa.
Merger 123

Dec. 3, 1979:
North Carolina National Bank, Charlotte, N.C.
The Bank of Asheville, Asheville, N.C.
Merger 124

Dec. 7, 1979:
American National Bank and Trust Company of Chicago,

Chicago, III.
Mercantile National Bank of Chicago, Chicago, III.
Purchase 125

Dec. 14, 1979:
Northwestern National Bank of Sioux Falls, Sioux Falls, S.

Dak.
Springfield State Bank, Springfield, S. Dak.
Merger 126

Dec. 28, 1979:
First National Bank of Catawba County, Hickory, N.C.
Western Carolina Bank and Trust Company, Asheville,

N.C.
Purchase 127

Dec. 28, 1979:
The Oneida National Bank and Trust Company of Central

New York, Utica, N.Y.
The Little Falls National Bank, Little Falls, N.Y.
Merger 128

Dec. 31, 1979:
Deposit Guaranty National Bank, Jackson, Miss.
Bank of Inverness, Inverness, Miss.
Merger 129

Dec. 31, 1979:
The Huntington National Bank of Columbus, Columbus,

Ohio
The Huntington Bank of Toledo, Toledo, Ohio
The Huntington Portage National Bank of Kent, Kent, Ohio
The Huntington First National Bank of Lima, Lima, Ohio
The Huntington Bank of Wood County, Bowling Green,

Ohio
The Huntington First National Bank of Medina County,

Wadsworth, Ohio
The Huntington Lagonda National Bank of Springfield,

Springfield, Ohio
The Huntington Bank of Chillicothe, Chillicothe, Ohio
The Huntington First National Bank of Kenton, Kenton, Ohio
The Huntington Bank of Washington Court House, Wash-

ington Court House, Ohio
The Huntington National Bank of Bellefontaine, Bellefon-

taine, Ohio
The Huntington National Bank of Franklin, Franklin, Ohio
The Huntington Bank of Woodville, Woodville, Ohio
The Huntington Bank of Ashland, Ashland, Ohio
The Huntington National Bank of London, London, Ohio
The Huntington National Bank, Columbus, Ohio
Merger 130

//. Mergers consummated, involving a single operating bank

Jan. 2, 1979:
City National Bank, Fort Worth, Tex.
5600 Lancaster National Bank, Fort Worth, Tex.
Merger 131

Jan. 30, 1979:
National Lumberman's Bank and Trust Company, Muske-

gon, Mich.
NLB National Bank of Muskegon, Muskegon, Mich.
Merger 131

Feb. 9, 1979:
First Waco Bank, National Association, Waco, Tex.
The First National Bank of Waco, Waco, Tex.
Merger 132

Mar. 1, 1979:
The Lufkin National Bank, Lufkin, Tex.
New Lufkin National Bank, Lufkin, Tex.
Merger 133

Mar. 16, 1979:
National Bank of Commerce of Dallas, Dallas, Tex.
New National Bank of Commerce of Dallas, Dallas, Tex.
Merger 134

Mar. 29, 1979:
Gulf Bank, National Association, Houston, Tex.
Gulf Freeway National Bank, Houston, Tex.
Merger 134
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Apr. 13, 1979: Page
First National Bank of Clermont County, Bethel, Ohio
First Bank of Clermont County, N.A.
Merger 135

Apr. 30, 1979:
The Huron County Banking Company, National Associa-

tion, Norwalk, Ohio
H.C.B. National Bank of Norwalk, Norwalk, Ohio
Consolidation 136

May 1, 1979:
The First National Bank of Piano, Piano, Tex.
1409 Avenue K National Bank, Piano, Tex.
Merger 136

May 15, 1979:
Citizens Bank, National Association, Denison, Tex.
The Citizens National Bank of Denison, Denison, Tex.
Merger 137

June 30, 1979:
Anaheim National Bank, Anaheim, Calif.
ANB National Bank, Anaheim, Calif.
Merger 138

June 30, 1979:
City National Bank & Trust Co. of Rockford, Rockford, III.
City Bank, National Association, Rockford, III.
Merger 138

July 9, 1979:
First National Bank of Evergreen Park, Evergreen Park, III.
FNEP National Bank, Evergreen Park, III.
Merger 139

Aug. 29, 1979:
The First National Bank of Galion, Galion, Ohio
Galion National Bank, Galion, Ohio
Consolidation 140

Sept. 12, 1979:
Citizens National Bank of Limestone County, Athens, Ala.
Limestone Bank, N.A., Athens, Ala.
Merger 140

Sept. 19, 1979:
Lewisville Bank, N.A., Lewisville, Tex.
Lewisville National Bank, Lewisville, Tex.
Merger 141

Sept. 20, 1979:
The National City Bank of Marion, Marion, Ohio
New Marion National Bank, Marion, Ohio
Consolidation 142

Nov. 29, 1979:
The Citizens National Bank, Bryan, Ohio
New Bryan National Bank, Bryan, Ohio
Consolidation 142

Dec. 31, 1979:
Belleville National Savings Bank, Belleville, III.
Belleville National Bank, Belleville, III.
Merger 143

Dec. 31, 1979:
First National Bank in Conroe, Conroe, Tex.
West Davis National Bank, Conroe, Tex.
Merger 144
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Mergers consummated, involving two or more operating banks

BARNETT BANK OF JACKSONVILLE, NATIONAL ASSOCIATION,
Jacksonville, Fla., and Barnett Bank of Murray Hill, Jacksonville, Fla., and Barnett Bank of San Jose, Jacksonville,
Fla., and Barnett Bank of Regency, Jacksonville, Fla., and Barnett Bank of North Jacksonville, Jacksonville, Fla.

Names of banks and type of transaction Total
assets

Banking offices

In
operation

To be
operated

Barnett Bank of Murray Hill, Jacksonville, Fla., with $ 67,274,000
and Barnett Bank of North Jacksonville, Jacksonville, Fla., with 19,838,000
and Barnett Bank of Regency, Jacksonville, Fla., with 32,885,000
and Barnett Bank of San Jose, Jacksonville, Fla., with 40,663,000
and Barnett Bank of Jacksonville, National Association, Jacksonville, Fla. (9049), which had 374,795,000
merged January 1, 1979, under charter and title of the latter bank (9049). The merged bank at date
of merger had 505,532,000 16

COMPTROLLER'S DECISION

Application has been made to the Office of the Comp-
troller of the Currency seeking prior permission to
merge Barnett Bank of Murray Hill, Jacksonville, Fla.,
Barnett Bank of North Jacksonville, Jacksonville, Fla.,
Barnett Bank of Regency, Jacksonville, Fla., and
Barnett Bank of San Jose, Jacksonville, Fla. (collec-
tively, "Merging Banks"), into Barnett Bank of Jackson-
ville, National Association; Jacksonville, Fla. ("Charter
Bank"), under the charter and title of Barnett Bank of
"Jacksonville, National Association." The subject ap-
plication rests on an agreement executed between the
proponent banks and is incorporated herein by refer-
ence, the same as if fully set forth.

Charter Bank was granted National Banking Associ-
ation charter number 9049 by this Office on March 2,
1908, and as of June 30, 1978, had total commercial
bank deposits of $284.7 million.

Merging Banks were established ate novo as state-
chartered commercial banking institutions by their par-
ent bank holding company, Barnett Banks of Florida,
Inc., Jacksonville, Fla., a registered multibank holding
company. As of June 30, 1978, Merging Banks had to-
tal deposits of approximately $138.6 million.

Inasmuch as all five of the proponent banks are
wholly owned subsidiaries of the same bank holding
company, there is no meaningful competition existent

among them, nor is there any potential for increased
future competition. The proposed merger essentially
represents a corporate reorganization whereby Barnett
Banks of Florida, Inc., is consolidating its commercial
banking interests located within Duval County.

This application was filed prior to the November 6,
1978, effective date of the Comptroller's Community
Reinvestment Act regulations, 12 CFR 25. However,
pursuant to the Community Reinvestment Act, Public
Law No. 95-128, available information relevant to the
banks' records of meeting community credit needs
was reviewed, revealing no evidence to suggest that
the applicants are not meeting the credit needs of their
community, including low and moderate income neigh-
borhoods.

Accordingly, applying the statutory criteria, it is the
conclusion of the Office of the Comptroller of the Cur-
rency that this application is not adverse to the public
interest and should be, and hereby is, approved.

November 29, 1978

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are all wholly owned subsidiaries
of the same bank holding company. As such, their pro-
posed merger is essentially a corporate reorganization
and would have no effect on competition.
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BAY STATE NATIONAL BANK,
Lawrence, Mass., and Citizens Bank and Trust Company of Peabody, Peabody, Mass.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

Citizens Bank and Trust Company of Peabody, Peabody, Mass., with $ 7,565,000
and Bay State National Bank, Lawrence, Mass. (1014), which had 115,058,000
merged January 1, 1979, under charter and title of the latter bank (1014). The merged bank at date
of merger had 127,636,000

2
10

12

COMPTROLLER'S DECISION

Pursuant to the statutory requirements of the Bank
Merger Act (12 USC 1828(c)), an application has been
filed with the Office of the Comptroller of the Currency
that requires the prior written consent of this Office to
the proposed merger of Citizens Bank and Trust Com-
pany of Peabody, Peabody, Mass. ("Merging Bank"),
into Bay State National Bank, Lawrence, Mass. ("Char-
ter Bank"). The subject application is based on an
agreement executed between the proponent banks
and is incorporated herein by reference, the same as if
fully set forth.

Charter Bank is a commercial banking subsidiary of
Massachusetts Bay Bancorp, Inc., Lawrence, Mass., a
registered multibank holding company that on Decem-
ber 31, 1977, had consolidated deposits of $156.6 mil-
lion. Charter Bank has operated under National Bank-
ing Association charter number 1014 since granted by
this Office on May 15, 1865. As of December 31, 1977,
Charter Bank had total deposits of slightly in excess of
$106 million and operated 10 banking offices.

Merging Bank, a state-chartered commercial bank,
at calendar year-end 1977, operated two banking of-
fices and had total deposits of almost $6 million.

The proponent banks are represented in Essex
County, north of Boston. The closest offices of Charter
Bank and Merging Bank are approximately 10 miles
apart, and the main offices of the proponents are
about 18 miles apart. There are numerous offices of
other commercial banks within the intervening area,
and neither of the participating banks appears to ob-
tain any significant volume of loan and/or deposit busi-
ness from areas served by the other. It is therefore

concluded that approval of this application would
result in no substantially adverse effect on competition.

Charter Bank should be in a position to expand and
improve on existing banking services offered to Merg-
ing Bank's customers and introduce additional bank-
ing services into the Peabody area. Considerations re-
lating to convenience and needs do not appear to be
inconsistent with approval of the application.

The financial managerial resources of both of the
proponents are generally satisfactory, and the future
prospects of both banks should be favorably en-
hanced as a result of approval of the application.

This application was filed prior to the November 6,
1978, effective date of the Comptroller's Community
Reinvestment Act regulations, 12 CFR 25. However,
pursuant to the Community Reinvestment Act, Public
Law No. 95-128, available information relevant to the
bank's record of meeting its community credit needs
was reviewed, revealing no evidence to suggest that
the applicants are not meeting the credit needs of their
community including low and moderate income neigh-
borhoods.

Accordingly, applying the statutory criteria, it is the
conclusion of this Office that the application is not ad-
verse to the public interest and is approved.

November 30, 1978

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it would not have a significantly adverse ef-
fect upon competition.
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FIDELITY AMERICAN BANK, NA,
Lynchburg, Va., and Fidelity American Bank, NA, Halifax, Halifax, Va., and Fidelity American Bank, NA, Roanoke
Valley, Roanoke County, Va., and Fidelity American Bank, Chatham, Va., and Fidelity American Bank, Natural
Bridge, Natural Bridge Station, Va., and Fidelity American Bank, Buena Vista, Buena Vista, Va.

Names of banks and type of transaction Total
assets

Fidelity American Bank, Buena Vista, Buena Vista, Va., with $ 8,773,000
and Fidelity American Bank, Chatham, Va., with 20,768,000
and Fidelity American Bank, NA, Halifax, Halifax County, Va. (16313), with 32,788,000
and Fidelity American Bank, Natural Bridge, Natural Bridge Station, Va., with 10,003,000
and Fidelity American Bank, NA, Roanoke Valley, Roanoke County, Va. (16192), with 21,415,000
and Fidelity American Bank, NA, Lynchburg, Va. (1522), which had 603,655,000
merged January 1, 1979, under charter and title of the latter bank (1522). The merged bank at date
of merger had 694,367,000

Banking

In
operation

2
1
2
1
4

24

offices

To be
operated

34

COMPTROLLER'S DECISION

The Office of the Comptroller of the Currency is in re-
ceipt of an application, pursuant to the Bank Merger
Act (12 USC 1828(c)), requesting prior permission to
merge Fidelity American Bank, Buena Vista, Buena
Vista, Va. ("Buena Vista Bank"); Fidelity American
Bank, Chatham, Va. ("Chatham Bank"); Fidelity Ameri-
can Bank, NA, Halifax, Unincorporated Area of Halifax
County, Va. ("Halifax Bank"); Fidelity American Bank,
Natural Bridge, Natural Bridge Station, Va. ("Natural
Bridge Bank"); and Fidelity American Bank, NA, Roa-
noke Valley, Roanoke County, Va. ("Roanoke Bank"),
into Fidelity American Bank, NA, Lyncburg, Va.
("Charter Bank"), under the charter and title of "Fidelity
American Bank, NA." The subject application rests on
an agreement executed between the proponent
banks, and is incorporated herein by reference, the
same as if fully set forth.

Charter Bank has operated as a National Banking
Association since August 11, 1865, when it was
granted charter number 1522 by this Office. As of
June 30, 1978, Charter Bank had total commercial
bank deposits of $421.5 million.

Buena Vista Bank was established as a state bank-
ing institution in 1906, and as of June 30, 1978, had to-
tal commercial bank deposits of $7.6 million.

Chatham Bank commenced operations as a state-
chartered bank in 1878, and held total deposits of
$17.4 million on June 30, 1978.

Halifax Bank received its charter as a National Bank-
ing Association on April 26, 1974, when it was granted
charter number 16313 by this Office. As of June 30,
1978, Halifax Bank had total commercial bank de-
posits of $25.9 million.

Natural Bridge Bank was chartered as a state bank-
ing institution in 1921 and as of June 30, 1978, had to-
tal deposits of $8.9 million.

Roanoke Bank was granted National Banking Asso-
ciation charter number 16192 by this Office on Sep-
tember 26, 1973, and held total commercial bank de-
posits of $17.2 million on June 30, 1978.

All six of the banks involved in the proposed merger
are banking subsidiaries of Fidelity American Bank-
shares, Inc., Lynchburg, a registered multibank hold-
ing company. Due to their common ownership and
control, approval of this merger would not produce an
adverse impact on any relevant area of consideration.
This application is regarded essentially as a corporate
reorganization whereby Fidelity American Bankshares,
Inc., is consolidating a portion of its banking interests.

This application was filed prior to the November 6,
1978, effective date of the Comptroller's Community
Reinvestment Act regulations, 12 CFR 25. However,
pursuant to the Community Reinvestment Act, Public
Law No. 95-128, available information relevant to the
banks' records of meeting their community credit
needs was reviewed, revealing no evidence to sug-
gest that the applicants are not meeting the credit
needs of their communities, including low and moder-
ate income neighborhoods.

It is therefore the opinion of the Office of the Comp-
troller of the Currency that this merger is not adverse
to the public interest and should be, and hereby is, ap-
proved.

November 29, 1978

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are all wholly owned subsidiaries
of the same bank holding company. As such, their pro-
posed merger is essentially a corporate reorganization
and would have no effect on competition.
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THE FIRST AMERICAN NATIONAL BANK OF ST. CLOUD,
St. Cloud, Minn., and The First State Bank of Rice, Rice, Minn.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

The First State Bank of Rice, Rice, Minn., with $ 2,733,000
and The First American National Bank of St. Cloud, St. Cloud, Minn. (11818), which had 116,480,000
merged January 1, 1980, under the charter and title of latter bank (11818). The merged bank at
date of merger had 119,059,000

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge The First State Bank of Rice, Rice, Minn. ("State
Bank"), into The First American National Bank of St.
Cloud, St. Cloud, Minn. ("First"). The application was
accepted for filing on April 5, 1979, and is based on a
written agreement executed by the proponents on Jan-
uary 31, 1979.

State Bank operates from a single office approxi-
mately 15 miles from St. Cloud. It reported total de-
posits of $2.8 million on December 31, 1978.

First also operates from a single office in St. Cloud
and reported total deposits of $87.5 million on Decem-
ber 31, 1978. It is a subsidiary of the Otto Bremer
Foundation, a registered bank holding company. The
Otto Bremer Foundation is the third largest banking or-
ganization in the state with 2.8 percent of the state's
commercial bank deposits.

The applicants contend that First competes in a
banking market which is approximated by the St.
Cloud Standard Metropolitan Statistical Area
("SMSA"). First is the only subsidiary of the Otto Bre-
mer Foundation operating within this market. It is the
largest of 24 banking organizations operating in this
market with 19 percent of the market's commercial
bank deposits.* Consummation of the merger would
increase its share of market deposits by less than 1
percent.

The Federal Reserve System has delineated a more
limited definition of the relevant banking market, ap-
proximated by the eastern half of Stearns County, the
western half of Sherburne County and all of Benton
County. Within this market, First is the largest of 19
banking organizations with 21 percent of commercial
bank deposits. Consummation of the proposal would
increase its share of this market's deposits by less
than 1 percent.

Because of its size, State Bank serves only its small
community and nearby rural areas. State Bank's mar-
ket is entirely included in either the Federal Reserve or

* Market data is as of December 31, 1977, unless otherwise
indicated. Market totals do not include deposits of Granite
City National Bank, St. Cloud, which opened in 1978, or de-
posits of a branch of Santiago State Bank, which are not re-
ported separately.

the SMSA definition of First's banking market. First re-
ports that it has extended 13 direct loans totaling $1.4
million in this area (2.6 percent of its total loans), and it
also undoubtedly receives some deposits from the
area. Consummation of the proposal would eliminate
some existing competition but because of the large
number of commercial banks competing in the rele-
vant market, including the two largest banking organi-
zations in the state, and the small market share of
State Bank, the effect on competition would not be ad-
verse.

First could not now establish a branch (detached fa-
cility) in Rice due to the head office protection provi-
sions of Minnesota banking law. Since detached facili-
ties are not protected, consummation of the merger
would open the community to branching by other com-
mercial banks.

First's financial and managerial resources are satis-
factory and its future prospects are favorable. State
Bank's financial and managerial resources are limited.
Its future prospects are uncertain due to substantial
operating problems and its small size.

First will provide additionar banking services to the
present customers of State Bank if the merger is con-
summated. These services include automated tellers
and data processing, larger loans and additional lend-
ing expertise. The continuing bank will also be a single
source of banking services that is convenient to both
home and work for those customers who commute
from Rice to St. Cloud. Consummation of the merger
will result in increased convenience and satisfaction of
additional needs for the consumer of banking services
in Rice.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory reponsibilities revealed no evidence that First's
record of helping to meet the credit needs of its entire
community, including low and moderate income com-
munities, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), for the appli-
cants to proceed with the merger.

November 21, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it would not have any adverse effect upon
competition.
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FIRST MERCHANTS NATIONAL BANK,
Neptune Township, N.J., and Midlantic National Bank/Raritan Valley, Edison Township, N.J.

Names of banks and type of transaction Total
assets*

Banking offices

In To be
operation operated

First Merchants National Bank, Neptune Township, N.J. (13363), with $305,659,000
and Midlantic National Bank/Raritan Valley, Edison Township, N.J. (15430), which had 63,377,000
merged January 1, 1979, under charter of the latter bank (15430) and title "First Merchants National
Bank." The merged bank at date of merger had 305,878,000

20

28

COMPTROLLER'S DECISION

Pursuant to 12 USC 1828(c), the Bank Merger Act, an
application has been filed with the Office of the Comp-
troller of the Currency requesting prior permission to
merge First Merchants National Bank, Neptune Town-
ship, N.J. ("First Merchants"), the Merging Bank, into
Midlantic National Bank/Raritan Valley, Edison Town-
ship, N.J. ("Midlantic National"), the Charter Bank, un-
der the charter of Midlantic National Bank/Raritan Val-
ley, and with the title "First Merchants National Bank."
The subject application rests on an agreement exe-
cuted between the proponent banks and is incorpo-
rated herein by reference, the same as if fully set forth.

Midlantic National has operated under National
Banking Association charter number 15430 since the
charter was granted by this Office on November 16,
1964. As of June 30, 1978, Midlantic National had total
commercial bank deposits of $56.1 million and oper-
ated eight banking offices within Northern Middlesex
County. Additionally, the Charter Bank is a wholly
owned subsidiary of Midlantic Banks, Inc., West Or-
ange, N.J. ("MBI"), a registered multibank holding
company whose six banking subsidiaries controlled to-
tal deposits aggregating $1.8 billion as of calendar
year-end 1977.

First Merchants was organized as a state-chartered
bank in 1910 and converted to a National Banking As-
sociation with charter number 13363 on August 10,
1929. As of June 30, 1978, First Merchants had total
commercial bank deposits of $270.3 million and oper-
ated 20 banking offices within Monmouth County.

The closest offices of the two subject banks, Midlan-
tic National's Sayreville Branch and the Holmdel
Branch of First Merchants, are approximately 9 miles
apart. Additionally, the closest office of any other MBI
subsidiary bank to a First Merchants' banking office is
approximately 6 miles distant and is also in Middlesex
County. Within the intervening area between these
closest offices, there are numerous banking alterna-
tives conveniently available to the banking public. Fur-
thermore, First Merchants is subject to the competitive
impact of banking offices of other larger commercial
banking organizations in its market area. It is therefore
concluded that the proposed merger would not elimi-
nate any meaningful degree of existing competition
between the Merging Bank and the Charter Bank of
MBI.

New Jersey state banking statutes permit de novo

* Asset figures are as of call dates immediately before and
after transaction.

branch expansion by commercial banks into any mu-
nicipality within the state (except for those municipali-
ties with a population of less than 10,000 inhabitants
and where the principal banking office of a commer-
cial bank is domiciled). The instant proposal would
thus have the effect of foreclosing the development of
any competition between the subject proponents in the
future. However, First Merchants has historically con-
centrated its efforts within Monmouth County, and it
does not appear likely that the Merging Bank would
employ de novo expansion into any area currently
served by MBI. Furthermore, the likelihood that MBI
would enter Monmouth County de novo appears re-
mote inasmuch as the county is not considered partic-
ularly attractive for this mode of entry. Accordingly, this
foreclosure is not regarded as competitively signifi-
cant, and thus overall, approval of this application
would not have a substantially adverse effect on com-
petition.

Midlantic National and First Merchants both cur-
rently offer a full range of commercial banking services
to their customers. With the additional capabilities of
Midlantic National in conjunction with its corporate par-
ent, new and expanded banking services would be
made available to present customers of First Mer-
chants in such areas as international banking, full trust
services, automobile leasing and a substantially larger
legal lending limit. The banking public should be bet-
ter served. Considerations relating to convenience and
needs benefits are regarded as a positive factor in
considering approval of this proposal.

The financial and managerial resources of both the
Charter Bank and the Merging Bank are regarded as
satisfactory and should favorably enhance the future
prospects of the resulting bank. The financial and
managerial resources of MBI are considered generally
satisfactory.

This application was filed prior to the November 6,
1978, effective date of the Comptroller's Community
Reinvestment Act regulations, 12 CFR 25. However,
pursuant to the Community Reinvestment Act, Public
Law No. 95128, available information relevant to the
banks' records of meeting community credit needs
was reviewed, revealing no evidence to suggest that
the applicants are not meeting the needs, including
those of low and moderate income neighborhoods.

Accordingly, applying the statutory criteria, it is the
conclusion of the Office of the Comptroller of the Cur-
rency that this application is not adverse to the public
interest and is approved.

November 29, 1978
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SUMMARY OF REPORT BY ATTORNEY GENERAL

Monmouth County is located in the eastern-central
portion of New Jersey. According to the application,
the economy of the county is based primarily on tour-
ism, manufacturing and agriculture. The county has
experienced moderate population growth in recent
years and for the period 1970-76 ranked 10th among
New Jersey's 21 counties in the rate of population
growth.

None of Midlantic's subsidiary banks operate an of-
fice in Monmouth County, the only county in which
Bank operates offices. However, two Midlantic subsidi-
aries, Applicant and Midlantic National Bank/Cranbury,
Cranbury, operate offices in Middlesex County which
is adjacent to Monmouth County. The closest offices of
a subsidiary of Midlantic and an office of Bank are ap-
proximately 6 miles apart, and there are offices of
some other banks in the intervening area. However,
there appears to be some competition between
Midlantic's subsidiaries and Bank, whose offices are
dispersed throughout Monmouth County, which would
be eliminated by the proposed merger. Thus,
Midlantic's subsidiaries derived from Monmouth
County approximately $4.7 million in real estate loans,
$7.3 million in commercial loans and $4.7 million in in-
stallment loans.

Banking is concentrated in Monmouth County; the
four largest banking organizations in the county control
approximately 70 percent of total county commercial
bank deposits. Bank is the third largest of the 16 com-
mercial banks in the county in terms of total deposits,
controlling approximately 16 percent of county bank
deposits. Midlantic could be permitted to enter Mon-
mouth County de novo, and it could acquire one of the
smaller banks operating there. Midlantic, one of the
largest bank holding companies in New Jersey, has
expanded into new areas in recent years both by

branching through its subsidiaries and by acquisition,
and it appears capable of entering Monmouth County
by branching or by "toehold" acquisition. In addition,
Bank could be permitted to enter, either de novo or
through consolidation with smaller institutions, areas in
which Midlantic subsidiaries presently operate, and
appears capable of doing so.

This merger continues a growing tend toward state-
wide concentration. In recent months three other con-
solidations of significant size have been proposed.
First National State Bancorporation, the largest com-
mercial banking organization in New Jersey, has pro-
posed to acquire First National State Bank of South
Jersey, the fifteenth largest banking organization in the
state with total deposits of $520 million. Fidelity Union
Bancorp, the fourth largest banking organization, re-
cently acquired Burlington County Trust Company,
Moorestown, with total deposits of $167 million. Finally,
the proposed merger of the $683 million National State
Bank and the $650 million Garden State National Bank
would create the fifth largest commercial banking or-
ganization in the state. In sum, these consolidations to-
gether with the instant acquisition, if approved, will in-
crease the share of statewide total deposits held by
the five largest commercial banking organizations from
31.9 percent to 37.2 percent. Given the fact that as re-
cently as 1970 the five-bank concentration ratio stood
at only 22 percent, it is apparent that an accelerating
trend toward concentration is developing in New Jer-
sey.

It appears that the proposed transaction will elimi-
nate some existing competition between the parties as
well as the potential for increased competition be-
tween them in the future and will contribute to the trend
toward increasing concentration among the largest
New Jersey banking organizations. Overall, we con-
clude that the proposed transaction would have an ad-
verse effect on competition.

ATLANTIC FIRST NATIONAL BANK OF GAINESVILLE,
Gainesville, Fla., and Atlantic Bank of Gainesville, Gainesville, Fla.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

Atlantic Bank of Gainesville, Gainesville, Fla., with $ 16,137,000
and Atlantic First National Bank of Gainesville, Gainesville, Fla. (3894), which had 103,221,000
merged January 31, 1979, under charter and title of the latter bank (3894). The merged bank at
date of merger had 119,358,000

COMPTROLLER'S DECISION

Application has been made to the Office of the Comp-
troller of the Currency requesting prior permission to
merge Atlantic Bank of Gainesville, Gainesville, Fla.
("Merging Bank"), into Atlantic First National Bank of
Gainesville, Gainesville, Fla. ("Charter Bank"), under
the charter and title of "Atlantic First National Bank of
Gainesville." The subject application rests on an
agreement executed between the proponent banks

and is incorporated herein by reference, the same as if
fully set forth.

Charter Bank was granted National Banking Associ-
ation charter number 3894 by this Office on June 1,
1888, and as of March 31, 1978, had total deposits of
$89.9 million.

Merging Bank commenced commercial banking op-
erations in 1972 and as of March 31, 1978, had total
deposits of $16.3 million.
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Both Charter Bank and Merging Bank are banking
subsidiaries of Atlantic Bancorporation, Jacksonville,
Fla., a registered miltibank holding company that con-
trols 24 banks with deposits aggregating $1.3 billion.
Inasmuch as the two proponent banks are commonly
owned and controlled, approval of this merger would
not produce an adverse impact upon any relevant
area of consideration.

The subject application essentially represents a cor-
porate reorganization whereby Atlantic Bancorporation
is realigning and consolidating a portion of its banking

interests. The application is therefore deemed to be
not adverse to the public interest and should be, and
hereby is, approved.

October 27, 1978

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are all wholly owned subsidiaries
of the same bank holding company. As such, their pro-
posed mergers are essentially corporate reorganiza-
tions and would have no effect on competition.

DOMINION NATIONAL BANK OF TIDEWATER,
Norfolk, Va., and Dominion National Bank of the Peninsula, York County, Va.

Names of banks and type of transaction

Dominion National Bank of the Peninsula, York County, Va. (16159), with
and Dominion National Bank of Tidewater, Norfolk, Va. (15461), which had
merged February 20, 1979, under charter and title of the latter bank (15461). The merged bank at
date of merger had

Total
assets*

$ 8,061,000
125,608,000

133,801,000

Banking

In
operation

4
15

offices

To be
operated

19

COMPTROLLER'S DECISION

Application has been made to the Office of the Comp-
troller of the Currency requesting prior permission to
merge Dominion National Bank of the Peninsula, York
County, Va. ("Merging Bank"), into Dominion National
Bank of Tidewater, Norfolk, Va. ("Charter Bank"), un-
der the charter and title of Dominion National Bank of
Tidewater. The subject application rests on an agree-
ment executed between the proponent banks and is
incorporated herein by reference, the same as if fully
set forth.

Charter Bank has operated as a National Banking
Association since December 30, 1964, when it was
granted charter number 15461 by this Office. As of
June 30, 1978, Charter Bank had total commercial
bank deposits of $115 million.

Merging Bank was granted National Banking Asso-
ciation charter number 16159 by this Office on July 18,
1973, and had total commercial bank deposits of $6.6
million as of June 30, 1978.

Both Charter Bank and Merging Bank are banking
subsidiaries of Dominion Bankshares Corporation, Ro-
anoke, Va., a registered multibank holding company.

* Asset figures are as of call dates immediately before and
after transaction.

Inasmuch as the proponent banks are commonly
owned and controlled, approval of this merger would
not produce an adverse impact upon any relevant
area of consideration.

This application was filed prior to the November 6,
1978, effective date of the Comptroller's Community
Reinvestment Act regulations, 12 CFR 25. However,
pursuant to the Community Reinvestment Act, Public
Law No. 95-128, available information relevant to the
banks' record of meeting community credit needs was
reviewed, revealing no evidence to suggest that the
applicants are not meeting the credit needs of their
communities, including low and moderate income
neighborhoods.

The subject application must be regarded essen-
tially as a corporate reorganization whereby Dominion
Bankshares Corporation is realigning and consolidat-
ing a portion of its banking interests. The application is
therefore deemed to be not adverse to the public inter-
est and should be, and hereby is, approved.

January 9, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are both wholly owned subsidi-
aries of the same bank holding company. As such,
their proposed merger is essentially a corporate reor-
ganization and would have no effect on competition.
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SOUTHERN NATIONAL BANK OF NORTH CAROLINA,
Lumberton, N.C., and Goldsboro Branch of North Carolina National Bank, Charlotte, N.C.

Names of banks and type of transaction Total
assets*

Banking offices

In To be
operation operated

Goldsboro Branch of North Carolina National Bank, Charlotte, N.C. (13761), with $3,655,551,000
was purchased February 28, 1979, by Southern National Bank of North Carolina, Lumberton, N.C. 448,762,000
(10610), which had
After the purchase was effected, the receiving bank had 444,447,000

1
64

65

COMPTROLLER'S DECISION

The Office of the Comptroller of the Currency has ac-
cepted an application filed pursuant to 12 USC
1828(c)), the Bank Merger Act, by Southern National
Bank of North Carolina, Lumberton, N.C. ("SNB"), the
purchasing bank, to purchase the assets and assume
the liabilities of Goldsboro Branch of North Carolina
National Bank, Charlotte, N.C. ("NCNB"), the selling
bank. This application is based on an agreement exe-
cuted between the proponent banks and is incorpo-
rated herein by reference, the same as if fully set forth.

This Office granted National Banking Association
charter number 10610 to SNB on September 8, 1914.
As of June 30, 1978, SNB had total deposits of ap-
proximately $363.8 million (2.5 percent of total de-
posits in North Carolina) and operated its head office
and 62 branches, the preponderance of which are
within the eastern one-half of the state. Additionally,
SNB is the commercial banking subsidiary of Southern
National Corporation, Lumberton, a registered bank
holding company.

NCNB has operated as a National Banking Associa-
tion since August 26, 1933, when this Office granted
charter number 13761 to the bank. The second largest
commercial bank headquartered in North Carolina with
over 17 percent of total state deposits, NCNB is the
commercial banking subsidiary of NCNB Corporation,
Charlotte, a registered bank holding company. On
June 30, 1978, NCNB had total domestic deposits of
approximately $2.5 billion, $6.5 million of which were in
the Goldsboro Branch. NCNB maintains more than 160
banking offices throughout North Carolina.

Goldsboro is in Wayne County in the east-central
part of the state, approximately 50 miles southwest of
Raleigh and 90 miles north of Wilmington. The nearest
office of SNB to Goldsboro is in Wilson (Wilson
County), slightly more than 25 miles to the north. The
Goldsboro Branch of NCNB ranks as the fifth largest of
seven commercial banks operating in Wayne County,
representing 8.2 percent of total commercial bank de-
posits in the county. SNB is not currently represented
in Wayne County, and its initial introduction into the
Goldsboro area will present a new alternative to the
banking public and should stimulate the competitive
atmosphere of the area, thereby better serving the in-
terests of the banking public.

* Asset figures are for entire bank as of call dates immedi-
ately before and after transaction.

By action dated May 11, 1978, the Board of Gover-
nors of the Federal Reserve System denied an appli-
cation filed pursuant to 12 USC 1843(c)(8), the Bank
Holding Company Act, for NCNB Corporation to retain
TranSouth Financial Corporation, Florence, S.C.
("TFC"). NCNB Corporation originally acquired its in-
terest in TFC in July 1969. Pursuant to the provisions of
Section 4 of the Bank Holding Company Act, NCNB
Corporation had until December 31, 1980, to divest it-
self of interest in TFC or to apply and secure the
Board's approval to retain such interest. The Board de-
nied this application, based primarily on its conclusion
that approval of the application would eliminate "a sig-
nificant amount of existing competition in each of the
five markets when both Bank (NCNB) and TranSouth
(TFC) had offices." Subsequently, NCNB Corporation
filed an amended application with the Board for the re-
tention of TFC, wherein the bank holding company
proposed to divest 25 of TFC's 26 offices, and the
Goldsboro Branch of NCNB. NCNB Corporation's
amended application for the retention of TFC was ap-
proved by the Board on October 27, 1978, and this
application has been filed in compliance with the bank
holding company's commitment to the Board to divest
the Goldsboro Branch.

With respect to the convenience and needs aspects
of this proposal, which this Office must consider pur-
suant to the provisions of 12 USC 1828(c)(5)(B), the
overall effect of this proposal will be procompetitive in
that it will allow SNB to compete more aggressively by
providing new and expanded banking services to the
banking public in the Goldsboro area. These services
include, but are not limited to, payment of the highest
legal interest rates on savings accounts, overdraft
checking, automated teller facilities and competitive
rates of interest for bank loans.

The financial and managerial resources of SNB are
satisfactory. The financial and managerial resources of
NCNB are regarded as generally satisfactory, and the
future prospects of both institutions appear favorable.

This application was filed prior to the November 6,
1978, effective date of the Comptroller's Community
Reinvestment Act regulations, 12 CFR 25. However,
pursuant to the Community Reinvestment Act, Public
Law No. 95-128, available information relevant to the
banks' records of meeting their communities' needs
was reviewed, revealing no evidence to suggest that
the proponent institutions are not meeting the credit
needs of their communities, including low and moder-
ate income neighborhoods.
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Accordingly, applying the statutory criteria, it is the
opinion of this Office that this application is not ad-
verse to the public interest. It is approved.

January 24, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it would not have a substantial competitive
impact.

OLD NATIONAL BANK OF WASHINGTON,
Spokane, Wash., and Four Branches of Rainier National Bank, Seattle, Wash.

Names of banks and type of transaction Total •
assets*

Banking offices f

In To be
operation operated

Four Branches of Rainier National Bank, Seattle, Wash. (4375), with $3,946,054 4
were purchased March 5, 1979, by Old National Bank of Washington, Spokane, Wash. (4668), which
had 1,103,729 76
After the purchase was effected, the receiving bank had 1,109,042 79

Transfer of the fifth branch (Factoria) has been suspended pending litigation.

COMPTROLLER'S DECISION

An application was filed with the Office of the Comp-
troller of the Currency according to the requirements
set forth in the Bank Merger Act, 12 USC 1828(c), by
Old National Bank of Washington, Spokane, Wash.
("ONB") for approval to purchase the assets and as-
sume the liabilities of five branch offices of Rainier Na-
tional Bank, Seattle, Wash. ("RNB"). The application is
based on a written agreement executed by the propo-
nent banks on November 30, 1977.

This application and three other purchase and as-
sumption applications filed in February 1978, involving
ONB, RNB, Pacific National Bank of Washington, Seat-
tle, and First National Bank in Spokane, were chal-
lenged by several protestants including the Supervisor
of Banking for the state of Washington. In response to
several requests, a public hearing on all four applica-
tions was held in Seattle on April 19-20, 1978, before
the Regional Administrator of National Banks, Thir-
teenth National Bank Region (Portland).

At the public administrative hearing, both the propo-
nent and opponents of the application were repre-
sented by counsel and were given the opportunity to
make opening statements, present the testimony of
witnesses and physical exhibits and make closing
statements. A reporter was present at the hearing and
prepared a transcript thereof for inclusion in the ad-
ministrative record. On the basis of the administrative
record, this opinion is now issued.1

* Asset figures are for entire bank as of call dates immedi-
ately before and after transaction.
t Office figures are for beginning and end of day and reflect
all transactions occurring that day.
1 It is the policy of the Office of the Comptroller of the Cur-
rency to issue a formal opinion in connection with decisions
of general import or involving novel issues. This application
raises important questions concerning the authority of na-
tional banks in Washington to establish branch offices.

Background

ONB maintains a main office and 77 branches and
has deposits of $888.3 million, representing 6.6 per-
cent of Washington's total commercial bank deposits.2

ONB is a subsidiary of Old National Bancorporation,
Spokane, Wash. ("ONBC"), which is the only regis-
tered multibank holding company that is headquar-
tered in the state. ONBC controls two banks (ONB and
First National Bank in Spokane). With total deposits of
approximately $950.9 million, representing 7.1 percent
of the total state commercial bank deposits, ONBC is
the fifth largest of 95 commercial banking organiza-
tions operating in the state.

With the exception of directors' qualifying shares,
RNB is a wholly owned commercial banking subsidiary
of Rainier Bancorporation, Seattle, Wash. ("RB"). RB is
a registered bank holding company and is the second
largest commercial banking organization headquar-
tered in the state. RB has total deposits of $2.6 billion,
representing 19.3 percent of the state's total commer-
cial bank deposits.

All five of RNB's branches which will be acquired by
ONB are within the greater Seattle metropolitan area in
King County. However, one of them, RNB's Factoria
branch, is in an unincorporated area. Presently, ONB
operates 29 banking offices in the county with de-
posits of approximately $400.7 million, representing
8.5 percent of the county's total commercial bank de-
posits. RNB operates a main office and 57 branches in
King County having deposits of $1.1 billion, represent-
ing 22.3 percent of the county's total commercial bank
deposits. The transfer of RNB's five branch offices to
ONB will effect less than 1 percent of the total com-
mercial bank deposits in King County, and will not pro-
duce any change in the relative rankings of RNB and

2 All deposit and branch figures are as of June 30, 1978, un-
less otherwise noted.
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ONB as the second and fourth largest banking organi-
zations, respectively, in the county.

Issues

The protestants have presented the general argu-
ment that the Comptroller of the Currency may not au-
thorize the proponent banks to consummate their
agreement and operate the acquired branch offices as
their own. This challenge is more specifically based on
the protestants1 following arguments:

1. The proposed acquisitions are anticompetitive,
violate antitrust laws and, therefore, may not be ap-
proved.

2. The proposed transactions are not "merger trans-
actions" contemplated by the Bank Merger Act, 12
USC 1828(c), which may be approved by the Comp-
troller pursuant to that Act.

3. The proposed acquisitions are inconsistent with
the spirit and intent of the Community Reinvestment
Act.

4. The proposed branch acquisitions would violate
federal branching laws (12 USC 36(b) and (c)) since
they are inconsistent with the state's branching laws
applicable to state-chartered commercial banks and
trust companies (Wash. Rev. Code Ann. (RCW)
30.04.280 and 30.40.020) which:

a) only allow commercial state banks and trust
companies to acquire one branch of another bank
and implicitly proscribe multibranch acquisitions;

b) do not affirmatively authorize commercial state
banks and trust companies to branch by an ex-
change or trade of branches;

c) contemplate a "taking over or acquiring" of an
entire bank and its branches and not just one or
some of the branches; and

d) do not authorize commercial state banks and
trust companies to branch by acquisition in an unin-
corporated city or town which is not its principal
place of business.

Bank Merger Act Considerations
The protestants have argued that this transaction is

anticompetitive, violates antitrust laws, and, therefore,
may not be approved. This challenge has been con-
sidered as a part of this Office's analysis of the com-
petitive effects of the proposed transaction pursuant to
the Bank Merger Act.

The Bank Merger Act, 12 USC 1828(c)(5), requires
this Office to consider whether the proposed merger
transaction will substantially lessen competition or tend
to" create or result in a monopoly or restraint of trade;
whether any perceived anticompetitive effects of the
proposed transaction are clearly outweighed in the
public interest by the probable effects the transaction
will have in meeting the convenience and needs of the
communities served; the financial and managerial re-
sources and future prospects of the institutions; and
the convenience and needs of the communities.

Commenting on the competitive aspect of this trans-
action as required under the Bank Merger Act (12 USC
1828(c)(4)), the U.S. Department of Justice, the Fed-
eral Deposit Insurance Corporation and the Federal
Reserve Board have each concluded that the pro-

posed transaction presents no competitive impedi-
ments in the relevant market areas to the approval of
this application. We agree with this conclusion and, in-
deed, find that the transaction will enhance competi-
tion in the relevant market areas and is, therefore, in
the public interest. We further conclude that consum-
mation of this transaction will enhance the conven-
ience and needs of these areas.

We have considered the financial and managerial
resources of the proponent banks, as well as their fu-
ture prospects, and find these factors also to be favor-
able.

Related to this analysis under the Bank Merger Act
is the protestants' claim that the proposed transaction
is not a "merger transaction" which is subject to the
Comptroller's approval under the Act. The protestants
have argued that the transaction is, in effect, a
"branch swap," "trade," "exchange" or "relocation"
which does not constitute a conventional consolidation
or merger pursuant to 12 USC 215, 215a or 1828(c). It
is the opinion of this Office that such contentions are
incorrect and that the acquisitions in question are
"merger transactions" subject to the Comptroller's ap-
proval under the Bank Merger Act.

The agreement executed between ONB and RNB
specifically provides for the transfer of certain assets
and the assumption of certain liabilities. Assets have
been defined to include real estate and the building in
which the branch is located (if owned by the selling
bank); any leasehold and leasehold improvements;
furniture; fixtures, equipment and supplies (owned by
or leased by the selling bank); and the loan portfolio
(with certain stipulated exceptions). The agreement
also provides that the purchasing bank will assume the
following liabilities: deposit accounts (with the consent
of depositors), collection services, safe deposit rental
agreements, obligations under maintenance and serv-
ice contracts and leases falling due or becoming per-
formable subsequent to the closing date of the agree-
ment.

The Bank Merger Act 12 USC 1828(c)(2), provides
that "(n)o insured bank shall . . . acquire the assets of,
or assume liability to pay any deposits made in, any
other insured bank except with the prior written ap-
proval o f . . . (the Comptroller of the Currency)." It also
specifically states that such a transaction is "referred
to hereafter in this subsection as a 'merger transac-
tion'." (see 12 USC 1828(c)(3)). The Act does not pur-
port to prescribe the consideration, the method of ac-
quisition or the specific formula for asset or liability
transfer. The fact that the targeted assets and liabilities
are within a particular branch office does not, in our
opinion, vitiate an otherwise valid "merger transac-
tion."

Accordingly, based on the provisions of both the
Bank Merger Act and the agreement executed be-
tween the proponent banks, we conclude that this
transaction meets the legal requirements of a "merger
transaction." As such, it may, therefore, be approved
by the Comptroller according to the standards set forth
in the Bank Merger Act.
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Community Reinvestment Act
This application was filed for consideration prior to

the November 6, 1978, effective date of the
Comptroller's Community Reinvestment Act regula-
tions now codified in 12 CFR 25. However, consistent
with the spirit of the Community Reinvestment Act
(Public Law 95-128), available information relevant to
the banks' records of meeting their communities'
needs has been reviewed. Those records do not re-
veal such evidence to suggest that the proponent
banks are not generally meeting the credit needs of
their communities, including low and moderate income
sectors.

Construction of State Branching Laws
The protestants have argued that the proposed

branch transfers are inconsistent with the provisions of
applicable state commercial bank branching statutes
and should, therefore, be denied under federal law.
This Office does not concur in that opinion.

The federal statute governing the branching powers
of national banks, 12 USC 36(c),3 permits the Comp-
troller to authorize a national bank to establish new
branches in the manner that state law permits state
banks to do so.4 Thus, in evaluating this application,
the Comptroller must be satisfied that it conforms with
the applicable restrictions imposed by Washington law
on the establishment of branches by any state banks.
However, federal law does not restrict the words "state
banks" to state-chartered commercial banks. Section
36(h) provides that:

The words . . . "State banks" . . . as used in this
section, shall be held to include trust companies,
savings banks, or such other corporations or insti-
tutions carrying on the banking business under
the authority of State laws. (Emphasis added)

The inclusion of savings banks and trust companies
within the definition of "state banks" in Section 36 indi-
cates that Congress foresaw the problem of a state ac-
cording unequal branching powers to various financial
institutions, thereby putting certain types of institutions
at a competitive disadvantage. The congressional so-
lution to this problem was to ensure that national banks
be given the ability to establish branches in the man-

3 That section provides, in part, that:

(a) national banking association may, with the approval
of the Comptroller of the Currency, establish . . . new
branches . . . at any point within the State in which said
association is situated, if such establishment . . . (is) at
the time authorized to state banks by the statute law of
the State in question by language specifically granting
such authority affirmatively and not merely by implica-
tion or recognition . . .

4 See First National Bank in Plant City v. Dickinson, 396 U.S.
122 (1969); First National Bank of Logan v. Walker Bank &
Trust Co., 385 U.S. 252 (1966); Camden Trust Co. v. Gidney,
301 F.2d 521 (D.C. Cir.), cert, denied, 369 U.S. 886 (1962).

ner and locations that the most favored "state banks"
could.5

Accordingly, mutual savings banks, as "savings
banks" and competitors of national banks operating in
Washington, are "state banks . . . carrying on the
banking business . . . "6 within the meaning of 12 USC
36(h), and, therefore, national banks may establish
and operate branches wherever mutual savings banks
are permitted to do so.7

5 The importance of this fundamental concept is now under-
scored by the increasingly blurred lines of differentiation be-
tween commercial banks and other financial institutions in
terms of the level of competition in the banking business. For
instance, recent progressive changes have endowed sav-
ings banks with the ability to market many banking services
similar to those offered by commercial banks. Such a devel-
opment compels a broad approach to the state branching
statutes which should be references in deciding various na-
tional bank branching questions in view of the policy of com-
petitive equality underlying 12 USC 36, as well as the sweep
of the triggering definition of "state banks" chosen by Con-
gress. In our view, the language of Section 36 clearly autho-
rizes reliance on the broad branching authority of state sav-
ings banks in Washington. Moreover, the financial services
environment in that state, in particular, lend even greater
support to this position. This Office has heretofore relied
upon savings bank branching statutes in Massachusetts in
approving certain branches for national banks in that state.
6 "Banking" according to RCW 30.04.010 means "the solicit-
ing, receiving or accepting of money or its equivalent on de-
posit as a regular business." That mutual savings banks are
engaged in banking is made evident by RCW 32.08.140
which provides that every mutual savings bank shall have
the power "(t)o receive deposits of money

That mutual savings banks are "institutions carrying on the
banking business" (12 USC 36(h)) is further evidenced by
various provisions of Washington law which permit them, in
common with other banks, to become members of the Fed-
eral Reserve System and to be insured by the Federal De-
posit Insurance Corporation (RCW 30.32.010); which permit
them to exercise trust powers (RCW 32.08.210); which au-
thorize them, upon a depositor's instructions, to effect with-
drawals from his account by drafts payable according to the
depositor's instructions (RCW 32.12.025); and which autho-
rize the FDIC to act as receiver or liquidator for FDIC-insured
mutual savings banks (RCW 32.24.090). Accordingly, it is
evident that mutual savings banks are "state banks" within
the meaning of 12 USC 36(c) and (h).
7 The District Court in Hart v. Peoples National Bank, No.
C75-416S (W.D. Wash. Feb. 18, 1976), did not dispute the
contention that mutual savings banks are "state banks"
within the meaning of 12 USC 36(h). However, it did rely on
State Chartered Banks in Washington v. Peoples National
Bank, 291 F.Supp. 180 (W.D. Wash. 1966) in holding that a
bank wishing to branch under the authority given to mutual
savings banks "must satisfy all the provisons of that statute
and show that it (the national bank) engages itself exclu-
sively as a mutual savings bank." This Office believes that
both of those decisions are in error in two respects:

First, both courts failed to consider that 12 USC 36, permit-
ting the establishment of branches by national banks, is ena-
bling legislation, not restricting legislation; that is; it was not
intended to restrict national banks, but, rather, it was in-
tended to benefit national banks by granting them new
powers to enable them to compete with state-chartered insti-
tutions.
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The state branching statute applicable to
Washington's mutual savings banks, RCW 32.04.030,8

authorizes branching in any county of the state and
contains none of the allegedly restrictive language of
RCW 30.40.020 which the protestants have relied on in
challenging this application. Accordingly, the resulting
establishment of branches in this transaction is autho-
rized by 12 USC 36(c), based upon the authority of the
class of "state banks" found in RCW 32.04.030, and
approval of these branches is consistent with the sub-
stantive requirements of this statute applicable to na-
tional banks.

Reliance on the state's branching laws applicable to
mutual savings banks pursuant to 12 USC 36(c) and
(h) would appear to obviate the need, in this case, to
consider the state's commercial bank branching stat-
ute,9 or the protestants' arguments which focus on that

Footnote 7 continued

Secondly, both decisions failed to distinguish between
those portions of a branching statute which can be complied
with by some national banks, just as they can be complied
with by some state-chartered institutions, and those portions
of a statute which no national bank can comply with. National
banks, as a class, cannot comply with all of the conditions of
any state branching statute; for example, all state branching
statutes require the approval of state banking supervisors
while national banks are not subject to supervision by the
states. (See First National Bank of Fairbanks v. Camp, 465
F.2d 586 (D.C. Cir. 1972), cert, denied, 409 U.S. 1124
(1973)). Nor can national banks, as a class, ever comply with
all of the provisions of state law applicable to any given class
of state-chartered institutions.

The question of whether a national bank may establish a
branch pursuant to the power to do so granted to state mu-
tual savings banks is now pending in the United States Court
of Appeals for the Ninth Circuit in Hart v. Peoples National
Bank, No. 76-2182.
8 RCW 32.04.030 reads as follows:

Offices—Branches.
(1) A savings bank shall not do business or be located in

the same room with, or in a room connecting with, any other
bank, or a trust company that receives deposits of money or
commercial paper, or a national banking association.

(2) No savings bank, or any officer or director thereof,
shall receive deposits or transact any of its usual business at
any place other than its principal place of business or an au-
thorized branch.

(3) A savings bank, with the approval of the supervisor,
may establish and operate branches but only upon the con-
ditions and subject to the limitations following:

(a) If its guaranty fund is not less than the aggregate
paid-in capital which would be required by law as a pre-
requisite to the establishment and operation of an equal
number of branches in like locations by a bank.

(b) Branches may be established in any county of
the state; and

(c) A branch shall not be established at a place at
which the supervisor would not permit a proposed new
savings bank to engage in business, by reason of any
consideration contemplated by RCW 32.08.040,
32.08.050 and 32.08.060, the provisions of which, inso-
far as applicable, including those relating to appeals,
shall extend to applications to establish branches.

9 RCW 30.40.020.

statute. Nevertheless, we find that the proposed trans-
fer of branches, except for the transfer of RNB's Facto-
ria branch, is also clearly authorized by RCW
30.40.020 and may be approved by the Comptroller
thereunder.

RCW 30.40.020, which deals with the branching
powers of commercial state banks and trust com-
panies, provides in part:

Branches authorized—Restrictions.
A bank or trust company having a paid-in capi-

tal of not less than five hundred thousand dollars
may, with the approval of the supervisor, establish
and operate branches in any city or town within
the state. A bank or trust company having a paid-
in capital of not less than two hundred thousand
dollars may, with the approval of the supervisor,
establish and operate branches within the limits of
the county in which its principal place of business
is located.

No bank or trust company shall establish or op-
erate any branch, except a branch in a foreign
country, in any city or town outside the city or
town in which its principal place of business is lo-
cated in which any bank, trust company or na-
tional banking association regularly transacts a
banking or trust business, except by taking over
or acquiring an existing bank, trust company or
national banking association or the branch of any
bank, trust company or national banking associa-
tion operating in such city or town.

The protestants (most notably, the supervisor of
banking) claim that authorization to take or acquire
"the branch of any bank" in a city or town outside the
city or town in which its principal place of business is
located only allows a commercial state bank or trust
company to acquire one branch of another bank and
implicitly proscribes multibranch acquisitions. Simi-
larly, these protestants also argue from a purely inter-
pretive point of view that RCW 30.40.020 does not af-
firmatively authorize state commercial banks and trust
companies to branch by exchanging branches and re-
quires the acquisition of an entire bank and not just
one or some of its branches. This Office finds these in-
terpretations of the statute to be in error.

Because of the absence of relevant case law in the
state on these questions, the Comptroller is authorized
to independently interpret and apply this statute in
evaluating ONB's branch/merger application, free from
the control of the opinions of the state supervisor:10

(Where state) . . . courts have not construed the
section, the Comptroller is free to do so and is,

10 First National Bank of Fairbanks v. Camp, 465 F.2d at 597.
See also, Leuthold v. Camp, 273 F.Supp. 695 (D. Mont.
1967), aff'd per curiam, 405 F.2d 499 (9th Cir. 1969); Union
Savings Bank of Patchogue v. Saxon, 335 F.2d 718 (D.C.
Cir. 1964); South Dakota v. The Nat'l. Bank of South Dakota,
219 F.Supp. 842 (S.D. S.D. 1963), aff'd, 335 F.2d 444 (8th
Cir.), cert, denied, 379 U.S. 970 (1965).
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furthermore, free to adopt any reasonable con-
struction that the statute setting forth the standard
may bear. Since that statute in effect is adopted
by Section 36 of the federal law, it is tantamount to
a federal administrative official construing a fed-
eral statute which he is charged to administer and
enforce.11

In construing RCW 30.40.020, this Office is guided
by the state's rules of statutory construction. Those
rules direct that the provisions of the code should be
liberally construed12 and that words importing number
(i.e., singular and plural) and gender (i.e., masculine
or feminine) do not necessarily restrict a statute's
meaning to the specific number or gender used.13

Consequently, we find that the term "the branch" may
be construed to mean "branches," thereby allowing a
bank's acquisition of one or more branches of another
bank. Indeed, the facts of Seattle-First National Bank v.
Spokane County, 196 Wash. 419, 83 P.2d 359 (1938)
(merger of banks resulting in the acquisition and oper-
ation of the target bank's branches by the surviving
bank), and United States v. Marine Bancorporation,
418 U.S. 602 (1974) (merger of banks resulting in the
acquisition and operation of the target bank's
branches by the surviving bank permitting it to expand
into cities and towns with pre-existing banking organi-
zations) lend support to this Office's interpretation of
state law on this question.

Furthermore, bearing in mind the state's rules of
statutory construction and absent any statutory lan-
guage or case law limiting the manner of "taking over
or acquiring" a reasonable reading of the text of this
statute leads us to conclude that, contrary to the prot-
estants' contentions, the plain meaning of its words au-
thorizes a transfer of branches by merger, in that the
method of "taking over or acquiring" may be deter-
mined by the parties to the agreement since the legis-
lature has chosen not to dictate the method or mode of
payment, whether by cash, stock or other consider-
ation. The fact that a branch may be acquired in con-
sideration for the sale of a branch to another bank in a
manner which, on its face, resembles an exchange or
trade, does not vitiate the general authority of a bank
to branch by acquisition in a city or town which is not
its principal place of business. Moreover, we find that
RCW 30.40.020, by not limiting the type of acquisition
permitted or excepting or excluding the functional ex-
change of branches, does affirmatively authorize the
method of branching under consideration since, un-
less so restricted by the statute, it permits " . . . (a)

uClermont Nat'l Bank v. Citizensbank, N.A., 329 F.Supp
1331, 1341-42 (S.D. Ohio 1971).
12 Wash. Rev. Code Ann. 1.12.010 reads as follows:

The provisions of this code shall be liberally construed,
and shall not be limited by any rule of strict construction.

13 Wash. Rev. Code Ann. 1.12.050 states:

Words importing the singular number may also be ap-
plied to the plural of persons and things; words import-
ing the plural may be applied to the singular; and words
importing the masculine gender may be extended to fe-
males also.

bank or trust company having a paid-in capital of not
less than five hundred thousand dollars . . . (to) estab-
lish and operate branches in any city or town within the
state."14 Therefore, the sale and transfer of branches15

which the protestants have chosen to label as a
"swap" or "exchange" is, in our opinion, affirmatively
authorized by RCW 30.40.020.

Likewise, nothing in the statute authorizing the "tak-
ing over or acquiring (of) an existing bank . . . or the
branch of . . . (a) bank" indicates that the acquisition
must be of the entire bank and not just one of its
branches. Indeed, the plain meaning of the statute's
language suggests that one bank may branch by ac-
quiring "the branch" of another bank. Any interpreta-
tion of the statute which precludes all types of acquisi-
tions except total mergers or consolidations would
severely limit the significance and intent of the statute
and, in view of the statute's language, conflict with the
rule t h a t " . . . a statute ought, upon the whole, to be so
construed that, if it can be prevented, no clause, sen-
tence, or word shall be superfluous, void or insignifi-
cant."16

Finally, even though the words "city" or "town," as
used in RCW 30.40.020, have been judicially inter-
preted to refer to incorporated areas, it is this Office's
opinion that national banks in Washington may still
branch in unincorporated cities or towns pursuant to
12 USC 36(c) since state savings banks, which are in
direct competition with national banks in the state, are
authorized to do so.17

In accordance with the above opinion, we find that
the proposed acquisition of branches is affirmatively
authorized by RCW 32.04.030 and 30.40.020, and,
therefore, is permitted by 12 USC 36(b) and (c).

14 Cf. Seattle-First Nat'l Bank v. Spokane County, 83 P.2d at
363.
15 Although the agreement contemplates a simultaneous
transfer of all of the branches in question, the applicants
stated at the hearing that, depending on the renegotiation of
a sales price, the failure or inability to transfer certain
branches would not necessarily prevent the consummation
of the transaction.
16 Washington Market Company v. Hoffman, 101 U.S. 112,
115-16 (1879); United States v. Campos-Serrano, 404 U.S.
293, 301 (1971).
17 This issue arises since RNB's Factoria branch is in an un-
incorporated area. On December 21, 1978, the Supreme
Court of Washington, in Hart v. Peoples National Bank, et ai,
No. 45594, interpreted the terms "city" or "town," as used in
RCW 30.40.020, to be incorporated cities or towns, thus re-
stricting branching by state-chartered commercial banks to
such areas. The Washington Supreme Court had no occa-
sion to address the broader branching authority of state sav-
ings banks under RCW 32.04.030. Our approval, however, of
the transfer of this particular branch is, as previously dis-
cussed, based on the fact that 12 USC 36(c) references
state branching laws applicable to any state bank which is
defined in 12 USC 36(h) to include "savings banks." Never-
theless, this Office has decided to suspend the consumma-
tion of the transfer of this branch pending a decision by the
United States Court of Appeals for the Ninth Circuit in Hart v.
Peoples National Bank, et ai, No. 76-2182, where this issue
has been raised.
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Conclusion

We have carefully considered the application pursu-
ant to the Bank Merger Act, 12 USC 1828(c), and in
light of the questions raised by the protestants. We
conclude that the proposed transactions will have no
adverse effect on competition, will be in the public in-
terest, and will otherwise satisfy the requirements of
the Bank Merger Act. We also conclude that the trans-
actions will violate no other provisions of state or fed-
eral law. Accordingly, the application of ONB to pur-
chase the assets and assume the liabilities of five
branch offices of RNB is approved. However, since
RNB's Factoria branch is in an unincorporated area,

consummation of its transfer to ONB is suspended
pending a determination by the U.S. Court of Appeals
for the Ninth Circuit of whether a national bank may es-
tablish a branch in an unincorporated area pursuant to
the power to do so granted to state mutual savings
banks.

February 1, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed these proposed transactions and
conclude that they would not have a substantial com-
petitive impact.

OLD NATIONAL BANK OF WASHINGTON,
Spokane, Wash., and Two Branches of Pacific National Bank of Washington, Seattle, Wash.

Names of banks and type of transaction Total
assets*

Banking offices^

In To be
operation operated

Two Branches of Pacific National Bank of Washington, Seattle, Wash. (3417), with $1,593,412 2
were purchased March 5, 1979, by Old National Bank of Washington, Spokane, Wash. (4668),
which had. . 1,103,729 74
After the purchase was effected, the receiving bank had 1,109,042 79

(Transfer of the third branch (Federal Way South) has been suspended pending litigation.)

COMPTROLLER'S DECISION

An application was filed on February 17, 1978, with the
Office of the Comptroller of the Currency according to
the requirements of the Bank Merger Act, 12 USC
1828(c), by Old National Bank of Washington, Spo-
kane, Wash. ("ONB"), for approval to purchase the as-
sets and assume the liabilities of three branch offices
of Pacific National Bank of Washington, Seattle, Wash.
("PNB"). The application is based on a written agree-
ment executed by the proponent banks on November
30, 1977.

This application and three other purchase and as-
sumption applications filed in February 1978 involving
ONB, PNB, Rainier National Bank, Seattle, and First
National Bank in Spokane were challenged by several
protestants including the supervisor of banking for the
state. In response to several requests, a public hear-
ing on all four applications was held in Seattle on April
19-20, 1978, before the Regional Administrator of Na-
tional Banks, Thirteenth National Bank Region (Port-
land).

At the public administrative hearing, both the propo-
nent and opponents of the applications were repre-
sented by counsel and were given the opportunity to
make opening statements, present the testimony of
witnesses and physical exhibits and make closing
statements. A reporter was present at the hearing and
prepared a transcript for inclusion in the administrative

record. On the basis of the administrative record, this
opinion is now issued.1

Background

ONB is a national bank with deposits of $888.3 mil-
lion, representing 6.6 percent of Washington's total
commercial bank deposits.2 It maintains a main office
and 77 branches. ONB is a subsidiary of Old National
Bancorporation, Spokane ("ONBC"), which is the only
registered multibank holding company headquartered
in the state. ONBC controls two banks: ONB and First
National Bank in Spokane. With total deposits of
$950.9 million, representing 7.1 percent of the total
state commercial bank deposits, ONBC is the fifth
largest of 95 commercial banking organizations.

PNB is a national bank with deposits of $1.1 billion,
maintaining a main office and 70 branches. It is the
third largest commercial bank in Washington, control-
ling 8.5 percent of the total commercial bank deposits.
PNB is a subsidiary of Western Bancorporation, Los
Angeles, Calif. ("WB"), a registered multibank holding
company. As of December 31, 1977, WB controlled 22
banks with consolidated deposits of approximately
$18.7 billion.

Two of the three branches which would be transfer-

* Asset figures are for entire bank as of call dates immedi-
ately before and after transaction.
t Office figures are for beginning and end of day and reflect
all transactions occurring that day.

1 It is the policy of the Office of the Comptroller of the Cur-
rency to issue a formal opinion in connection with decisions
of general import or involving novel issues. This application
raises important questions concerning the authority of na-
tional banks in the state to establish branch offices.
2 All deposit and branch figures are as of June 30, 1978, un-
less otherwise noted.
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red to ONB from PNB are in the Tacoma banking mar-
ket which includes virtually all of Pierce County. One is
in Tacoma's central business district, and the other is
in South Tacoma. The third office to be transferred is in
an unincorporated retail and industrial area known as
Federal Way, King County.

PNB operates 23 banking offices within Pierce
County with $296 million in deposits, representing 31.9
percent of the total commercial bank deposits in the
county. ONB, however, operates no offices within
Pierce County. Its entry into the Tacoma area through
this transaction would result in its acquisition of 2 per-
cent of the total commercial bank deposits in the
county.

In King County, ONB has 14 banking offices which
hold deposits of $116.2 million, representing 2.5 per-
cent of the total commercial bank deposits in the
county. It is the sixth largest of 23 commercial banking
organizations operating in the county. PNB operates
29 of its banking offices there. These offices have total
deposits of $400.7 million, representing 8.5 percent of
the total commercial bank deposits in the county. PNB
is the fourth largest banking organization operating in
King County. The transfer of PNB's Federal Way South
office to ONB would not alter either of the proponent
banks' relative positions in the county in terms of de-
posits held.

Issues

The protestants have presented the general argu-
ment that the Comptroller of the Currency may not au-
thorize the proponent banks to consummate their
agreement and operate the acquired branch offices as
their own. This challenge is more specifically based on
the protestants' following arguments:

1. The proposed acquisitions are anticompetitive,
violate antitrust laws and, therefore, may not be ap-
proved.

2. The proposed transactions are not "merger trans-
actions" contemplated by the Bank Merger Act (12
USC 1828(c)) which may be approved by the Comp-
troller pursuant to that Act.

3. The proposed acquisitions are inconsistent with
the spirit and intent of the Community Reinvestment
Act.

4. The proposed branch acquisitions would violate
federal branching laws (12 USC 36(b) and (c)) since
they are inconsistent with the state's branching laws
applicable to state-chartered commercial banks and
trust companies (Wash. Rev. Code Ann. (RCW)
30.04.280 and 30.40.020) which:

(a) only allow commercial state banks and trust
companies to acquire one branch of another bank and
implicitly proscribe multibranch acquisitions;

(b) do not affirmatively authorize commercial
state banks and trust companies to branch by an ex-
change or trade of branches;

(c) contemplate a "taking over or acquiring" of
an entire bank and its branches and not just one or
some of the branches; and

(d) do not authorize commercial state banks and
trust companies to branch by acquisition in an unin-

corporated city or town which is not its principal place
of business.

Bank Merger Act Considerations
The protestants have argued that this transaction is

anticompetitive, violates antitrust laws, and, therefore,
may not be approved. This challenge has been con-
sidered as a part of this Office's analysis of the com-
petitive effects of the proposed transaction pursuant to
the Bank Merger Act.

The Bank Merger Act requires this Office to consider
whether the proposed merger transaction will substan-
tially lessen competition or tend to create or result in a
monopoly or restraint of trade; whether any perceived
anticompetitive effects of the proposed transaction are
clearly outweighed in the public interest by the proba-
ble effects the transaction will have in meeting the con-
venience and needs of the communities served; finan-
cial and managerial resources and future prospects of
the institutions; and the convenience and needs of the
communities. (See 12 USC 1828(c)(5).

Commenting on the competitive aspect of this trans-
action as required under the Bank Merger Act (12 USC
1828(c)(4)), the U.S. Department of Justice, the Fed-
eral Deposit Insurance Corporation, and the Federal
Reserve Board have each concluded that the pro-
posed transaction presents no competitive impedi-
ments in the relevant market areas to the approval of
this application. We agree with this conclusion and, in-
deed, find that the transaction will enhance competi-
tion in the relevant market areas and is, therefore, in
the public interest. We further conclude that consum-
mation of this transaction will enhance the conven-
ience and needs of these areas.

We have considered the financial and managerial
resources of the proponent banks, as well as their fu-
ture prospects, and find these factors also to be favor-
able.

Related to this analysis under the Bank Merger Act
is the protestants' claim that the proposed transaction
is not a "merger transaction" which is subject to the
Comptroller's approval under the Act. The protestants
have argued that the transaction is, in effect, a
"branch swap," "trade," "exchange," or "relocation"
which does not constitute a conventional consolidation
or merger pursuant to 12 USC 215, 215a or 1828(c). It
is the opinion of this Office that such contentions are
incorrect and that the acquisitions in question are
"merger transactions" subject to the Comptroller's ap-
proval under the Bank Merger Act.

The agreement executed between ONB and PNB
specifically provides for the transfer of certain assets
and the assumption of certain liabilities. Assets have
been defined to include real estate and the building in
which the branch is located (if owned by the selling
bank); any leasehold and leasehold improvements;
furniture; fixtures, equipment and supplies (owned by,
or leased by the selling bank); and the loan portfolio,
with certain stipulated exceptions. The agreement also
provides that the purchasing bank will assume the fol-
lowing liabilities: deposit accounts, with the consent of
depositors, collection services; safe deposit rental
agreements; obligations under maintenance and serv-
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ice contracts; and leases falling due or becoming per-
formable subsequent to the closing date of the agree-
ment.

The Bank Merger Act provides that "(n)o insured
bank shall . . . acquire the assets of, or assume liability
to pay any deposits made in, any other insured bank
except with the prior written approval of . . . (the
Comptroller of the Currency)." (See 12 USC
1828(c)(2)). It also specifically states that such a trans-
action is "referred to hereafter in this subsection as a
'merger transaction' " (See 12 USC 1828(c)(3)). The
Act does not purport to prescribe the consideration,
the method of acquisition, or the specific formula for
asset or liability transfer. The fact that the targeted as-
sets and liabilities are situated within a particular
branch office does not, in out opinion, vitiate an other-
wise valid "merger transaction."

Accordingly, based upon the provisions of both the
Bank Merger Act and the agreement executed be-
tween the proponent banks, we conclude that this
transaction meets the legal requirements of a "merger
transaction." As such, it may, therefore, be.approved
by the Comptroller according to the standards set forth
in the Bank Merger Act.

Community Reinvestment Act
This application was filed for consideration prior to

the November 6, 1978 effective date of the
Comptroller's Community Reinvestment Act regula-
tions, 12 CFR 25. However, consistent with the spirit of
the Community Reinvestment Act, Public Law 95-128,
available information relevant to the banks' records of
meeting their communities' needs has been reviewed.
Those records do not reveal such evidence to suggest
that the proponent banks are not generally meeting the
credit needs of their communities, including low and
moderate income sectors.

Construction of State Branching Laws
The protestants have argued that the proposed

branch transfers are inconsistent with the provisions of
applicable state commercial bank branching statutes
and should, therefore, be denied under federal law.
This Office does not concur in that opinion.

The federal statute governing the branching powers
of national banks, 12 USC 36(c),3 permits the Comp-
troller to authorize a national bank to establish new
branches in the manner that state law permits state
banks to do so.4 Thus, in evaluating this application,
the Comptroller must be satisfied that it conforms with

3 That section provides, in part, that

[a] national banking association may, with the approval
of the Comptroller of the Currency, establish . . . new
branches . . . at any point within the State in which said
association is situated, if such establishment . . . [is] at
the time authorized to state banks by the statute law of
the State in question by language specifically granting
such authority affirmatively and not merely by implica-
tion or recognition . . .

4 See First National Bank in Plant City v. Dickinson, 396 U.S.
122 (1969); First National Bank of Logan v. Walker Bank &
Trust Co., 385 U.S. 252 (1966); Camden Trust Co. v. Gidney,
301 F.2d 521 (D.C. Cir.), cert, denied, 369 U.S. 886 (1962).

the applicable restrictions imposed by Washington law
on establishment of branches by any state banks.
However, federal law does not restrict the words "state
banks" to state-chartered commercial banks. Section
36(h) provides that:

The words . . . "State banks" . . . as used in this
section, shall be held to include trust companies,
savings banks, or such other corporations or insti-
tutions carrying on the banking business under
the authority of State laws. [Emphasis added]

The inclusion of savings banks and trust companies
within the definition of "state banks" in Section 36 indi-
cates that Congress foresaw the problem of a state ac-
cording unequal branching powers to various financial
institutions, thereby putting certain types of institutions
at a competitive disadvantage. The congressional so-
lution to this problem was to ensure that national banks
be given the ability to establish branches in the man-
ner and locations that the most favored "state banks"
could.5

Accordingly, mutual savings banks, as "savings
banks" and competitors of national banks operating in
Washington, are "state banks . . . carrying on the
banking business . . . "6 within the meaning of 12 USC
36(h), and, therefore, national banks may establish

5 The importance of this fundamental concept is now under-
scored by the increasingly blurred lines of differentiation be-
tween commercial banks and other financial institutions in
terms of the level of competition in the banking business. For
instance, recent progressive changes have endowed sav-
ings banks with the ability to market many banking services
similar to those offered by commercial banks. Such a devel-
opment compels a broad approach to the state branching
statutes which should be referenced in deciding various na-
tional bank branching questions in view of the policy of com-
petitive equality underlying 12 USC 36, as well as the sweep
of the triggering definition of "state banks" chosen by Con-
gress. In our view, the language of Section 36 clearly autho-
rizes reliance on the broad branching authority of state sav-
ings banks in Washington. Moreover, the financial services
environment in that state, in particular, lend even greater
support to this position. This Office has heretofore relied on
savings bank branching statutes in Massachusetts in ap-
proving certain branches for national banks in that state.
6 "Banking" according to RCW 30.04.010 means "the solicit-
ing, receiving or accepting of money or its equivalent on de-
posit as a regular business." That mutual savings banks are
engaged in banking is made evident by RCW 32.08.140
which provides that every mutual savings bank shall have
the power "(t)o receive deposits of money

That mutual savings banks are "institutions carrying on the
banking business" (12 USC 36(h)) is further evidenced by
various provisions of Washington law which permit them, in
common with other banks, to become members of the Fed-
eral Reserve System and to be insured by the Federal De-
posit Insurance Corporation (RCW 30.32.010); which permit
them to exercise trust powers (RCW 32.08.210); which au-
thorize them, upon a depositor's instructions, to effect with-
drawals from his account by drafts payable according to the
depositor's instructions (RCW 32.12.025); and which autho-
rize the FDIC to act as receiver or liquidator for FDIC-insured
mutual savings banks (RCW 32.24.090). Accordingly, it is
evident that mutual savings banks are "state banks" within
the meaning of 12 USC 36(c) and (h).
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and operate branches wherever mutual savings banks
are permitted to do so.7

The state branching statute applicable to
Washington's mutual savings banks, RCW 32.04.030,8

7 The District Court in Hart v. Peoples National Bank, No.
C75-416S (W.D. Wash. Feb. 18, 1976) did not dispute the
contention that mutual savings banks are "state banks"
within the meaning of 12 USC 36(h). However, it did rely on
State Chartered Banks in Washington v. Peoples National
Bank, 291 F.Supp. 180 (W.D. Wash. 1966) in holding that a
bank wishing to branch under the authority given to mutual
savings banks "must satisfy all the provisions of that statute
and show that it (the national bank) engages itself exclu-
sively as a mutual savings bank." This Office believes that
both of those decisions are in error in two respects:

First, both courts failed to consider that 12 USC 36, permit-
ting the establishment of branches by national banks, is ena-
bling legislation, not restricting legislation; that is, it was not
intended to restrict national banks but rather, it was intended
to benefit national banks by granting them new powers to
enable them to compete with state-chartered institutions.

Second, both decisions failed to distinguish between
those portions of a branching statute which can be complied
with by some national banks, just as they can be complied
with by some state-chartered institutions, and those portions
of a statute which no national bank can comply with. National
banks, as a class, cannot comply with all of the conditions of
any state branching statute; for example, all state branching
statutes require the approval of state banking supervisors
while national banks are not subject to supervision by the
states. (See First National Bank of Fairbanks v. Camp, 465
F.2d 586 (D.C. Cir. 1972), cert, denied, 409 U.S. 1124
(1973)). Nor can national banks, as a class, ever comply with
all of the provisions of state law applicable to any given class
or state-chartered institutions.

The question of whether a national bank may establish a
branch pursuant to the power to do so granted to state mu-
tual savings banks is now pending in the U.S. Court of Ap-
peals for the Ninth Circuit in Hart v. Peoples National Bank,
No. 76-2182.
8 RCW 32.04.030 reads as follows:

Offices—Branches.
(1) A savings bank shall not do business or be located in

the same room with, or in a room connecting with, any other
bank, or a trust company that receives deposits of money or
commercial paper, or a national banking association.

(2) No savings bank, or any officer or director thereof,
shall receive deposits or transact any of its usual business at
any place other than its principal place of business or an au-
thorized branch.

(3) A savings bank, with the approval of the supervisor,
may establish and operate branches but only upon the con-
ditions and subject to the limitations following:

If its guaranty fund is not less than the aggregate
paid-in capital which would be required by law as a pre-
requisite to the establishment and operation of an equal
number of branches in like locations by a bank.

(b) Branches may be established in any county of
the state; and

(c) A branch shall not be established at a place at
which the supervisor would not permit a proposed new
savings bank to engage in business, by reason of any
consideration contemplated by RCW 32.08.040,
32.08.050 and 32.08.060, the provisions of which, inso-
far as applicable, including those relating to appeals,
shall extend to applications to establish branches.

authorizes branching in any county of the state and
contains none of the allegedly restrictive language of
RCW 30.40.020 which the protestants have relied
upon in challenging this application. Accordingly, the
resulting establishment of branches in this transaction
is authorized by 12 USC 36(c), based upon the author-
ity of the class of "state banks" found in RCW
32.04.030, and approval of these branches is consist-
ent with the substantive requirements of this statute
applicable to national banks.

Reliance on the state's branching laws applicable to
mutual savings banks pursuant to 12 USC 36(c) and
(h) would appear to obviate the need in this case to
consider the state's commercial bank branching stat-
ute,9 or the protestants1 arguments which focus on that
statute. Nevertheless, we find that the proposed trans-
fer of branches, except for the transfer of PNB's Fed-
eral Way branch, is also clearly authorized by RCW
30.40.020 and may be approved by the Comptroller
thereunder.

RCW 30.40.020, which deals with the branching
powers of commercial state banks and trust com-
panies, provides, in part:

Branches authorized—Restrictions.
A bank or trust company having a paid-in capi-

tal of not less than five hundred thousand dollars
may, with the approval of the supervisor, establish
and operate branches in any city or town within
the state. A bank or trust company having a paid-
in capital of not less than two hundred thousand
dollars may, with the approval of the supervisor,
establish and operate branches within the limits of
the county in which its principal place of business
is located.

No bank or trust company shall establish or op-
erate any branch, except a branch in a foreign
country, in any city or town outside the city or town
in which its principal place of business is located
in which any bank, trust company or national
banking association regularly transacts a banking
or trust business, except by taking over or acquir-
ing an existing bank, trust company or national
banking association or the branch of any bank,
trust company or national banking association op-
erating in such city or town.

The protestants (most notably, the supervisor of
banking) claim that authorization to take or acquire
"the branch of any bank" in a city or town outside the
city or town in which its principal place of business is
located only allows a commercial state bank or trust
company to acquire one branch of another bank and
implicitly proscribes multibranch acquisitions. Simi-
larly, these protestants also argue, from a purely inter-
pretive point of view, that RCW 30.40.020 does not af-
firmatively authorize state commercial banks and trust
companies to branch by exchanging branches and re-
quires acquisition of an entire bank and not just one or

9 RCW 30.40.020.
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some of its branches. This Office finds these interpre-
tations of the statute to be in error.

Because of the absence of relevant case law in the
state on these questions, the Comptroller is authorized
to independently interpret and apply this statute in
evaluating ONB's branch/merger application, free from
the control of the opinions of the state supervisor:10

(Where state) . . . courts have not construed the
section, the Comptroller is free to do so and is,
furthermore, free to adopt any reasonable con-
struction that the statute setting forth the standard
may bear. Since that statute in effect is adopted
by Section 36 of the federal law, it is tantamount to
a federal administrative official construing a fed-
eral statute which he is charged to administer and
enforce.11

In construing RCW 30.40.020, this Office is guided
by the state's rules of statutory construction. Those
rules direct that the provisions of the code should be
liberally construed,12 and that words importing number
(i.e., singular and plural) and gender (i.e., masculine
or feminine) do not necessarily restrict a statute's
meaning to the specific number or gender used.13

Consequently, we find that the term " the branch" may
be construed to mean "branches," thereby allowing a
bank's acquisition of one or more branches of another
bank. Indeed, the facts of Seattle-First National Bank v.
Spokane County, 196 Wash. 419, 83 P.2d 359 (1938)
(merger of banks resulting in the acquisition and oper-
ation of the target bank's branches by the surviving
bank), and United States v. Marine Bancorporation,
418 U.S. 602 (1974) (merger of banks resulting in the
acquisition and operation of the target bank's
branches by the surviving bank permitting it to expand
into cities and towns with pre-existing banking organi-
zations) lend support to this Office's interpretation of
state law on this question.

Furthermore, bearing in mind the state's rules of
statutory construction, and absent any statutory lan-
guage or case law limiting the manner of "taking over
or acquiring," a reasonable reading of the text of this
statute leads us to conclude that, contrary to the prot-

10 First National Bank of Fairbanks v. Camp, 465 F.2d at 597.
See also, Leuthold v. Camp, 273 F.Supp. 695 (D. Mont.
1967), aff'd per curiam, 405 F.2d 499 (9th Cir. 1969); Union
Savings Bank of Patchogue v. Saxon, 335 F.2d 718 (D.C.
Cir. 1964); South Dakota v. The Nat'l. Bank of South Dakota,
219 F.Supp. 842 (S.D. S.D. 1963), aff'd, 335 F.2d 444 (8th
Cir.), cert, denied, 379 U.S. 970 (1965).
11 Clermont Nat'l Bank v. Citizenbank, N.A., 329 F.Supp.
1331, 1341-42 (S.D. Ohio 1971).
12 Wash. Rev. Code Ann. 1.12.010 reads as follows:

The provisions of this code shall be liberally construed,
and shall not be limited by any rule of strict construction.

13 Wash. Rev. Code Ann. 1.12.050 states:
Words importing the singular number may also be ap-
plied to the plural of persons and things; words import-
ing the plural may be applied to the singular; and words
importing the masculine gender may be extended to fe-
males also.

estants' contentions, the plain meaning of its words au-
thorize a transfer of branches by merger, in that the
method of "taking over or acquiring" may be deter-
mined by the parties to the agreement since the legis-
lature has chosen not to dictate the method or mode of
payment, whether by cash, stock, or other consider-
ation. The fact that a branch may be acquired in con-
sideration for the sale of a branch to another bank in a
manner which, on its face, resembles an exchange or
trade, does not vitiate the general authority of a bank
to branch by acquisition in a city or town which is not
its principal place of business. Moreover, we find that
RCW 30.40.020, by not limiting the type of acquisition
permitted, or excepting or excluding the functional ex-
change of branches, does affirmatively authorize the
method of branching under consideration since, un-
less so restricted by the statute, it permits " . . . (a)
bank or trust company having a paid-in capital of not
less than five hundred thousand dollars . . . (to) estab-
lish and operate branches in any city or town within the
state."14 Therefore, the sale and transfer of branches15

which the protestants have chosen to label as a
"swap" or "exchange" is, in our opinion, affirmatively
authorized by RCW 30.40.020.

Likewise, nothing in the statute authorizing the "tak-
ing over or acquiring (of) an existing bank . . . or the
branch of . . . (a) bank" indicates that the acquisition
must be of the entire bank and not just one of its
branches. Indeed, the plain meaning of the statute's
language suggests that one bank may branch by ac-
quiring "the branch" of another bank. Any interpreta-
tion of the statute which precludes all types of acquisi-
tions except total mergers or consolidations would
severely limit the significance and intent of the statute
and, in view of the statute's language, conflict with the
rule t h a t " . . . a statute ought, upon the whole, to be so
construed that, if it can be prevented, no clause, sen-
tence, or word shall be superfluous, void or insignifi-
cant."16

Finally, even though the words "city" or "town," as
used in RCW 30.40.020, have been judicially inter-
preted to refer to incorporated areas, it is this Office's
opinion that national banks in Washington may still
branch in unincorporated cities or towns pursuant to
12 USC 36(c) since state savings banks, which are in
direct competition with national banks in the state, are
authorized to do so.17

14 Cf. Seattle-First Nat'l Bank v. Spokane County, 83 P.2d at
363.
15 Although the agreement contemplates a simultaneous
transfer of all of the branches in qu3stion, the applicants
stated at the hearing that, depending on the renegotiation of
a sales price, the failure or inability to transfer certain
branches would not necessarily prevent the consummation
of the transaction.
16 Washington Market Company v. Hoffman, 101 U.S. 112,
115-16 (1879); United States v. Campos-Serrano, 404 U.S.
293, 301 (1971).
17 This issue arises since PNB's Federal Way branch is in an
unincorporated area. On December 21, 1978, the Supreme
Court of Washington, in Hart v. Peoples National Bank, et ai,
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In accordance with the above opinion, we find that
the proposed acquisition of branches is affirmatively
authorized by RCW 32.04.030 and 30.40.020, and,
therefore, is permitted by 12 USC 36(b) and (c).

Conclusion

We have carefully considered the application pursu-
ant to the Bank Merger Act, 12 USC 1828(c), and in

No. 45594, interpreted the terms "city" or "town," as used in
RCW 30.40.020, to be incorporated cities or towns, thus re-
stricting branching by state-chartered commercial banks to
such areas. The Washington Supreme Court had no occa-
sion to address the broader branching authority of state sav-
ings banks under RCW 32.04.030. Our approval, however, of
the transfer of this particular branch is, as previously dis-
cussed, based on the fact that 12 USC 36(c) references
state branching laws applicable to any state bank which is
defined in 12 USC 36(h) to include "savings banks." Never-
theless, this Office has decided to suspend the consumma-
tion of the transfer of this branch pending a decision by the
United States Court of Appeals for the Ninth Circuit in Hart v.
Peoples National Bank, et al., No. 76-2182, where this issue
has been raised.

light of the questions raised by the protestants. We
conclude that the proposed transactions will have no
adverse effect on competition, will be in the public in-
terest, and will otherwise satisfy the requirements of
the Bank Merger Act. We also conclude that the trans-
actions will violate no other provisions of state or fed-
eral law. Accordingly, the application of ONB to pur-
chase the assets and assume the liabilities of three
branch offices of PNB is approved. However, since
PNB's Federal Way South branch is in an unincorpo-
rated area, consummation of its transfer to ONB is sus-
pended pending a determination by the United States
Court of Appeals for the Ninth Circuit of whether a na-
tional bank may establish a branch in an unincorpo-
rated area pursuant to the power to do so granted to
state mutual savings banks.

February 1, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed these proposed transactions and
conclude that they would not have a substantial com-
petitive impact.

PACIFIC NATIONAL BANK OF WASHINGTON,
Seattle, Wash., and Three Branches of Old National Bank of Washington, Spokane, Wash.

Names of banks and type of transaction Total
assets*

Banking offices^

In To be
operation operated

Three Branches of Old National Bank of Washington, Spokane, Wash. (4668), with $1,103,729
were purchased March 5, 1979, by Pacific National Bank of Washington, Seattle, Wash. (3417),
which had 1,593,412
After the purchase was effected, the receiving bank had 1,579,982

3

73
74

COMPTROLLER'S DECISION

An application was filed on February 17, 1978, with the
Office of the Comptroller of the Currency according to
the requirements set forth in the Bank Merger Act, 12
USC 1828(c), by Pacific National Bank of Washington,
Seattle, Wash. ("PNB"), for approval to purchase the
assets and assume the liabilities of three branch of-
fices of Old National Bank of Washington, Spokane,
Wash. ("ONB"). The application is based on a written
agreement executed by the proponent banks on No-
vember 30, 1977.

This application and three other purchase and as-
sumption applications filed in February 1978 involving
ONB, PNB, Rainier National Bank, Seattle, and First
National Bank in Spokane were challenged by several
protestants including the supervisor of banking for the
state. In response to several requests, a public hear-
ing on all four applications was held in Seattle on April
19-20, 1978, before the Regional Administrator of Na-
tional Banks, Thirteenth National Bank Region (Port-
land).

At the public administrative hearing, both the propo-

nent and opponents of the applications were repre-
sented by counsel and were given the opportunity to
make opening statements, present the testimony of
witnesses and physical exhibits and make closing
statements. A reporter was present at the hearing and
prepared a transcript for inclusion in the administrative
record. On the basis of the administrative record, this
opinion is now issued.1

Background

PNB is a national bank with deposits of approxi-
mately $1.1 billion, maintaining a main office and 70

* Asset figures are for entire bank as of call dates immedi-
ately before and after transaction.
t Office figures are for beginning and end of day and reflect
all transactions occurring that day.
1 It is the policy of the Office of the Comptroller of the Cur-
rency to issue a formal opinion in connection with decisions
of general import or involving novel issues. This application
raises important questions concerning the authority of na-
tional banks in the state to establish branch offices.
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branches.2 It is the third largest commercial bank in
Washington, controlling 8.5 percent of the total com-
mercial bank deposits. PNB is a commercial banking
subsidiary of Western Bancorporation, Los Angeles,
Calif. ("WB"), a registered multibank holding company.
As of December 31, 1977, WB controlled 22 banks
with consolidated deposits of approximately $18.7 bil-
lion.

ONB maintains a main office and 77 branches and
has deposits of $888.3 million, representing 6.6 per-
cent of Washington's total commercial bank deposits.
ONB is a subsidiary of Old National Bancorporation,
Spokane ("ONBC"), which is the only registered multi-
bank holding company headquartered in the state.
ONBC controls two banks: ONB and First National
Bank in Spokane. With total deposits of approximately
$950.9 million that represent 7.1 percent of the total
state commercial bank deposits, ONBC is the fifth
largest of 95 commercial banking organizations.

Two of the three branches, 510 Third Avenue and
No. 3 Triangle Shopping Center, which will be transfer-
red from ONB to PNB under the agreement, are in the
Longview metropolitan area of Cowlitz County. ONB
operates seven banking offices in Cowlitz County hav-
ing combined deposits of approximately $48 million
and representing 27 percent of the total county com-
mercial bank deposits. PNB maintains two offices in
the county which collectively hold $17 million in de-
posits representing 9.6 percent of the total county
commercial bank deposits.

Currently, there are two commercial banks head-
quartered in Longview, Cowlitz County. Four additional
commercial banks operate branch offices in the
county. One of these is Seattle-First National Bank, Se-
attle, which is the largest commercial bank in Wash-
ington. If the proposed purchase and assumption is
executed, PNB will operate four branches in the
county and hold approximately 11.6 percent of the to-
tal county deposits. However, it would not significantly
change its relative position in the county in terms of the
percentage of commercial bank deposits held.

The remaining ONB branch office which will be
transferred to PNB is in a major retail district of the
Spokane metropolitan area. Currently, there are 10
banking organizations competing in Spokane County.
Of these, Seattle-First National Bank is the largest,
holding approximately 38.5 percent of Spokane
County deposits. ONB is the second largest commer-
cial bank in Spokane County. It operates a main office
and 23 branches there having $290.7 million in de-
posits representing 28.1 percent of the total commer-
cial bank deposits in the county. PNB maintains two
branches in the county which collectively hold $24 mil-
lion in deposits representing 2.3 percent of the total
county commercial bank deposits. If the proposed
transfer is consummated, PNB's share of Spokane
County deposits will increase by approximately 1 per-
cent, while ONB's share will decrease by that amount.

2 All deposit and branch figures are as of June 30, 1978, un-
less otherwise noted.

Issues

The protestants have presented the general argu-
ment that the Comptroller of the Currency may not au-
thorize the proponent banks to consummate their
agreement and operate the acquired branch offices as
their own. This challenge is more specifically based on
the protestants1 following arguments:

1. The proposed acquisitions are anticompetitive,
violate antitrust laws and therefore, may not be ap-
proved.

2. The proposed transactions are not "merger trans-
actions" contemplated by the Bank Merger Act (12
USC 1828(c)) which may be approved by the Comp-
troller pursuant to that Act.

3. The proposed acquisitions are inconsistent with
the spirit and intent of the Community Reinvestment
Act.

4. The proposed branch acquisitions would violate
federal branching laws (12 USC 36(b) and (c)) since
they are inconsistent with the state's branching laws
applicable to state-chartered commercial banks and
trust companies (Wash. Rev. Code Ann. (RCW)
30.04.280 and 30.40.020) which:

(a) only allow commercial state banks and trust
companies to acquire one branch of another bank and
implicitly proscribe multibranch acquisitions;

(b) do not affirmatively authorize commercial state
banks and trust companies to branch by an exchange
or trade of branches; and

(c) contemplate a "taking over or acquiring" of an
entire bank and its branches and not just one or some
of the branches.

Bank Merger Act Considerations
The protestants have argued that this transaction is

anticompetitive, violates antitrust laws, and, therefore,
may not be approved. This challenge has been con-
sidered as a part of this Office's analysis of the com-
petitive effects of the proposed transaction pursuant to
the Bank Merger Act.

The Bank Merger Act requires this Office to consider
whether the proposed merger transaction will substan-
tially lessen competition or tend to create or result in a
monopoly or restraint of trade; whether any perceived
anticompetitive effects of the proposed transaction are
clearly outweighed in the public interest by the proba-
ble effects the transaction will have in meeting the con-
venience and needs of the communities served; finan-
cial and managerial resources and future prospects of
the institutions; and the convenience and needs of the
communities. (See 12 USC 1828(c)(5)).

Commenting on the competitive aspect of this trans-
action as required under the Bank Merger Act (12 USC
1828(c)(4)), the United States Department of Justice,
the Federal Deposit Insurance Corporation, and the
Federal Reserve Board have each concluded that the
proposed transaction presents no competitive impedi-
ments in the relevant market areas to the approval of
this application. We agree with this conclusion and, in-
deed, find that the transaction will enhance competi-
tion in the relevant market areas and is, therefore, in
the public interest. We further conclude that consum-
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mation of this transaction will enhance the conven-
ience and needs of these areas.

We have considered the financial and managerial
resources of the proponent banks, as well as their fu-
ture prospects, and find these factors also to be favor-
able.

Related to this analysis under the Bank Merger Act
is the protestants' claim that the proposed transaction
is not a "merger transaction" which is subject to the
Comptroller's approval under the Act. The protestants
have argued that the transaction is, in effect, a
"branch swap," "trade," "exchange," or "relocation"
which does not constitute a conventional consolidation
or merger pursuant to 12 USC 215, 215a or 1828(c). It
is the opinion of this Office that such contentions are
incorrect and that the acquisitions in question are
"merger transactions" subject to the Comptroller's ap-
proval under the Bank Merger Act.

The agreement executed between ONB and PNB
specifically provides for the transfer of certain assets
and the assumption of certain liabilities. Assets have
been defined to include real estate and the building in
which the branch is located (if owned by the selling
bank); any leasehold and leasehold improvements;
furniture; fixtures, equipment and supplies (owned by,
or leased by the selling bank); and the loan portfolio,
with certain stipulated exceptions. The agreement also
provides that the purchasing bank will assume the fol-
lowing liabilities: deposit accounts, with the consent of
depositors; collection services; safe deposit rental
agreements; obligations under maintenance and serv-
ice contracts; and leases falling due or becoming per-
formable subsequent to the closing date of the agree-
ment.

The Bank Merger Act provides that "[n]o insured
bank shall . . . acquire the assets of, or assume liability
to pay any deposits made in, any other insured bank
except with the prior written approval of . . . [the
Comptroller of the Currency]." (See 12 USC
1828(c)(2)). It also specifically states that such a trans-
action is "referred to hereafter in this subsection as a
'merger transaction.' " (See 12 USC 1828(c)(3)). The
Act does not purport to prescribe the consideration,
the method of acquisition, or the specific formula for
asset or liability transfer. The fact that the targeted as-
sets and liabilities are situated within a particular
branch office does not, in our opinion, vitiate an other-
wise valid "merger transaction."

Accordingly, based upon the provisions of both the
Bank Merger Act and the agreement executed be-
tween the proponent banks, we conclude that this
transaction meets the legal requirements of a "merger
transaction." As such, it may, therefore, be approved
by the Comptroller according to the standards set forth
in the Bank Merger Act.

Community Reinvestment Act
This application was filed for consideration prior to

the November 6, 1978, effective date of the
Comptroller's Community Reinvestment Act regula-
tions, in 12 CFR 25. However, consistent with the spirit
of the Community Reinvestment Act, Public Law 95-
128, available information relevant to the banks' rec-

ords of meeting their communities' needs has been re-
viewed. Those records do not reveal such evidence to
suggest that the proponent banks are not generally
meeting the credit needs of their communities, includ-
ing low and moderate income sectors.

Construction of State Branching Laws
The protestants have argued that the proposed

branch transfers are inconsistent with the provisions of
applicable state commercial bank branching statutes
and should, therefore, be denied under federal law.
This Office does not concur in that opinion.

The federal statute governing the branching powers
of national banks, 12 USC 36(c),3 permits the Comp-
troller to authorize a national bank to establish new
branches in the manner that state law permits state
banks to do so.4 Thus, in evaluating this application,
the Comptroller must be satisfied that it conforms with
the applicable restrictions imposed by Washington law
on establishment of branches by any state banks.
However, federal law does not restrict the words "state
banks" to state-chartered commercial banks. Section
36(h) provides that:

The words . . . "State banks" . . . as used in this
section, shall be held to include trust companies,
savings banks, or such other corporations or insti-
tutions carrying on the banking business under
the authority of State laws. [Emphasis added]

The inclusion of savings banks and trust companies
within the definition of "state banks" in Section 36 indi-
cates that Congress foresaw the problem of a state ac-
cording unequal branching powers to various financial
institutions, thereby putting certain types of institutions
at a competitive disadvantage. The congressional so-
lution to this problem was to ensure that national banks
be given the ability to establish branches in the man-
ner and locations that the most favored "state banks"
could.5

3 That section provides, in part, that:

[a] national banking association may, with the approval
of the Comptroller of the Currency, establish . . . new
branches . . . at any point within the State in which said
association is situated, if such establishment . . . [is] at
the time authorized to state banks by the statute law of
the State in question by language specifically granting
such authority affirmatively and not merely by implica-
tion of recognition . . . .

4 See First National Bank in Plant City v. Dickinson, 396 U.S.
122 (1969); First National Bank of Logan v. Walker Bank &
Trust Co., 385 U.S. 252 (1966); Camden Trust Co. v. Gidney,
301 F.2d 521 (D.C. Cir.), cert, denied, 369 U.S. 886 (1962).
5 The importance of this fundamental concept is now under-
scored by the increasingly blurred lines of differentiation be-
tween commercial banks and other financial institutions in
terms of the level of competition in the banking business. For
instance, recent progressive changes have endowed sav-
ings banks with the ability to market many banking services
similar to those offered by commercial banks. Such a devel-
opment compels a broad approach to the state branching
statutes which should be referenced in deciding various na-
tional bank branching questions in view of the policy of com-
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Accordingly, mutual savings banks, as "savings
banks" and competitors of national banks operating in
the state of Washington, are "state banks . . . carrying
on the banking business . . ."6 within the meaning of 12
USC 36(h), and, therefore, national banks may estab-
lish and operate branches wherever mutual savings
banks are permitted to do so.7

petitive equality underlying 12 USC 36, as well as the sweep
of the triggering definition of "state banks" chosen by Con-
gress. In our view, the language of Section 36 clearly autho-
rizes reliance on the broad branching authority of state sav-
ings banks in Washington. Moreover, the financial services
environment in that state, in particular, lends even greater
support to this position. This Office has heretofore relied on
savings bank branching statutes in Massachusetts in ap-
proving certain branches for national banks in that state.
6 "Banking" according to RCW 30.04.010 means "the solicit-
ing, receiving or accepting of money or its equivalent on de-
posit as a regular business." That mutual savings banks are
engaged in banking is made evident by RCW 32.08.140
which provides that every mutual savings bank shall have
the power "[t]o receive deposits of money

That mutual savings banks are "institutions carrying on the
banking business" (12 USC 36(h)) is further evidenced by
various provisions of Washington law which permit them, in
common with other banks, to become members of the Fed-
eral Reserve System and to be insured by the Federal De-
posit Insurance Corporation (RCW 30.32.010); which permit
them to exercise trust powers (RCW 32.08.210); which au-
thorize them, upon a depositor's instructions, to effect with-
drawals from his account by drafts payable according to the
depositor's instructions (RCW 32.12.025); and which autho-
rize the FDIC to act as receiver or liquidator for FDIC-insured
mutual savings banks (RCW 32.24.090). Accordingly, it is
evident that mutual savings banks are "state banks" within
the meaning of 12 USC 36(c) and (h).
7 The District Court in Hart v. Peoples National Bank, No.
C75-416S (W.D. Wash. Feb. 18, 1976) did not dispute the
contention that mutual savings banks are "state banks"
within the meaning of 12 USC 36(h). However, it did rely on
State Chartered Banks in Washington v. Peoples National
Bank, 291 F. Supp. 180 (W.D. Wash. 1966) in holding that a
bank wishing to branch under the authority given to mutual
savings banks "must satisfy all the provisions of that statute
and show that it (the national bank) engages itself exclu-
sively as a mutual savings bank." This Office believes that
both of those decisions are in error in two respects:

First, both courts failed to consider that 12 USC 36, permit-
ting the establishment of branches by national banks, is ena-
bling legislation, not restricting legislation; that is, it was not
intended to restrict national banks but rather, it was intended
to benefit national banks by granting them new powers to
enable them to compete with state-chartered institutions.

Second, both decisions failed to distinguish between
those portions of a branching statute which can be complied
with by some national banks, just as they can be complied
with by some state-chartered institutions, and those portions
of a statute which no national bank can comply with. National
banks, as a class, cannot comply with all of state banking
supervisors while national banks are not subject to supervi-
sion by the states. (See First National Bank of Fairbanks v.
Camp, 465 F.2d 586 (D.C. Cir. 1972), cert, denied, 409 U.S.
1124 (1973)). Nor can national banks, as a class, ever com-
ply with all of the provisions of state law applicable to any
given class of state-chartered institutions.

The state branching statute applicable to
Washington's mutual savings banks, RCW 32.04.030,8

authorizes branching in any county of the state and
contains none of the allegedly restrictive language of
RCW 30.40.020 which the protestants have relied
upon in challenging this application. Accordingly, the
resulting establishment of branches in this transaction
is authorized by 12 USC 36(c), based upon the author-
ity of the class of "state banks" found in RCW
32.04.030, and approval of these branches is consist-
ent with the substantive requirements of this statute
applicable to national banks.

Reliance on the state's branching laws applicable to
mutual savings banks pursuant to 12 USC 36(c) and
(h) would appear to obviate the need in this case to
consider the state's commercial bank branching stat-
ute,9 or the protestants' arguments which focus on that
statute. Nevertheless, we find that the proposed trans-
fer of branches is also clearly authorized by RCW
30.40.020 and may be approved by the Comptroller
thereunder.

RCW 30.40.020, which deals with the branching
powers of commercial state banks and trust com-
panies, provides, in part:

Branches authorized—Restrictions.
A bank or trust company having a paid-in capi-

tal of not less than five hundred thousand dollars
may, with the approval of the supervisor, establish
and operate branches in any city or town with the

The question of whether a national bank may establish a
branch pursuant to the power to do so granted to state mu-
tual savings bank is now pending in the U.S. Court of Ap-
peals for the Ninth Circuit in Hart v. Peoples National Bank,
No. 76-2182.
8 RCW 32.04.030 reads as follows:

Offices—Branches
(1) A savings bank shall not do business or be lo-

cated in the same room with, or in a room connecting
with, any other bank, or a trust company that receives
deposits of money or commercial paper, or a national
banking association.

(2) No savings bank, or any officer or director thereof,
shall receive deposits or transact any of its usual busi-
ness at any place other than its principal place of busi-
ness or an authorized branch.

(3) A savings bank, with the approval of the supervi-
sor, may establish and operate branches but only upon
the conditions and subject to the limitations following:

(a) If its guaranty fund is not less than the aggregate
paid-in capital which would be required by law as a pre-
requisite to the establishment and operation of an equal
number of branches in like locations by a bank.

(b) Branches may be established in any county of the
state; and

(c) A branch shall not be established at a place at
which the supervisor would not permit a proposed new
savings bank to engage in business, by reason of any
consideration contemplated by RCW 32.08.040,
32.08.050 and 32.08.060, the provisions of which, inso-
far as applicable, including those relating to appeals,
shall extend to applications to establish branches.

9 RCW 30.40.020.
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state. A bank or trust company having a paid-in
capital of not less than two hundred thousand dol-
lars may, with the approval of the supervisor, es-
tablish and operate branches within the limits of
the county in which its principal place of business
is located.

No bank or trust company shall establish or op-
erate any branch, except a branch in a foreign
country, in any city or town outside the city or town
in which its principal place of business is located
in which any bank, trust company or national
banking association regularly transacts a banking
or trust business, except by taking over or acquir-
ing an existing bank, trust company or national
banking association or the branch of any bank,
trust company or national banking association op-
erating in such city or town.

The protestants (most notably, the supervisor of
banking) claim that authorization to take or acquire
"the branch of any bank" in a city or town outside the
city or town in which its principal place of business is
located only allows a commercial state bank or trust
company to acquire one branch of another bank and
implicitly proscribes multibranch acquisitions. Simi-
larly, these protestants also argue, from a purely inter-
pretive point of view, that RCW 30.40.020 does not af-
firmatively authorize state commercial banks and/or
trust companies to branch by exchanging branches
and requires acquisition of an entire bank and not just
one or some of its branches. This Office finds these in-
terpretations of the statute to be in error.

Because of the absence of relevant case law in the
state on these questions, the Comptroller is authorized
to independently interpret and apply this statute in
evaluating PNB's branch/merger application, free from
the control of the opinions of the state supervisor:10

[Where state] . . . courts have not construed the
section, the Comptroller is free to do so and is,
furthermore, free to adopt any reasonable con-
struction that the statute setting forth the standard
may bear. Since that statute in effect is adopted
by Section 36 of the federal law, it is tantamount to
a federal administrative official construing a fed-
eral statute which he is charged to administer and
enforce.11

In construing RCW 30.40.020, this Office is guided
by the state's rules of statutory construction. Those
rules direct that the provisions of the code should be

10 First National Bank of Fairbanks v. Camp, 465 F.2d at 597.
See also Leuthold v. Camp, 273 F. Supp. 695 (D. Mont.
1967), aff'd per curiam, 405 F. 2d 499 (9th Cir. 1969); Union
Savings Bank of Patchogue v. Saxon, 335 F.2d 718 (D.C.
Cir. 1964); South Dakota v. The National Bank of South Da-
kota, 219 F. Supp. 842 (S.D. S.D. 1963), aff'd, 335 F.2d 444
(8th Cir.), cert, denied, 379 U.S. 970 (1965).
11 Clermont National Bank v. Citizensbank, N.A. 329 F. Supp.
1331, 1341-42 (S.D. Ohio 1971).

liberally construed,12 and that words importing number
(i.e., singular and plural) and gender (i.e., masculine
or feminine) do not necessarily restrict a statute's
meaning to the specific number or gender used.13

Consequently, we find that the term "the branch" may
be construed to mean "branches," thereby allowing a
bank's acquisition of one or more branches of another
bank. Indeed, the facts of Seattle-First National Bank v.
Spokane County, 196 Wash. 419, 83 P.2d 359 (1938)
(merger of banks resulting in the acquisition and oper-
ation of the target bank's branches by the surviving
bank), and United States v. Marine Bancorporation,
418 U.S. 602 (1974) (merger of banks resulting in the
acquisition and operation of the target bank's
branches by the surviving bank permitting it to expand
into cities and towns with pre-existing banking organi-
zations) lend support to this Office's interpretation of
state law on this question.

Furthermore, bearing in mind the state's rules of
statutory construction, and absent any statutory lan-
guage or case law limiting the manner of "taking over
or acquiring," a reasonable reading of the text of this
statute leads us to conclude that, contrary to the prot-
estants' contentions, the plain meaning of its words au-
thorize a transfer of branches by merger, in that the
method of "taking over or acquiring" may be deter-
mined by the parties to the agreement since the legis-
lature has chosen not to dictate the method or mode of
payment, whether by cash, stock, or other consider-
ation. The fact that a branch may be acquired in con-
sideration for the sale of a branch to another bank in a
manner which, on its face, resembles an exchange or
trade, does not vitiate the general authority of a bank
to branch by acquisition in a city or town which is not
its principal place of business. Moreover, we find that
RCW 30.40.020, by not limiting the type of acquisition
permitted, or excepting or excluding the functional ex-
change of branches, does affirmatively authorize the
method of branching under consideration since, un-
less so restricted by the statute, it permits " . . . [a]
bank or trust company having a paid-in capital of not
less than five hundred thousand dollars . . . [to] estab-
lish and operate branches in any city or town within the
state."14 Therefore, the sale and transfer of branches15

12 Wash. Rev. Code Ann. 1.12.010 reads as follows:
The provisions of this code shall be liberally construed,
and shall not be limited by any rule of strict construction.

13 Wash. Rev. Code Ann. 1.12.050 states:
Words importing the singular number may also be ap-
plied to the plural of persons and things; words import-
ing the plural may be applied to the singular; and words
importing the masculine gender may be extended to fe-
males also.

14 Cf. Seattle-First National Bank v. Spokane County, 83 P.2d
at 363.
15 Although the agreement contemplates a simultaneous
transfer of ail of the branches in question, the applicants
stated at the hearing that, depending on the renegotiation of
a sales price, the failure or inability to transfer certain
branches would not necessarily prevent the consummation
of the transaction.
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which the protestants have chosen to label as a
"swap" or "exchange" is, in our opinion, affirmatively
authorized by RCW 30.40.020.

Likewise, nothing in the statute authorizing the "tak-
ing over or acquiring [of] an existing bank . . . or the
branch of . . . [a] bank" indicates that the acquisition
must be of the entire bank and not just one of its
branches. Indeed, the plain meaning of the statute's
language suggests that one bank may branch by ac-
quiring "the branch" of another bank. Any interpreta-
tion of the statute which precludes all types of acquisi-
tions except total mergers or consolidations would
severely limit the significance and intent of the statute
and, in view of the statute's language, conflict with the
rule t h a t " . . . a statute ought, upon the whole, to be so
construed that, if it can be prevented, no clause, sen-
tence, or word shall be superfluous, void or insignifi-
cant."16

In accordance with the above opinion, we find that

16 Washington Market Company v. Hoffman, 101 U.S. 112,
115-16 (1879); United States v. Campos-Serrano, 404 U.S.
293, 301 (1971).

the proposed acquisition of branches is affirmatively
authorized by RCW 32.04.030 and 30.40.020, and,
therefore, is permitted by 12 USC 36(b) and (c).

Conclusion

We have carefully considered the application pursu-
ant to the Bank Merger Act, 12 USC 1828(c), and in
light of the questions raised by the protestants. We
conclude that the proposed transactions will have no
adverse effect on competition, will be in the public in-
terest, and will otherwise satisfy the requirements of
the Bank Merger Act. We also conclude that the trans-
actions will violate no other provisions of state or fed-
eral law. Accordingly, the application of PNB to pur-
chase the assets and assume the liabilities of three
branch offices of ONB is approved.

February 1, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed these proposed transactions and
conclude that they would not have a substantial com-
petitive impact.

RAINIER NATIONAL BANK,
Seattle, Wash., and Four Branches of First National Bank in Spokane, Spokane, Wash., and One Branch of Old Na-
tional Bank of Washington, Spokane, Wash.

Names of banks and type of transaction Total
assets*

Banking offices^

In To be
operation operated

Four Branches of First National Bank in Spokane, Spokane, Wash. (13331), with $ 77,017
and One Branch of Old National Bank of Washington, Spokane, Wash. (4668), with 1,103,729
were purchased March 5, 1979, by Rainier National Bank, Seattle, Wash. (4375), which had 3,885,782
After the purchase was effected, the receiving bank had 4,193,175

4
1

123
124

COMPTROLLER'S DECISION

An application was filed on February 24, 1978, with the
Office of the Comptroller of the Currency according to
the Bank Merger Act, 12 USC 1828(c), by Rainier Na-
tional Bank, Seattle, Wash. ("RNB"), for approval to
purchase the assets and assume the liabilities of four
branch offices of First National Bank of Spokane, Spo-
kane, Wash. ("FNB") and one branch office of Old Na-
tional Bank of Washington, Spokane ("ONB"). The ap-
plication is based on a written agreement executed by
the proponent banks on November 30, 1977.

This application and three other purchase and as-
sumption applications filed in February 1978 involving
RNB, FNB, ONB, and Pacific National Bank of Wash-
ington, Seattle, were challenged by several protes-
tants, including the supervisor of banking for the state.
In response to several requests, a public hearing on all
four applications was held in Seattle on April 19-20,
1978, before the regional administrator of national
banks, Thirteenth National Bank Region (Portland).

At the public administrative hearing, both the propo-
nent and opponents of the applications were repre-
sented by counsel and were given the opportunity to

make opening statements, present the testimony of
witnesses and physical exhibits and make closing
statements. A reporter was present at the hearing and
prepared a transcript for inclusion in the administrative
record. On the basis of the administrative record, this
opinion is now issued.1

Background

With the exception of directors' qualifying shares,
RNB is a wholly owned commercial banking subsidiary
of Rainier Bancorporation, Seattle, Wash. ("RB"). RB is
a registered bank holding company and is the second
largest commercial banking organization headquar-

* Asset figures are for entire bank as of call dates immedi-
ately before and after transaction.
t Office figures are for beginning and end of day and reflect
all transactions occurring that day.
1 It is the policy of the Office of the Comptroller of the Cur-
rency to issue a formal opinion in connection with decisions
of general import or involving novel issues. This application
raises important questions concerning the authority of na-
tional banks in Washington to establish branch offices.
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tered in Washington. RB has total deposits of $2.6 bil-
lion, representing 19.3 percent of the total commercial
bank deposits in the state.2

ONB is a national bank with deposits of $888.3 mil-
lion, representing 6.6 percent of Washington's total
commercial bank deposits. It maintains a main office
and 71 branches. ONB is a subsidiary of Old National
Bancorporation, Spokane ("ONBC"), which is the only
registered multibank holding company headquartered
in the state. ONBC controls two banks (ONB and First
National Bank in Spokane). With total deposits of ap-
proximately $950.9 million representing 7.1 percent of
the total state commercial bank deposits, ONBC is the
fifth largest of 95 commercial banking organizations in
the state.

FNB maintains a main office and five branches in the
state and has deposits of $62.6 million, representing
less than 1 percent of Washington's total commercial
bank deposits. FNB is also a subsidiary of ONBC.

All five branches which will be transferred under the
agreement are in the Spokane metropolitan area. RNB
is the seventh largest of nine commercial banking or-
ganizations operating in Spokane County with two
branches having $21.9 million in deposits, represent-
ing 2.1 percent of the county's total commercial bank
deposits.

ONB is the second largest commercial bank in Spo-
kane County. It operates a main office and 23
branches there having $290.7 million in deposits, rep-
resenting 28.1 percent of the total commercial bank
deposits. FNB maintains its main office and all five of
its branches in Spokane County. It holds approxi-
mately 5.5 percent of the total county commercial bank
deposits.

Spokane is the third largest commercial banking
market in the state. Eight commercial banks operate
69 banking offices in the county. In addition, three mu-
tual savings banks operate 15 offices, and five savings
and loan associations operate 10 offices in the county.
Seattle-First National Bank, the largest commercial
bank in Washington, controls 38.5 percent of the total
commercial bank deposits in Spokane County. If the
agreement between RNB, ONB and FNB is executed,
RNB will enjoy a modest increase in its Spokane
County business and will enter the Spokane metropoli-
tan area for the first time. Although RNB does have two
offices in Spokane County (Deer Park and Medical
Lake), neither of these offices are actually in the Spo-
kane metropolitan area.

Issues

The protestants have presented the general argu-
ment that the Comptroller of the Currency may not au-
thorize the proponent banks to consummate their
agreement and operate the acquired branch offices as
their own. This challenge is more specifically based on
the protestants' following arguments:

1. The proposed acquisitions are anticompetitive,

2 All deposit and branch figures are as of June 30, 1978, un-
less otherwise noted.

violate antitrust laws and, therefore, may not be ap-
proved.

2. The proposed transactions are not "merger trans-
actions" contemplated by the Bank Merger Act (12
USC 1828(c)) which may be approved by the Comp-
troller pursuant to that Act.

3. The proposed acquisitions are inconsistent with
the spirit and intent of the Community Reinvestment
Act.

4. The proposed branch acquisitions would violate
federal branching laws (12 USC 36(b) and (c)) since
they are inconsistent with the state's branching laws
applicable to state-chartered commercial banks and
trust companies (Wash. Rev. Code Ann. RCW
30.04.280 and 30.40.020) which:

(a) only allow commercial state banks and trust
companies to acquire one branch of another bank and
implicitly proscribe multibranch acquisitions;

(b) do-not affirmatively authorize commercial state
banks and trust companies to branch by an exchange
or trade of branches; and

(c) contemplate a "taking over or acquiring" of an
entire bank and its branches and not just one or some
of the branches.

Bank Merger Act Consideration
The protestants have argued that this transaction is

anticompetitive, violates antitrust laws and, therefore,
may not be approved. This challenge has been con-
sidered as a part of this Office's analysis of the com-
petitive effects of the proposed transaction pursuant to
the Bank Merger Act.

The Bank Merger Act requires this Office to consider
whether the proposed merger transaction will substan-
tially lessen competition or tend to create or result in a
monopoly of restraint of trade; whether any perceived
anticompetitive effects of the proposed transaction are
clearly outweighed in the public interest by the proba-
ble effects the transaction will have in meeting the con-
venience and needs of the communities served; finan-
cial and managerial resources and future prospects of
the institutions; and the convenience and needs of the
communities. (See 12 USC 1828(c)(5).

Commenting on the competitive aspect of this trans-
action as required under the Bank Merger Act (12 USC
1828(c)(4)), the U.S. Department of Justice, the Fed-
eral Deposit Insurance Corporation and the Federal
Reserve Board have each concluded that the pro-
posed transaction presents no competitive impedi-
ments in the relevant market areas to the approval of
this application. We agree with this conclusion and, in-
deed, find that the transaction will enhance competi-
tion in the relevant market areas and is, therefore, in
the public interest. We further conclude that consum-
mation of this transaction will enhance the conven-
ience and needs of these areas.

We have considered the financial and managerial
resources of the proponent banks, as well as their fu-
ture prospects, and find these factors also to be favor-
able.

Related to this analysis under the Bank Merger Act
is the protestants' claim that the proposed transaction
is not a "merger transaction" which is subject to the
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Comptroller's approval under the Act. The protestants
have argued that the transaction is, in effect, a
"branch swap," "trade," "exchange" or "relocation"
which does not constitute a conventional consolidation
or merger pursuant to 12 USC 215, 215a or 1828(c). It
is the opinion of this Office that such contentions are
incorrect and that the acquisitions in question are
"merger transactions" subject to the Comptroller's ap-
proval under the Bank Merger Act.

The agreement executed between ONB and PNB
specifically provides for the transfer of certain assets
and the assumption of certain liabilities. Assets have
been defined to include real estate and the building in
which the branch is located (if owned by the selling
bank); any leasehold and leasehold improvements;
furniture; fixtures, equipment and supplies (owned by
or leased by the selling bank); and the loan portfolio,
with certain stipulated exceptions. The agreement also
provides that the purchasing bank will assume the fol-
lowing liabilities: deposit accounts, with the consent of
depositors; collection services; safe deposit rental
agreements; obligations under maintenance and serv-
ice contracts; and leases falling due or becoming per-
formable subsequent to the closing date of the agree-
ment.

The Bank Merger Act provides that "[n]o insured
bank shall . . . acquire the assets of, or assume liability
to pay any deposits made in, any other insured bank
except with the prior written approval of . . . [the
Comptroller of the Currency]." (See 12 USC
1828(c)(2)). It also specifically states that such a trans-
action is "referred to hereafter in this subsection as a
'merger transaction.' " (See 12 USC 1828(c)(3)). The
Act does not purport to prescribe the consideration,
the method of acquisition or the specific formula for
asset or liability transfer. The fact that the targeted as-
sets and liabilities are situated within a particular
branch office does not, in our opinion, vitiate an other-
wise valid "merger transaction."

Accordingly, based upon the provisions of both the
Bank Merger Act and the agreement executed be-
tween the proponent banks, we conclude that this
transaction meets the legal requirements of a "merger
transaction." As such, it may, therefore, be approved
by the Comptroller according to the standards set forth
in the Bank Merger Act.

The Community Reinvestment Act
This application was filed for consideration prior to

the November 6, 1978, effective date of the
Comptroller's Community Reinvestment Act regula-
tions, 12 CFR 25. However, consistent with the spirit of
the Community Reinvestment Act, Public Law 95-128,
available information relevant to the banks' records of
meeting their communities' needs has been reviewed.
Those records do not reveal such evidence to suggest
that the proponent banks are not generally meeting the
credit needs of their communities, including low and
moderate income sectors.

Construction of State Branching Laws
The protestants have argued that the proposed

branch transfers are inconsistent with the provisions of
applicable state commercial bank branching statutes

and should, therefore, be denied under federal law.
This Office does not concur in that opinion.

The federal statute governing the branching powers
of a national bank, 12 USC 36(c),3 permits the Comp-
troller to authorize a national bank to establish new
branches in the manner that state law permits state
banks to do so.4 Thus, in evaluating this application,
the Comptroller must be satisfied that it conforms with
the applicable restrictions imposed by Washington law
on establishment of branches by any state banks.
However, federal law does not restrict the words "state
banks" to state-chartered commercial banks. Section
36(h) provides that:

The words . . . "State banks" . . . as used in this
section, shall be held to include trust companies,
savings banks, or such other corporations or insti-
tutions carrying on the banking business under
the authority of State laws. [Emphasis added]

The inclusion of savings banks and trust companies
within the definition of "state banks" in Section 36 indi-
cates that Congress foresaw the problem of a state ac-
cording unequal branching powers to various financial
institutions, thereby putting certain types of institutions
at a competitive disadvantage. The congressional so-
lution to this problem was to ensure that national banks
be given the ability to establish branches in the man-
ner and locations that the most favored "state banks"
could.5

Accordingly, mutual savings banks as "savings
banks" and competitors of national banks operating in

3 That section provides, in part, that:

[a] national banking association may, with the approval
of the Comptroller of the Currency, establish . . . new
branches . . . at any point within the State in which said
association is situated, if such establishment . . . [is] at
the time authorized to state banks by the statute law of
the State in question by language specifically granting
such authority affirmatively and not merely by implica-
tion or recognition . . . .

4 See First National Bank in Plant City v. Dickinson, 396 U.S.
122 (1969); First National Bank of Logan v. Walker Bank &
Trust Co., 385 U.S. 252 (1966); Camden Trust Co. v. Gidney,
301 F.2d 521 (D.C. Cir.), cert, denied, 369 U.S. 886 (1962).
5 The importance of this fundamental concept is now under-
scored by the increasingly blurred lines of differentiation be-
tween commercial banks and other financial institutions in
terms of the level of competition in the banking business. For
instance, recent progressive changes have endowed sav-
ings banks with the ability to market many banking services
similar to those offered by commercial banks. Such a devel-
opment compels a broad approach to the state branching
statutes which should be referenced in deciding various na-
tional bank branching questions in view of the policy of com-
petitive equality underlying 12 USC 36, as well as the sweep
of the triggering definition of "state banks" chosen by Con-
gress. In our view, the language of Section 36 clearly autho-
rizes reliance on the broad branching authority of state sav-
ings banks in Washington. Moreover, the financial services
environment in that state, in particular, lend even greater
support to this position. This Office has heretofore relied on
savings bank branching statutes in Massachusetts in ap-
proving certain branches for national banks in that state.
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Washington, are "state banks . . . carrying on the
banking business . . . "6 within the meaning of 12 USC
36(h), and, therefore, national banks may establish
and operate branches wherever mutual savings banks
are permitted to do so.7

The state branching statute applicable to
Washington's mutual savings banks, RCW 32.04.030,8

6 "Banking" according to RCW 30.04.010 means "the solicit-
ing, receiving or accepting of money or its equivalent on de-
posit as a regular business." That mutual savings banks are
engaged in banking is made evident by RCW 32.08.140
which provides that every mutual savings bank shall have
the power "[t]o receive deposits of money

That mutual savings banks are "institutions carrying on the
banking business" (12 USC 36(h)) is further evidenced by
various provisions of Washington law which permit them, in
common with other banks, to become members of the Fed-
eral Reserve System and to be insured by the Federal De-
posit Insurance Corporation (RCW 30.32.010); which permit
them to exercise trust powers (RCW 32.08.210); which au-
thorize them, on a depositor's instructions, to effect with-
drawals from his account by drafts payable according to the
depositor's instructions (RCW 32.12.025); and which autho-
rize the FDIC to act as receiver or liquidator for FDIC-insured
mutual savings banks (RCW 32.24.090). Accordingly, it is
evident that mutual savings banks are "state banks" within
the meaning of 12 USC 36(c) and (h).
7 The District Court in Hart v. Peoples National Bank, No.
C75-416S (W.D. Wash., Feb. 18, 1976) did not dispute the
contention that mutual savings banks are "state banks"
within the meaning of 12 USC 36(h). However, it did rely on
State Chartered Banks in Washington v. Peoples National
Bank, 291 F. Supp. 180 (W.D. Wash. 1966) in holding that a
bank wishing to branch under the authority given to mutual
savings banks "must satisfy all the provisions of that statute
and show that it [the national bank] engages itself exclu-
sively as a mutual savings bank." This Office contends that
both those decisions are in error in two respects:

First, both courts failed to consider that 12 USC 36, permit-
ting the establishment of branches by national banks, is ena-
bling legislation not restricting legislation; that is, it was not
intended to restrict national banks. Rather, it was intended to
benefit national banks by granting them new powers to en-
able them to compete with state-chartered institutions.

Second, both decisions failed to distinguish between
those portions of a branching statute which can be complied
with by some state-chartered institutions, and those portions
of a statute which no national bank can comply with. National
banks, as a class, cannot comply with all of the conditions of
any state branching statute; for example, all state branching
statutes require the approval of state banking supervisors
while national banks are not subject to supervision by the
states. (See First National Bank of Fairbanks v. Camp, 465
F.2d 586 (D.C. Cir. 1972), cert, denied, 409 U.S. 1124
(1973)). Nor can national banks, as a class, ever comply with
all of the provisions of state law applicable to any given class
of state chartered institutions.

The question of whether a national bank may establish a
branch pursuant to the power to do so granted to state mu-
tual savings banks is now pending in the U.S. Court of Ap-
peals for the Ninth Circuit in Hart v. Peoples National Bank,
No. 76-2182.
8 RCW 32.04.030 reads as follows:

Offices—Branches
(1) A savings bank shall not do business or be lo-

cated in the same room with, or in a room connecting

authorizes branching in any county of the state and
contains none of the allegedly restrictive language of
RCW 30.40.020 which the protestants have relied
upon in challenging this application. Accordingly, the
resulting establishment of branches in this transaction
is authorized by 12 USC 36(c), based on the authority
of the class of "state banks" found in RCW 32.04.030,
and approval of these branches is consistent with the
substantive requirements of this statute applicable to
national banks.

Reliance on the state's branching laws applicable to
mutual savings banks pursuant to 12 USC 36(c) and
(h) would appear to obviate the need in this case to
consider the state's commercial bank branching stat-
ute9 or the protestants' arguments which focus on that
statute. Nevertheless, we find that the proposed trans-
fer of branches is also clearly authorized by RCW
30.40.020 and may be approved by the Comptroller
thereunder.

RCW 30.40.020, which deals with the branching
powers of commercial state banks and trust com-
panies, provides, in part:

Branches authorized—Restrictions.
A bank or trust company having a paid-in capi-

tal of not less than five hundred thousand dollars
may, with the approval of the supervisor, establish
and operate branches in any city or town within
the state. A bank or trust company having a paid-
in capital of not less than two hundred thousand
dollars may, with the approval of the supervisor,
establish and operate branches within the limits of
the county in which its principal place of business
is located.

No bank or trust company shall establish or op-
erate any branch, except a branch in a foreign
country, in any city or town outside the city or town

with, any other bank, or a trust company that receives
deposits of money or commercial paper, or a national
banking association.

(2) No savings bank, or any officer or director thereof,
shall receive deposits or transact any of its usual busi-
ness at any place other than its principal place of busi-
ness or an authorized branch.

(3) A savings bank, with the approval of the supervi-
sor, may establish and operate branches but only upon
the conditions and subject to the limitations following:

(a) If its guaranty fund is not less than the aggregate
paid-in capital which would be required by law as a pre-
requisite to the establishment and operation of an equal
number of branches in like locations by a bank.

(b) Branches may be established in any county of the
State; and

(c) A branch shall not be established at a place at
which the supervisor would not permit a proposed new
savings bank to engage in business, by reason of any
consideration contemplated by RCW 32.08.040,
32.08.050 and 32.08.060, the provisions of which, inso-
far as applicable, including those relating to appeals,
shall extend to applications to establish branches.

9 RCW 30.40.020.
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in which its principal place of business is located
in which any bank, trust company or national
banking association regularly transacts a banking
or trust business, except by taking over or acquir-
ing an existing bank, trust company or national
banking association or the branch of any bank,
trust company or national banking association op-
erating in such city or town.

The protestants (most notably, the supervisor of
banking) claim that authorization to take or acquire
"the branch of any bank" in a city or town outside the
city or town in which its principal place of business is
located only allows a commercial state bank or trust
company to acquire one branch of another bank and
implicitly proscribes multibranch acquisitions. Simi-
larly, these protestants also argue, from a purely inter-
pretive point of view, that RCW 30.40.020 does not af-
firmatively authorize state commercial banks and/or
trust companies to branch by exchanging branches
and requires acquisition of an entire bank and not just
one or some of its branches. This Office finds these in-
terpretations of the statute to be in error.

Because of the absence of relevant case law in the
state on these questions, the Comptroller is authorized
to independently interpret and apply this statute in
evaluating RNB's branch/merger application, free from
the control of the opinions of the state supervisor:10

[Where state] . . . courts have not construed the
section, the Comptroller is free to do so and is,
furthermore, free to adopt any reasonable con-
struction that the statute setting forth the standard
may bear. Since that statute in effect is adopted
by Section 36 of the federal law, it is tantamount to
a federal administrative official construing a fed-
eral statute which he is charged to administer and
enforce.11

In construing RCW 30.40.020, this Office is guided
by the state's rules of statutory construction. Those
rules direct that the provisions of the code should be
liberally construed12 and that words importing number
(i.e., singular and plural) and gender (i.e., masculine
and feminine) do not necessarily restrict a statute's
meaning to the specific number or gender used.13

10 First National Bank of Fairbanks v. Camp, 465 F.2d at 597.
See also Leuthold v. Camp, 273 F. Supp. 695 (D. Mont.
1967), aff'd per curiam, 405 F.2d 499 (9th Cir. 1969); Union
Savings Bank of Patchogue v. Saxon, 335 F.2d 718 (D.C.
Cir. 1964); South Dakota v. The National Bank of South Da-
kota, 219 F. Supp. 842 (S.D. S.D. 1963), aff'd, 335 F.2d 444
(8th Cir.), cert, denied, 379 U.S. 970 (1965).
11 Clermont National Bank v. Citizensbank, N.A. 329 F. Supp.
1331, 1341-42 (S.D. Ohio 1971).
12 Wash. Rev. Code Ann. 1.12.010 reads as follows:

The provisions of this code shall be liberally construed,
and shall not be limited by any rule of strict construction.

13 Wash. Rev. Code Ann. 1.12.050 states:
Words importing the singular number may also be applied
to the plural of persons and things; words importing the
plural may be applied to the singular; and words importing
the masculine gender may be extended to females also.

Consequently, we find that the term "the branch" may
be construed to mean "branches," thereby allowing a
bank's acquisition of one or more branches of another
bank. Indeed, the facts of Seattle-First National Bank v.
Spokane County, 196 Wash. 419, 83 P.2d 359 (1938)
(merger of banks resulting in the acquisition and oper-
ation of the target bank's branches by the surviving
bank, and United States v. Marine Bancorporation, 418
U.S. 602 (1974) (merger of banks resulting in the ac-
quisition and operation of the target bank's branches
by the surviving bank permitting it to expand into cities
and towns with pre-existing banking organizations)
lend support to this Office's interpretation of state law
on this question.

Furthermore, bearing in mind the state's rules of
statutory construction and absent any statutory lan-
guage or case law limiting the manner of "taking over
or acquiring," a reasonable reading of the text of this
statute leads us to conclude that, contrary to the prot-
estants' contentions, the plain meaning of its words au-
thorizes a transfer of branches by merger, in that the
method of "taking over or acquiring" may be deter-
mined by the parties to the agreement since the legis-
lature has chosen not to dictate the method or mode of
payment, whether by cash, stock or other consider-
ation. The fact that a branch may be acquired in con-
sideration for the sale of a branch to another bank in a
manner which, on its face, resembles an exchange or
trade does not vitiate the general authority of a bank to
branch by acquisition in a city or town which is not its
principal place of business. Moreover, we find that
RCW 30.40.020, by not limiting the type of acquisition
permitted or excepting or excluding the functional ex-
change of branches, does affirmatively authorize the
method of branching under consideration since, un-
less so restricted by the statute, it permits " . . . [a]
bank or trust company having a paid-in capital of not
less than five hundred thousand dollars . . . [to] estab-
lish and operate branches in any city or town within the
state."14 Therefore, the sale and transfer of branches15

which the protestants have arbitrarily chosen to label
as a "swap" or "exchange" is, in our opinion, affirma-
tively authorized by RCW 30.40.020.

Likewise, nothing in the statute authorizing the "tak-
ing over or acquiring [of] an existing bank . . . or the
branch of . . . [a] bank" indicates that the acquisition
must be of the entire bank and not just one of its
branches. Indeed, the plain meaning of the statute's
language suggests that one bank may branch by ac-
quiring "the branch" of another bank. Any interpreta-
tion of the statute which precludes all types of acquisi-
tions except total mergers or consolidations would
severely limit the significance and intent of the statute
and, in view of the statute's language, conflict with the

14 Cf. Seattle-First Nat'l Bank v. Spokane County, 83 P.2d at
363.
15 Although the agreement contemplates a simultaneous
transfer of all the branches in question, the applicants stated
at the hearing that, depending on the renegotiation of a sales
price, the failure or inability to transfer certain branches
would not necessarily prevent the consummation of the
transaction.
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rule t h a t " . . . a statute ought, upon the whole, to be so
construed that, if it can be prevented, no clause, sen-
tence, or word shall be superfluous, void or insignifi-
cant."16

In accordance with the above opinion, we find that
the proposed acquisition of branches is affirmatively
authorized by RCW 32.04.030 and 30.40.020, and,
therefore, is permitted by 12 USC 36(b) and (c).

Conclusion

We have carefully considered the application pursu-
ant to the Bank Merger Act, 12 USC 1828(c), and in

16 Washington Market Company v. Hoffman, 101 U.S. 112,
115-16 (1879); United States v. Campos-Serrano, 404 U.S.
293, 301 (1971).

light of the questions raised by the protestants. We
conclude that the proposed transactions will have no
adverse effect on competition, will be in the public in-
terest and will otherwise satisfy the requirements of the
Bank Merger Act. We also conclude that the transac-
tions will violate no other provisions of state or federal
law. Accordingly, the application of RNB to purchase
the assets and assume the liabilities of four branch of-
fices of FNB and one branch of ONB is approved.

February 1, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed these proposed transactions and
conclude that they would not have a substantial com-
petitive impact.

ATLANTIC FIRST NATIONAL BANK OF DAYTONA BEACH,
Daytona Beach, Fla., and Atlantic Bank of West Daytona Beach, Daytona Beach, Fla.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

Atlantic Bank of West Daytona Beach, Daytona Beach, Fla., with $ 17,026,000
and Atlantic First National Bank of Daytona Beach, Daytona Beach, Fla. (12546), which had 83,169,000
merged March 31, 1979, under charter and title of the latter bank (12546). The merged bank at
date of merger had 100,195,000

COMPTROLLER'S DECISION

Pursuant to the requirements of 12 USC 1828(c), the
Bank Merger Act, an application has been filed with
the Office of the Comptroller of the Currency that
seeks and requires the prior written consent of this Of-
fice to the proposed merger of Atlantic Bank of West
Daytona Beach, Daytona Beach, Fla. ("Merging
Bank"), into Atlantic First National Bank of Daytona
Beach, Daytona Beach, Fla. ("Charter Bank"), under
the charter and title of "Atlantic First National Bank of
Daytona Beach." The subject application is based on
an agreement executed between the proponent banks
and is incorporated herein by reference, the same as if
fully set forth.

Atlantic First National Bank of Daytona Beach, Day-
tona Beach, Fla. ("Charter Bank"), was granted Na-
tional Banking Association charter number 12546 by
this Office on June 2, 1924. As of June 30, 1978, Char-
ter Bank's total deposits were $75.5 million.

Atlantic Bank of West Daytona Beach, Daytona
Beach, Fla. ("Merging Bank"), is a state-chartered
commercial banking institution. On June 30, 1978,
Merging Bank had total deposits of $14.5 million.

Both of the proponent banks are commercial bank-
ing subsidiaries of Atlantic Bancorporation, Jackson-
ville, Fla. ("Atlantic"), a registered multibank holding
company that controlled 27 subsidiary banks with con-
solidated deposits of $1.3 billion as of December 31,
1977.

This application was filed prior to the November 6,
1978, effective date of the Comptroller's Community
Reinvestment Act regulations, 12 CFR 25. However,
pursuant to the Community Reinvestment Act, Public
Law No. 95-128, available information relevant to the
banks' records of meeting community credit needs
was reviewed, revealing no evidence to suggest that
the applicants are not meeting the credit needs of their
community, including low and moderate income neigh-
borhoods.

The subject application essentially represents a cor-
porate reorganization whereby Atlantic is consolidating
a portion of its banking interests in the Daytona Beach
area; as such, it would produce no adverse impact on
any relevant area of consideration. Accordingly, the
application is deemed to be not adverse to the public
interest and is approved. Additionally, Charter Bank is
authorized to operate the former banking office of
Merging Bank as a branch of the surviving bank.

November 29, 1978

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are all wholly owned subsidiaries
of the same bank holding company. As such, their pro-
posed mergers are essentially corporate reorganiza-
tions and would have no effect on competition.
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ROYAL TRUST BANK OF MIAMI, N.A.,
Miami, Fla., and Royal Trust Bank of South Dade, N.A., Unincorporated Area of Dade County (P.O. Miami)

Names of banks and type of transaction Total
assets*

Banking offices

In To be
operation operated

Royal Trust Bank of South Dade, N.A., Unincorporated Area of Dade County (P.O. Miami), Fla.
(16698), with $ 8,488,000
and Royal Trust Bank of Miami, N.A., Miami, Fla. (15156), which had 169,021,000
merged April 1, 1979, under charter and title of the latter bank (15156). The merged bank at date of
merger had 148,636,000

COMPTROLLER'S DECISION

Application has been made to the Comptroller of the
Currency requesting prior permission to merge Royal
Trust Bank of South Dade, N.A., unincorporated area
of Dade County, Fla. ("Dade Bank"), into Royal Trust
Bank of Miami, N.A., Miami, Fla. ("Miami Bank"), under
the charter and title of "Royal Trust Bank of Miami,
N.A." The application rests upon an agreement exe-
cuted between the proponent banks and is incorpo-
rated herein by reference.

Miami Bank received its charter as a national bank
on September 1, 1972, and had deposits of $114.2
million as of September 30, 1978.

Dade Bank was chartered as a national bank on
January 4, 1978, and as of September 30, 1978, had
total deposits of $3.9 million. .

Both Miami Bank and Dade Bank are banking sub-
sidiaries of Royal Trust Bank Corp., Miami, Fla., a reg-

* Asset figures are as of call dates immediately before and
after transaction.

istered multibank holding company. Inasmuch as the
proponent banks are commonly owned and controlled,
approval of this application would not produce an ad-
verse impact on any relevant area of consideration.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
banks1 records of helping to meet the credit needs of
their communities, including low and moderate income
neighborhoods, is less than satisfactory.

Accordingly, applying the statutory criteria, it is the
conclusion of the Office of the Comptroller of the Cur-
rency that this merger is in the public interest and is
approved.

February 28, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are both wholly owned subsidi-
aries of the same bank holding company. As such,
their proposed merger is essentially a corporate reor-
ganization and would have no effect on competition.

THE CENTRAL TRUST COMPANY, NATIONAL ASSOCIATION,
Cincinnati, Ohio, and The Central Trust Company of Montgomery County, National Association, Dayton, Ohio

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

The Central Trust Company of Montgomery County, National Association, Dayton, Ohio (16330),
with $ 76,904,000 7
and The Central Trust Company, National Association, Cincinnati, Ohio (16416), which had 1,033,364,000 45
merged April 16, 1979, under charter and title of the latter bank (16416). The merged bank at date
of merger had 1,110,130,000 52

COMPTROLLER'S DECISION

This is the Comptroller's decision on the application to
merge The Central Trust Company of Montgomery
County, National Association, Dayton, Ohio ("Merging
Bank"), into The Central Trust Company, National As-
sociation, Cincinnati, Ohio ("Charter Bank"). This ap-
plication is one part of a process whereby The Central
Bancorporation, Inc., Cincinnati, Ohio ("Central"), a
registered multibank holding company, is realigning
and consolidating a portion of its banking interests.

Charter Bank has total deposits of $829.7 million,
and Merging Bank has total deposits of $74.9 million.
Both banks are wholly owned commercial banking
subsidiaries of Central. As such, approval of this appli-
cation would have no adverse effect on any relevant
area of consideration.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicants' records of helping to meet the credit needs
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of their communities, including low and moderate in-
come neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the merger.

March 15, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are all wholly owned subsidiaries
of the same bank holding company. As such, the pro-
posed mergers are essentially corporate reorganiza-
tions and would have no effect on competition.

BANKERS TRUST COMPANY OF ALBANY, NATIONAL ASSOCIATION,
Albany, N.Y., and Bankers Trust Company of Central New York, Utica, N.Y.

Names of banks and type of transaction

Bankers Trust Company of Central New York, Utica, N.Y., with
and Bankers Trust Company of Albany, National Association, Albany, N.Y. (15758), which had
merged April 30, 1979, under charter and title of the latter bank (15758). The merged bank at date
of merger had

Total
assets

$ 19,637,000
309,016,000

328,653,000

Banking

In
operation

8
28

offices

To be
operated

36

COMPTROLLER'S DECISION

Application has been made to the Office of the Comp-
troller of the Currency requesting prior permission to
merge Bankers Trust Company of Central New York,
Utica, N.Y. ("Merging Bank"), into Bankers Trust Com-
pany of Albany, National Association, Albany, N.Y.
("Charter Bank"), under the charter and title of
"Bankers Trust Company of Albany, National Associa-
tion." The subject application rests on an agreement
executed between the proponent banks and is incor-
porated herein by reference, the same as if fully set
forth.

Charter Bank has operated as a National Banking
Association since October 6, 1969, when it was
granted charter number 15758 by this Office. As of
June 30, 1978, Charter Bank had total commercial
bank deposits of $268.1 million.

Merging Bank commenced commercial banking op-
erations in 1971 and, as of June 30, 1978, had total
deposits of $23.9 million.

Charter Bank and Merging Bank are both banking
subsidiaries of Bankers Trust New York Corporation,
New York, N.Y., a registered multibank holding com-
pany. Inasmuch as the two proponent banks are com-
monly owned and controlled, approval of this applica-

tion would not produce an adverse impact on any
relevant area of consideration.

This application was filed prior to the November 6,
1978, effective date of the Comptroller's Community
Reinvestment Act regulations, 12 CFR 25. However,
pursuant to the Community Reinvestment Act, Public
Law No. 95-128, available information relevant to the
banks' records of meeting community credit needs
was reviewed, revealing no evidence to suggest that
credit needs of the community are not being met, in-
cluding low and moderate income neighborhoods.

The proposed merger essentially represents a cor-
porate reorganization whereby Bankers Trust New
York Corporation is consolidating a portion of its bank-
ing interests. The application is therefore deemed to
be not adverse to the public interest and should be,
and hereby is, approved.

February 6, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are both wholly owned subsidi-
aries of the same bank holding company. As such,
their proposed merger is essentially a corporate reor-
ganization and would have no effect on competition.

THE CENTRAL TRUST COMPANY OF NORTHEASTERN OHIO, NATIONAL ASSOCIATION,
Canton, Ohio, and The Central Trust Company of Wayne County, Wooster, Ohio

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

The Central Trust Company of Wayne County, Wooster, Ohio, with $ 43,674,000 4
and The Central Trust Company of Northeastern Ohio, National Association, Canton, Ohio (76),
which had 333,903,000 21
merged April 30, 1979, under charter and title of the latter bank (76). The merged bank at date of
merger had 377,577,000 25

COMPTROLLER'S DECISION

This is the Comptroller's decision on the application to
merge The Central Trust Company of Wayne County,
Wooster, Ohio ("Merging Bank"), into The Central Trust

Company of Northeastern Ohio, National Association,
Canton, Ohio ("Charter Bank"). This application is one
part of a process whereby The Central Bancorpora-
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tion, Inc., Cincinnati, Ohio ("Central"), a registered
multibank holding company, is realigning and consoli-
dating a portion of its banking interests.

Charter Bank has total deposits of $284 million, and
Merging Bank has total deposits of $38.1 million. The
merging banks are wholly owned banking subsidiaries
of the same bank holding company, Central; approval
of this application would have no adverse effect on
any relevant area of consideration.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicants' records of helping to meet the credit needs

of their communities, including low and moderate in-
come neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the merger.

March 21, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are all wholly owned subsidiaries
of the same bank holding company. As such, the pro-
posed mergers are essentially corporate reorganiza-
tions and would have no effect on competition.

WARRICK NATIONAL BANK OF BOONVILLE,
Boonville, ln<±, The Colonial National Bank, Ohio Township (P.O. Tennyson), Ind.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

The Colonial National Bank, Ohio Township (P.O. Tennyson), Ind. (8956), with $11,815,000
and Warrick National Bank of Boonville, Boonville, Ind. (14218). which had 46,864.000
merged May 7, 1979, under charter and title of the latter bank (14218). The merged bank at date of
merger had 58,855,000

COMPTROLLER'S DECISION

Pursuant to the Bank Merger Act, 12 USC 1828(c), an
application has been filed with the Office of the Comp-
troller of the Currency. The application requests prior
written consent to the proposed merger of The Colo-
nial National Bank, Ohio Township (P.O. Tennyson),
Ind. ("CNB") into Warrick National Bank of Boonville,
Boonville, Ind. ("WNB") under the cha. :er and title of
"Warrick National Bank of Boonville." This application
is based on a written agreement between the propo-
nents.

WNB had total deposits of $37.6 million on Septem-
ber 30, 1978, and operates its head office and one
branch.

CNB had total deposits of $10.9 million on Septem-
ber 30, 1978. In 1971, CNB became a subsidiary of
Two Rivers, Inc., Evansville, Ind., and its corporate
parent, Property Developers, Inc., Evansville, both reg-
istered bank holding companies. Under this owner-
ship, CNB became a supervisory problem bank. A
principal portion of CNB's current problems stems
from a large parcel of other real estate owned, which
was sold under contract in December 1974 to Lem-
mons and Company (another business interest of prin-
cipals of Two Rivers, Inc., and Property Developers,
Inc.). Subsequently, in December 1976, Lemmons and
Company filed bankruptcy, and the two bank holding
companies were also drawn into that bankruptcy. As a
consequence of substantial adverse publicity concern-
ing CNB's operation and condition, the bank has suf-
fered a loss of depositors' confidence and has sus-
tained a heavy withdrawal of deposits commencing in
June 1977.

In September 1978, the bankruptcy court authorized
the sale of CNB, and it was subsequently sold through

a public bidding process to an individual (the husband
of a WNB director) with the intent of merging CNB and
WNB. Additionally, it is noted that CNB's former chief
executive officer has resigned, and the bank is now
being run in a caretaker fashion by a former junior offi-
cer.

Although Warrick County, Inc., the location of the
two banks involved in this proposed merger, is part of
the five-county Evansville SMSA, it is believed that the
relevant market area is deemed to be the smaller two-
county area of Warrick and Vanderburgh Counties, as
stated and described in the application. The western
portion of Warrick County, the area in which CNB is sit-
uated, serves as a bedroom community for Evansville,
immediately to the west. There are 11 banks operating
in the two-county area, and the market is dominated
by the three larger Evansville banks which collectively
hold almost 83 percent of total deposits. WNB holds
only 4.3 percent of market deposits, and CNB holds a
mere 1.27 percent of total area deposits. Pro forma,
the resulting bank with approximately 5.6 percent of
total market shares and would be a very distant fourth
largest bank, behind the third largest bank that holds
in excess of 18 percent of deposits. Given the overall
condition of CNB, which can only be described as a
"stagnating" or "possible failing" institution, the bank's
competitive abilities are only conjectural, and it is con-
cluded that approval of this merger would result in no
substantially adverse effect on competition.

The financial and managerial resources of WNB are
regarded as satisfactory. The financial and managerial
resources of CNB are considered less than satisfac-
tory and largely unknown. Apart from this merger, the
only apparent alternative for CNB is a continued per-
iod of stagnation, with ultimate likelihood of liquidation.
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Approval of this merger will be immediately benefi-
cial to the banking customers in CNB's service area.
The public's banking needs will be better met by WNB
which will operate all of CNB's existing offices as
branches. In addition, the resulting bank will be a via-
ble competitor and should be able to provide greater
service to its customers.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicants' record of helping to meet the community

credit needs, including those of low and moderate in-
come neighborhoods, is less than satisfactory.

This application is in the public interest and is ap-
proved. WNB is also authorized to operate all former
banking offices of CNB as branches.

April 3, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it would not have any significant effect on
competition.

THE THIRD NATIONAL BANK AND TRUST COMPANY OF DAYTON, OHIO,
Dayton, Ohio, and The Citizens First National Bank of Greene County, Xenia, Ohio

Names of banks and type of transaction

The Citizens First National Bank of Greene County, Xenia, Ohio (2575), with
and The Third National Bank and Trust Company of Dayton, Ohio, Dayton, Ohio (10), which had . . .
merged May 21, 1979, under charter of the latter bank (10) and title "The Third National Bank and
Trust Company." The merged bank at date of merger had

Total
assets

$ 47,082
447,876

494,915

.000

.000

.000

Banking

In
operation

7
24

offices

To be
operated

31

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge The Citizens First National Bank of Greene
County, Xenia, Ohio ("FNB"), into The Third National
Bank and Trust Company of Dayton, Ohio, Dayton,
Ohio ("Third"). The application was filed on January
12, 1979, and is based on a written agreement exe-
cuted by the applicant banks on November 28, 1978,
As of June 30, 1978, FNB had total deposits of $37
million and Third had total deposits of $325 million.

Third is in Dayton, which is in Montgomery County.
FNB is in Xenia, which is in Greene County. Greene
County is adjacent to, and east of, Montgomery
County. The two counties are part of the Dayton SMSA,
which also includes Miami and Preble Counties.

The main office of FNB is approximately 15 miles
east of Dayton. The closest branches of the two banks
are 3.5 miles apart.

Winters National Bank in Dayton with $694 million in
deposits is the largest bank in Montgomery County
and the SMSA. First National Bank in Dayton with $333
million and Third with $325 million in deposits rank
second and third. Central Trust Company with $68 mil-
lion in deposits ranks fourth. In aggregate, the three
largest banks held 88 percent of the commercial bank
deposits in Montgomery County and 65 percent of the
commercial bank deposits in the SMSA. There are 11
commercial banks operating in the county.

Third is an independently owned commercial bank
while the two larger banks in the county are controlled
by holding companies. Winters is a subsidiary of Win-
ters National Corporation, which holds approximately
$1.0 billion in deposits, and First National is a subsidi-
ary of National City Corporation, which holds $3.6 mil-
lion in deposits. Subsidiaries of Central Bancorporation
($1.9 million in deposits) and BancOhio ($1.1 billion in
deposits) are also in Montgomery County. These latter

two banks will soon become branches of the parent's
lead banking subsidiaries. These $1 billion-and-over fi-
nancial institutions are a major competitive factor in the
commercial banking markets in Dayton and surround-
ing areas.

Savings and loan associations also have an effect
on banking competition in Montgomery County and, in
fact, control greater shares of funds on deposit than
commercial banks. These depository institutions hold
$1.6 billion in deposits while commercial banks hold
$1.4 million in deposits. Twenty-one percent of Third's
loan portfolio is collateralized by liens on real estate.
Therefore, it faces direct competition from savings and
loan associations for at least this loan business and
the deposits necessary to support these loans.

FNB operates in a similar competitive environment in
Greene County. Both the first and third largest banks
in the county are subsidiaries of holding companies
with total deposits in excess of $1 billion. FNB with $37
million in deposits is the second largest bank operat-
ing in the county. The largest bank, Miami Deposit
Bank ($54 million deposits) is a subsidiary of First Na-
tional City Corporation, a bank holding company which
holds $1.1 billion in deposits. The third largest bank
($35 million in deposits) is a subsidiary of Society Cor-
poration which controls $1.8 billion in deposits. In ag-
gregate, the three largest banks control 62 percent of
Greene County's commercial bank deposits. There are
seven commercial banks operating in the county.

In Greene County, as in Montgomery County, sav-
ings and loan institutions hold more deposits than
commercial banks. These institutions hold $171 million
in deposits while commercial banks hold $167 million
in deposits. FNB holds 53 percent of its loans in real
estate and consequently competes directly and sub-
stantially with the saving and loan institutions in the
county.
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Third conducts some banking business in Greene
County. For example, within ZIP code 45385, which is
Xenia and environs, Third holds $2.1 million in de-
posits and $4.8 million in loans. In the same ZIP code
area, FNB has $22.5 million in loans. However, the
merger of Third and FNB would not change FNB's rank
in Greene County or Third's rank in Montgomery
County. The resulting bank's rank in the SMSA or any
subset which includes both Greene and Montgomery
County also would not change. However, in Xenia and
Greene County, FNB would be replaced by a strong
independent commercial bank able to compete with
the two $1 billion-plus holding company subsidiaries
located there. In the combined Montgomery and
Greene County market, which the Comptroller finds to
be the most reasonable market, the resulting bank will
be the largest independent bank but will not cause a
significant increase in concentration. On the contrary,
the resulting bank will be a significant local competitor
to the statewide holding company subsidiaries and
branches.

After reviewing all factors relevant to the issue of
competition, the Comptroller finds this merger will re-
duce some existing competition between applicants,
but that this does not rise to the level requiring a find-
ing that the positive factors outweigh the adverse com-
petitive impact. On the contrary, the Comptroller finds
that the strengthening of the largest independent com-
mercial bank in the combined Montgomery/Greene
County marset will help preserve and enhance compe-
tition by maintaining the choice for banking customers
of a local institution strong enough to compete with
statewide holding companies.

The financial and managerial resources of Third are
excellent. The financial resources of FNB are satisfac-
tory, but the future is clouded by high turnover in man-
agement personnel. The future prospects of the com-
bined bank are good. As a result of this merger, Third
intends to make available new and expanded banking
services to the present customers of FNB including,
but not limited to, an increased legal lending limit, trust
and fiduciary services, more advantageous time certifi-
cate service, expanded consumer lending services
and expanded data processing services. These facts
are positive considerations on the issue of conven-
ience and needs. For example, the factor of an in-
creased legal lending limit has particular bearing on
the community of Xenia. In 1974, a substantial portion
of Xenia was destroyed by a devastating tornado. The
community has had a difficult time rebuilding from this
catastrophe. A significant portion of the loans held by
Third in the Xenia area are commercial loans consider-
ably larger than the $500,000 legal lending limit of
FNB. The Comptroller believes that the expanded
credit opportunities that would be made available by
the presence of Third in this market are an important
factor on issue of convenience and needs in this mer-
ger. The Comptroller is not aware of any negative fac-
tors on this issue with respect to this application.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicants' records of helping to meet the credit needs

of their entire communities, including low and moder-
ate income neighborhoods, is less than satisfactory.

This opinion is the prior written approval required by
the Bank Merger Act, 12 USC 1828(c), in order for the
applicants to proceed with the proposed merger.

April 20, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The relevant geographic markets are Montgomery
County (population 574,800) and Greene County (pop-
ulation 133,800) within the four-county Dayton SMSA
and Greene County alone. The Dayton SMSA, Ohio's
fourth largest metropolitan area, has experienced a 2.5
percent population decline during the 1970's. Greene
County is the SMSA's fastest growing area with a 7.0
percent population increase, roughly double the in-
crease of the SMSA's other suburban counties. Dayton
is a major manufacturing center. It is the home of Na-
tional Cash Register Company and GM's recently sold
Frigidaire Division. The largest employer in Greene
County is the federal government due to the presence
of Wright-Patterson Air Force Base in the County's
northwest corner. The principal towns in Greene
County are Fairbom (population 33,100) near Wright-
Patterson AFB and Xenia (population 26,000) in the
center of the county. Xenia is 15% miles from down-
town Dayton by four-lane highway. Dayton's suburbs
have spilled into Greene County but have not reached
Xenia.

Applicant's and Bank's nearest offices are only 2.8
miles apart. The map included with the application
shows six Applicant branches and two Bank branches
near the Montgomery-Greene County border. Although
their distances apart are not provided, it appears that
no Bank office is more than 10-12 miles from an office
of Applicant.

Bank draws 85.7 percent of its deposits, totaling
$30.9 million, and 82.1 percent of its loans, totaling
$19.5 million, from ZIP codes within Greene County, in-
cluding several ZIP codes which overlap into Mont-
gomery County. Applicant draws $27.0 million in de-
posits and $22.1 million in loans from these same
overlapping ZIP codes. Because some ZIP codes
overlap the county border it is difficult to determine
with precision the extent to which each bank draws
customers from the other's county. For example, a sin-
gle ZIP code, 45385, which includes Xenia and the
surrounding rural area, accounts for 62.4 percent of
Bank's deposits and 53.8 percent of its loans. Appli-
cant draws $2.1 million in deposits from this area and
$4.5 million in loans. Moreover, Applicant draws more
in deposits and loans from Fairbom, Greene County's
largest community, than does Bank. Thus, while Bank
may or may not be a significant alternative for most
Dayton residents, Applicant is clearly a significant
banking alternative for Greene County residents. Ac-
cordingly, it appears that the proposed acquisition
would eliminate existing competition.

A good argument can be made that the market is re-
ally much narrower—e.g., eastern Montgomery County
and western Greene County. However, for purposes of
analyses, and because of the difficulty of developing
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statistics for less than an entire county, we will use a
two-county market. Employing a two-county market,
Applicant is the third largest bank with 19.0 percent of
deposits and Bank is sixth largest with 2.2 percent.
Commercial banking is very concentrated in Montgom-
ery County. The three largest among its 11 commercial
banks and their June 30, 1978 market share, are Win-
ters National Bank (44.8 percent), First National Bank
(21.9 percent) and Applicant (21.3 percent). Thus, the
three largest banks have a combined market share of
88.0 percent, while the fourth largest bank has a 4.5
percent market share. Only one independent bank (in
addition to Applicant) in Montgomery County has a
significant branch network. Banking is less concen-
trated in Greene County. The largest bank and Bank
each have 19.8 percent of the county's deposits while
the third largest has a 17.9 percent share, or 57.5 per-
cent combined. Combining the two markets, the three
largest banks (all in Montgomery County) presently
hold 78.5 percent of commercial bank deposits and
will hold 80.7 percent if the merger is consummated.
However, four of the six largest banks in Montgomery
County are owned by multibank holding companies,
as are two of the three largest banks in Greene
County. In all, five of the state's 10 largest banking or-
ganizations are represented in one of the two counties.
Applicant and Bank are respectively the largest and
second largest independent banks in the two-county
area.

As a result of the new Ohio branching statute, effec-
tive on January 1, 1979, which permits de novo
branching into adjacent counties and branching by
acquisition statewide, Applicant can freely open de
novo branches throughout adjacent Greene County.
As a large, nearby bank, it could be expected to do
so. Previously a bank which wanted to enter new mar-
kets in Ohio had to either use the multibank holding
company corporate structure to charter a de novo
bank or had to acquire an existing bank. It is antici-
pated that many banks will take advantage of the
change to expand de novo. Indeed, we understand
that 17 Ohio banks have submitted applications to
open 25 de novo offices in adjacent counties since
January 1st. Were Applicant to enter Greene County
de novo, as the statute now permits, Bank would re-
main as a possible entry vehicle for banks which can
enter only by acquisition.

Applicant and Bank are actual competitors in
Greene County, although the degree of such competi-
tion is difficult to gauge with any precision. In the
broader two-county Greene-Montgomery County mar-
ket where we can measure this competition, it is clear
that the merger will eliminate some direct competition.
Furthermore, the proposed acquisition would produce
an increase in concentration. Overall, we conclude
that the proposed acquisition would have an adverse
effect on competition.

FIRST NATIONAL CITY BANK OF ALLIANCE,
Alliance, Ohio, and First National Bank of Sebring, Sebring, Ohio

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

First National Bank of Sebring, Sebring, Ohio (14601), with $10,549,190
and First National City Bank of Alliance, Alliance, Ohio (3721), which had 83,239,645
merged May 22, 1979, under charter and title of the latter bank (3721). The merged bank at date of
merger had 93,788,835

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge First National Bank of Sebring, Sebring, Ohio
("FNB"), into First National City Bank of Alliance, Alli-
ance, Ohio ("Charter Bank"). The application was filed
on September 7, 1978, and is based on a written
agreement executed by the applicant banks on Au-
gust 15, 1978. As of June 30, 1978, FNB had total de-
posits of $8.5 million, and Charter Bank had total de-
posits of $74.7 million.

FNB is the only commercial bank in Sebring. Charter
Bank is domiciled in Alliance, which is in the extreme
northeastern corner of Stark County, 15 miles north-
east of Canton, Ohio. The city limits of Alliance extend
east into Mahoning County where FNB is located in
Sebring, about 31/2 miles east of Alliance. Sebring is
virtually a suburb of Alliance.

The smallest geographic market that can be reason-
ably found is Alliance-Sebring. Within this market,

Charter Bank holds $64 million in deposits or 19.4 per-
cent of all deposits held in the market and, on this
basis, is the largest of 10 competitors. FNB holds 2.3
percent of all deposits and is ninth. A more realistic
definition of the market must take into account the fact
that three of the four commercial banks headquartered
in Canton have branches in Alliance. These banks are
The Central Trust Company of Northeastern Ohio with
$275 million in deposits, The Harter Bank and Trust
Company with $363 million in deposits and The United
National Bank with $116 million in deposits. Thus, the
Federal Reserve Board has found the Charter and
Merging banks to be part of the Canton banking mar-
ket, where Charter Bank ranks fifth with 6.9 percent of
the deposits. Consummation of the merger would not
change Charter Bank's rank and would raise its total to
7.7 percent of deposits.

The competitive situation is not capable of complete
description by numbers alone. The Merging Bank, like
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many very small institutions, is facing a management
succession problem. Although present management is
satisfactory, the chief executive officer is 82 years old.
The Bank's lending limit is $110,000, and it does not
offer trust services, free personal checking accounts,
direct issue and handling of bank credit cards, auto-
mated teller machines, computerized payroll services,
most advantageous compounding of interest on time
deposits, highest rates on time deposits and extended
banking hours. Citizens of Sebring must now travel to
Alliance to find these services, and once in Alliance,
the presence of the large Canton banks offer strong
competitive alternatives. In light of the foregoing, the
Comptroller finds that the proposed merger would
eliminate some existing competition but that the major
thrust of banking competition for the citizens of Se-
bring, i.e., between Alliance banks and Canton banks
would not be significantly affected. The effect on com-
petition does not rise to a level that would suggest dis-
approval under the Bank Merger Act, 12 USC 1828(c).

The financial and managerial resources of Charter
Bank are satisfactory. The financial resources of FNB
are satisfactory, but the future of the presently satisfac-
tory management is clouded by the age of the chief
executive officer. The future prospects of the com-
bined bank are good.

As a result of this merger, Charter Bank intends to
make available new and expanded banking services
to the present customers of FNB, including but not lim-
ited to an increased legal lending limit, trust and fiduci-
ary services, free personal checking accounts, com-
puterized payroll and other computer services and
acceptance of customer payment of public utility bill-
ings. These facts are positive considerations on the is-
sue of convenience and needs. The Comptroller is not
aware of any negative factors on this issue.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicants' record of helping to meet credit needs of
the communities, including low and moderate income
neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

April 19, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

Both institutions operate in the Alliance-Sebring area
which consists of the northeast corner of Stark County
and the southwest corner of Mahoning County. Se-
bring is located 4 miles from Alliance and is part of the
Alliance metropolitan area. Alliance serves as the retail
center for the surrounding area.

While, the application includes the towns of Hartville
and Uniontown in the relevant market, it appears that
these towns are too remote to be considered as part of
the banking market; moreover, each is part of a differ-
ent metropolitan area. Hartville is 13 miles from Alli-
ance and 17 miles from Sebring and is part of the Can-
ton area. Uniontown is 17 miles from Alliance and 21
miles from Sebring and part of the Akron area.

The closest office of Applicant is 4 miles from the
only office of Bank. There are no intervening towns or
other banks between the two offices. The acquisition
would eliminate substantial existing competition be-
tween the two institutions.

Applicant is the largest bank in the Alliance-Sebring
area with approximately 57 percent of total deposits.
Bank is the fourth largest of five banks in that area and
has 7.4 percent of total deposits. The resulting institu-
tion would be the largest in Alliance-Sebring; its share
of over 64 percent of total deposits would make it
nearly twice as large as the three other banks com-
bined. Banking in the Alliance-Sebring area presently
is highly concentrated. The proposed acquisition
would increase concentration and make eventual de-
concentration less likely by removing Bank as a possi-
ble vehicle by which a bank not located in the market
could enter and by entrenching the existing domi-
nance of Applicant.

Thus, we conclude that the proposed acquisition
would have an adverse effect on competition.

THE FIRST NATIONAL BANK OF MARYLAND,
Baltimore, Md., and The Sharpsburg Bank of Washington County, Sharpsburg, Md.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

The Sharpsburg Bank of Washington County, Sharpsburg, Md., with $ 7,783,000
and The First National Bank of Maryland, Baltimore, Md. (1413), which had 1,814,834,000
merged May 30, 1979, under charter and title of the latter bank (1413). The merged bank at date of
merger had 1,821,180,000

1
94

95

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge The Sharpsburg Bank of Washington County,
Sharpsburg, Md. ("Sharpsburg Bank"), into and under
the charter of The First National Bank of Maryland,

Baltimore, Md. ("FNB"). The application was filed on
February 8, 1979, and is based on a written agreement
executed by the applicant banks on November 21,
1978. As of September 30, 1978, FNB had total de-
posits of $1.3 billion and Sharpsburg Bank had de-
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posits of $6.6 million. FNB is a wholly owned subsidi-
ary of First Maryland Bancorp, Baltimore, Md., a
registered one-bank holding company.

Sharpsburg Bank operates a single banking office
within Sharpsburg in the southern portion of Washing-
ton County in northwestern Maryland. Of the 89 bank-
ing offices FNB now operates throughout Maryland,
seven are in the northwestern part of the state. FNB
has six banking offices within Hagerstown and one of-
fice in Hancock, all in northern Washington County.
The closest banking office of FNB to Sharpsburg
Bank's only office is approximately 20 miles. In view of
the geographic distance separating the two banks and
with offices of competing banks located in the inter-
vening area, approval of this merger would not have
the effect of eliminating any meaningful degree of ex-
isting competition. Furthermore, although applicable
Maryland statutes allow commercial banks to branch
statewide, the Sharpsburg area is not viewed as at-
tractive for de novo entry. Thus, the potential for the
development of increased future competition between
the two banks appears to be minimal. FNB would con-
tinue through the resulting bank as the largest com-
mercial banking organization in Washington County
through its control of approximately 30 percent of total
county deposits. However, numerous commercial
banking alternatives would remain available through-
out the county, including banking offices of larger
commercial banking organizations. Overall, this mer-
ger would not have a substantially adverse effect on
competition.

The financial and managerial resources of FNB and
Sharpsburg Bank are regarded as satisfactory, al-
though Sharpsburg Bank has limited management
depth. The future prospects of FNB appear favorable,
and the future prospects of Sharpsburg Bank when
combined with FNB appear more favorable since the
bank's lack of management succession would be alle-
viated.

FNB proposes to offer new and expanded banking
services to the present customers of the Sharpsburg
Bank, including but not limited to, full trust services,
bank credit cards, individual retirement accounts,
overdraft checking and an expanded credit limit.
These facts are positive considerations on the issue of
convenience and needs.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
bank's record of helping to meet the credit needs of
the entire community, including low and moderate in-
come neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

April 24, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it would not have a significantly adverse ef-
fect upon competition.

VIRGINIA NATIONAL BANK,
Norfolk, Va., and New Bank of Roanoke, Roanoke, Va.

Names of banks and type of transaction Total
assets

Banking offices

In
operation

To be
operated

New Bank of Roanoke, Roanoke, Va., with $ 8,142,000
and Virginia National Bank, Norfolk, Va. (9885), which had 2,403,982,000
merged May 31, 1979, under charter and title of the latter bank (9885). The merged bank at date of
merged had 2,411,025,000

3
167

170

COMPTROLLER'S DECISION

On February 8, 1979, this Office received an applica-
tion filed pursuant to the Bank Merger Act, 12 USC
1828(c), from New Bank of Roanoke, Roanoke, Va.
("NBR"), and Virginia National Bank, Norfolk, Va.
("VNB"). The application is based upon a agreement
written between the banks dated December 27, 1978.
As of September 30, 1978, VNB had total deposits of
$1.9 billion, and NBR had total deposits of $10.6 mil-
lion. NBR is a commercial banking subsidiary of NB
Corporation, Charlottesville, Va., a registered multi-
bank holding company. VNB serves as the lead bank
for Virginia National Bankshares, Inc., Norfolk, the sec-
ond largest registered multibank holding company in
the state.

The primary service area of VNB is considered to be
the portions of the state where it presently operates
164 banking offices. It has offices in the major geo-
graphic regions of the state including Northern Vir-
ginia, the Tidewater area, Central Virginia, Shenan-
doah Valley, Lynchburg-Danville-Martinsville area and
Southwest Virginia including Scott, Washington, Pu-
laski and Wythe Counties. The defined service area
appears to be the major banking markets of the state
with the exception of the Roanoke metropolitan area.

NBR's primary service area is approximated by the
Roanoke SMSA (including the independent cities of
Roanoke and Salem and the counties of Roanoke,
Craig and Botetourt) in general and the city of Roa-
noke in particular. There are 39 banking offices of
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eight banks in the city holding deposits in excess of $1
billion. All banks in Roanoke are affiliated with bank
holding companies, and all major holding companies
with the noted exception of Virginia National Bank-
shares, Inc., are represented in Roanoke.

There is no significant competition between VNB
and NBR. VNB's closest banking office to Roanoke is
35 miles east in Lynchburg, and VNB derives only
about $170 thousand (0.009 percent) of its total de-
posits from the Roanoke banking market. NBR holds
only 1 percent of the total deposits in Roanoke, and
VNB's position in the state would be unaffected by this
merger. Consequently, the competitive effects are not
likely to substantially lessen competition in any rele-
vant area or otherwise violate the standards found in
12 USC 1828(c)(5).

The financial and managerial resources of both VNB
and NBR are satisfactory. The future prospects of the
combined bank are good, and NBR's future prospects
are favorably enhanced by this proposal.

As a result of the merger, VNB intends to provide a
considerable number of new and expanded banking
services to the present customers of NBR, including
but not limited to, extension of VNB's existing elec-

tronic funds transfer network into southwestern Vir-
ginia, computerized customer services including pay-
rolls, accounts receivable, accounts payable, general
ledger and related financial documents for business
and upgrading of NBR's existing physical facilities.
These facts are positive considerations on the issue of
convenience and needs. The Comptroller is not aware
of any negative factors on this issue.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicants' records of helping to meet the credit needs
of their communities, including low and moderate in-
come neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

April 25, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it would not have any adverse effect upon
competition.

THE FIRST NATIONAL BANK OF SHREVEPORT,
Shreveport, La., and Caddo Trust and Savings Bank, Belcher, La.

Names of banks and type of transaction Total
assets*

Banking offices

In To be
operation operated

Caddo Trust and Savings Bank, Belcher, La., with $ 24,427,000
and The First National Bank of Shreveport, Shreveport, La. (3595), which had 603,106,000
merged June 1, 1979, under charter and title of the latter bank (3595). The merged bank at date of
merger had 641,339,000

3
14

17

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge Caddo Trust and Savings Bank, Belcher, La.
("Caddo") into and under the charter of The First Na-
tional Bank of Shreveport, Shreveport, La. ("FNB").
This application was filed on January 3, 1979, and is
based on a written agreement executed by the appli-
cant banks on November 14, 1978. As of June 30,
1978, Caddo had total deposits of $20.6 million and
FNB had deposits of $437.5 million.

The relevant geographic market appears to be
Caddo Parish wherein FNB is the largest commercial
bank, and Caddo represents the ninth largest in de-
posit size of 11 banks in the parish. FNB operates 10
offices in the Shreveport area and one office in Vivian,
La., about 30 miles north of Shreveport. Caddo has a
total of three offices, all in northern Caddo Parish. The
closest office of Caddo to an office of FNB is its Oil
City branch, located approximately 9 miles south of

* Asset figures are as of call dates immediately before and
after transaction.

Vivian. The resulting bank would continue as the larg-
est in Caddo Parish with 34.4 percent of the total de-
posits within the parish. The Comptroller finds that the
proposed merger would eliminate a small amount of
existing competition but that there would remain a suf-
ficient number of alternative sources for banking serv-
ices in the relevant market. Consequently, the compet-
itive effects are not likely to substantially lessen
competition in any relevant market or otherwise violate
the standards found in 12 USC 1828(c)(5).

The financial and managerial resources of FNB are
satisfactory. While Caddo's present condition is satis-
factory, its ability to attract successor management
and provide expanded financial services is limited. Ac-
cordingly, its financial and managerial resources are
considered somewhat less than satisfactory. Addition-
ally, its future prospects are limited in view of the sta-
ble and sparsely populated northern Caddo parish
market within which it operates. The future prospects
of the combined bank are considered good.

As a result of the merger, FNB intends to make avail-
able new and expanded banking services to the
present customers of Caddo, including but not limited
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to, 24-hour automatic teller machines, bank credit
cards, additional expertise in agricultural and petro-
leum lending, more aggressive consumer loan depart-
ment, trust services, individual retirement accounts,
wire transfer, and automation of Caddo's accounts.
These facts are positive considerations on the issue of
convenience and needs. The Comptroller is not aware
of any negative factors in this issue.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicants' records of helping to meet credit needs of
the communities, including low and moderate income
neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicant to proceed with the proposed merger.

May 1, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

All three of Bank's offices are located in northern

Caddo Parish, in small communities situated from 15
to 25 miles north of Shreveport. The closest offices of
the parties (Applicant's office in Vivian and Bank's of-
fice in Oil City) are approximately 8 miles apart, and
according to the application, only one other bank op-
erates in the northern portion of Caddo Parish. It there-
fore appears that the proposed acquisition would elim-
inate existing competition between Applicant and
Bank.

Banking is highly concentrated in Caddo Parish. As
of June 30, 1978, the four largest banks in the parish
together held approximately 85 percent of the total de-
posits held by the 11 banks presently operating there.
Applicant is the largest bank in the parish with about
33 percent of the parish's bank deposits, and Bank is
the ninth largest with about 1.5 percent. The proposed
acquisition, therefore, would increase the Applicant's
dominance in the parish and the high level of banking
concentration there.

We conclude that the proposed acquisition would
have an adverse effect on competition.

SUN FIRST NATIONAL BANK OF MELBOURNE,
Melbourne, Fla., and Sun Bank of Cocoa, National Association, Cocoa, Fla.

Names of banks and type of transaction Total
assets*

Banking offices

In To be
operation operated

Sun Bank of Cocoa, National Association, Cocoa, Fla. (14806), with $ 46,957,000 4
and Sun First National Bank of Melbourne, Melbourne, Fla. (16107), which had 62,801,000 6
merged June 1, 1979, under charter of the latter bank (16107) and title "Sun First National Bank of
Brevard County." The merged bank at date of merger had 115,366,000 10

COMPTROLLER'S DECISION

Pursuant to the statutory requirements of the Bank
Merger Act (12 USC 1828(c)), an application has been
filed with the Office of the Comptroller of the Currency
that seeks and requires the prior written permission of
this Office to effectuate the proposed merger of Sun
Bank of Cocoa, National Association, Cocoa, Fla.
("Merging Bank"), into Sun First National Bank of Mel-
bourne, Melbourne, Fla. ("Charter Bank"), under the
charter of Sun First National Bank of Melbourne and
with the title of "Sun First National Bank of Brevard
County." This application is based on an agreement
executed between the proponent banks and is incor-
porated herein by reference, the same as if fully set
forth.

Merging Bank was granted National Banking Asso-
ciation charter number 14806 by this Office on Febru-
ary 14, 1957. As of September 30, 1978, Merging
Bank had total deposits of $41.2 million.

Charter Bank, operating under National Banking As-
sociation charter number 16107, was chartered by this
Office on April 5, 1973. As of September 30, 1978,
Charter Bank's total deposits were $52.2 million.

Both Merging Bank and Charter Bank are commer-
cial banking subsidiaries of Sun Banks of Florida, Inc.,
Orlando, Fla., a registered multibank holding company
that controlled 21 subsidiary banks with consolidated
deposits of $1.8 billion on December 31, 1977. Ac-
cordingly, given the element of common ownership
and control existent between the proponents, this ap-
plication must be regarded essentially as a corporate
reorganization whereby the bank holding company is
realigning and consolidating a portion of its banking
interests in Brevard County.

This application was filed prior to the November 6,
1978, effective date of the Comptroller's Community
Reinvestment Act regulations, 12 CFR 25.

However, pursuant to the Community Reinvestment
Act, Public Law No. 95-128, available information rele-
vant to the banks' records of meeting their community
credit needs was reviewed, revealing no evidence to
suggest that the applicants are not meeting the credit

* Asset figures are as of call dates immediately before and
after transaction.
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needs of their community, including low and moderate
income neighborhoods.

Accordingly, applying the statutory criteria, this Of-
fice concludes that this application is not adverse to
the public interest and should be, and hereby is, ap-
proved.

February 27, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are both wholly owned subsidi-
aries of the same bank holding company. As such
their proposed merger is essentially a corporate reor-
ganization and would have no effect on competition.

FIRST NATIONAL BANK OF MERCER COUNTY,
Celina, Ohio, and The Home Banking Company, St. Marys, Ohio

Names of banks and type of transaction

The Home Banking Company, St. Marys, Ohio, with . . . .
and First National Bank of Mercer County, Celina, Ohio (5523), which had
merged June 29, 1979, under charter of the latter bank (5523) and title "The
Company of Western Ohio, National Association." The merged bank at date

Central Trust
of merger had

Total
assets

$ 44,231,000
91,413.000

135,644,000

Banking

In
operation

C
O

 
C

D

offices

To be
operated

9

COMPTROLLER'S DECISION

This is the Comptroller's decision on the application to
merge The Home Banking Company, St. Marys, Ohio
("Home"), into First National Bank of Mercer County,
Celina, Ohio ("FNB"). This application is part of a
process whereby The Central Bancorporation, Inc.,
Cincinnati, Ohio ("Central"), a registered multibank
holding company, is realigning and consolidating a
portion of its banking interests.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicants' records of helping to meet the credit needs
of their communities, including low and moderate in-
come neighborhoods, is less than satisfactory.

Home has deposits of $37 million, and FNB has de-
posits of $79 million. Both banks are subsidiaries if
Central, and, therefore, the merger does not raise

competitive issues under the Bank Merger Act, 12
USC 1828(c). Additionally, a review of the financial
and managerial resources and future prospects of the
existing and proposed institutions and the conven-
ience and needs of the community to be served has
disclosed no reason why this application should not be
approved.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

April 2, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are all wholly owned subsidiaries
of the same bank holding company. As such, the pro-
posed mergers are essentially corporate reorganiza-
tions and would have no effect on competition.
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THE OHIO NATIONAL BANK OF COLUMBUS,
Columbus, Ohio, and Akron National Bank, Akron, Ohio, The Capital National Bank, Cleveland, Ohio, The First Na-
tional Bank of Springfield, Springfield, Ohio, The First National Bank of Newark, Newark, Ohio, First National Bank of
Coshocton, Coshocton, Ohio, The First National Bank of Chillicothe, Chillicothe, Ohio, The Western Security Bank,
Sandusky, Ohio, The Citizens National Bank in Zanesville, Zanesville, Ohio, The Niles Bank Company, Niles, Ohio,
The First National Bank of Delaware, Delaware, Ohio, The First National Bank of Jackson, Jackson, Ohio, The Na-
tional Bank of Portsmouth, Portsmouth, Ohio, The Central National Bank at Cambridge, Cambridge, Ohio, The
Hocking Valley National Bank of Lancaster, Lancaster, Ohio, The Ohio Bank and Trust Company, New Philadelphia,
Ohio, The Citizens National Bank of Ironton, Ironton, Ohio, The Medina County Bank, Medina, Ohio, The First Na-
tional Bank of Cadiz, Cadiz, Ohio, The First National Bank of Tiffin, Tiffin, Ohio, The Knox County Savings Bank,
Mount Vernon, Ohio, The Community Bank, Napoleon, Ohio, The Farmers and Merchants Bank of Logan, Logan,
Ohio, The First National Bank of Marysville, Marysville, Ohio, The First National Bank of London, London, Ohio, The
First National Bank of Washington Court House, Washington Court House, Ohio, The Kenton Savings Bank, Kenton,
Ohio, National Bank of Loveland, Loveland, Ohio, The Perry County Bank, New Lexington, Ohio, The First National
Bank of Wilmington, Wilmington, Ohio, The Second National Bank of Circleville, Circleville, Ohio, The Cummings
Bank Company, Carrollton, Ohio, The Citizens Banking Company, Perrysburg, Ohio, The Peoples National Bank of
Greenfield, Greenfield, Ohio, The Logan County Bank, Bellefontaine, Ohio, The Peoples Savings Bank Company,
Delta, Ohio, The Ohio State Bank of Dayton, Dayton, Ohio, The Geauga County National Bank of Chardon, Char-
don, Ohio, The Adams Bank, Millersburg, Ohio, The First National Bank at East Palestine, East Palestine, Ohio

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

Akron National Bank, Akron, Ohio (15609), with $ 469,814,000
and The First National Bank of Cadiz, Cadiz, Ohio (100), with 44,731,000
and The Central National Bank at Cambridge, Cambridge, Ohio (13905), with 67,170,000
and The Geauga County National Bank of Chardon, Chardon, Ohio (14879), with 23,718,000
and The First National Bank of Chillicothe, Chillicothe, Ohio (128), with 88,343,000
and The Second National Bank of Circleville, Circleville, Ohio (172), with 33,881,000
and The Capital National Bank, Cleveland, Ohio (15423), with 202,207,000
and First National Bank of Coshocton, Coshocton, Ohio (6892), with 89,464,000
and The First National Bank of Delaware, Delaware, Ohio (243), with 72,499,000
and The First National Bank at East Palestine, East Palestine, Ohio (13850), with 22,194,000
and The Peoples National Bank of Greenfield, Greenfield, Ohio (10105), with 28,511,000
and The Citizens National Bank of Ironton, Ironton, Ohio (4336), with 46,540,000
and The First National Bank of Jackson, Jackson, Ohio (1903), with 71,347,000
and The Hocking Valley National Bank of Lancaster, Lancaster, Ohio (1241), with 64,377,000
and The First National Bank of London, London, Ohio (1064), with 39,409,000
and National Bank of Loveland, Loveland, Ohio (15945), with 36,576,000
and The First National Bank of Marysville, Marysville, Ohio (14360), with 40,608,000
and The First National Bank of Newark, Newark, Ohio (858), with 116,140,000
and The National Bank of Portsmouth, Portsmouth, Ohio (13832), with 69,553,000
and The First National Bank of Springfield, Springfield, Ohio (238), with 135,536,000
and The First National Bank of Tiffin, Tiffin, Ohio (3315), with 43,042,000
and The First National Bank of Washington Court House, Washington Court House, Ohio (13490),
with 39,096,000
and The First National Bank of Wilmington, Wilmington, Ohio (365), with 34,973,000
and The Citizens National Bank in Zanesville, Zanesville, Ohio (5760), with 80,003,000
and The Logan County Bank, Bellefontaine, Ohio, with 25,572,000
and The Cummings Bank Company, Carrollton, Ohio, with 32,787,000
and The Ohio State Bank of Dayton, Dayton, Ohio/with 25,115,000
and The Peoples Sayings Bank Company, Delta, Ohio, with 25,464,000
and The Kenton Savings Bank, Kenton, Ohio, with 36,603,000
and The Farmers and Merchants Bank of Logan, Logan, Ohio, with 41,611,000
and The Medina County Bank, Medina, Ohio, with 45,224,000
and The Adams Bank, Millersburg, Ohio, with 22,542,000
and The Knox County Savings Bank, Mount Vernon, Ohio, with 43,016,000
and The Community Bank, Napoleon, Ohio, with 41,660,000
and The Perry County Bank, New Lexington, Ohio, with 35,911,000
and The Ohio Bank and Trust Company, New Philadelphia, Ohio, with 49,682,000
and The Niles Bank Company, Niles, Ohio, with 76,885,000
and The Citizens Banking Company, Perrysburg, Ohio, with 31,217,000
and The Western Security Bank, Sandusky, Ohio, with 82,006,000
and The Ohio National Bank of Columbus, Columbus, Ohio (5065), which had 1,686,722,000
merged June 29, 1979, under charter of the latter bank (5065) and title "BancOhio National Bank."
The merged bank at date of merger had 4,261,749,000

25
1
6
3
4
2

16
2
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3
3
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2
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2
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2
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5
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3
3
3
4
3
3
3
4
2
6
3
2
3
2
4
5
3
5

45

221

COMPTROLLER'S DECISION

This is the Comptroller's decision on the application to
merge 39 sister banks ("Merging Bank"), into The Ohio
National Bank of Columbus, Columbus, Ohio ("Charter
Bank"). This application is one part of a process
whereby BancOhio Corporation, Columbus, Ohio, a

registered multibank holding company is realigning
and consolidating its banking interests throughout the
state.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
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applicants' records of helping to meet the credit needs
of their communities, including low and moderate in-
come neighborhoods, is less than satisfactory.

In consideration of the element of common owner-
ship and control existent among the proponents, this
proposal is regarded as a corporate reorganization. As
such, it presents no competitive issues under the Bank
Merger Act, 12 USC 1828(c). Additionally, a review of
the financial and managerial resources and future
prospects of the existing and proposed institutions,
and the convenience and needs of the communities to
be served has disclosed no reason why this applica-
tion should not be approved.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

April 6, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are all subsidiaries of the same
bank holding company. As such, the proposed merger
is essentially a corporate reorganization and would
have no effect on competition.

THE CENTRAL NATIONAL BANK OF RICHMOND,
Richmond, Va., and Fidelity American Bank, NA, Richmond, Henrico County, Va., and Cavalier Central Bank & Trust
Company, Hopewell, Va.

Names of banks and type of transaction Total
assets

Banking offices

In
operation

To be
operated

Fidelity American Bank, NA, Richmond, Henrico County, Va. (15315), with $ 15,483,000
and Cavalier Central Bank & Trust Company, Hopewell, Va., with 10,351,000
and The Central National Bank of Richmond, Richmond, Va. (10080), which had 410,687,000
merged June 30, 1979, under charter and title of the latter bank (10080). The merged bank at date
of merger had 436,101,000

20
2
4

26

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge Fidelity American Bank, NA, Richmond, Henrico
County, Va. ("Henrico Bank"), and Cavalier Central
Bank & Trust Company, Hopewell, Va. ("Hopewell
Bank"), into and under the charter of The Central Na-
tional Bank of Richmond, Richmond, Va. ("Richmond
Bank'1). The application was filed on March 30, 1979,
and is based on a written agreement executed by the
applicant banks on February 12, 1979.

Hopewell Bank is a state-chartered bank that had to-
tal deposits of $8.7 million as of December 31, 1978.
Richmond Bank and Henrico Bank are both national
banks that had total deposits of $350.5 million and
$15.1 million, respectively, as of December 31, 1978.

All three banks are wholly owned and controlled by
Commonwealth Banks, Inc., Richmond, registered
bank holding company. Therefore, this is merely an
application for a corporate reorganization. As such, it
presents no competitive issues under the Bank Merger
Act, 12 USC 1828(c). Additionally, a review of the fi-

nancial and managerial resources and future pros-
pects of the existing and proposed institutions and the
convenience and needs of the community to be
served has disclosed no reason why this application
should not be approved. (See 12 USC 1842(c)(21)).

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
banks' records of helping to meet the credit needs of
their communities, including low and moderate income
neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

May 31, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are all wholly owned subsidiaries
of the same bank holding company. As such, their pro-
posed merger is essentially a corporate reorganization
and would have no effect on competition.
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FIRST & MERCHANTS NATIONAL BANK,
Richmond, Va., and The First National Bank of Danville, Danville, Va.

Names of banks and type of transaction Total
assets*

Banking offices

In To be
operation operated

The First National Bank of Danville, Danville, Va. (1985), with $ 107,989,000
and First & Merchants National Bank, Richmond, Va. (1111), which had 1,897,005,000
merged June 30, 1979, under charter and title of the latter bank (1111). The merged bank at date of
merger had 2,116,992,000

6
92

98

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge The First National Bank of Danville, Danville, Va.
("Danville Bank"), into and under the charter of First &
Merchants National Bank, Richmond, Va. ("Richmond
Bank"). The application was filed on April 5, 1979, and
is based on a written agreement executed by the ap-
plicant banks on January 24, 1979.

Richmond Bank and Danville Bank are both national
banks that had total deposits of $1.5 billion and $85
million, respectively, as of December 31, 1978.

Both banks are wholly owned and controlled by First
and Merchants Corporation, Richmond, a registered
bank holding company. Therefore, this is merely an
application for a corporate reorganization. As such, it
presents no competitive issues under the Bank Merger
Act, 12 USC 1828(c). Additionally, a review of the fi-
nancial and managerial resources and future pros-
pects of the existing and proposed institutions and the
convenience and needs of the community to be
served has disclosed no reason why this application
should not be approved. (See 12 USC 1842(c)(21)).

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
banks' records of helping to meet the credit needs of
their communities, including low and moderate income
neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

May 25, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are both wholly owned subsidi-
aries of the same bank holding company. As such,
their proposed merger is essentially a corporate reor-
ganization and would have no effect on competition.

* Asset figures are as of call dates immediately before and
after transaction.

NATIONAL COMMUNITY BANK OF NEW JERSEY,
Rutherford, N.J., and Arcadia National Bank, Secaucus, N.J.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

Arcadia National Bank, Secaucus, N.J. (16267), with $ 22,484,000
and National Community Bank of New Jersey, Rutherford, N.J. (5005), which had 953,304,000
merged June 30, 1979, under charter and title of the latter bank (5005). The merged bank at date of
merger had 976,705,000

1
49

50

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge Arcadia National Bank, Secaucus, N.J. ("Se-
caucus Bank"), into and under the charter of National
Community Bank of New Jersey, Rutherford, N.J.
("Rutherford Bank"). The application was filed on April
10, 1979, and is based on a written agreement exe-
cuted by the applicant banks on March 28, 1979. As of
December 31, 1978, Rutherford Bank had total de-
posits of $796.5 million, and Secaucus Bank had de-
posits of $18.9 million.

Rutherford Bank operates 48 banking offices in the
northern portion of New Jersey: 26 in Bergen County,

including its main office; 13 in Morris County, seven in
Sussex County and one in both Passaic and Warren
Counties. Secaucus Bank operates a single banking
office within the town of Secaucus in Hudson County.
(An approved but unopened branch office is also
planned for Secaucus.) The main office of Rutherford
Bank is approximately 4 miles from Secaucus Bank.
The closest branch office of Rutherford Bank to Se-
caucus Bank's only office is some 3 miles distant in
contiguous Bergen County. Within the intervening area
between these closest offices is situated the Hacken-
sack River, a natural geographic barrier, which effec-
tively separates the market areas of the two banks. As
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a result, Rutherford Bank and Secaucus Bank each
serve distinct service areas and compete with nu-
merous other commercial banking alternatives. Fur-
thermore, Secaucus Bank is subject to the competitive
banking alternatives. Furthermore, Secaucus Bank is
subject to the competitive impact of banking offices of
substantially larger commercial banking organizations
in its service area.

In 1974, Secaucus Bank was chartered as a national
bank and commenced operations as an affiliate of
Rutherford Bank with all voting stock of the new bank
being offered to and purchased by the stockholders of
Rutherford Bank.

The two banks also share the same board of direc-
tors and have common management personnel, and
Secaucus Bank continues to qualify as an affiliate of
Rutherford Bank as defined by 12 USC 221 (a). The
likelihood of increased future competition between the
proponent banks appears remote. Accordingly, we
find that approval of this application would have no ad-
verse effect on competition.

The financial and managerial resources of both
Rutherford Bank and Secaucus Bank are satisfactory.
The future prospects of the two banks, independently
and in combination, appear favorable.

After consummation of this merger, the additional

capabilities of Rutherford Bank, through the resulting
bank, will be made available to the present customers
of Secaucus Bank in such areas as international bank-
ing, full trust services, electronic data processing and
a substantially larger legal lending limit. Accordingly,
the banking public would be better served as a result
of this proposal.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
bank's record of helping to meet the credit needs of
the entire community including low and moderate in-
come neighborhoods is less than satisfactory.

This merger may not be consummated until proof of
compliance with 12 USC 215a(2) is submitted.

This decision is the prior written approval required
by the Bank Merger Act 12 USC 1828(c), in order for
the applicants to proceed with the proposed transac-.
tion.

May 31, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it would not have a substantial competitive
impact.

SOUTHEAST FIRST NATIONAL BANK OF MIAMI,
Miami, Fla., and Southeast First National Bank of Miami Springs, Miami Springs, Fla., and Southeast National Bank
of Coral Way, Miami, Fla., and Southeast Bank of Dadeland, Unincorporated Area of Dade County, Fla., and South-
east National Bank of Tamiami, Unincorporated Areas of Dade County, Fla., and Southeast Bank of Westland,
Hialeah, Fla.

Names of banks and type of transaction Total
assets

Southeast National Bank of Coral Way, Miami (15568), with $ 116,936,000
and Southeast Bank of Dadeland, Unincorporated Area of Dade County, Fla., with 54,842,000
and Southeast First National Bank of Miami Springs, Miami Springs, Fla. (14707), with 122,732,000
and Southeast National Bank of Tamiami, Unincorporated Area of Dade County, Fla. (16480), with. . 17,562,000
and Southeast Bank of Westland, Hialeah, Fla., with 17,491,000
and Southeast First National Bank of Miami, Miami, Fla. (15638), which had 2,180,175,000
merged July 1, 1979, under charter and title of the latter bank (15638). The merged bank at date of
merger had 2,509,738,000

Banking

In
operation

3
1
1
1
1
3

offices

To be
operated

10

COMPTROLLER'S DECISION

This is the Comptroller's decision on the application to
merge five sister banks ("Merging Banks"), into South-
east First National Bank of Miami, Miami, Fla.
("SFNB"). This application is one part of a process
whereby Southeast Banking Corporation, Miami, Fla.
("Southeast"), a registered multibank holding com-
pany, is realigning and consolidating a portion of its
banking interests in the Dade County area.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicants' record of helping to meet the credit needs
of their entire community, including low and moderate
income neighborhoods, is less than satisfactory.

In consideration of the element of common owner-
ship and control existent among the proponents, this
proposal is regarded as a corporate reorganization,
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and as such, would produce no adverse effect upon
any relevant area of consideration.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

March 30, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are all wholly owned subsidiaries
of the same bank holding company. As such, their pro-
posed merger is essentially a corporate reorganization
and would have no effect on competition.

THE FARMERS NATIONAL BANK OF CYNTHIANA,
Cynthiana, Ky., and Union Bank of Berry, Berry, Ky.

Names of banks and type of transaction Total
assets*

Banking offices

In To be
operation operated

Union Bank of Berry, Berry, Ky., with $ 4,485,000
was purchased July 2, 1979, by The Farmers National Bank of Cynthiana, Cynthiana, Ky. (2560),
which had 29,551,000
After the purchase was effected, the receiving bank had 33,085,000

COMPTROLLER'S DECISION

This is the Comptroller's decision on the application of
The Farmers National Bank of Cynthiana, Cynthiana,
Ky. ("FNB"), to purchase the assets and assume the li-
abilities of Union Bank of-Berry, Berry, Ky. ("Union
Bank"). The application was filed on February 22,
1979, and is based on a written agreement executed
by the applicant banks on October 6, 1978. As of De-
cember 31, 1978, FNB had total deposits of $26.1 mil-
lion, and Union Bank had deposits of $3.9 million.

FNB operates a main office, one branch office and a
limited service drive-in facility within the City of Cyn-
thiana, the county seat of Harrison County. Union Bank
operates its single banking office within the City of
Berry, which is approximately 13 miles to the northwest
of Cynthiana in rural Harrison County. Union Bank's
service area is predominantly agricultural, but with a
relatively static economy, Union Bank has a history of
minimal overall growth. As a result, Union Bank ranks
as the smallest of the four commercial banks operating
in Harrison County with only 5 percent of total county
deposits. FNB would continue through the resulting
bank as the second largest bank in Harrison County
with approximately 36 percent of total county deposits
while the largest bank, also headquartered in Cyn-
thiana, would control some 47 percent.

Applicable state banking statutes would permit de
novo branch expansion by these banks within Harrison
County. However, neither could establish a branch in
the home office community of the other due to home
office protection. Union Bank applied for a branch of-
fice north of the city limits of Cynthiana, but in Novem-
ber 1977, the state banking commissioner declined
the application citing the small size of Union Bank.
Conversely, the population of the Berry area is not

large enough to support another bank's office without
seriously threatening the viability of Union Bank. Ac-
cordingly, we find that approval of this application
would have no significant adverse effect on competi-
tion.

The financial and managerial resources of both FNB
and Union Bank are regarded as satisfactory. The fu-
ture prospects of the two banks independently are
good but in combination are favorably enhanced.

As a result of this proposal, FNB intends to offer new
and expanded banking services to customers of Union
Bank, including, but not limited to, full trust services,
bank credit cards, individual retirement accounts and
an increased credit limit. These services will provide
greater convenience and fill needs that are not being
filled by Union Bank.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
banks' records of helping to meet the credit needs of
the communities, including low and moderate income
neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed transac-
tion.

May 31, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it would not have a substantially adverse ef-
fect upon competition.

* Assets are as of call dates before and after transaction.
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THE FIRST NATIONAL BANK OF FARMVILLE,
Farmville, Va., and The Bank of Buckingham, Dillwyn, Va.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

The Bank of Buckingham, Dillwyn, Va., with
and The First National Bank of Farmville, Farmville, Va. (5683), which had
merged July 2, 1979, under charter and title of the latter bank (5683). The merged bank at date of
merger had

$ 8,842,000
52,163,000

61,005,000

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge The Bank of Buckingham, Dillwyn, Va. ("Dillwyn
Bank"), into and under the charter of The First National
Bank of Farmville, Farmville, Va. ("Farmville Bank").
The application was filed on February 1, 1979, and is
based on a written agreement executed by the appli-
cant banks on October 25, 1978.

Farmville Bank received its charter as a national
bank on January 18, 1901, and had total deposits of
$44.1 million as of September 30, 1978. Farmville Bank
presently operates its main office and four branch of-
fices within Prince Edward County.

Dillwyn Bank was chartered as a state bank in 1972,
had total deposits of $6.6 million as of September 30,
1978 and operates two banking offices within Bucking-
ham County.

Farmville Bank and Dillwyn Bank, whose closest of-
fices are 20 miles apart, each serve distinct service
areas. Several commercial banking alternatives, in-
cluding branch offices of substantially larger banks,
are located near offices of both Farmville Bank and
Dillwyn Bank. This merger will not alter Farmville
Bank's position in the combined market area of Prince
Edward and Cumberland Counties, since the resulting
bank will rank fifth among the six banking organiza-
tions in this area. Moreover, Dillwyn Bank was orga-
nized and has been operating under the general su-
pervision of the management of Farmville Bank.
Accordingly, we find that approval of this application
would have no adverse effect on competition.

The financial and managerial resources of both
Farmville Bank and Dillwyn Bank are regarded as sat-
isfactory. The future prospects of the two banks inde-
pendently are good, but in combination are favorably
enhanced.

As a result of this merger, Farmville Bank intends to
offer new and expanded banking services to the
present customers of Dillwyn Bank; these services in-
clude full trust services and a larger legal lending limit.
Considerations relative to convenience and needs
benefits are consistent with approval of this applica-
tion.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
banks' records of helping to meet the credit needs of
the communities, including low and moderate income
neighborhoods, is less than satisfactory.

This opinion is the prior written approval required by
the Bank Merger Act, 12 USC 1828(c), in order for the
applicants to merge under their previously referenced
agreement.

May 22, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it would not have any significant effect on
competition.

NATIONAL BANK AND TRUST COMPANY,
Charlottesville, Va., and New Bank of Culpeper, Culpeper, Va.

Names of banks and type of transaction Total
assets

Banking offices

In
operation

To be
operated

New Bank of Culpeper, Va., with $ 9,178,442
and National Bank and Trust Company, Charlottesville, Va. (10618), which had 275,415,305
merged July 2, 1979, under charter and title of the latter bank (10618). The merged bank at date of
merger had 284,593,747

3
25

28

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge New Bank of Culpeper, Culpeper, Va. ("Culpe-
per Bank"), into and under the charter of National

Bank and Trust Company, Charlottesville, Va.
("Charlottesville Bank"). The application was filed on
May 1, 1979, and is based on a written agreement ex-
ecuted by the applicant banks on April 10, 1979.

100Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Charlottesville Bank is a national bank that had total
deposits of $246.7 million as of December 31, 1978.
Culpeper Bank, a state-chartered bank, had deposits
of $7.4 million as of December 31, 1978.

Both banks are wholly owned and controlled by NB
Corporation, Charlottesville, a registered bank holding
company. Therefore, this is merely an application for a
corporate reorganization. As such, it presents no com-
petitive issues under the Bank Merger Act, 12 USC
1828(c). Additionally, a review of the financial and
managerial resources and future prospects of the ex-
isting and proposed institutions and the convenience
and needs of the community to be served has dis-
closed no reason why this application should not be
approved.

A review of the record of this application and other

information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
banks' records of helping to meet credit needs of the
communities, including low and moderate income
neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

May 31, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are both wholly owned subsidi-
aries of the same bank holding company. As such,
their proposed merger is essentially a corporate reor-
ganization and would have no effect on competition.

WELLS FARGO BANK, NATIONAL ASSOCIATION,
San Francisco, Calif., and First Central Coast Bank, San Luis Obispo, Calif.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

First Central Coast Bank, San Luis Obispo, Calif., with $ 44,541,000
and Wells Fargo Bank, National Association, San Francisco, Calif. (15660), which had 16,605,829,000
merged July 14, 1979, under charter and title of the latter bank (15660). The merged bank at date
of merger had 16,656,462,000

5
385

390

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge First Central Coast Bank, San Luis Obispo, Ca-
lif. ("First") into and under the charter of Wells Fargo
Bank, National Association, San Francisco, Calif.
("Wells"). This application was accepted for filing by
this Office on February 27, 1979, and is based on an
agreement executed between the proponents on Sep-
tember 27, 1978. As of September 30, 1978, Wells had
total deposits of $14.1 billion, and First's deposits were
$37.5 million. Wells is a wholly owned commercial
banking subsidiary of Wells Fargo & Company, a reg-
istered bank holding company.

The narrowest geographic market appears to be
San Luis Obispo County, situated along the Pacific
Coast, about midway between Los Angeles and San
Francisco. First maintains five offices, all in San Luis
Obispo County, where it ranks as the fifth largest bank
controlling 8.6 percent of total deposits. Wells, which
could branch in San Luis Obispo County, is not cur-
rently represented there. There is no meaningful com-
petition existing between the participating institutions
because their nearest offices, which operate in differ-
ent banking markets, are approximately 35 miles
apart. The county is dominated by Bank of America
which has 49 percent of total county deposits. Bank of
America also dominates the state with Wells ranking as
a distant third. Wells competes vigorously with Bank of

America throughout the state. This type of competition
is not now present in San Luis Obispo County. Wells'
entry into this county by acquiring the fifth largest bank
will promote this type of competition without raising
dangers of oligopolistic behavior. This type of merger
would not change Wells' ranking in the state. Accord-
ingly, approval of this application would not substan-
tially lessen competition in any relevant market or oth-
erwise violate the standards found in 12 USC
1828(c)(5).

As required under 12 USC 1828(c)(5), the Comptrol-
ler considered the financial and managerial resources
and found that they are satisfactory for Wells. The fi-
nancial and managerial resources of First are gener-
ally satisfactory; except that there is now no clearly
identifiable management succession. The future pros-
pects of the combined institution are good and consid-
erably better than those of First.

As a result of this merger, Wells will be in a position
to expand the banking services currently available to
the San Luis Obispo banking public. Additional bank-
ing services not currently available through First that
will become available through Wells include invest-
ment advisory, trust and international services. Also,
service expansion would occur in personal residential
term real estate loan funding, larger lending limit and
bank credit cards. These facts are positive consider-
ations, and the Comptroller is not aware of any nega-
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tive factors bearing on convenience and needs con-
siderations.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicants' record of helping to meet credit needs of
their communities, including low and moderate income
neighborhoods, is less than satisfactory.

This decision is the prior written approval required

by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

June 14, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it would not have a significantly adverse ef-
fect upon competition.

SOCIETY NATIONAL BANK OF CLEVELAND,
Cleveland, Ohio, and Society Bank of Painesville, Ohio

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

Society Bank of Painesville, Painesville, Ohio, with $ 52,747,000
and Society National Bank of Cleveland, Cleveland, Ohio (14761), which had 1,495,576,000
merged July 30, 1979, under charter and title of the latter bank. The merged bank at date of merger
had 1,542,964,000

6
81

87

COMPTROLLER'S DECISION

This is the Comptroller's decision on the application to
merge Society Bank of Painesville, Painesville, Ohio,
into Society National Bank of Cleveland, Cleveland,
Ohio. Both banks are subsidiaries of Society Corpora-
tion, Cleveland, Ohio, registered multibank holding
company. This application is one part of a process
whereby Society Corporation will realign and consoli-
date a portion of its banking interests throughout the
state.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicants' records of helping to meet the entire com-
munity credit needs, including those of low and mod-
erate income neighborhoods, is less than satisfactory.

Because of the common ownership and control of
the proponents, this proposal is solely a corporate re-

organization. As such, it presents no competitive is-
sues under the Bank Merger Act, 12 USC 1828(c). Ad-
ditionally, a review of the financial and managerial
resources and future prospects of the existing and
proposed institutions and the convenience and needs
of the community to be served has disclosed no rea-
son why this application should not be approved.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

June 29, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are both wholly owned subsidi-
aries of the same bank holding company. As such,
their proposed merger is essentially a corporate reor-
ganization and would have no effect on competition.

HERITAGE BANK, N.A.—FLUSHING,
Flushing, Ohio, and The Eastern Ohio Bank, Union Township, Ohio

Names of banks and type of transaction Total
assets*

Banking offices

In To be
operation operated

The Eastern Ohio Bank, Union Township, Ohio, with $14,013,000
and Heritage Bank, N.A.—Flushing, Flushing, Ohio (12008), which had 20,681,000
merged August 27, 1979, under charter and title of the latter bank (12008). The merged bank at
date of merger had 28,525,000

COMPTROLLER'S DECISION

This is the Comptroller's decision on the application to
merge The Eastern Ohio Bank, Union Township, Ohio,
into Heritage Bank, N.A.—Flushing, Flushing, Ohio.

* Asset figures are as of call dates immediately before and
after transaction.

Both banks are subsidiaries of Heritage Bancorpora-
tion. This application is part of a process whereby Her-
itage will realign and consolidate its banking interests
in the Flushing area.

Because of the common ownership and control of
the proponents, this proposal is merely a corporate re-
organization. As such, it presents no competitive is-
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sues under the Bank Merger Act, 12 USC 1828(c). Ad-
ditionally, a review of the financial and managerial
resources and future prospects of the existing and
proposed institutions and the convenience and needs
of the community to be served has disclosed no rea-
son why this application should not be approved.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicants' records of helping to meet the community
credit needs, including those of low and moderate in-
come neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

July 27, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are both wholly owned subsidi-
aries of the same bank holding company. As such,
their proposed merger is essentially a corporate reor-
ganization and would have no effect on competition.

THE PLANTERS NATIONAL BANK AND TRUST COMPANY,
Rocky Mount, N.C., and Liberty Bank & Trust Company, Durham, N.C.

Names of banks and type of transaction Total
assets*

Banking offices

In To be
operation operated

Liberty Bank & Trust Company, Durham, N.C, with $ 16,224,000
was purchased August 31, 1979, by The Planters National Bank and Trust Company, Rocky Mount,
N.C. (10608), which had 314,810,000
After the purchase was effected, the receiving bank had 350,798,000

4

35
39

COMPTROLLER'S DECISION

This is the Comptroller's decision on the application of
The Planters National Bank and Trust Company, Rocky
Mount, N.C. ("Planters Bank"), to purchase the assets
and assume the liabilities of Liberty Bank & Trust Com-
pany, Durham, N.C. ("Liberty Bank"). The application
was filed on May 7, 1979, and is based on a written
agreement executed by the applicant banks on Febru-
ary 21, 1979. As of December 31, 1978, Planters Bank
had total deposits of $286.7 million, and Liberty Bank
had deposits of $13.7 million.

Planters Bank currently operates a main office and
34 branch offices, most of which are in the northeast-
ern part of the state. Liberty Bank operates a main of-
fice and three branch offices in Durham in north-
central North Carolina. The main offices of the two
banks are some 65 miles apart, and the closest offices
of Planters Bank to Liberty Bank are approximately 20
miles distant in Raleigh, N.C. In view of the geographic
distance separating the proponent banks and with nu-
merous offices of competing commercial banks lo-
cated in the intervening area, it is concluded that this
acquisition would not eliminate any existing competi-
tion between Planters Bank and Liberty Bank.

North Carolina State Banking statutes allow state-
wide ate novo branch expansion by commercial banks.
Thus, either of the two banks could branch into the
areas served by the other. Liberty Bank has shown no
desire to expand outside Durham, and it does not ap-
pear likely that the bank would employ ate novo expan-
sion into any area currently served by Planters Bank.
The likelihood that Planters Bank would enter the Dur-
ham area appears remote inasmuch as this market
presently has nine commercial banks operating 52 of-
fices, among which are the five largest banks in the

state. Accordingly, the potential for future competition
between the proponent banks is minimal. Approval of
this application would not have a substantially adverse
effect on competition.

The financial and managerial resources of both
Planters Bank and Liberty Bank are satisfactory. The
future prospects of the two banks, independently and
in combination, appear favorable.

After consummation of this transaction, the addi-
tional capabilities of Planters Bank through the result-
ing bank will be made available to the present cus-
tomers of Liberty Bank in such areas as full trust
services and a substantially larger legal lending limit.
Considerations relative to convenience and needs
benefits are consistent with approval of this applica-
tion.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
banks' records of helping to meet the credit needs of
the communities, including low and moderate income
neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed transac-
tion.

July 23, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it.would not have a significantly adverse ef-
fect upon competition.

* Assets are as of call dates immediately before and after
transaction.
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THE NATIONAL BANK OF SOUTH CAROLINA,
Sumter, S.C, and Bank of North Charleston, North Charleston, S.C.

Names of banks and type of transaction Total
assets*

Banking offices

In To be
operation operated

Bank of North Charleston, North Charleston, S.C, with $ 14,285,000
was purchased September 14, 1979, by The National Bank of South Carolina, Sumter, S.C.
(10660), which had 148,657,000
After the purchase was effected, the receiving bank had 165,735,000

4

16
20

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application of
The National Bank of South Carolina, Sumter, S.C.
("Sumter"), to purchase the assets and assume the lia-
bilities of the Bank of North Charleston, North Charles-
ton. S.C. ("North Bank"). This application was ac-
cepted for filing on July 13, 1979, and is based on an
agreement executed between the proponents on June
25, 1979. At the specific request of the South Carolina
Commissioner of Banking, this application has been
processed pursuant to the emergency provisions of
the Bank Merger Act. (See 12 USC 1828(c)(4) and 12
USC 1828(c)(c)). On December 31, 1978, Sumter had
total deposits of $129 million, and North Bank had total
deposits of $14.8 million.

Sumter is the seventh largest bank in South Caro-
lina, with 1.2 percent of total state deposits. It pres-
ently has 18 offices in seven metropolitan areas of the
state. Sumter also has three approved but unopened
offices, one of which is in Summerville, a community
about 11 miles from North Charleston. Sumter is not
currently represented in either North Charleston or
Charleston.

North Bank operates one office in North Charleston,
two offices in Charleston and one office in Goose
Creek. The main offices of the two proponents are al-
most 90 miles apart, and their closest existing offices
are approximately 50 miles apart. Due to the distances
between the closest offices and the presence of other
banking alternatives, there does not appear to be any
meaningful existing competition between Sumter and
North Bank. The proposed merger would have little ef-
fect on state-wide competition, and Sumter's rank as
the seventh largest banking organization would not
change. Consummation of this proposal would not
result in any adverse competitive effects.

* Assets are as of call dates immediately before and after
transaction.

The financial and managerial resources of Sumter
are satisfactory. The financial and managerial re-
sources of North Bank are unsatisfactory. At the last
examination of North Bank, conducted by the Federal
Deposit Insurance Corporation (FDIC) on March 3,
1979, the condition of the bank was considered criti-
cal. Due to certain operational difficulties that have re-
ceived considerable adverse publicity, North Bank has
been unable to comply with a directive from the FDIC
for the immediate injection of additional equity capital.
Accordingly, the future prospects of North Bank are
uncertain, and absent consummation of this proposal,
are extremely limited.

As a result of this merger transaction, Sumter in-
tends to provide new and expanded banking services
to North Charleston. Sumter will provide a significantly
larger legal lending limit, complete trust services, bank
credit cards, overdraft protection plan, more favorable
interest rates for savings, individual retirement ac-
counts and specialized and sophisticated loan serv-
ices. These facts are positive considerations on the is-
sue of convenience and needs, and this Office is
unaware of any negative factors bearing on this issue.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that
Sumter's record of helping to meet the credit needs of
the entire community, including low and moderate in-
come neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.
This proposal may be consummated 5 days after the
date of approval by this Office.

August 3, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it would not have a significantly adverse ef-
fect upon competition.
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FIRST NATIONAL BANK OF NEVADA,
Reno, Nev., and Bank of Nevada, Las Vegas, Nev.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

Bank of Nevada, Las Vegas, Nev., with $ 287,868,000
and First National Bank of Nevada, Reno, Nev. (7038), which had 1,462,525,000
consolidated September 28, 1979, under charter and title of the latter bank (7038). The
consolidated bank at date of consolidation had 1,750,393,000

48
14

62

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
consolidate Frist National Bank of Nevada, Reno, Nev.
("FNB"), and Bank of Nevada, Las Vegas, Nev.
("Bank"). The application was filed on July 9, 1979,
and rests on an agreement of March 28, 1979, signed
by the participants. Both FNB and Bank are controlled
by Western Bancorporation, Los Angeles, Calif.
("Western"), a registered multibank holding company
that operates in 12 states.

This is a proposed corporate reorganization. The
proponent banks are commonly owned and do not
compete. It presents no competitive effects under the
Bank Merger Act, 12 USC 1828(c). The financial and
managerial resources and future prospects of the ex-
isting and proposed institutions are satisfactory. The
new corporate structure will permit the continuing bank
to more effectively serve the convenience and needs
of its communities.

A review of the record on this application and other
information available to the Office of the Comptroller of
the Currency as a result of its regulatory responsibili-
ties revealed no evidence that the applicants' records
of helping community credit needs, including those of
low and moderate income neighborhoods, is less than
satisfactory.

This is the prior written approval required for the ap-
plicants to proceed with the proposal.

August 31, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The consolidating banks are both wholly owned sub-
sidiaries of the same bank holding company. As such,
their proposed consolidation is essentially a corporate
reorganization and would have no effect on competi-
tion.

THE PEOPLES NATIONAL BANK AND TRUST COMPANY,
Dover, Ohio, and The Gnadenhutten Bank, Gnadenhutten, Ohio

Names of banks and type of transaction Total
assets

Banking offices

In
operation

To be
operated

The Gnadenhutten Bank, Gnadenhutten, Ohio, with $ 11,761,000
and The Peoples National Bank and Trust Company, Dover, Ohio (4293), which had 89,436,000
merged September 28, 1979, under charter and title of the latter bank (4293). The merged bank at
date of merger had 100,610,000

COMPTROLLER'S DECISION

This is the Comptroller's decision on the application to
merge The Gnadenhutten Bank, Gnadenhutten, Ohio
("Bank"), into The Peoples National Bank and Trust
Company, Dover, Ohio ("Peoples"). This application
was filed on May 10, 1979, as is based on an agree-
ment executed by the banks on March 13, 1979. As of
December 31, 1978, Peoples had total deposits of
$76.5 million, and Bank's total deposits were $10.3 mil-
lion.

Peoples is headquartered in Dover and has three
branch offices, all in Tuscarawas County. It is the sec-
ond largest of eight commercial banks in the County
and the smaller of two banks headquartered in Dover.

Peoples is a subsidiary of First Bane Group of Ohio,
Inc., Columbus, Ohio, a registered multibank holding
company, that ranks as the fifth largest banking organ-
ization in Ohio.

Bank is in Gnadenhutten, approximately 20 miles
southeast of Dover. Bank operates no branch offices
and is the fifth largest of eight banks in Tuscarawas
County. It controls about 3 percent of the county's de-
posits.

The closest offices of Peoples and Bank are 12
miles apart with offices of other banks in the interven-
ing area. Peoples is the only present banking subsidi-
ary of First Bane Group of Ohio, Inc., operating in the
county. Peoples derives about $2.1 million in deposits
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(2.7 percent of its total deposits) and $3.8 million in
loans (6.8 percent of its total loans) from the area
served by Bank. Likewise, Bank derives only $310,000
(3.0 percent of its total deposits) in deposits and
$322,000 in loans (6.6 percent of its total loans) from
the area served by Peoples.

With prior approval of this Office, Peoples could le-
gally establish a de novo branch in the area served by
Bank. However, due to the rural nature of the area,it
does not appear likely that Peoples would use this
method of expansion.

Consummation of this proposal would not alter Peo-
ples relative ranking in the county and the resulting in-
stitution would hold less than 26 percent of the
county's commercial bank deposits. The largest bank
in the area, The Reeves Banking and Trust Company,
Dover, holds almost 46 percent of the county's de-
posits, and the third largest bank, a subsidiary of Bane-
Ohio Corporation, has almost 13 percent of county
deposits. Since there is negligible existing competition
between Peoples and Bank, the elimination of this
competition as a result of approval of this application
would have no substantially adverse impact on com-
petition.

The financial and managerial resources of both
banks are satisfactory. The future prospects of Bank
are limited in view of its small size, rural location and

lack of obvious management succession. The future
prospects of the combined bank are good.

As a result of the merger, Peoples intends to offer
new and expanded banking services to Bank's cus-
tomers. These services include additional types of
credit of a significantly larger and more complex nat-
ure, money certificates, trust services and equipment
lease financing. These facts are positive consider-
ations on the issue of convenience and needs, and the
Comptroller is unaware of any negative factors in this
issue.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicants' records of helping to meet the credit needs
of their entire communities, including low and moder-
ate income neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

August 8, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it would not have a significantly adverse ef-
fect upon competition.

FIRST NATIONAL BANK OF HOLLYWOOD,
Hollywood, Fla., and First National Bank of Hallandale, Hallandale, Fla., and Hollywood National Bank, Hollywood,
Fla., and First National Bank of Miramar, Miramar, Fla.

Names of banks and type of transaction Total
assets

First National Bank of Hallandale, Hallandale, Fla. (15874), with $ 27,205,000
and First National Bank of Miramar, Miramar, Fla. (16233), with 10,779,000
and Hollywood National Bank, Hollywood, Fla. (16008), with 13,093,000
and First National Bank of Hollywood, Hollywood, Fla. (14530), which had 116,909,000
merged September 30, 1979, under charter and title of the latter bank (14530). The merged bank at
date of merger had 168,735,000

Banking

In
operation

1
2
2
3

offices

To be
operated

8

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge First National Bank of Hallandale, Hallandale,
Fla., Hollywood National Bank, Hollywood, Fla., and
First National Bank of Miramar, Miramar, Fla. ("Merg-
ing Banks"), into and under the charter of First Na-
tional Bank of Hollywood, Hollywood, Fla. ("Hollywood
Bank"). The application was filed on April 11, 1979,
and is based on a written agreement executed by the
applicant banks on September 18, 1978.

Hollywood Bank and Merging Banks are all national
banks that had total deposits of $107.7 million and
$52.1 million, respectively, as of December 31, 1978.

The proponent banks are wholly owned and con-
trolled by Florida Bankshares, Inc., Hollywood, Fla., a

registered bank holding company. Therefore, this is
merely an application for a corporate reorganization.
As such, it presents no competitive issues under the
Bank Merger Act, 12 USC 1828(c). Additionally, a re-
view of the financial and managerial resources and fu-
ture prospects of the existing and proposed institu-
tions, and the convenience and needs of the
community to be served has disclosed no reason why
this application should not be approved. (See 12 USC
1842(c)(21)).

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
banks' records of helping to meet the credit needs of
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their communities, including low and moderate income
neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

June 21, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are all wholly owned subsidiaries
of the same bank holding company. As such, their pro-
posed merger is essentially a corporate reorganization
and would have no effect on competition.

SOUTHERN NATIONAL BANK OF NORTH CAROLINA,
Lumberton, N.C., and Carolina State Bank, Gastonia, N.C.

Names of banks and type of transaction Total
assets*

Banking offices

In To be
operation operated

Carolina State Bank, Gastonia, N.C, with $ 24,902,000
and Southern National Bank of North Carolina, Lumberton, N.C. (10610), which had 521,707,000
merged September 30, 1979, under the charter and title of latter bank (10610). The merged bank at
date of merger had 517,474,000

4
65

69

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge Carolina State Bank, Gastonia, N.C. ("Bank"),
into Southern National Bank of North Carolina, Lumber-
ton, N.C. ("Southern"). This application was filed on
June 29, 1979, and rests on an agreement between
the participants signed on March 26, 1979. As of De-
cember 31, 1978, Southern's total deposits were
$396.2 million, and Bank had total deposits of $22.8
million. Bank has a main office and three branches in
Gastonia and its immediate area. Southern has 65 of-
fices with none in the city or county of Gastonia.

The smallest relevant market would be the city of
Gastonia, 1970 census tract 331 and the unincorpo-
rated sections of census tracts 318, 327 and 328. In
this market, Bank competes with four other commercial
banks, three of which are banks located statewide in
North Carolina. The fourth competitor, Independence
National Bank of Gastonia, holds the largest share of
deposits in this market and operates nine of its 26 of-
fices within the market. Bank ranks third in market
share with 11.1 percent or approximately $21 million in
deposits. Independence holds 53.3 percent of the
market deposits or $102 million, and the First Union
National Bank of North Carolina of Charlotte is second,
holding 25.9 percent or approximately $45 million in
deposits. As of June 30, 1978, Southern did not have
any deposits in the market.

The Board of Governors of the Federal Reserve Sys-
tem in its competitive factor report concluded that the
relevant market is the Charlotte SMSA. In this market,
Southern's rank is 10th of 20 banks with 1.4 percent of
deposits. The merger would raise Southern's share to
3 percent and rank to seventh. The Board of Gover-
nors concluded that the proposed merger would have
no adverse effect.

Southern could legally enter Gastonia by a ate novo
branch because North Carolina permits statewide
branching. The North Carolina branching law has re-
sulted in a highly competitive banking environment in
North Carolina, and this is true of the relevant Gastonia

market described above. There are 24 banking offices
already in this market serving approximately 57,000
persons. The cost of entry by de novo branching and
the profits expected from opening the 25th or subse-
quent banking offices effectively precludes de novo
entry for Southern National Bank. Accordingly, the
competitive effects of this proposal will not significantly
lessen competition in any relevant market or otherwise
violate the standards found in the Bank Merger Act, 12
USC 1828(c).

The financial and managerial resources of both
Bank and Southern are satisfactory. The future pros-
pects of Bank are limited in consideration of its relative
small size compared to its significantly larger competi-
tors. The future prospects of Southern and the resul-
tant bank are good.

As a consequence of the proposal, Southern will of-
fer new and expanded banking services to the present
banking customers of Bank. These services include
trust, leasing, mortgage lending and accounts receiv-
able financing. There are positive considerations on
the question of convenience and needs.

A review of the record on this application and other
information available to the Office of the Comptroller of
the Currency as a result of its regulatory responsibili-
ties revealed no evidence that Southern's record of
helping to meet the credit needs of the entire commu-
nity, including low and moderate income neighbor-
hoods, is less than satisfactory.

This is the prior written approval required for the ap-
plicants to proceed with the merger.

August 30, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it would not have an adverse effect upon
competition.

* Assets are as of call dates immediately before and after
transaction.
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BANK OF JACKSON, N.A.,
Jackson, Miss., and Fidelity Bank, Utica, Miss.

Names of banks and type of transaction Total
assets*

Banking offices

In
operation

To be
operated

Fidelity Bank, Utica, Miss., with
was purchased October 1, 1979, by Bank of Jackson, N.A., Jackson, Miss. (16810), which had
After the purchase was effected, the receiving bank had

$32,765,000
1,600,000

26,260.000

COMPTROLLER'S DECISION

On September 29, 1979, application was made to the
Comptroller of the Currency for prior written approval
for Bank of Jackson, N.A., Jackson, Miss. ("Assuming
Bank"), to purchase certain of the assets and assume
certain of the liabilities of Fidelity Bank, Utica, Miss.
("Fidelity").

On September 25, 1979, Fidelity was a state-
chartered bank operating through its main office and
three branch offices with deposits of approximately
$30 million. At the close of business on September 27,
1979, Fidelity was closed by the State of Mississippi
Banking Department. It was placed in receivership
and taken over by the Federal Deposit Insurance Cor-
poration (FDIC) on September 28, 1979. The present
application is based on an agreement, which is incor-
porated herein by reference, by which the FDIC as re-
ceiver has agreed to sell certain of Fidelity's assets in
consideration of the assumption of certain liabilities by
the Assuming Bank. For the reasons stated hereafter,
the Assuming Bank's application is approved, and the
purchase and assumption transaction may be con-
summated immediately.

Under the Bank Merger Act, 12 USC 1828(c), the
Comptroller cannot approve a purchase and assump-
tion transaction which would have certain anticompeti-
tive effects unless it is found that these effects are
clearly outweighed in the public interest by the proba-
ble effect of the transaction in meeting the conven-
ience and needs of the community to be served. Addi-
tionally, the Comptroller is directed to consider the
financial and managerial resources and future pros-
pects of the existing and proposed institution and the
convenience and needs of the community to be
served. When necessary, however, to prevent the evils

* Asset figures are as of call dates immediately before and
after .transaction.

attendant on*'the failure of a bank, the Comptroller can
dispense with the standards applicable to usual acqui-
sition transactions and need not consider reports on
the competitive consequences of the transaction ordi-
narily solicited from the Department of Justice and
other banking agencies. The Comptroller is authorized
in such circumstances to immediately approve an ac-
quisition and to authorize the immediate consumma-
tion of the transaction.

The proposed transaction will prevent disruption of
banking services to the community and potential
losses to a number of uninsured depositors. The As-
suming Bank has sufficient financial and managerial
resources to absorb Fidelity and enhance the banking
services it offers in the Utica community.

The Comptroller thus finds that the anticompetitive
effects of the proposed transaction, if any, are clearly
outweighed in the public interest by the probable ef-
fect of the proposed transaction in meeting the con-
venience and needs of the community to be served.
For these reasons, the Assuming Bank's application to
purchase certain assets and acquire certain liabilities
of Fidelity, as set forth in the agreement executed with
the FDIC as receiver, is approved. This approval also
includes specific approval to operate Fidelity's main
office and all branch offices as branches of the As-
suming Bank and approval of the transfer to the As-
suming Bank of Fidelity's trust business as provided in
the agreement. The Comptroller further finds that the
failure of Fidelity requires him to act immediately, as
contemplated by the Bank Merger Act, to prevent dis-
ruption of banking services to the community. The
Comptroller thus waives publication of notice, dis-
penses with solicitation of competitive reports from
other agencies and authorizes the transaction to be
consummated immediately.

September 29, 1979

Due to the emergency nature of the situation, no Attor-
ney General's report was requested.
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THE BARNSTABLE COUNTY NATIONAL BANK OF HYANNIS,
Barnstable, Mass., and Chatham Trust Company, Chatham, Mass.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

Chatham Trust Company, Chatham, Mass., with $13,596,000
and The Barnstable County National Bank of Hyannis, Barnstable, Mass. (13395), which had 35,276,000
merged October 1, 1979, under charter and title of the latter bank (13395). The merged bank at
date of merger had 44,872,000

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge Chatham Trust Company, Chatham, Mass.
("Chatham"), into The Barnstable County National
Bank of Hyannis, Barnstable, Mass. ("Barnstable").
This application was filed on April 26, 1979, and is
based on a written agreement executed by the propo-
nents on April 9, 1979. As of December 31,1978, Cha-
tham had total deposits of $10.9 million, and
Barnstable's total deposits were $30.4 million.

Chatham was founded in 1919 and operates from a
single office in Chatham.

Barnstable operates a head office in Hyannis and
three branches in Barnstable County. It is a subsidiary
of New England Merchants Company, Inc., Boston, a
registered multibank holding company.

The relevant geographic market for analysis in this
application is Barnstable County. The county is on a
peninsula separated from -the rest of the state by Cape
Cod Canal. Barnstable's main office is slightly less
than 20 miles from the sole office of Chatham. The
closest office of Barnstable to Chatham is its Dennis
Port Branch, about 10 miles distant.

There are offices of other banks in the intervening
area. About 2.8 percent of Barnstable's total deposits
and 6.2 percent of its loans originate in the area
served by Chatham. Chatham obtains 1.3 percent of
its total deposits, and 6.7 percent of its total loans
come from the area served by Barnstable.

Barnstable is the fifth largest of eight commercial
banks with 9.1 percent of total county deposits. Cha-
tham is the smallest bank with 3.4 percent of the
county's total deposits. Chatham is the smallest bank
with 3.4 percent of the county's total deposits. Upon
consummation of this proposal, Barnstable would con-
tinue as the fifth largest bank in the county. Further,
several banking alternatives, including offices of two
commercial banks and a branch of a mutual savings

bank, would remain in Chatham. The elimination of any
existing competition between Barnstable and Chatham
would not have a substantially adverse effect on com-
petition.

The financial and managerial resources of both
Barnstable and Chatham are satisfactory. The future
prospects of Barnstable are good. The future pros-
pects of Chatham, independent of this merger, are un-
certain. The bank is losing its share of market de-
posits. Chatham's affiliation with Barnstable and its
corporate parent should greatly enhance its future
prospects.

As a result of the merger, Barnstable will provide
new and expanded banking services to the Chatham
area. The Cape Cod area is a popular retirement loca-
tion. Chatham is in the process of retiring its trust func-
tions. Barnstable aggressively markets trust services.
Over the longer period of time, Barnstable will be bet-
ter able to serve credit needs and provide more so-
phisticated management. These facts are positive con-
siderations on the issue of convenience and needs,
and this Office is not aware of any negative factors.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicants' records of helping to meet the credit needs
of the communities, including low and moderate in-
come neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

August 21, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it would not have a substantial competitive
impact.
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THE CENTRAL TRUST COMPANY, NATIONAL ASSOCIATION,
Cincinnati, Ohio, and The Citizens National Bank of Middleport, Ohio

Names of banks and type of transaction Total
assets*

Banking offices

In To be
operation operated

The Citizens National Bank of Middleport, Middleport, Ohio (8441), with $ 14,402,000
and The Central Trust Company, National Association, Cincinnati, Ohio (16416), which had 1,139,273,000
merged October 4, 1979, under charter and title of the latter bank (16416). The merged bank at
date of merger had 1,223,681,000

1
54

55

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge The Citizens National Bank of Middleport,
Middleport, Ohio ("Citizens"), into The Central Trust
Company, National Association, Cincinnati, Ohio
("Central"). This application was filed on June 6, 1979,
and is based on an agreement executed between the
participating banks on May 1, 1979. As of December
31, 1978, Central had total deposits of $834.9 million,
and Citizens had total deposits of $10.5 million.

Central operates 43 banking offices in Hamilton and
Montgomery Counties. It is a subsidiary of Central
Bancorporation, Cincinnati, Ohio. Central Bancorpora-
tion is the eighth largest commercial banking organiza-
tion in Ohio, with control of about 4.3 percent of total
state deposits.

Citizens' only office is in Middleport, Meigs County,
Ohio, approximately 125 miles east of Cincinnati. It is
the third largest of four banks in the county.

Central presently has no loan or deposit customers
residing in Meigs County. Citizens derives none of its
banking business from any area served by any
present subsidiary of The Central Bancorporation, Inc.
Consummation of this merger would have no adverse
effect on competition.

On April 11, 1979, Central filed an application to
merge with The First National Bank of Gallipolis, Galli-
polis, Ohio ("First"). First is about 18 miles from Citi-
zens in adjacent Gallia County. The respective market
areas of First and Citizens appear to be distinct and
separate, and the only measurable overlap of the two
banks' service areas is in the immediate area of the

* Asset figures are as of call dates immediately before and
after transactions.

small town of Chesire in eastern Gallia County. De-
posits derived by First in Citizens' trade area are only
2.8 percent of its total deposits, and Citizens derives
only 4.3 percent of its deposits from the area served
by First. There is no significant competition between
First and Citizens, and approval of either the merger
between Central and First or the merger between Cen-
tral and Citizens would have no adverse impact on
competition in the two-county area under consider-
ation in these two separate proposals.

The financial and managerial resources of both
banks are satisfactory. The future prospects of the re-
sulting bank are good.

As a result of the merger, Central will be able to offer
new and expanded services to consumers in Meigs
County. These services include bank credit cards, pre-
approved overdraft checking accounts, a larger lend-
ing limit and trust services. All of these services are
positive benefits, and this Office is unaware of any
negative factors affecting the convenience and needs
of the community.

A review of the-record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicants' record of helping to meet the credit needs
of their communities, including low and moderate in-
come neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

September 4, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it would not have any adverse effect upon
competition.
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THE CENTRAL TRUST COMPANY, NATIONAL ASSOCIATION,
Cincinnati, Ohio, and The First National Bank of Gallipolis, Gallipolis, Ohio

Names of banks and type of transaction Total
assets*

Banking offices

In To be
operation operated

The First National Bank of Gallipolis, Gallipolis, Ohio (136), with $ 26,636,000
and The Central Trust Company, National Association, Cincinnati, Ohio (16416), which had 1,139,273,000
merged October 4, 1979, under charter and title of latter bank (16416). The merged bank at date of
merger had 1,223,681,000

2
52

54

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge The First National Bank of Gallipolis, Gallipolis,
Ohio ("First"), into the Central Trust Company, National
Association, Cincinnati, Ohio ("Central"). The applica-
tion was filed on April 11, 1979, and is based on an
agreement executed by the participating banks on
April 5, 1979.

Central reported total deposits of $906 million on
March 31, 1979. It operates 36 offices in Hamilton
County and seven in Montgomery County. It is the
largest subsidiary of Central Bancorporation, Cincin-
nati, Ohio. Central Bancorporation is the eighth largest
commercial banking organization in Ohio, with control
of about 4.3 percent of total state deposits.

First reported total deposits of $22 million on March
31, 1979. It operates two offices in Gallia County and
is the smallest of three banks in the county.

Central has no loan or deposit customers residing in
Gallia County. First derives none of its banking busi-
ness from any area served by present subsidiaries of
Central Bancorporation, Inc. Consummation of this
merger would have no adverse effect on competition.

Central filed an application to merge with The Citi-
zens National Bank of Middleport, Middleport, Ohio
("Citizens"), on June 6, 1979. Citizens' only office is 18
miles from Gallipolis in adjacent Meigs County. The
market areas of First and Citizens are distinct and sep-
arate, and the only measurable overlap of the two
banks' service areas is in the immediate vicinity of the
small town of Chesire, Ohio, in eastern Gallia County.
First obtains only 2.8 percent of its total deposits in Cit-
izens' market area, and Citizens obtains only 4.3 per-
cent of its deposits from the area served by First.
There is no significant competition between First and

Citizens. Approval of. the merger of Central and First
and the merger of Central and Citizens would have no
adverse impact on competition in the two-county area
under consideration in these two proposals.

The financial and managerial resources and the fu-
ture prospects of both First and Central are satisfac-
tory. Consummation of the merger will enhance the fu-
ture prospects of Central.

If the proposal is completed, Central will be able to
offer additional banking services not now offered by
First to the residents of Gallia County. These services
include a variety of deposit accounts, trust services,
larger loans and expertise in specialized areas of lend-
ing. These services will be more conveniently available
and will satisfy additional needs of the consumer of
banking services in the county.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicants' records of helping to meet the credit needs
of their communities, including low and moderate in-
come neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

September 4, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it would not have a substantial competitive
impact.

* Asset figures are as of call dates immediately before and
after transaction.
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THE MERCHANTS NATIONAL BANK OF FORT SMITH,
Fort Smith, Ark., and Continental Bank and Trust Company, Barling, Ark.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

Continental Bank and Trust Company, Barling, Ark., with $ 4,269,060
and The Merchants National Bank of Fort Smith, Fort Smith, Ark. (7240), which had 112,768,738
merged October 15, 1979, under charter and title of latter bank (7240). The merged bank at date of
merger had 116,606,992

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge Continental Bank and Trust Company, Barling,
Ark. ("Continental"), into and under the charter of The
Merchants National Bank of Fort Smith, Fort Smith, Ark.
("Merchants"). The application was accepted for filing
on June 12, 1979, and is based on a written agree-
ment executed by the proponents on April 12, 1979.

Merchants is a national bank that had total deposits
of $89.1 million as of December 31, 1978. It operates a
main office, two branch offices and a partial service fa-
cility in the City of Fort Smith.

Continental, a state-chartered bank, had total de-
posits of $3.7 million at year-end 1978. It presently op-
erates a single banking office in Barling, a town lo-
cated approximately 6 miles east of Fort Smith.
Continental has received approval from the Arkansas
State Bank Board to open an office in Fort Smith, but it
has been stayed pending resolution of litigation
brought by other banks objecting to the state ap-
proval. If consummated, this merger will moot the
pending litigation.

Merchants and Continental are both located in the
Fort Smith banking market, approximated by Crawford
and Sebastian Counties in Arkansas plus Sequoyah
and the northern half of LeFlore Counties in Oklahoma.
Merchants ranks as the third largest of 21 commercial
banks therein and controls about 14 percent of market
deposits. Consummation of this proposal would in-
crease its share of market deposits by less than one
percent and would not alter its rank in the market. The
two largest banks, with market shares of approximately
25 and 21 percent, are also headquartered in Fort
Smith and will be in direct competition with the result-
ing bank.

Due to its size, Continental serves an area limited to
the Town of Barling and the adjoining eastern part of

Fort Smith. As the closest offices of the proponents are
some 6 miles apart, the instant proposal would elimi-
nate some existing competition. However, there are
several offices of other banks in the intervening area,
and given the small market share of Continental, the
effect on competition would not be adverse.

As required under 12 USC 1828(c)(5), the Comptrol-
ler considered the financial and managerial resources
and found that they are satisfactory for both banks.
The future prospects of Continental are limited due to
its small size. Since it was established in 1971, Conti-
nental has been unable to develop a significant de-
posit base. The future prospects of Continental are lim-
ited due to its small size. Since it was established in
1971, Continental has been unable to develop a signif-
icant deposit base. The future prospects of the com-
bined bank are good.

As a result of this merger, Merchants would offer
new and expanded banking services to the present
customers of Continental. Considerations relative to
convenience and needs are consistent with approval
of this application.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
banks1 records of helping to meet community credit
needs, including those of low and moderate income
communities, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), for the appli-
cants to proceed with the merger.

September 12, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it would not have a significantly adverse ef-
fect upon competition.
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THE FIRST NATIONAL BANK OF SIOUX FALLS,
Sioux Falls, S. Dak., and Dakota State Bank of Dell Rapids, Dell Rapids, S. Dak.

Names of banks and type of transaction Total
assets*

Banking offices

In To be
operation operated

Dakota State Bank of Dell Rapids, Dell Rapids, S. Dak., with $ 12,072,000
was purchased October 31, 1979, by The First National Bank in Sioux Falls, Sioux Falls, S. Dak.
(3393), which had 146,073,000
After the purchase was effected, the receiving bank had 165,873,000

COMPTROLLER'S DECISION

This is the Comptroller's decision on the application of
The First National Bank in Sioux Falls, Sioux Falls, S.
Dak. ("FNB"), to purchase the assets and assume the
liabilities of Dakota State Bank of Dell Rapids, Dell
Rapids, S. Dak. ("State Bank"). This application was
accepted by this Office on June 20, 1979, and is
based on an agreement signed by both proponents on
March 7, 1979. As of December 31, 1978, FNB had to-
tal deposits of $133.9 million, and State Bank had total
deposits of $10.8 million.

The relevant geographic market for consideration in
this proposal is Minnehaha County and the northern
portion of Lincoln County, S. Dak. FNB is the fourth
largest of 14 commercial banking organizations in this
area, controlling 10.4 percent of the market's total
commercial bank deposits. State Bank is among the
five smallest banks in the area and controls only 0.8
percent of the total commercial bank deposits. The
proponents' nearest offices are 20 miles apart, and
there are offices of competing institutions in the inter-
vening area. The resulting bank, with 11.2 percent of
total deposits, would become the third largest bank in
the market. First Bank Systems, Inc., Minneapolis,
Minn., and Northwest Bancorporation, Minneapolis,
with 36.8 and 25.5 percent, respectively, rank first and
second. Consequently the competitive effects are not
likely to substantially lessen competition in any rele-
vant market or otherwise violate the standards found in
12 USC 1828(c)(5).

The financial and managerial resources of FNB are
satisfactory. While State Bank's present condition is
generally satisfactory, its ability to attract successor
management and provide expanded financial services
is limited. Accordingly, its financial and managerial re-

sources are not totally satisfactory. Additionally, its fu-
ture prospects are limited in view of the relative small
size of the bank and the fact that it experiences direct
competition from substantially larger competitors,
some of which are affiliated with banking organizations
that are the largest operating in the state. The future
prospects of the resultant bank are good.

As a result of this proposal, FNB proposes to bring
new and expanded banking services to the banking
communities currently served by State Bank. Addition-
ally, state statutes now provide home office protection
for State Bank which will be removed and allow other
potential entrants to enter Dell Rapids. These facts are
positive considerations on the issue of convenience
and needs and lend additional weight toward approval
of the application.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that
FNB's record of helping to meet the credit needs of the
entire community, including low and moderate income
neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed consoli-
dation.

September 28, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it would not have a substantial competitive
impact.

* Asset figures are as of call dates immediately before and
after transaction.

MID-AMERICAN NATIONAL BANK AND TRUST COMPANY,
Northwood, Ohio, and Farmers and Merchants Bank Company, Arlington, Ohio

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

Farmers and Merchants Bank Company, Arlington, Ohio, with $ 13,569,000
and Mid-American National Bank and Trust Company, Northwood, Ohio (15416), which had 135,770,000
merged October 31, 1979, under the charter and title of latter bank (15416). The merged bank at
date of merger had 149,339,000

1
16

17

COMPTROLLER'S DECISION

This is the Comptroller's decision on the application to
merge Farmers and Merchants Bank Company,
Arlington, Ohio ("Farmers"), into Mid-American Na-

tional Bank and Trust Company, Northwood, Ohio
("National"). This application was filed on June 25,
1979, and is based on an agreement executed by the
proponents on June 7, 1979. As of December 31,
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1978, National had total deposits of $119.4 million, and
Farmers' total deposits were $10.3 million.

The relevant market in this application is Hancock
County, Ohio. The county is mainly rural with an agri-
culturally based local economy. The Hancock County
banking market is highly concentrated with the two
largest banks, both headquartered in Findlay, and
controlling almost 80 percent of the market's total com-
mercial bank deposits. Six banking organizations op-
erate 13 banking offices in the market. National does
not have an office in Hancock County.

Farmers is the fifth largest bank in the market and
controls only 4.5 percent of the market's total deposits
held by commercial banks. National's main office is in
Wood County, which adjoins Hancock County on its
northern boundary. The main office of National is 50
miles north of Farmer's sole office in Arlington. The
closest office of National to Farmers is the North Balti-
more Branch (Wood County), approximately 22 miles
northwest of Arlington. Findlay, principal city and
county seat of Hancock County, is centrally situated in
the county directly between North Baltimore and
Arlington, effectively separating the service areas of
National and Farmers. Consequently, there is only
negligible existing competition between the propo-
nents of this proposed merger.

Since National currently has no offices in the market,
it would merely succeed to Farmer's share of the Han-
cock County banking market. Moreover, the introduc-
tion of this new competition into Hancock County
would replace a small competitor with one which is
larger and more vigorous. Thus, approval of this appli-
cation would not have any significant effect on existing
competition or otherwise be violative of the standards
found in 12 USC 1828(c)(5).

The financial and managerial resources of both
banks are satisfactory. The future prospects of
Farmers due to its small size and de minimus market
share are limited. The future prospects of the resulting
bank are good.

As a consequence of this merger, National intends
to improve and expand banking services now pro-
vided to the Arlington banking public by Farmers. The
additional services and benefits will include trust serv-
ices, greater management depth and capacity, ex-
panded loan facilities and lending limits, automatic
transfer accounts, agency money orders and school
savings program. All of the services should have a
positive effect on the convenience and needs of the
community and lend further weight toward approval of
the application.

A review of the record in this application and other
information available to the Comptroller's Office as a
result of its regulatory responsibilities reveals no evi-
dence that National's record of helping to meet the
credit needs of the entire community, including low
and moderate income neighborhoods, is less than sat-
isfactory.

This is the prior written approval required by the
Bank Merger Act for the applicants to proceed with the
merger.

September 27, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it would not have a substantial competitive
impact.

THE FIRST NATIONAL BANK OF MARYLAND,
Baltimore, Md., and The National Bank of Perryville, Perryville, Md.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

The National Bank of Perryville, Perryville, Md. (11193), with $ 6,566,000
and The First National Bank of Maryland, Baltimore, Md. (1413), which had 1,833,793,000
merged November 1, 1979, under the charter and title of the latter bank (1413). The merged bank
at date of merger had 1,839,883,000

1
101

102

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge The National Bank of Perryville, Perryville, Md.
("Perryville Bank"), into and under the charter of The
First National Bank of Maryland, Baltimore, Md.
("First".). This application was filed on June 27, 1979.
As of March 31, 1979, First had total domestic de-
posits of $1.4 billion, and Perryville Bank's total de-
posits were $5.8 million. First is a wholly owned sub-
sidiary of First Maryland Bancorp, the third largest
commercial banking organization headquartered in
Maryland, controlling slightly more than 11 percent of

the deposits held by all commercial bank offices in
Maryland.

The relevant geographic market for analysis in this
application is Cecil County, Md. There are seven bank-
ing organizations in the market that operate 16 bank-
ing offices with total commercial bank deposits of
$122.6 million on June 30, 1978. First does not operate
any offices in the market. Perryville Bank is the sixth
largest bank in this market and controls only 4.6 per-
cent of the market's total commercial bank deposits.

The main office of First is approximately 40 miles
from Perryville. First's closest office, in Havre de
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Grace, is 4 miles from Perryville across the Susque-
hanna River in Harford County. The two communities
are connected by a toll bridge, and there is an inter-
state highway crossing the Susquehanna River to the
north. Perryville Bank derives only 4.5 percent of its to-
tal deposits from Havre de Grace, of which approxi-
mately 75 percent are accounts of former Perryville
residents who have retired to a senior citizens home in
Havre de Grace and Havre de Grace residents who
work in Perryville or Perry Point. First obtains less than
$225,000 in demand and savings deposits from the
area served by Perryville Bank. This amount consti-
tutes less than 0.02 percent of First's total demand and
savings deposits and less than 4 percent of Perryville
Bank's total demand and savings deposits. Perryville
Bank derives $305,000, 5.4 percent, of its total demand
and savings deposits from geographic areas served
by First.

Thus, there is only minimal existing competition be-
tween First and Perryville Bank. Inasmuch as First cur-
rently has no offices in Perryville Bank's market, and
there are several banking alternatives in close proxim-
ity to Perryville, approval of this application would not
substantially lessen competition in any relevant market
or violate the standards found in 12 USC 1828(c)(5).

Pursuant to Maryland branch banking laws, First
could enter Cecil County by a de novo establishment.
However, in consideration of the economic climate of
Cecil County, the availability of banking alternatives
that are conveniently located, and the absence of any

evidence that any of the banking needs of the Cecil
County banking public are unmet it does not appear
that First would choose to enter Cecil County with a
new office within the foreseeable future. Consequently,
First does not now have a significant present or pro-
spective beneficial effect on banking competition in
Cecil County.

The financial and managerial resources of both Per-
ryville Bank and First are generally satisfactory. The fu-
ture prospects of both banks are satisfactory; how-
ever, the future prospects of Perryville Bank are
believed to be more favorable in conjunction with First.

Consummation of the merger will allow the resulting
bank to provide expanded bank services to the cus-
tomers of Perryville Bank, including a significantly
larger legal lending limit, bank credit cards and trust
services. These factors are positive considerations on
the issue of convenience and needs.

A review of the record of this application and other
information available to the Office of the Comptroller of
the Currency as a result of its regulatory responsibili-
ties revealed no evidence that applicants' record of
helping to meet the credit needs of their entire commu-
nity including low and moderate income neighbor-
hoods is less than satisfactory.

This is the required prior written approval for the ap-
plicants to proceed with the proposed merger.

October 1, 1979

The Attorney General's report was not received.

CENTRAL FIDELITY BANK, N.A.,
Richmond, Va., and City Savings Bank and Trust Company, Petersburg, Va., and The Citizens National Bank of Em-
poria, Emporia, Va.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

The Citizens National Bank of Emporia, Emporia, Va. (12240), with $ 36,710,000
and City Savings Bank and Trust Company, Petersburg, Va., with 41,249,000
and Central Fidelity Bank, N.A., Richmond, Va. (10080), which had 395,873,000
merged November 9, 1979, under the charter and title of latter bank (10080). The merged bank at
date of merger had 473,832,000

5
5

26

36

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge The Citizens National Bank of Emporia, Empo-
ria, Va., and City Savings Bank and Trust Company,
Petersburg, Va., into Central Fidelity Bank, N.A., Rich-
mond, Va. All three banks are wholly owned, except
for directors' qualifying shares, and controlled by
Commonwealth Banks, Inc., Richmond, a registered
multibank holding company.

This proposed corporate reorganization presents no
competitive issues under the Bank Merger Act, 12
USC 1828(c). The financial and managerial resources
and future prospects of the existing and proposed in-
stitutions are satisfactory. The new corporate structure
will permit the continuing bank to serve the conven-
ience and needs of its communities more efficiently.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicants' records of helping to meet the credit needs
of the communities, including low and moderate in-
come neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

September 7, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are all wholly owned subsidiaries
of the same bank holding company. As such, their pro-
posed merger is essentially a corporate reorganization
and would have no effect on competition.
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THE FIRST NATIONAL BANK IN BRYAN,
Bryan, Ohio, and The Farmers State Bank of Stryker, Stryker, Ohio

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

The Farmers State Bank of Stryker, Stryker, Ohio, with
and The First National Bank in Bryan, Bryan, Ohio (13899), which had
merged November 23, 1979, under the charter of the latter (13899) and title "First National Bank of
Northwest Ohio." The merged bank at date of merger had

$ 7,298,000 1
37,941,000 2

44,959,000

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge The Farmers State Bank of Stryker, Stryker,
Ohio ("Farmers"), into The First National Bank in
Bryan, Bryan, Ohio ("First"). This application was filed
on July 31, 1979, and is based on an agreement
signed by the proponents on July 20, 1979. As of June
30, 1979, Farmers had total deposits of $6.5 million,
and First had total deposits of $31.3 million.

The relevant geographic market for analyzing the
competitive effect of this proposal is Williams County
and Milford, Farmer, Washington and Tiffin Townships
in northern Defiance County. Farmers operates from a
single office and is the smallest bank in this market
with 3 percent of total market commercial bank de-
posits. First is the second largest of seven banks with
16 percent of total market commercial bank deposits.
Both of its offices are in Bryan. The closest offices of
the two banks are in separate towns approximately 5
miles apart.

If the merger is consummated, First would continue
to rank as the second largest bank behind Citizens
National Bank, Bryan, which controls 40 percent of the
market's commercial bank deposits. National City Cor-
poration, Cleveland, Ohio, has applied for permission
to acquire control of the Citizens National Bank. Na-
tional City Corporation is a bank holding company that
controls nine banks with total deposits of $2.9 billion. It
is the third largest commercial banking organization in
Ohio with approximately 6 percent of total state com-
mercial bank deposits.

Although consummation of this merger would elimi-
nate some competition between First and Farmers, the
resulting bank would have less than one-half the
amount of deposits controlled by the largest bank in

the market. The resulting bank would be better able to
compete with this larger bank which may soon be-
come a subsidiary of one of the largest banking organ-
izations in the state. Consummation of this merger
would not have a substantially adverse effect on com-
petition.

The financial and managerial resources of both First
and Farmers are satisfactory. Farmers is the smallest
bank in its market and its ability to provide expanded
financial services and attract successor management
is limited. Consequently, its future prospects are lim-
ited. The future prospects of the resultant bank are
good.

The resulting bank will expand Farmers' banking
services and offer new services. The resulting bank
will have expanded loan and deposit services and will
have a substantially greater lending limit than Farmers.
It will also increase banking hours and make major im-
provements in Farmers' banking facilities. The result-
ing bank will be better able to conveniently serve addi-
tional needs of its community.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that
First's record of helping to meet the credit needs of the
entire community, including low and moderate income
neighborhoods, is less than satisfactory.

This decision is the prior written approval required
for consummation of the merger (12 USC 1828(c)).

October 23, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it would not have a substantial competitive
impact.
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CENTURY FIRST NATIONAL BANK IN ST. PETERSBURG,
St. Petersburg, Fla., and Century Bank of Pinellas County, St. Petersburg, Fla.

Names of banks and type of transaction Total
assets*

Banking offices

In To be
operation operated

Century Bank of Pinellas County, St. Petersburg, Fla., with $ 19,670,000
Century First National Bank in St. Petersburg, St. Petersburg, Fla. (14367), which had 213,214,000
merged November 30, 1979, under the charter of latter bank (14367) and title of "Century First
National Bank of Pinellas County." The merged bank at date of merger had 282,925,000

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge Century Bank of Pinellas County, St. Peters-
burg, Fla. ("Century"), into and under the charter of
Century First National Bank in St. Petersburg, St. Pe-
tersburg, Fla. ("CFNB"), and with the title of "Century
First National Bank of Pinellas County." The application
was filed on May 8, 1979, and is based on a written
agreement executed by the applicant banks on March
19, 1979.

CFNB is a national bank that had total deposits of
$163.8 million as of March 31, 1979. Century, a state-
chartered bank, had deposits of $17.5 million as of
March 31, 1979.

Both banks are wholly owned and controlled by
Century Banks, Inc., Fort Lauderdale, Fla., a registered
bank holding company. Therefore, this is merely an
application for a corporate reorganization. As such, it
presents no competitive issues under the Bank Merger
Act, 12 USC 1828(c). Additionally, a review of the fi-
nancial and managerial resources and future pros-
pects of the existing and proposed institutions, and the

convenience and needs of the community to be
served has disclosed no reason why this application
should not be approved. (See 12 USC 1842(c)(21)).

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
bank's record of helping to meet the credit needs of its
entire community including low and moderate income
neighborhoods is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

August 17, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are both wholly owned subsidi-
aries of the same bank holding company. As such,
their proposed merger is essentially a corporate reor-
ganization and would have no effect on competition.

* Asset figures are as of call dates immediately before and
after transaction.

FIRST & MERCHANTS NATIONAL BANK,
Richmond, Va., and The Services National Bank. Arlington, Va.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

The Services National Bank, Arlington, Va. (16277), with $ 13,597,000
and First & Merchants National Bank, Richmond, Va. (1111), which had 2,143,256,000
merged November 30, 1979, under the charter and title of latter bank (1111). The merged bank at
date of merger had 2,156,853,000

1
99

100

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge The Services National Bank, Arlington, Va.
("Services"), into and under the charter of First & Mer-
chants National Bank, Richmond, Va. ("F&M"). This
application was filed on August 15, 1979, and is based
on an agreement executed by the proponents dated
June 20, 1979. As of March 31, 1979, Services had to-
tal deposits of $12.3 million, and F&M's total deposits
were $1.4 billion. F&M is the lead bank for First & Mer-
chants Corporation, a registered bank holding com-
pany.

The relevant geographic market for competitive
analysis in this proposal is the area contained within a

1 mile radius of Services' sole office. Services' only of-
fice is in the Crystal City office building, retail store and
residential complex which is in the extreme southeast-
ern edge of Arlington County, Va., adjacent to the in-
dependent city of Alexandria. Within a 1 mile radius of
Services' location, there are seven banking organiza-
tions with commercial bank deposits of $76.5 million
and 10 banking offices. The three largest banks in the
market are affiliates of major state-wide banking or-
ganizations, each having total deposits in excess of $1
billion. Services ranks as the fifth largest bank in its
market and controls 13.6 percent of the total commer-
cial bank deposits within the market. F&M operates
one office in the market, which ranks as the seventh
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largest banking office and holds 6.3 percent of total
commercial bank deposits. The bank resulting from
approval of this application would rank as the third
largest in the market and would control about 20 per-
cent of the market's commercial bank deposits.

The closest office of F&M to Services is F&M's Army-
Navy branch, 0.6 miles north of Services' location. The
F&M Army-Navy branch has total deposits of $4.8 mil-
lion and is separated from Services by an interstate
highway, with eight competing bank offices in the in-
tervening area. Only two other F&M offices are within 5
miles of Services' site, and these offices are not in di-
rect competition with Services. Accordingly, there is no
meaningful competition between any office of F&M
and Services.

Under Virginia branching statutes, F&M could legally
establish a de novo office in Services' market. It does
not appear likely that F&M would choose this form of
market expansion in consideration of present real es-
tate development concentration in other parts of
Arlington County, the existing interstate highway sys-
tem with established traffic patterns, and the availabil-
ity of numerous banking alternatives both inside the
market and the larger Washington, D.C., metropolitan
area. Thus, the foreclosure of the potential for future
competition between F&M and Services is not a bar to
approval of this application.

The financial and managerial resources of F&M are
generally satisfactory. Services has experienced
heavy managerial and teller turnover during its 5-year
corporate existence. Additionally, Services has a high
loan/deposits ratio, and almost 40 percent of its de-
posits are in highly volatile, high-rate, certificates of
deposit. Because of Services' single location in Crystal
City, the bank has been unable to more effectively

compete for available business, and Services' earn-
ings have been low. Accordingly, the financial and
managerial resources of Services are less than satis-
factory, and the future prospects of the bank, absent
this proposal, are not considered good. The future
prospects of F&M and of the resultant bank are con-
sidered to be far more favorable.

As a result of this proposal, F&M can make available
to the present customers of Services a variety of spe-
cialized and sophisticated banking services and pro-
vide a more highly skilled and diversified banking staff.
F&M will provide Services' present customers with the
availability of transacting their banking business at 14
branches in Northern Virginia and 96 branches
throughout Virginia. Present Services' customers will
also realize the provision of trust services, international
banking services and additional lending capacity.
These are positive considerations on the issue of con-
venience and needs and lend additional weight for ap-
proval of the application.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicants' records of helping to meet the credit needs
of their communities, including low and moderate in-
come neighborhoods, is less than satisfactory.

This is the required prior written approval for the ap-
plicants to proceed with the proposed merger.

October 22, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it would not have a significantly adverse ef-
fect upon competition.

INDIAN HEAD NATIONAL BANK OF NASHUA,
Nashua, N.H., and Indian Head National Bank of Derry, Derry, N.H.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

Indian Head National Bank of Derry, Derry, N.H. (8038), with $ 43,963,000
and Indian Head National Bank of Nashua, Nashua, N.H. (15563), which had 188,010,000
merged November 30, 1979, under the charter and title of latter bank (15563). The merged bank at
date of merger had 231,973,000 11

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge Indian Head National Bank of Derry, Derry, N.H.
("Derry"), into Indian Head National Bank of Nashua,
Nashua, N.H. ("Nashua"). This application was filed on
July 25, 1979, and rests on an agreement signed by
the proponents on February 22, 1979. As of March 31,
1979, Nashua's and Derry's total deposits were $150.7
million and $33 million, respectively. Both participants
are subsidiaries of Indian Head Banks, Inc., a regis-
tered bank holding company.

This is a proposed corporate reorganization. It
presents no competitive issues under the Bank Merger
Act, 12 USC 1828(c). The financial and managerial re-
sources of the proponents are generally satisfactory.
The future prospects of the existing and proposed in-
stitutions are satisfactory. The new corporate structure
will permit the continuing bank to serve the conven-
ience and needs of its communities more efficiently.

A review of the record of this application and the in-
formation available to this Office as a result of its regu-
latory responsibilities revealed no evidence that the
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applicant's record of helping to meet the credit needs
of the entire community including low and moderate in-
come neighborhoods is less than satisfactory.

This decision is the prior written approval required
for the applicants to proceed with the merger.

October 26, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are both wholly owned subsidi-
aries of the same bank holding company. As such,
their proposed merger is essentially a corporate reor-
ganization and would have no effect on competition.

THE NATIONAL BANK AND TRUST COMPANY OF GLOUCESTER COUNTY,
Woodbury, N.J., and The National Bank of Manuta, Sewell, NJ.

Names of banks and type of transaction Total
assets*

Banking offices

In To be
operation operated

The National Bank of Manuta, Sewell, N.J. (12917), with $ 51,488,000 3
and The National Bank and Trust Company of Gloucester County, Woodbury, N.J. (1199), which
had 198,307,000 13
merged November 30, 1979, under the charter and title of latter bank (1199). The merged bank at
date of merger had 244,815,000 16

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge The National Bank of Manuta, Sewell, N.J. ("Se-
well Bank") into and under the charter of The National
Bank and Trust Company of Gloucester County,
Woodbury, N.J. ("Woodbury Bank"). The application
was filed on September 15, 1978, and is based on a
written agreement executed by the applicant banks on
August 9, 1978. As of June 30, 1978, Woodbury Bank
had total deposits of $159.4 million, and Sewell Bank
had deposits of $43.1 million. Woodbury Bank is a
wholly owned subsidiary of Community Bancshares
Corporation of Woodbury, N.J., a registered one-bank
holding company.

Woodbury Bank presently operates its main office
and 12 branch offices within Gloucester County. Se-
well Bank operates all of its three banking offices
within the same county. The narrowest relevant geo-
graphic market appears to be Gloucester County.
Within this market, Woodbury is the largest commercial
bank with 29.8 percent of market deposits, and Sewell
is the fourth largest with 8.1 percent. The resulting
bank would continue as the largest with 37.9 percent
of the total county deposits.

Gloucester County is in the southwest portion of
New Jersey across the Delaware River from Philadel-
phia and has an estimated population of 196,000. The
population increased an estimated 10 percent from
1970 to 1975. The application indicates that more than
45 percent of the residents work outside the county. It
is well known that many commuters bank at their place
of work as an alternative or in addition to their place of
residence. Taking this factor into account suggests
that the relevant geographic market should include the
Philadelphia and Camden, N.J., areas. This is the mar-
ket found appropriate by the Federal Reserve Board in
its advisory opinion to this Office. In this market, 52
banking organizations operate 776 offices and a num-
ber of them have deposits in excess of $1 billion.
Banks in the applicant's geographic position feel the

power of these urban commercial banks in their mar-
kets through the effect on commuters.

The applicant banks' main offices are 6 miles apart
and their closest offices are 3 miles apart; however,
there are other commercial banks with offices between
applicants' offices. Both banks are subject to competi-
tive pressures from the Gloucester County offices of
much larger New Jersey commercial banks headquar-
tered outside the county. The Comptroller finds that
the proposed merger would eliminate some existing
competition but that there would remain a large num-
ber of alternative sources for banking services in all
relevant markets. Consequently, the competitive ef-
fects are not likely to substantially lessen competition
in any relevant market or otherwise violate the stan-
dards found in 12 USC 1828(c)(5).

The financial and managerial resources of Wood-
bury Bank are satisfactory. The financial and manage-
rial resources of the Sewell Bank are less than satis-
factory. The future prospects of the combined bank
are good and considerably better than the future pros-
pects of the Sewell Bank.

As a result of this merger, Woodbury Bank intends to
make available new and expanded banking services
to the present customers of Sewell Bank, including,
but not limited to, trust department services, bank
credit cards, overdraft checking and an expanded
credit limit. These facts are positive considerations on
the issue of convenience and needs. The Comptroller
is not aware of any negative factors on this issue.

This application was filed prior to the November 6,
1978, effective date of the Comptroller's Community
Reinvestment Act Regulations, 12 CFR 25. However,
pursuant to the Community Reinvestment Act, Public
Law No. 95-128, available information relevant to the
banks' record of meeting their community credit needs
was reviewed, revealing no evidence to suggest that

* Assets are as of call dates immediately before and after
transaction.
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the applicants are not meeting the credit needs of their
communities, including low and moderate income
neighborhoods.

This opinion is the prior written approval required by
the Bank Merger Act, 12 USC 1828(c), in order for the
applicants to merge under their previously referenced
agreement.

August 29, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

Both institutions operate in Gloucester County in the
southwestern portion of New Jersey across the Dela-
ware River from Philadelphia. The county has experi-
enced rapid population growth which is expected to
continue. Much of the county remains rural in charac-
ter although it is also a suburban residential area for
Philadelphia and Camden.

According to the application, Applicant's service
area almost completely overlaps the service area of
Bank. At least three of Applicant's branches are lo-
cated within 3 miles of Bank's main office, and three of
Applicant's branches are within 5 miles of Bank's
northern-most branch. While offices of several other
banks are located in the immediate vicinity, Applicant
is the dominant banking institution in Gloucester
County. Thus, it is obvious that the proposed merger
would combine two sizeable direct competitors and
would eliminate substantial existing competition be-
tween them.

Seventeen banking institutions operate 61 offices in
Gloucester County, with the four largest institutions
controlling approximately 65.6 percent of total de-
posits. Applicant is the largest commercial bank in the

county with approximately 30 percent of total deposits.
Bank ranks fourth with 8.1 percent of total deposits in
the county. If the merger were consummated the re-
sulting bank would control 38 percent of total deposits
in the county and would increase the four-firm concen-
tration ratio in the county 72.6 percent.

Applicant attempts to justify the merger by citing the
need for capital investment in electronic fund transfers
("EFT") mechanisms, particularly automated teller ma-
chines, in order to maintain its market position in the
current market. It suggests that only by combining the
smaller institutions presently in the market will any lo-
cal institutions be able to assume the capital costs
necessary for EFT development. This suggestion runs
completely contrary to the studies of EFT that have
been done to date. The National Commission on Elec-
tronic Fund Transfers, after a careful review of all the
existing literature in the field, concluded that EFT
equipment, particularly automated teller machines,
was certainly within the reach of middle and small fi-
nancial institutions. In fact, much of the evidence sug-
gests that access to EFT equipment can actually en-
hance the ability of smaller local banks to compete
with statewide institutions because they would no
longer have to rely on costly investments in new
branches in order to compete effectively. See EFT in
The United States; Final Report of the National Com-
mission on Electronic Fund Transfers, October 28,
1977, Chapter 7.

In sum, the proposed merger would eliminate sub-
stantial existing competition between the two institu-
tions and would increase concentration in Gloucester
County. We therefore conclude that, overall, the mer-
ger would have an adverse effect on competition.

THE LAKE COUNTY NATIONAL BANK OF PAINESVILLE,
Painesville, Ohio, and The Commercial Bank, Ashtabula, Ohio

Names of banks and type of transaction

The Commercial Bank, Ashtabula, Ohio, with
and The Lake County National Bank of Painesville, Painesville, Ohio (14686),
merged December 1, 1979, under charter and title of latter bank (14686). The
of meraer had

which had
merged bank at date

Total
assets*

$ 28,454,000
349,920,000

375,602,000

Banking

In
operation

5
18

offices

To be
operated

23

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge The Commercial Bank, Ashtabula, Ohio
("Bank"), into The Lake County National Bank of
Painesville, Painesville, Ohio ("Lake Bank"). This appli-
cation was filed on June 7, 1979, and rests on an
agreement between the proponents dated February
15, 1979. As of December 31, 1978, Bank had total
deposits of $22.9 million, and Lake Bank's total de-

* Asset figures are as of call dates immediately before and
after transaction.

posits were $304.8 million. Lake Bank has a total of 19
banking offices, and Bank operates five offices.

The relevant geographic market area for Bank is the
northern part of Ashtabula County where its banking
offices are located. Bank is the third largest of four
banks in Ashtabula County with 9.3 percent of total de-
posits. The relevant geographic market area for Lake
Bank is Lake County where Lake Bank ranks as the
largest of six banks and controls 59 percent of the
area's deposits. The nearest offices of the proponents
are Lake Bank's two Madison offices and Bank's Ge-
nea office, slightly less than 7 miles apart. The area
between these offices is almost entirely farm land
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which acts as an effective barrier. There is only mini-
mal existing competition between Bank and Lake
Bank. Lake Bank derives only a negligible 0.59 per-
cent of its total deposits from the area served by Bank,
and Bank derives virtually no deposits from the area
served by Lake Bank. Approval of this application
would have no significantly adverse effect on competi-
tion in either Ashtabula or Lake County or otherwise be
violative of the standards found in 12 USC 1828(c)(5).

The financial and managerial resources of both
Bank and Lake Bank are satisfactory. The future pros-
pects of Bank are somewhat limited in view of its rela-
tively small size and the fact that it faces direct compe-
tition from substantially larger bank holding company
affiliated banks. The future prospects of the combined
bank are good.

As a result of this merger, Lake Bank will be in a po-
sition to offer new and expanded banking services to
Bank's customers, including bank credit cards, auto-

matic transfers from savings to checking accounts,
automated teller machines and trust services. These
are positive considerations on the issue of conven-
ience and needs.

A review of the record of this application and other
information available to the Comptroller as a result of
regulatory responsibilities revealed no evidence that
Lake Bank's record of helping to meet the credit needs
of the entire community including low and moderate in-
come neighborhoods is less than satisfactory.

This decision is the prior written approval required in
order for the applicants to proceed with the proposal.

October 31, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it would not have a significantly adverse ef-
fect upon competition.

THE NEW FARMERS NATIONAL BANK OF GLASGOW,
Glasgow, Ky., and The Peoples Bank, Cave City, Ky.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

The Peoples Bank, Cave City, Ky., with $10,987,000
and The New Farmers National Bank of Glasgow, Glasgow, Ky. (13651), which had 71,142,000
merged December 1, 1979, under the charter and title of latter bank (13651). The merged bank at
date of merger had 82,129,000

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge The Peoples Bank, Cave City, Ky. ("Peoples"),
into and under the charter of The New Farmers Na-
tional Bank of Glasgow, Glasgow, Ky. ("New
Farmers"). The application was filed on May 9, 1979,
and is based on a written agreement executed by the
applicant banks on December 14, 1978.

New Farmers is a national bank that had total de-
posits of $56.9 million on December 31, 1978. It oper-
ates a main office and two branches in Glasgow, the
county seat of Barren County, and one office in Hi-
seville.

Peoples, a state-chartered bank, had total deposits
of $9.8 million on December 31, 1978. It operates a
single banking office within Cave City which is in the
northwestern corner of Barren County.

New Farmers competes in a banking market consist-
ing of Barren and Hart Counties and the eastern half of
Metcalfe County, Ky. New Farmers is the second larg-
est of nine commercial banks operating in this market
with 28 percent of the market's commercial bank de-
posits. Peoples, with its market area entirely included
within New Farmers' market, is the third smallest bank
with less than 5 percent of the market's total deposits.
The resulting bank, with 33 percent of market deposits,
would be the largest bank in this market. Citizens Bank

and Trust Company of Glasgow (deposits - $65 mil-
lion), currently the largest bank in the market, holds al-
most 32 percent of total market deposits and would
continue in direct competition with the resulting bank.
Eight commercial banks would remain as alternative
sources of banking services in the market.

Due to its size, Peoples serves only the immediate
Cave City area and an adjoining portion of southern
Hart County. Cave City addresses account for 66 per-
cent of its individual, partnership and corporate de-
mand deposit accounts. Citizens Bank and Trust Com-
pany of Glasgow operates a branch directly across the
street from Peoples in Cave City. New Farmers' closest
branch, the Hiseville is approximately seven miles east
of Cave City. The area between these offices is
sparsely populated, rural and predominantly agricul-
tural. Therefore, consummation of this merger would
not eliminate any meaningful existing competition be-
tween the two banks.

New Farmers could establish a branch office in
Cave City. However, because of its small population,
Cave City is not attractive for ate novo entry by a third
commercial bank. Conversely, Peoples has shown nei-
ther the desire nor the capacity to expand outside of
Cave City and it is unlikely to do so in the foreseeable
future. Accordingly, consummation of this merger will
not substantially lessen competition or otherwise vio-
late the standards found in 12 USC 1828(c)(5).
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The financial resources of both New Farmers and
Peoples are satisfactory. The managerial resources of
both New Farmers are satisfactory while those of Peo-
ples are limited. The bank has only two officers. One is
in poor health and the other is approaching retirement
age. Because of its small size, its ability to attract ca-
pable successor management is limited. The bank's
future prospects are limited. New Farmers possesses
the necessary financial and managerial resources to
serve Peoples' market area and its future prospects
are favorable.

As a result of this merger, New Farmers intends to
offer new and expanded banking services to the
present customers of Peoples, including but not lim-
ited to, bank credit cards, expanded trust services,
additional expertise in agricultural lending, floor plan
loans, Christmas Club accounts and a substantially
greater lending limit. It will be able to more conven-
iently satisfy the banking needs of the Cave City com-
munity.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
banks' records of helping to meet the credit needs of
the communities, including low and moderate income
communities, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), for the appli-
cants to proceed with the merger.

October 15, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

Bank is located only 7 miles from Applicant's branch in
Hiseville and 11 miles from Applicant's Glasgow
branches. There are no banks in the intervening area,
although the two other banks located in Barren each
maintain offices in Glasgow. It therefore appears that
the proposed merger will eliminate a substantial
amount of existing competition between Applicant and
Bank.

Banking is highly concentrated in Barren County.
There are only four commercial banks in the county,
holding 47.7 percent, 42.7 percent, 7.1 percent and
2.5 percent of county deposits. The combination of
Applicant, the second largest bank in the county with a
42.7 percent share of deposits with Bank, the third
largest with a 7.1 percent share, would make Appli-
cant the largest bank in the county, would result in the
two largest banks controlling approximately 90 percent
of county deposits, and would reduce from four to
three the number of banks operating in the county.
Moreover, the increase in concentration is particularly
significant here because under Kentucky law, banks
may not expand de novo (either by branching or by
establishing multibank holding companies) outside of
their home office counties. Barren County is, therefore,
closed to entry by existing Kentucky banks, thus elimi-
nating them as possible sources of deconcentration in
Barren County.

In sum, the proposed acquisition would have an ad-
verse effect upon competition.

SUN FIRST NATIONAL BANK OF LAKE WALES,
Lake Wales, Fla., and Sun First National Bank of Polk County, Auburndale, Fla.

Names of banks and type of transaction Total
assets*

Banking offices

In To be
operation operated

Sun First National Bank of Lake Wales, Lake Wales, Fla. (14923), with $45,057,000
and Sun First National Bank of Polk County, Auburndale, Fla. (16786), which had 37,328,000
merged December 1, 1979, under the charter and title of latter bank (16786). The merged bank at
date of merger had 83,925,000

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge Sun First National Bank of Lake Wales, Lake
Wales, Fla. ("Lake Wales"), into and under the charter
of Sun First National Bank of Polk County, Auburndale,
Fla. ("Auburndale"). The application was filed on Au-
gust 2, 1979, and is based on a written agreement ex-
ecuted by the applicant banks on July 17, 1979.

Lake Wales and Auburndale are national banks that
had total deposits of $38.0 million and $31.8 million,
respectively, as of June 30, 1979.

* Assets are as of call dates immediately before and after
transaction.

The two banks are wholly owned, with exception of
directors' qualifying shares, and controlled by Sun
Banks of Florida, Inc., Orlando, Fla., a registered bank
holding company. Consummation of this corporate re-
organization would have no effect on competition. A
review of the financial and managerial resources and
future prospects of the existing and proposed institu-
tions, and the convenience and needs of the commu-
nity to be served has disclosed no reason why this ap-
plication should not be approved.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
banks' records of helping to meet the credit needs of
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their communities, including low and moderate income
neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), for the appli-
cants to proceed with the merger.

October 15, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are both wholly owned subsidi-
aries of the same bank holding company. As such,
their proposed merger is essentially a corporate reor-
ganization and would have no effect on competition.

NATIONAL CENTRAL BANK,
Lancaster, Pa., and Lebanon County Trust Company, Lebanon, Pa.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

Lebanon County Trust Company, Lebanon, Pa., with $ 64,990,000
and National Central Bank, Lancaster, Pa. (694), which had 1,643,036,000
merged December 3, 1979, under charter and title of latter bank (694). The merged bank at date of
merger had 1,708,026,000

3
60

63

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge Lebanon County Trust Company, Lebanon, Pa.
("Lebanon"), into and under the charter of National
Central Bank, Lancaster, Pa. ("National Central"). The
application was accepted for filing on June 19, 1979,
and is based on a written agreement executed by the
proponents on February 27, 1979.

National Central, a wholly owned subsidiary of Na-
tional Central Financial Corporation, Lancaster, Pa., a
one-bank holding company, had total deposits of $1.3
billion on December 31, 1978. It operates 57 banking
offices: 15 in Lancaster County, 16 in Berks County, 12
in York County, nine in Dauphin County, three in
Chester County and two in Lebanon County.

Lebanon had total deposits of $53.2 million on De-
cember 31, 1978. It operates three offices in Lebanon
County, two in the City of Lebanon and one in Mount
Gretna. It has no offices outside Lebanon County.

The relevant market for consideration in this pro-
posal is Lebanon County. Lebanon ranks as the fifth
largest of 11 commercial banks in this market, control-
ling approximately 11 percent of the market's commer-
cial bank deposits. National Central, with two branches
in this market, represents the ninth largest bank with
less than 5 percent of total market deposits. If this mer-
ger is consummated, the resulting bank will rank as
the second largest bank in this market with approxi-
mately 16 percent of total commercial bank deposits.
The largest bank in the market, headquartered in Leb-
anon, would continue to hold in excess of 20 percent
of the market's deposits. Additionally, the third and
fourth largest banks in the market, each with approxi-
mately 13 percent of total market deposits, are branch
offices belonging to larger regional commercial banks
headquartered outside Lebanon County in Harrisburg
and Reading, Pa.

The closest offices of Lebanon and National Central
are some 11 miles apart. The intervening area be-
tween these offices is predominantly rural and
sparsely populated. There are numerous banking of-

fices of competing commercial banks in close proxim-
ity to Lebanon, including the branch offices of com-
mercial banks headquartered outside Lebanon
County. Therefore, the proposed merger would not
eliminate any meaningful existing competition between
the two banks.

Applicable state banking statutes permit branching
by a commercial bank within its home office county
and all counties immediately contiguous. Thus, the
proponent banks could branch into areas served by
the other. However, Lebanon has shown no desire to
expand outside the Lebanon market area, and it does
not appear likely that the bank would expand cfe novo
into areas served by National Central. Conversely, the
likelihood that National Central would enter the Leba-
non area appears remote since the area is already
served by eight commercial banking organizations
and is not attractive for de novo entry. Accordingly, the
potential for future competition between the proponent
banks is minimal. Overall, approval of this application
would not have a substantially adverse effect on com-
petition.

The financial and managerial resources of both Na-
tional Central and Lebanon are satisfactory. The future
prospects of the two banks, independently and in
combination, are favorable.

After consummation of this transaction, the addi-
tional capabilities of National Central will be made
available to the present customers of Lebanon in such
areas as full trust services, overdraft checking, interna-
tional banking, equipment lease financing and ex-
panded lending limit. These facts are positive consid-
erations on the issue of convenience and needs, and
the Comptroller is unaware of any negative factors in
this issue.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
banks' records of helping to meet the credit needs of
the communities, including low and moderate income
communities, is less than satisfactory.
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This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), for the appli-
cants to proceed with the merger.

October 25, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

Lebanon County (1975 population 105,723) is located
in southcentral Pennsylvania. The city of Lebanon (the
county seat and a hub of commerce, industry and fi-
nance) is approximately 80 miles northwest of Phila-
delphia, 27 miles west of Reading and 23 miles east of
Harrisburg. The county's economy is based on a diver-
sified mix of farming (53 percent of the land in the
county is pasture or cropland) and industries such as
primary metals and apparel/textile products (employ-
ing 22.5 percent and 18.5 percent of the county's in-
dustrial workers, respectively). During the last several
years, the county has experienced moderate growth.
Population rose 6.1 percent from the 1970 level to
1975, and per capita personal income increased 46.2
percent from the 1969 level to 1974, (1959-1969 in-
crease: 39.4 percent. The economic outlook for both
the county and the city of Lebanon area appears fa-
vorable.

The nearest office of Applicant to Bank is its office in

Richland, Lebanon County, located 12 miles east of
Bank's main office in the city of Lebanon. Although of-
fices of other banks are closer to Bank than
Applicant's Richland office, it appears that the pro-
posed merger would eliminate direct competition be-
tween Applicant and Bank.

Eleven commercial banks currently operate offices
in Lebanon County; seven of these are headquartered
in Lebanon County. As of June 30, 1978, Bank held
the fifth largest share (11.08 percent) and Applicant
held the ninth largest share (4.52 percent) of the total
deposits held in Lebanon County banking offices. Six
banks in the county each account for less than 10 per-
cent of the total deposits. If the proposed transaction
is consummated, the resulting bank will hold the sec-
ond largest share (15.6 percent) of total deposits held
in county banking offices. Concentration among the
four largest banks in the county—in terms of total
county deposits—would increase from 58.85 percent
to 62.47 percent.

Under Pennsylvania law, both Applicant and Bank
could be permitted to establish additional ate novo of-
fices in Lebanon County. The proposed merger, there-
fore, will eliminate the potential for increased future
competition between them.

Overall, in our view, the proposed transaction would
have an adverse effect on competition.

NORTH CAROLINA NATIONAL BANK,
Charlotte, N.C., and The Bank of Asheville, Asheville, N.C.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

The Bank of Asheville, Asheville, N.C, with $ 103,418,000
and North Carolina National Bank, Charlotte, N.C. (13761), which had 5,264,166,000
merged December 3, 1979, under the charter and title of the latter bank (13761). The merged bank
at date of merger had 5,485,502,000

9
162

171

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge The Bank of Asheville, Asheville, N.C. ("Bank"),
into and under the charter of North Carolina National
Bank, Charlotte, N.C. ("NCNB"). This application was
filed on September 14, 1979, and rests on an agree-
ment executed by the proponents on June 20, 1979.
As of March 31, 1979, NCNB had total deposits of $3.8
billion and ranked as the second largest commercial
banking organization headquartered in North Carolina.
NCNB is a banking subsidiary of NCNB Corporation,
Charlotte, a registered bank holding company. On
March 31, 1979, Bank had total deposits of $87.2 mil-
lion.

The relevant geographic market for analysis in this
proposal is Buncombe County, N.C. Within this market
there are six banking organizations that operate a total
of 41 offices and have total market deposits of $433.7

million. With the exception of NCNB, the five largest
banks in the state have offices in the market. The larg-
est bank in the market and in the state is Wachovia
Bank & Trust Co., Winston-Salem, N.C, which controls
41.6 percent of total market commercial bank de-
posits. The second largest bank in the market and
third largest in the state is First Union National Bank,
Charlotte, with 21.4 percent of total commercial bank
deposits in the market. Bank ranks as the third largest
bank in its market and has 18.7 percent of the com-
mercial bank deposits. Northwestern Bank, North
Wilkesboro, N.C, ranks as the fourth largest bank in
both the market and state. Northwestern Bank controls
11.2 percent of commercial bank deposits held by all
banks in the market. First-Citizens Bank & Trust Co.,
Raleigh, N.C, is the fifth largest bank in the market
and state and has 4.5 percent of market deposits. The
smallest bank in the market, Western Carolina Bank,
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Asheville, currently controls only 2.6 percent of total
market deposits. Western Carolina Bank has filed an
application with this Office to merge with First National
Bank of Catawba County, Hickory, N.C. If the merger
is approved, First National Bank of Catawba County
will have total deposits in excess of $250 million and
will operate 22 offices in eight western North Carolina
counties, including Buncombe County.

As noted above, NCNB has no present offices in the
market. Inasmuch as the smallest bank in the market is
currently a merger partner with another bank, and all
other banks in the market, except for Bank, are offices
of major state-wide branch banking systems, Bank is
the only independent bank in its market that is cur-
rently available for acquisition. The closest offices of
NCNB and Bank are 24 miles apart. Since Bank is not
a competitor outside Buncombe County and NCNB is
not a competitor within that county, there is no existing
competition between the proponents. Accordingly, ap-
proval of this application would not substantially lessen
competition within the market.

Pursuant to applicable North Carolina branch bank-
ing statutes, NCNB could legally establish a de novo
office within Bank's market. NCNB has not expanded
into a new market since 1974, and it has never at-
tempted to enter Buncombe County with a de novo of-
fice. In consideration of the number of financial institu-
tions currently serving Bank's market and the relatively
low income level and slow economic growth rate of the
market, it does not appear likely that NCNB would
choose to enter Bank's market via de novo expansion
within the forseeable future. Thus, the elimination of
any potential for competition developing between

NCNB and Bank is not considered great and presents
no bar to approval of this application.

The financial and managerial resources of NCNB
and Bank are generally satisfactory. The future pros-
pects of Bank are uncertain when considered in light
of its relatively small size and the fact that it faces di-
rect competition from substantially larger competitors,
some of which are affiliated with banking organizations
that are the largest operating in the State. The future
prospects of NCNB and the resultant bank are good.

As a result of this proposal, present customers of
Bank should benefit from the introduction of NCNB into
their market and the stimulated bank competitive at-
mosphere that will result. NCNB will also offer new and
expanded banking services including, but not limited
to, FHA-insured and VA-guaranteed mortgage loans,
more and larger commercial loans, small business
loans, dealer financing for consumer purchases, agri-
cultural loans, international banking services, auto-
mated teller machines and trust services. These are all
positive considerations on the issue of convenience
and needs.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that
NCNB's record of helping to meet the credit needs of
its entire community, including low and moderate in-
come neighborhoods, is less than satisfactory.

This is the required prior written approval for the ap-
plicants to proceed with the merger.

November 2, 1979

The Attorney General's report was not received.

AMERICAN NATIONAL BANK AND TRUST COMPANY OF CHICAGO,
Chicago, III., and Mercantile National Bank of Chicago, Chicago, III.

Names of banks and type of transaction Total
assets*

Banking offices

In To be
operation operated

Mercantile National Bank of Chicago, Chicago, III. (14419), with $ 64,846,797
was purchased December 7, 1979, by American National Bank and Trust Company of Chicago,
Chicago, III. (13216), which had 2,219,591,000
After the purchase was effected, the receiving bank had 2,518,247,000

COMPTROLLER'S DECISION

This is the Comptroller's decision on the application of
American National Bank and Trust Company of Chi-
cago, Chicago, III. ("American"), to purchase certain
of the assets and assume certain of the liabilities of
Mercantile National Bank of Chicago, Chicago, III.
("Mercantile"). This application was filed on Septem-
ber 17, 1979, and is based upon an agreement exe-
cuted by the proponents on August 8, 1979. As of May
31, 1979, American had total deposits of $1.7 billion,
and Mercantile's total deposits were $62.3 million.
American is a wholly owned subsidiary of Walter E.
Heller International Corporation, Chicago, a registered
one-bank holding and multinational finance company.

American competes in a banking market which is
approximated by the Chicago Standard Metropolitan
Statistical Area ("SMSA"). In this market, there are over
425 commercial banking organizations operating more
than 625 banking offices. American is the fifth largest
banking organization in this market with approximately
2.3 percent of the market's commercial bank deposits.
Mercantile operates in a market entirely included in
American's banking market. If the proposed purchase
transaction is consummated, American will continue to
rank as the fifth largest commercial banking organiza-

* Asset figures for the acquiring bank are as of call d&tes im-
mediately before and after transaction.
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tion in the Chicago SMSA and will increase its share of
market deposits by a mere 0.1 percent. The four larger
banks in the market represent substantial commercial
banking organizations, and collectively, they control
some 51 percent of the SMSA's commercial bank de-
posits.

American and Mercantile both operate a main office
and one branch office facility within the Chicago met-
ropolitan area. American is in downtown Chicago near
the heart of the city's financial district. Mercantile is on
the southwestern edge of downtown Chicago in an
area recently rejuvenated, resulting in an improved
business environment. While the main offices of the
two banks are within several blocks of each other,
there are numerous banking offices of competing com-
mercial banks in and around the area between the
proponents offices, including offices of the larger Chi-
cago commercial banks. Moreover, given the size dis-
parity between the two banks, combined with the
present overall condition of Mercantile, it is evident
that there is minimal existing competition between
American and Mercantile. Consequently, approval of
this application would not substantially lessen compe-
tition in any relevant market.

The financial and managerial resources of American
are satisfactory. The financial and managerial re-
sources of Mercantile are unsatisfactory. At the last ex-
amination of Mercantile, conducted by this Office on
May 31, 1979, the condition of the bank was consid-
ered critical. Mercantile has been under caretaker
management since the death of its chairman and pres-

ident in October 1978. This has further exacerbated
substantial operating problems facing the bank. Ac-
cordingly, the future prospects of Mercantile are un-
certain and absent consummation of this proposal are
extremely limited.

American and Mercantile both currently offer a full
range of commercial banking services to their cus-
tomers. While this proposal will not result in the imme-
diate introduction of any new or expanded banking
services, the resulting bank would be a more meaning-
ful competitor within the Chicago area, and as a result,
the banking public would be better served. The Comp-
troller is unaware of any negative factors on the issue
of convenience and needs.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicants' records of helping to meet credit needs of
the communities, including low and moderate income
neighborhoods, is less than satisfactory.

This merger may not be consummated until proof of
compliance with 12 USC 215a(2) is submitted to the
Comptroller.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed transac-
tion.

October 26, 1979

The Attorney General's report was not received.

NORTHWESTERN NATIONAL BANK OF SIOUX FALLS,
Sioux Falls, S. Dak., and Springfield State Bank, Springfield, S. Dak.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

Springfield State Bank, Springfield, S. Dak., with $ 6,984,000
and Northwestern National Bank of Sioux Falls, Sioux Falls, S. Dak. (10592), which had 418,613,000
merged December 14, 1979, under the charter and title of latter bank (10592). The merged bank at
date of merger had 425,704,000

1
16

17

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge Springfield State Bank, Springfield, S. Dak.
("Bank"), into and under the charter of Northwestern
National Bank of Sioux Falls, Sioux Falls, S. Dak.
("Northwestern"). This application was filed on August
21, 1979, and is based on an agreement signed by the
participants on May 10 and May 15, 1979. On Decem-
ber 31, 1978, Bank had total deposits of $5.8 million,
and Northwestern had total deposits of $320.5 million.

Northwestern is a subsidiary of Northwest Bancor-
poration, Minneapolis, Minn. ("Bancorp"), a registered
multibank holding company with total deposits of $1.8
billion. Bancorp has 83 subsidiaries that operate in
seven states. Bancorporation is the largest of 119
banking organizations in the state with approximately
23 percent of the commercial bank deposits. Consum-

mation of this proposal would not significantly increase
its share of bank deposits in South Dakota.

The relevant geographic market for analysis of the
competitive effects of this proposal is Bon Homme
County in southeastern South Dakota. The county has
about 9,000 residents. Within this market, there are five
commercial banks with a total of $37 million in de-
posits. The two largest banks in the market control al-
most 72 percent of the market's total deposits. Bank,
the third largest bank in the market with 15.8 percent
of market deposits operates a single office. The clos-
est offices of the two banks are over 79 miles apart,
and Northwestern derives no loan or deposit accounts
from Bon Homme County. Consummation of this pro-
posal would constitute Bancorp's initial entry into Bon
Homme County, and this entrance should stimulate the
competitive atmosphere within the relevant geographic
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market. Northwestern is prohibited by South Dakota
law from establishing branches in Springfield other
than by merger or consolidation. Bancorp could estab-
lish a new bank in Springfield. However, there are now
five banks serving the needs of Bon Homme County's
9,000 residents.

There have been no new banking offices estab-
lished in the county in the last 5 years. The county
does not appear to be attractive for ate novo entry, and
it is unlikely that Bancorp would choose to do so in the
foreseeable future. Accordingly, the competitive ef-
fects are not likely to substantially lessen competition
in any relevant market.

Northwestern's financial and managerial resources
are satisfactory. Bank's present condition is satisfac-
tory, but because of small size, its ability to attract suc-
cessor management and provide expanded and so-
phisticated banking services is limited. Therefore, its
financial and managerial resources and its future pros-
pects as an independent institution are also limited.
The future prospects of the resultant bank are good.

Northwestern proposes to offer new and expanded
banking services to the Bon Homme banking market.
These services include a significantly larger legal lend-

ing limit, pre-approved lines of credit connected to
personal checking accounts, individual retirement ac-
counts, Keogh Plans, Treasury bill certificates and in-
creased availability of home mortgages. These facts
are positive considerations on the issue of conven-
ience needs and lend additional weight toward ap-
proval of the application.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that
Northwestern's record of helping to meet the credit
needs of its entire community, including low and mod-
erate income neighborhoods, is less than satisfactory.

This decision is the required prior written approval of
the Bank Merger Act, 12 USC 1828(c), in order for the
applicants to proceed with the merger.

October 26, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

We have reviewed this proposed transaction and con-
clude that it would not have an adverse effect on com-
petition.

FIRST NATIONAL BANK OF CATAWBA COUNTY,
Hickory, N.C., and Western Carolina Bank and Trust Company, Asheville, N.C.

Names of banks and type of transaction Total
assets*

Banking offices

In To be
operation operated

Western Carolina Bank and Trust Company, Asheville, N.C, with $ 22,591,000
was purchased December 28, 1979, by First National Bank of Catawba County, Hickory, N.C.
(4597), which had 276,607,000
After the purchase was effected, the receiving bank had 315,981,000

8

15
23

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application by
First National Bank of Catawba County, Hickory, N.C.
("FNB"), to purchase the assets and assume the liabili-
ties of Western Carolina Bank & Trust Company,
Asheville, N.C. ("Western"). This application was filed
on October 10, 1979, and is based on an agreement
executed by the participants on August 22, 1979. As
of June 30, 1979, FNB had total commercial bank de-
posits of $237.9 million, and Western's total deposits
were $21 million.

The relevant market for analysis in this application is
the five North Carolina counties where Western has at
least one banking office. These counties are Bun-
combe (where Western is headquartered and operates
two branches), Haywood, Henderson, Transylvania
and Burke. Within this market, there are eight banking
•organizations that have total commercial bank de-
posits of $790.6 million and operate a total of 75 of-
fices. The largest bank in this market is also the largest
bank in North Carolina, Wachovia Bank and Trust
Company of Winston-Salem. Wachovia has total com-
mercial bank deposits of $241 million in the market, or

almost 31 percent of total market deposits. The three
largest banks in the market—Wachovia, First Union
National Bank and Northwestern Bank, respectively—
control slightly less than 80 percent of the market's de-
posits. Western ranks as the sixth largest bank in its
market and controls a modest 3 percent of the total
deposits.

FNB has no offices in any of the five counties where
Western operates. FNB has a total of 15 offices: 12 in
Catawba County (of which six are in Hickory), one
Alexander County and two in Ashe County. The closest
offices of the proponents are approximately 20 miles
apart, and there are numerous offices of competitor
banks in the intervening area. Additionally, McDowell
County, where neither FNB or Western operates an of-
fice, is between the proponents' closest offices. Based
on these facts, there is no meaningful existing compe-
tition between the proponents.

Pursuant to applicable North Carolina banking stat-
utes and with prior regulatory approval, the propo-

* Asset figures are as of call dates immediately before and
after transaction.
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nents could establish a de novo office in each other's
market. The likelihood of this event appears remote
when the present structure of FNB's and Western's re-
spective markets is considered together with the rela-
tively small size of Western in comparison to its major
competitors.

The financial and managerial resources of FNB are
satisfactory. While Western's present condition is gen-
erally satisfactory, its relatively small size inhibits its
ability to attract successor management and to pro-
vide expanded financial services. Accordingly, its fi-
nancial and managerial resources are not totally satis-
factory. Additionally, its future prospects are also
limited in view of its relative small size and the fact that
it experiences direct competition from substantially
larger competitors, some of which are affiliated with
banking organizations that are the largest operating in
the state. The future prospects of the resulting bank
are good.

As a direct result of this transaction, FNB will intro-

duce new banking services not now offered by West-
ern. These services include full trust services, con-
sumer credit services, customer services and
business development services, international banking
services and an increased emphasis on personal
banking services. These are positive considerations on
the issue of convenience and needs.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that
FNB's record of helping to meet the credit needs of the
entire community, including low and moderate income
neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act for the applicants to proceed
with with proposal.

November 27, 1979

The Attorney General's report was not received.

THE ONEIDA NATIONAL BANK AND TRUST COMPANY OF CENTRAL NEW YORK,
Utica, N.Y., and The Little Falls National Bank, Little Falls, N.Y.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

The Little Falls National Bank, Little Falls, N.Y. (2406), with $ 19,478,000 1
and The Oneida National Bank and Trust Company of Central New York, Utica, N.Y. (1392), which
had 686,295,000 33
merged December 28, 1979, under the charter and title of latter bank (1392). The merged bank at
date of merger had 704,735,000 34

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge The Little Falls National Bank, Little Falls, N.Y.
("Bank"), into and under the charter of The Oneida Na-
tional Bank and Trust Company of Central New York,
Utica, N.Y. ("Oneida"). This application was filed on
August 9, 1979, and is based on an agreement exe-
cuted by the proponents on June 18, 1979.

Oneida is a national bank that had total deposits of
$608.3 million as of June 30, 1979. It operates 33
banking offices in the seven counties of Oneida, Herki-
mer, Oswego, Onondaga, Wayne, St. Lawrence and
Franklin in upstate New York. The preponderence of
the population and economic activity within this serv-
ice area is centered in Utica and Rome. Oneida expe-
riences direct local competition within its market from
five multibillion dollar deposit money center banks
based in New York City and one based in Buffalo.
Since the passage of statewide branching in 1976,
these competitors have been aggressively expanding
their efforts in Oneida's service area.

Bank, with deposits of $16.7 million, operates a sin-
gle banking office within the Little Falls, which is in the
southeastern portion of Herkimer County.

Because of its size, Bank serves an area limited to

Little Falls and the immediate surrounding area. Bank
generates 82 percent of its total deposits and extends
a preponderence of its loans within a 5-mile radius of
the city. Because of the sparsely populated and rug-
ged topography of this part of the state, commutation
patterns and limited highway access between commu-
nities, we believe that this 5-mile radius represents the
appropriate definition of Bank's market. Therefore, this
is the appropriate market for competitive analysis un-
der the Bank Merger Act.

New York state banking statutes permit de novo
branch expansion by commercial banks into any mu-
nicipality within the state (except for those municipali-
ties with a population of less than 50,000 inhabitants
and where an independent commercial bank is head-
quartered). Consequently, Bank enjoys "home office
protection," and the only avenue for entry into Little
Falls by Oneida is through the acquisition of an exist-
ing bank.

In its market, Bank competes directly with the Herki-
mer County Trust Company, Little Falls, who with $41
million in deposits controls approximately 61 percent
of the total commercial bank deposits in this market. In
addition, keen competition is now provided by the Lit-
tle Falls office of the Mohawk Valley Savings and Loan
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Association.* Increased competition for time deposits
is important as Bank's present deposit structure is
comprised of 83 percent time money.

Oneida's closest branch to Bank is located approxi-
mately 8 miles distant in Dolgeville. A total of 0.2 per-
cent of Oneida's deposits and 0.7 percent of its total
loans are derived from Bank's market. Accordingly,
consummation of this merger will eliminate some but
not a substantial amount of direct competition. More-
over, the "home office protection" minimizes the po-
tential for any increase in this level of competition by
foreclosing Oneida's de novo entry. Even if "home of-
fice protection" could be eliminated, the chances of de
novo entry in close proximity to Little Falls are remote
because of the area's low economic growth and lim-
ited site availability due to the rugged topography.

The financial and managerial prospects of the two

* The New York Banking Department approved the merger of
Little Falls Building Savings and Loan Association and ll'ian
Savings and Loan Association to form the Mohawk Valley
Savings and Loan Association on June 22, 1979.

banks independently are favorable and in combination
are excellent. (12 USC 1828(c)(5)).

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicants' records of helping to meet community
credit needs, including those of low and moderate in-
come neighborhoods, is less than satisfactory.

After consummation of this merger, the convenience
and needs of Bank's present customers will be greatly
enhanced. Such benefits include the offering of serv-
ices not otherwise available such as revolving credit
card lines of credit, full trust services, specialized ex-
pertise in agricultural lending, overdraft checking, ex-
panded deposit services, computer services and an
increased lending limit. These positive considerations
on the issue of convenience and needs clearly out-
weigh any adverse effects that might occur from the
elimination of slight direct competition between Bank
and Oneida. Accordingly, this merger is in the public
interest and was approved November 28, 1979.

February 11, 1980

The Attorney General's report was not received.

DEPOSIT GUARANTY NATIONAL BANK,
Jackson, Miss., and Bank of Inverness, Inverness, Miss.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

Bank of Inverness, Inverness, Miss., with $ 16,120,000 1
and Deposit Guaranty National Bank, Jackson, Miss. (15548), which had 1,489,201,000 56
merged December 31, 1979, under the charter and title of latter bank (15548). The merged bank at
date of merger had 1,505,321,000 57

COMPTROLLER'S DECISION

This is the Comptroller's decision on the application to
merge Bank of Inverness, Inverness, Miss. ("Inverness
Bank"), into and under the charter of Deposit Guaranty
National Bank, Jackson, Miss. ("DGNB"). The applica-
tion was accepted for filing on September 12, 1979,
and is based on a written agreement executed by the
proponents on June 19, 1979. As of June 30, 1979,
DGNB had total deposits of $1.1 billion, and Inverness
Bank had deposits of $10.9 million.

DGNB currently operates a main office and 53
branch offices in nine western Mississippi counties, 23
of which are within the Jackson metropolitan area. In-
verness Bank operates a single banking office within
the city of Inverness which is situated in Sunflower
County in northwestern Mississippi. The main office of
DGNB is some 80 miles from Inverness Bank, and its
closest branch office is approximately 30 miles distant.
In view of the geographic distance separating the pro-
ponent banks and the numerous offices of competing
commercial banks in the intervening area, this acquisi-

tion would not eliminate any existing competition be-
tween DGNB and Inverness Bank.

The financial and managerial resources of both
DGNB and Inverness Bank are satisfactory. The future
prospects of Inverness Bank are somewhat limited in
view of its relatively small size and limited manage-
ment depth. The future prospects of the resulting bank
are good.

As a result of the merger, DGNB intends to make
available new and expanded banking services to the
present customers of Inverness Bank including, but
not limited to, trust services, overdraft checking,
equipment lease financing, additional expertise in agri-
cultural lending, more aggressive consumer loan de-
partment, small business loans and automated teller
machines. These are all positive considerations on the
issue of convenience and needs.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
banks' records of helping to meet the credit needs of

129Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



the communities, including low and moderate income
neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with this merger.

November 28, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The Attorney General has granted permission for the
merger of Bank of Inverness with Deposit Guaranty
National Bank under the terms of the judgment entered
in U.S. v. Deposit Guaranty National Bank.

THE HUNTINGTON NATIONAL BANK OF COLUMBUS,
Columbus, Ohio, The Huntington Bank of Toledo, Toledo, Ohio, The Huntington Portage National Bank of Kent,
Kent, Ohio, The Huntington First National Bank of Lima, Lima, Ohio, The Huntington Bank of Wood County, Bowling
Green, Ohio, The Huntington First National Bank of Medina County, Wadsworth, Ohio, The Huntington Lagonda Na-
tional Bank of Springfield, Springfield, Ohio, The Huntington Bank of Chillicothe, Chillicothe, Ohio, The Huntington
First National Bank of Kenton, Kenton, Ohio, The Huntington Bank of Washington Court House, Washington Court
House, Ohio, The Huntington National Bank of Bellefontaine, Bellefontaine, Ohio, The Huntington National Bank of
Franklin, Franklin, Ohio, The Huntington Bank of Woodville, Woodville, Ohio, The Huntington Bank of Ashland,
Ashland, Ohio, The Huntington National Bank of London, London, Ohio, The Huntington National Bank, Columbus,
Ohio

Names of banks and type of transaction Total
assets

Banking offices

In
operation

To be
operated

The Huntington National Bank of Bellefontaine, Bellefontaine, Ohio (13749), with $ 45,618,000
and The Huntington National Bank of Columbus, Columbus, Ohio (7745), with 1,582,529,000
and The Huntington National Bank of Franklin, Franklin, Ohio (5100), with 38,312,000
and The Huntington Portage National Bank of Kent, Kent, Ohio (652), with 126,950,000
and The Huntington First National Bank of Kenton, Kenton, Ohio (2500), with 50,419,000
and The Huntington First National Bank of Lima, Lima, Ohio (13767), with 125,912,000
and The Huntington National Bank of London, London, Ohio (10373), with 30,632,000
and The Huntington Lagonda National Bank of Springfield, Springfield, Ohio (14105), with 71,205,000
and The Huntington First National Bank of Medina County, Wadsworth, Ohio (5828), with 72,065,000
and The Huntington Bank of Ashland, Ashland, Ohio, with 35,379,000
and The Huntington Bank of Wood County, Bowling Green, Ohio, with 97,730,000
and The Huntington Bank of Chillicothe, Chillicothe, Ohio, with 62,472,000
and The Huntington Bank of Toledo, Toledo, Ohio, with 141,239,000
and The Huntington Bank of Washington Court House, Washington Court House, Ohio, with 45,753,000
and The Huntington Bank of Woodville, Woodville, Ohio, with 35,986,000
and The Huntington National Bank, Columbus, Ohio (7745), which had 240,000
merged December 31, 1979, under the charter of the latter bank (7745) and title "The Huntington
National Bank." The merged bank at date of merger had 2,542,896,000

5
38

4
9
2
9
2
5
2
3
6
3

11
2
1
0

102

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge 15 sister banks ("Merging Banks"), into and un-
der the charter of The Huntington National Bank, Co-
lumbus, Ohio ("HNB"). This application is one part of a
process whereby Huntington Bancshares, Inc., Co-
lumbus, Ohio ("Bancshares"), a registered multibank
holding company, is realigning and consolidating its
banking interests. As a part of this process, Banc-
shares sponsored a charter application for a new na-
tional bank which was preliminarily approved by this
Office on June 29, 1979. After the merger, this resul-
tant bank will have total commercial bank deposits of
almost $2 billion. Since this merger represents a re-
alignment and consolidation of Bancshares1 banking
interests, no adverse competitive issues exist under
the Bank Merger Act, 12 USC 1828(c).

The financial and managerial resources and future
prospects of both the existing and proposed institu-
tions are satisfactory. Additionally, the newly created
corporate structure of the resultant bank will permit the

banking needs of the communities involved to be bet-
ter served.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
records of any of the national banking associations is
less than satisfactory in helping to meet the credit
needs of their entire communities, including low and
moderate income neighborhoods.

This decision is the prior written approval required
by the Bank Merger Act in order for the applicants to
proceed with the proposed merger. Additionally, HNB
is authorized to operate all former offices of all 15
Merging Banks as branches of HNB.

November 27, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The merging banks are all wholly owned subsidiaries
of the same bank holding company. As such, their pro-
posed merger is essentially a corporate reorganization
and would have no effect on competition.
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//. Mergers consummated, involving a single operating bank.

CITY NATIONAL BANK,
Fort Worth, Tex., and 5600 Lancaster National Bank, Fort Worth, Tex.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

City National Bank, Fort Worth, Tex. (12696), with
and 5600 Lancaster National Bank, Fort Worth, Tex. (12696), which had
merged January 2, 1979, under the charter of the latter bank (12696) and title "City National Bank.'
The merged bank at date of merger had

$74,227,000 1
240,000 0

74,467,000

COMPTROLLER'S DECISION

Pursuant to the requirements of 12 USC 1828(c), The
Bank Merger Act, an application has been filed with
the Office of the Comptroller of the Currency that
seeks and requires the prior written consent of this Of-
fice to the proposed merger of City National Bank, Fort
Worth, Tex. ("CNB"), the Merging Bank, into 5600 Lan-
caster National Bank, Fort Worth, Tex. ("Charter
Bank"), under the charter of 5600 Lancaster National
Bank and with the title "City National Bank." The sub-
ject application rests on an agreement executed be-
tween the proponent banks and is incorporated herein
by reference, the same as if fully set forth.

CNB was granted National Banking Association
charter number 12696 by this Office on April 24, 1925.
As of March 31, 1978, CNB had total commercial bank
deposits of approximately $60.6 million.

By action dated August 4, 1978, the Office of the
Comptroller of the Currency granted preliminary ap-
proval for the organization of a new National Bank
("Charter Bank"). The sponsors of the new bank appli-
cation were principals of Republic of Texas Corpora-
tion, Dallas, Tex. ("Republic"), a registered multibank
holding company that as of December 31, 1977, con-
trolled 12 subsidiary banks with consolidated deposits
of almost $5.8 billion. The primary purpose for the or-
ganization of Charter Bank is to facilitate the acquisi-
tion of the successor by merger to CNB by Republic.

This application was filed prior to the November 6,
1978, effective date of the Comptroller's Community
Reinvestment Act regulations, 12 CFR 25. However,
pursuant to the Community Reinvestment Act, Public
Law No. 95-128, available information relevant to the
bank's record of meeting its community credit needs
was reviewed, revealing no evidence to suggest that
the applicant is not meeting the credit needs of the
community, including low and moderate income neigh-
borhoods.

Accordingly, the result of approval of the proposal
would merely be to combine an existing commercial
bank with a non-operating entity; as such, would pro-
duce no adverse impact upon any relevant area of
consideration. Applying the statutory criteria, it is
deemed that the application is not adverse to the pub-
lic interest and should be, and hereby is, approved.

November 29, 1978

SUMMARY OF REPORT BY ATTORNEY GENERAL

The proposed merger is part of a plan through which
City National Bank would become a subsidiary of Re-
public of Texas Corporation, a bank holding company.
The instant merger, however, would merely combine
an existing bank with a non-operating institution; as
such, and without regard to the acquisition of the sur-
viving bank by Republic of Texas Corporation, it would
have no effect on competition.

NATIONAL LUMBERMAN'S BANK AND TRUST COMPANY,
Muskegon, Mich., and NLB National Bank of Muskegon, Muskegon, Mich.

Names of banks and type of transaction

National Lumberman's Bank and Trust Company, Muskegon, Mich. (4840)
and NLB National Bank of Muskegon, Muskegon, Mich. (4840), which had
merged January 30, 1979, under charter of the latter bank (4840) and title
Bank and Trust Company." The merged bank at date of merger had

, with

"National Lumberman's

Total
assets*

$160,428,000
240,000

162,420,000

Banking

In
operation

8
0

offices

To be
operated

8

COMPTROLLER'S DECISION

'The Office of the Comptroller of the Currency has ac-
cepted an application filed pursuant to the statutory re-
quirements of 12 USC 1828(c), the Bank Merger Act,
that requires prior consent to effectuate the proposed
merger of National Lumberman's Bank and Trust Com-

pany, Muskegon, Mich. ("Merging Bank"), into NLB
National Bank of Muskegon (Organizing), Muskegon
("Charter Bank"), under the charter of NLB National
Bank of Muskegon, and with the title of National

* Asset figures are as of call dates immediately before and
after transaction.
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Lumberman's Bank and Trust Company. The subject
proposal rests upon an agreement executed between
the proponent banks, and is incorporated herein by
reference, the same as if fully set forth.

Merging Bank has operated as a National Banking
Association since the bank was granted charter num-
ber 4840 by this Office on January 16, 1893. As of
March 31, 1978, the bank had total commercial bank
deposits aggregating approximately $138.2 million.

By action dated June 22, 1978, this Office granted
preliminary approval to organize a new National Bank
to be known as "NLB National Bank of Muskegon"
(Charter Bank). The new bank application was spon-
sored by principals of First Michigan Bank Corpora-
tion, Zeeland, Mich., a registered multibank holding
company that as of December 31, 1977, had three
banking subsidiaries with total deposits of $188.8 mil-
lion. The primary function of Charter Bank is to serve
as the vehicle for the acquisition of the successor by
merger to Merging Bank by the bank holding com-
pany; and, to date, Charter Bank has no operating his-
tory.

This application was filed prior to the November 6,
1978, effective date of the Comptroller's Community
Reinvestment Act regulations, 12 CFR 25. However,
pursuant to the Community Reinvestment Act, Public
Law No. 95-128, available information relevant to the

bank's record of meeting its community credit needs
was reviewed, revealing no evidence to suggest that
the applicants are not meeting the credit needs of their
community, including low and moderate income neigh-
borhoods.

Accordingly, applying the statutory criteria, it is the
conclusion of this Office that approval of the subject
proposal would have the effect of merely combining an
existing commercial bank with a non-operating entity;
and as such, would have no adverse impact on any
relevant area of consideration. The application is thus
deemed to be not adverse to the public interest and
should be, and hereby is, approved.

December 29, 1978

SUMMARY OF REPORT BY ATTORNEY GENERAL

The proposed merger is part of a plan through which
National Lumberman's Bank and Trust Company
would become a subsidiary of First Michigan Bank
Corporation, a bank holding company. The instant
merger, however, would merely combine an existing
bank with a non-operating institution; as such, and
without regard to the acquisition of the surviving bank
by First Michigan Bank Corporation, it would have no
effect on competition.

THE FIRST NATIONAL BANK OF WACO,
Waco, Tex., and First Waco Bank, National Association, Waco, Tex.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

The First National Bank of Waco, Waco, Tex. (2189), with $209,495,000
and First Waco Bank, National Association, Waco, Tex. (2189), which had 240,000
merged February 9, 1979, under the charter of the latter bank (2189) and title "The First National
Bank of Waco." The merged bank at date of merger had 209,103,000

COMPTROLLER'S DECISION

Application has been made to the Office of the Comp-
troller of the Currency requesting prior permission to
merge The First National Bank of Waco, Waco, Tex.
("Merging Bank"), into First Waco Bank, National As-
sociation (Organizing), Waco, Tex. ("Charter Bank"),
under the charter of First Waco Bank, National Associ-
ation, and with the title of "The First National Bank of
Waco." The subject application rests on an agreement
executed between the proponent banks and is incor-
porated herein by reference, the same as if fully set
forth.

Merging Bank was granted National Banking Asso-
ciation charter number 2189 by this Office on Septem-
ber 24, 1874, and as of June 30, 1978, had total com-
mercial bank deposits of $170.2 million.

On May 16, 1978, this Office granted preliminary ap-
proval for the organization of Charter Bank, and to
date, the new bank has no operating history. Charter

Bank was organized by principals of PanNational
Group, Inc., El Paso, Tex. ("PanNational Group"), a
registered multibank holding company that currently
owns 99.1 percent, less directors' qualifying shares, of
the outstanding voting shares of Merging Bank. The
primary function of Charter Bank is to facilitate the ac-
quisition of the remaining outstanding voting shares of
Merging Bank, whereby PanNational Group would own
100 percent, less directors' qualifying shares, of the
outstanding voting shares of Merging Bank through
the resulting bank.

The proposed merger would merely have the effect
of combining an existing commercial banking institu-
tion with a non-operating entity; as such, would pro-
duce no adverse effect upon any relevant area of
consideration. This application was filed prior to the
November 6, 1978, effective date of the Comptroller's
Community Reinvestment Act regulations, 12 CFR 25.
However, pursuant to the Community Reinvestment
Act, Public Law No. 95-128, available information rele-
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vant to the bank's record of meeting its community
credit needs was reviewed, revealing no evidence to
suggest that the applicants are not meeting the credit
needs of their community including low and moderate
income neighborhoods.

Accordingly, applying the statutory criteria, it is the
conclusion of the Office of the Comptroller of the Cur-
rency that this application is not adverse to the public
interest and should be, and hereby is, approved.

January 9, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The proposed merger is part of a plan through which
First National Bank of Waco would become a subsidi-
ary of PanNational Group, Inc., a bank holding com-
pany. The instant merger, however, would merely com-
bine an existing bank with a non-operating institution;
as such, and without regard to the acquisition of the
surviving bank by PanNational Group, Inc., it would
have no effect on competition.

THE LUFKIN NATIONAL BANK,
Lufkin, Tex., and New Lufkin National Bank, Lufkin, Tex.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

The Lufkin National Bank, Lufkin, Tex. (5797), with $97,742,000
and New Lufkin National Bank, Lufkin, Tex. (5797), which had 120,000
merged March 1, 1979, under the charter of the latter bank (5797) and title "The Lufkin National
Bank." The merged bank at date of merger had 97,742,000

COMPTROLLER'S DECISION

Pursuant to the statutory requirements of the Bank
Merger Act (12 USC 1828(c)), an application has been
filed with the Office of the Comptroller of the Currency
that requires prior written consent in order to effectuate
the proposed merger of The Lufkin National Bank,
Lufkin, Tex. ("Merging Bank"), into New Lufkin National
Bank (Organizing) Lufkin, Tex. ("Charter Bank"), under
the charter of New Lufkin National Bank, and with the
title of "The Lufkin National Bank." The application is
based on an agreement executed between the propo-
nent banks and is incorporated herein by reference,
the same as if fully set forth.

By action dated September 6, 1978, this Office
granted preliminary approval for the organization of
Charter Bank. Sponsors were principals of First City
Bancorporation of Texas, Inc., Houston, Tex. ("FCB"),
a registered multibank holding company that controls
29 commercial banking subsidiaries with aggregate
deposits of approximately $4.7 billion. To date, Charter
Bank has no operating history.

Merging Bank was granted National Banking Asso-
ciation charter number 5797 by this Office on May 6,
1901. As of December 31, 1977, Merging Bank, with
total deposits of $83.1 million, ranked as the second
largest of five commercial banking organizations head-
quartered within Angelina County, Tex.

Approval of the subject application will facilitiate the
acquisition of all voting shares of the successor by

merger to The Lufkin National Bank by FCB, and will
merely combine a non-operating entity with an existing
commercial banking institution. Accordingly, approval
of the proposal will produce no adverse impact upon
any relevant area of consideration.

This application was filed prior to the November 6,
1978, effective date of the Comptroller's Community
Reinvestment Act regulations, 12 CFR 25. However,
pursuant to the Community Reinvestment Act, Public
Law No. 95-128, available information relevant to the
bank's record of meeting its community credit needs
was reviewed, revealing no evidence to suggest that
the applicant is not meeting the credit needs of its
community including low and moderate income neigh-
borhoods.

Application of the statutory criteria indicates that this
application is not adverse to the public interest, and
the application should be, and hereby is, approved.

January 16, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The proposed merger is part of a plan through which
Lufkin National Bank would become a subsidiary of
First City Bancorporation of Texas, Inc., a bank holding
company. The instant merger, however, would merely
combine an existing bank with a non-operating institu-
tion; as such, and without regard to the acquisition of
the surviving bank by First City Bancorporation of
Texas, Inc., it would have no effect on competition.

133Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



NATIONAL BANK OF COMMERCE OF DALLAS,
Dallas, Tex., and New National Bank Commerce of Dallas, Dallas, Tex.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

National Bank of Commerce of Dallas, Dallas, Tex. (3985), with $329,848,000
and New National Bank of Commerce of Dallas, Dallas, Tex. (3985), which had 266,000
merged March 16, 1979, under the charter of the latter bank (3985) and title "National Bank of
Commerce of Dallas." The merged bank at date of merger had 329,856,000

COMPTROLLER'S DECISION

Application has been made to the Office of the Comp-
troller of the Currency requesting prior permission to
merge National Bank of Commerce of Dallas, Dallas,
Tex. ("Merging Bank"), into New National Bank of
Commerce of Dallas (Organizing), Dallas ("Charter
Bank"), under the charter of New National Bank of
Commerce of Dallas and with the title of "National
Bank of Commerce of Dallas." The subject application
rests on an agreement executed between the propo-
nent banks and is incorporated herein by reference,
the same as if fully set forth.

Merging Bank was granted National Banking Asso-
ciation charter number 3985 by this Office on March 8,
1889, and had total commercial bank deposits of
$249.5 million as of September 30, 1978.

On October 20, 1978, this Office granted preliminary
approval for the organization of Charter Bank; to date,
the bank has no operating history. The primary func-
tion of Charter Bank is to act as the acquisition vehicle
for Commerce Southwest Inc., Dallas ("Commerce
Southwest"), to acquire 100 percent, less directors'
qualifying shares, of the successor by merger to Na-
tional Bank of Commerce of Dallas. On December 22,
1978, the Board of Governors of the Federal Reserve
System, pursuant to the Bank Holding Company Act of
1956, approved the application by Commerce South-
west to become a bank holding company through the
aforementioned acquisition.

This merger would merely have the effect of combin-
ing an existing commercial bank with a non-operating
entity, and, as such, would produce no adverse effect
upon any relevant area of consideration. Furthermore,
the resulting bank will have an additional $250,000 in
equity capital.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
bank's record of helping to meet the credit needs of its
entire community, including low and moderate income
neighborhoods, is less than satisfactory.

Accordingly, applying the statutory criteria, it is the
conclusion of the Office of the Comptroller of the Cur-
rency that this application is in the public interest, and
is approved.

February 14, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The proposed merger is part of a plan through which
National Bank of Commerce of Dallas would become a
subsidiary of Commerce Southwest, Inc., a bank hold-
ing company. The instant merger, however, would
merely combine an existing bank with a non-operating
institution; as such, and without regard to the acquisi-
tion of the surviving bank by Commerce Southwest,
Inc., it would have no effect on competition.

GULF FREEWAY NATIONAL BANK,
Houston, Tex., and Gulf Bank, National Association, Houston, Tex.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

Gulf Freeway National Bank, Houston, Tex. (14890), with $22,898,000
and Gulf Bank, National Association, Houston, Tex. (14890), which had 245,000
merged March 29, 1979, under the charter of the latter (14890) and title "Gulf Freeway National
Bank." The merged bank at date of merger had 23,143,000

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge the Gulf Freeway National Bank, Houston, Tex.
("Gulf Freeway Bank") and Gulf Bank, National Associ-
ation, Houston ("Gulf Bank"). This application is one

part of a process whereby Southwest Bancshares, a
registered multibank holding company, will acquire
100 percent, less directors' shares, of Gulf Freeway
Bank. As part of this process, Southwest Bancshares
sponsored an application for a new national bank
charter for Gulf Bank which was preliminarily approved
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by the Comptroller on October 20, 1978. To date, Gulf
Bank has no operating history.

On October 24, 1978, the Federal Reserve Board
approved Southwest Bancshares' application under
the Bank Holding Company Act, 12 USC 1841, et seq.,
to acquire 100 percent, less directors' qualifying
shares, of the successor by merger to Gulf Freeway
Bank. This merger is therefore a vehicle for a bank
holding company acquisition and merely combines a
corporate shell with an existing bank. As such, it
presents no issues under the Bank Merger Act.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicant's record of helping to meet the credit needs
of the entire community, including low and moderate
income neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

February 26, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The proposed merger is part of a plan through which
Gulf Freeway National Bank would become a subsidi-
ary of Southwest Bancshares, Inc., a bank holding
company. The instant merger, however, would merely
combine an existing bank with a non-operating institu-
tion; as such, and without regard to the acquisition of
the surviving bank by Southwest Bancshares, Inc., it
would have no effect on competition.

FIRST NATIONAL BANK OF CLERMONT COUNTY,
Bethel, Ohio, and First Bank of Clermont County, N.A.

Names of banks and type of transaction

First National Bank of Clermont County, Bethel, Ohio (5627), with
and First Bank of Clermont County, N.A., Bethel, Ohio (5627), which had
merged April 13, 1979, under charter of the latter bank (5627) and title "First National Bank of
Clermont County." The merged bank at date of merger had

Total
assets

$29,233,000
60,000

29,293,000

Banking offices

In To be
operation operated

6
0

6

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge First National Bank of Clermont County, Bethel,
Ohio, ("FNB") and First Bank of Clermont County, N.A.
(Organizing), Bethel, Ohio ("1st"). This application is
one part of a process whereby Society Corporation, a
registered multibank holding company, will acquire
100 percent, less directors' qualifying shares, of FNB.
As part of this process, Society Corporation sponsored
an application for a new national bank charter for 1st
which was preliminarily approved by the Comptroller
on January 17, 1979. To date, 1st has no operating
history.

On February 7, 1979, the Federal.Reserve Board ap-
proved Society Corporation's application under the
Bank Holding Company Act, 12 USC 1841, et seq., to
acquire 100 percent, less directors' qualifying shares,
of the successor by merger to FNB. This merger is
therefore a vehicle for a bank holding company acqui-
sition and merely combines a corporate shell with an
existing bank. As such, it presents no issues under the
Bank Merger Act.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicant's record of helping to meet the credit needs
of the entire community, including low and moderate
income neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

March 14, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The proposed merger is part of a plan through which
First National Bank of Clermont County would become
a subsidiary of Society Corporation, a bank holding
company. The instant merger, however, would merely
combine an existing bank with a non-operating institu-
tion; as such, and without regard to the acquisition of
the surviving bank by Society Corporation, it would
have no effect on competition.
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THE HURON COUNTY BANKING COMPANY, NATIONAL ASSOCIATION,
Norwalk, Ohio, and H.C.B. National Bank of Norwalk, Norwalk, Ohio

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

H.C.B. National Bank of Norwalk, Norwalk, Ohio, with $ 10,800,000
and The Huron County Banking Company, National Association (16419), which had 89,959,000
consolidated April 30, 1979, under charter of the latter bank (16419) and title "The Huron County
Banking Company, National Association." The consolidated bank at date of consolidation had 100,759,000

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
consolidate The Huron County Banking Company, Na-
tional Association, Norwalk, Ohio ("Huron Bank") and
H.C.B. National Bank of Norwalk (Organizing),
Norwalk, Ohio ("H.C.B."). This application is one part
of a process whereby National City Corporation, a reg-
istered multibank holding company, will acquire 100
percent, less directors' shares, of Huron Bank. As part
of this process, National City Corporation sponsored
an application for a new national bank charter for
H.C.B. which was preliminarily approved by the Comp-
troller on December 15, 1978. To date, H.C.B. has no
operating history.

On March 23, 1979, the Federal Reserve Board ap-
proved National City Corporation application under the
Bank Holding Company Act, 12 USC 1841, et seq., to
acquire 100 percent, less directors' qualifying shares,
of the successor by merger to Huron Bank. This mer-
ger is, therefore, a vehicle for a bank holding company
acquisition and merely combines a corporate shell
with an existing bank. As such, it presents no competi-
tive issues under the Bank Merger Act, 12 USC
1828(c). Additionally, a review of the financial and
managerial resources and future prospects of the ex-

isting and proposed institutions and the convenience
and needs of the community to be served has dis-
closed no reason why this application should not be
approved. (See 12 USC 1842(c)(21).

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicant's record of helping to meet the credit needs
of the community, including low and moderate income
neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

March 29, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The proposed consolidation is part of a plan through
which Huron County Banking Company, National As-
sociation, would become a subsidiary of National City
Corporation, a bank holding company. The instant
transaction, however, would merely combine an exist-
ing bank with a non-operating institution; as such, and
without regard to the acquisition of the surviving bank
by National City Corporation, it would have no effect
on competition.

THE FIRST NATIONAL BANK OF PLANO,
Piano, Tex., and 1409 Avenue K National Bank, Piano, Tex.

Names of banks and type of transaction Total
assets

Banking offices

In
operation

To be
operated

The First National Bank of Piano, Piano, Tex. (13511), with $53,656,000
and 1409 Avenue K National Bank, Piano, Tex. (13511), which had 240,000
merged May 1, 1979, under the charter of the latter bank (13511) and title "The First National Bank
of Piano." The merged bank at date of merger had 53,896,000

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge The First National Bank of Piano, Piano, Tex.
("First National Bank") and 1409 Avenue K National
Bank, Piano, Tex. ("1409 Avenue K Bank"). This appli-
cation is one part of a process whereby Republic of
Texas Corporation, Dallas, Tex., a registered multibank
holding company, will acquire 100 percent, less direc-
tors' shares, of First National Bank. As part of this
process, Republic of Texas Corporation sponsored an

application for a new national bank charter for 1409
Avenue K Bank which was preliminarily approved by
the Comptroller on September 26, 1978. To date, 1409
Avenue K Bank has no operating history.

On January 26, 1979, the Federal Reserve Board
approved Republic of Texas Corporation's application
under the Bank Holding Company Act, 12 USC 1841,
etseq., to acquire 100 percent, less directors' qualify-
ing shares, of the successor by merger to First Na-
tional Bank. This merger is therefore a vehicle for a
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bank holding company acquisition and merely com-
bines a corporate shell with an existing bank. As such,
it presents no competitive issues under the Bank Mer-
ger Act, 12 USC 1828(c). Additionally, a review of the
financial and managerial resources and future pros-
pects of the existing and proposed institutions and the
convenience and needs of the community to be
served has disclosed no reason why this application
should not be approved.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicant's record of helping to meet the credit needs
of the entire community, including low and moderate
income neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

March 30, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The proposed merger is part of a plan through which
First National Bank of Piano would become a subsidi-
ary of Republic of Texas Corporation, a bank holding
company. The instant merger, however, would merely
combine an existing bank with a non-operating institu-
tion; as such, and without regard to the acquisition of
the surviving bank by Republic of Texas Corporation, it
would have no effect on competition.

THE CITIZENS NATIONAL BANK OF DENISON,
Denison, Tex., and Citizens Bank, National Association, Denison, Tex.

Names of banks and type of transaction

The Citizens National Bank of Denison, Denison, Tex. (12728), with
and Citizens Bank, National Association (Organizing), Denison, Tex. (12728), which had
merged May 15, 1979, under the charter of the latter bank (12728) and title "The Citizens National
BanK of Denison, Denison, Tex." The merged bank at date of merger had

Total
assets

$68,135,000
127,660

68,560,000

Banking

in
operation

1
0

offices

To be
operated

1

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge The Citizens National Bank of Denison, Deni-
son, Tex. ("Citizens") and Citizens Bank, National As-
sociation (Organizing), Denison, Tex. ("New Bank").
This application is one part of a process whereby
Texas American Bancshares Inc., Fort Worth, Tex., a
registered multibank holding company, will acquire
100 percent, less directors' shares, of Citizens. As part
of this process, Texas American Bancshares, Inc.,
sponsored an application for a new national bank
charter for New Bank which was preliminarily ap-
proved by the Comptroller on November 7, 1978. To
date, New Bank has no operating history.

On February 12, 1979, the Federal Reserve Board
approved Texas American Bancshares, Inc., applica-
tion under the Bank Holding Company Act, 12 USC
1841, et seq., to acquire 100 percent, less directors'
qualifying shares, of the successor by merger to Citi-
zens. This merger is therefore a vehicle for a bank
holding company acquisition and merely combines a
corporate shell with an existing bank. As such, it
presents no issues under the Bank Merger Act.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicants' record of helping to meet the credit needs
of the community, including low and moderate income
neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

April 13, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The proposed merger is part of a plan through which
Citizens National Bank of Denison would become a
subsidiary of Texas American Bancshares, Inc., a
bank holding company. The instant merger, however,
would merely combine an existing bank with a non-
operating institution; as such, and without regard to
the acquisition of the surviving bank by Texas Ameri-
can Bancshares, Inc., it would have no effect on com-
petition.
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ANAHEIM NATIONAL BANK,
Anaheim, Calif., and ANB National Bank, Anaheim, Calif.

Names of banks and type of transaction Total
assets*

Banking offices

In To be
operation operated

Anaheim National Bank, Anaheim, Calif. (16595), with $17,151,000
and ANB National Bank, Anaheim, Calif. (16595), which had 240,000
merged June 30, 1979, under the charter of the latter bank (16595) and title "Anaheim National
Bank." The merged bank at date of merger had 18,360,000

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge Anaheim National Bank, Anaheim, Calif. ("Ana-
heim Bank") and ANB National Bank, Anaheim, Calif.
("ANB"). This application is one part of a process
whereby California Bancorp, Inc., Anaheim, Calif., will
acquire 100 percent, less directors' shares, of Ana-
heim Bank. As part of this process, California Bancorp,
Inc., sponsored an application for a new national bank
charter for ANB which was preliminarily approved by
the Comptroller on March 13, 1979. To date, ANB has
no operating history.

On March 12, 1979, the Federal Reserve Board, pur-
suant to the Bank Holding Company Act, 12 USC 1841
et seq., approved the application of California Ban-
corp, Inc., for the formation of a bank holding com-
pany through the acquisition of 100 percent, less di-
rectors' qualifying shares, of the successor by merger
to Anaheim Bank. This merger merely combines a cor-
porate shell with an existing bank. As such, it presents
no competitive issues under the Bank Merger Act, 12
USC 1828(c). Additionally, a review of the financial
and managerial resources and future prospects of the
existing and proposed institutions and the conven-

* Asset figures are as of call dates immediately before and
after transaction.

ience and needs of the community to be served has
disclosed no reason why this application should not be
approved. (See 12 USC 1842(c)(21)).

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicant's record of helping to meet the credit needs
of the entire community, including low and moderate
income neighborhoods, is less than satisfactory.

This merger may not be consummated until proof of
compliance with 12 USC 215a(2) is submitted to the
Comptroller.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

May 31, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The proposed merger is part of a plan through which
Anaheim National Bank would become a subsidiary of
California Bancorp, Inc., a bank holding company. The
instant merger, however, would merely combine an ex-
isting bank with a non-operating institution; as such,
and without regard to the acquisition of the surviving
bank by California Bancorp, Inc., it would have no ef-
fect on competition.

CITY NATIONAL BANK & TRUST CO. OF ROCKFORD,
Rockford, III., and City Bank, National Association, Rockford,

Names of banks and type of transaction

City National Bank & Trust Co. of Rockford, Rockford, III. (14511), with
and City Bank, National Association, Rockford, III. (14511), which had
merged June 30, 1979, under charter of the latter bank (14511) and title "City National Bank &
Trust Co. of Rockford." The merged bank at date of merger had

Total
assets

$100,970,000
258,000

100,970,000

Banking offices

In To be
operation operated

2
0

2

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge City National Bank & Trust Co. of Rockford,
Rockford, III. ("CNBT"), and City Bank, National Asso-
ciation, Rockford, III. ("City Bank"). This application is
one part of a process whereby Rockford City Bancorp,
Inc., Rockford, III., will acquire 100 percent, less direc-
tors' shares, of CNBT. As part of this process, Rock-
ford City Bancorp, Inc., sponsored an application for a

new national bank charter for City Bank which was
preliminarily approved by the Comptroller on October
20, 1978. To date, City Bank has no operating history.

On April 19, 1979, the Federal Reserve Board, pur-
suant to the Bank Holding Company Act, 12 USC
1841, et seq., approved the application of Rockford
City Bancorp. Inc., for the formation of a bank holding
company through the acquisition of 100 percent, less
directors' qualifying shares, of the successor by mer-
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ger to CNBT. This merger merely combines a corpo-
rate shell with an existing bank. As such, it presents no
competitive issues under the Bank Merger Act, 12
USC 1828(c). Additionally, a review of the financial
and managerial resources and future prospects of the
existing and proposed institutions and the conven-
ience and needs of the community to be served has
disclosed no reason why this application should not be
approved. (See 12 USC 1842(c)(21)).

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicant's record of helping to meet the credit needs
of the entire community, including low and moderate
income neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

May 25, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The proposed merger is part of a plan through which
City National Bank & Trust Co. of Rockford would be-
come a subsidiary of Rockford City Bancorp, Inc., a
bank holding company. The instant merger, however,
would merely combine an existing bank with a non-
operating institution; as such, and without regard to
the acquisition of the surviving bank by Rockford City
Bancorp, Inc., it would have no effect on competition.

FIRST NATIONAL BANK OF EVERGREEN PARK,
Evergreen Park, III., and FNEP National Bank, Evergreen Park,

Names of banks and type of transaction

First National Bank of Evergreen Park, Evergreen Park, III. (14618), with
and FNEP National Bank, Evergreen Park, III. (14618), which had
merged July 9, 1979, under charter of the latter bank (14618) and title "First National Bank of
Evergreen Park." The merged bank at date of merger had

Total
assets

$258,474,000
135,000

258,609,000

Banking offices

In To be
operation operated

1
0

1

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge First National Bank of Evergreen Park, Ever-
green Park, III. ("Merging Bank") and FNEP National
Bank (Organizing), Evergreen Park, III. ("Charter
Bank"). This application is one part of a process
whereby First Evergreen Corporation, Evergreen Park,
III., a new bank holding company, will acquire 100 per-
cent, less directors' shares, of Merging Bank. As part
of this process, First Evergreen Corporation sponsored
an application for a new national bank charter for
Charter Bank which was preliminarily approved by the
Comptroller on January 11, 1978. To date, Charter
Bank has no operating history.

On August 9, 1978, the Federal Reserve Board ap-
proved First Evergreen Corporation application under
the Bank Holding Company Act, 12 USC 1841, et seq.,
to acquire 100 percent, less directors' qualifying
shares, of the successor by merger to Merging Bank.
This merger is therefore a vehicle for a bank holding
company acquisition and merely combines a corpo-

rate shell with an existing bank. As such, it presents no
issues under the Bank Merger Act.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicants' records of helping to meet the credit needs
of the entire community including low and moderate in-
come neighborhoods is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

June 6, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The proposed merger is part of a plan through which
First National Bank of Evergreen Park would become a
subsidiary of First Evergreen Corporation, a bank hold-
ing company. The instant merger, however, would
merely combine an existing frank with a non-operating
institution; as such, and without regard to the acquisi-
tion of the surviving bank by First Evergreen Corpora-
tion, it would have no effect on competition.
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THE FIRST NATIONAL BANK OF GALION,
Galion, Ohio, and Galion National Bank, Galion, Ohio

Names of banks and type of transaction Total
assets

Banking offices

In
operation

To be
operated

The First National Bank of Galion, Galion, Ohio (419), with $26,879,000
and Galion National Bank, Galion, Ohio, which had 3,450,000
consolidated August 29, 1979, under charter and title of the former (419). The consolidated bank at
date of consolidation had 30,329,000

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
consolidate The First National Bank of Galion, Galion,
Ohio ("First"), and Galion National Bank (Organizing),
Galion, Ohio ("Galion"). This proposed consolidation is
a part of a process whereby National City Corporation,
Cleveland, Ohio, a registered multibank holding com-
pany will acquire 100 percent of the stock, less direc-
tors' qualifying shares, of First. The Comptroller
granted preliminary approval to organize Galion on
March 23, 1979. It is being organized by National City
Corporation to facilitate acquisition of Galion.

On June 8, 1979, the Federal Reserve Board ap-
proved National City Corporation's application to ac-
quire 100 percent, less directors' qualifying shares, of
the successor by consolidation to First. This merger is
therefore a vehicle for a bank holding company acqui-
sition and merely combines a nonoperating bank with
an existing bank. As such, it presents no competitive
issues under the Bank Merger Act, 12 USC 1828(c).
Additionally, a review of the financial and managerial
resources and future prospects of the existing and
proposed institutions and the convenience and needs
of the community to be served has disclosed no rea-

son why this application should not be approved. (See
12 USC 1828(c)(5).

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicant's record of helping to meet the credit needs
of the entire community, including low and moderate
income neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed consoli-
dation.

July 30, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The proposed consolidation is part of a plan through
which First National Bank of Galion would become a
subsidiary of National City Corporation, a bank holding
company. The instant transaction, however, would
merely combine an existing bank with a non-operating
institution; as such, and without regard to the acquisi-
tion of the surviving bank by National City Corporation,
it would have no effect on competition.

CITIZENS NATIONAL BANK OF LIMESTONE COUNTY,
Athens, Ala., and Limestone Bank, N.A., Athens, Ala.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

Citizens National Bank of Limestone County, Athens, Ala. (16291), with $15,147,982
and Limestone Bank, N.A., Athens, Ala. (16291), which had 120,000
merged Sept. 12, 1979, under charter of the latter bank (16291) and title "Citizens National Bank of
Limestone County." The merged bank at date of merger had 15,151,582

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge Citizens National Bank of Limestone County,
Athens, Ala. ("Citizens Bank"), and Limestone Bank,
N.A., Athens, Ala. ("Limestone Bank"). This application
is one part of a process whereby Alabama Bancor-
poration, Birmingham, Ala., a registered bank holding
company, will acquire 100 percent, less directors'
shares, of Citizens Bank. As part of this process, Ala-
bama Bancorporation sponsored an application for a
new national bank charter for Limestone Bank which

was preliminarily approved by the Comptroller on Feb-
ruary 12, 1979. To date, Limestone Bank has no oper-
ating history.

On April 27, 1979, the Federal Reserve Board, pur-
suant to the Bank Holding Company Act, 12 USC 1841
et seq., approved the application of Alabama Bancor-
poration to acquire 100 percent, less directors' qualify-
ing shares, of the successor by merger to Citizens
Bank. This merger merely combines a non-operating
bank with an existing bank. As such, it presents no
competitive issues under the Bank Merger Act, 12
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USC 1828(c). Additionally, a review of the financial
and managerial resources and future prospects of the
existing and proposed institutions and the conven-
ience and needs of the community to be served has
disclosed no reason why this application should not be
approved. (See 12 USC 1842(c)(21)).

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
bank's record of helping to meet the credit needs of
the entire community including low and moderate in-
come neighborhoods is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for

the applicants to proceed with the proposed merger.
July 31, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The proposed merger is part of a plan through which
Citizens National Bank of Limestone County would be-
come a subsidiary of Alabama Bancorporation, a bank
holding company. The instant merger, however, would
merely combine an existing bank with a non-operating
institution; as such, and without regard to the acquisi-
tion of the surviving bank by Alabama Bancorporation,
it would have no effect on competition.

LEWISVILLE NATIONAL BANK,
Lewisville, Tex., and Lewisville Bank, N.A., Lewisville, Tex.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

Lewisville National Bank, Lewisville, Tex. (15104), with $38,968,000
and Lewisville Bank, N.A., Lewisville, Tex. (15104), which had 122,000
merged September 19, 1979, under charter of the latter bank (15104) and title "Lewisville National
Bank." The merged bank at date of merger had 39,090,000

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge Lewisville National Bank, Lewisville, Tex. ("Lew-
isville") into Lewisville Bank, N.A., Lewisville, Tex.
("Bank"). This application is part of a process whereby
Southwest Bancshares, Inc., Houston, Tex. ("South-
west"), a registered multibank holding company, will
acquire 100 percent, less directors' qualifying shares,
of the outstanding shares of Lewisville. This Office ap-
proved the application to organize Bank on March 23,
1979. It is being organized by Southwest to facilitate
the acquisition of Lewisville.

On April 18, 1979, the Federal Reserve Board ap-
proved Southwest's application to acquire the succes-
sor by merger to Lewisville. This merger is a vehicle for
a bank holding company acquisition and would com-
bine a bank in organization with an existing bank. It
would have no effect on competition. A review of the fi-
nancial and managerial resources and future pros-
pects of the existing and proposed institutions and the
convenience and needs of the community to be

served has disclosed no reason why this application
should not be approved.

The records of this Office reveal no evidence that
the applicants' record of helping to meet the credit
needs of the entire community, including low and mod-
erate income neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

August 17, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The proposed merger is part of a plan through which
Lewisville National Bank would become a subsidiary of
Southwest Bancshares, Inc., a bank holding company.
The instant merger, however would merely combine an
existing bank with a non-operating institution; as such,
and without regard to the acquisition of the surviving
bank by Southwest Bancshares, Inc., it would have no
effect on competition.
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THE NATIONAL CITY BANK OF MARION,
Marion, Ohio, and New Marion National Bank, Marion, Ohio

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

New Marion National Bank, Marion, Ohio (11831), with $ 16,854,000
and The National City Bank of Marion, Marion, Ohio (11831), which had 126,417,000
consolidated December 10, 1979, under charter and title of the latter bank. The consolidated bank
at date of consolidation had 142,630,000

0
10

10

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
consolidate The National City Bank of Marion, Marion,
Ohio ("Marion Bank"), and New Marion National Bank
(Organizing), Marion, Ohio ("New Bank"). This appli-
cation was filed on September 20, 1979, and is based
on an agreement signed by the participants on Sep-
tember 5, 1979. On June 30, 1979, Marion Bank had
total deposits of $108.9 million.

This application is one part of a process whereby
National City Corporation, Cleveland, Ohio ("Corp"), a
registered bank holding company, will acquire 100
percent, less directors' qualifying shares, of Marion
Bank. As a part of this process, Corp sponsored an
application to charter a new national bank which was
preliminarily approved by this Office on August 24,
1979. To date, New Bank has no operating history.
This consolidation is therefore a vehicle for a bank
holding company acquisition and merely combines a
nonoperating entity with an existing commercial bank.
As such, it presents no competitive issues under the
Bank Merger Act, 12 USC 1828(c).

A review of this application and other information
available to this Office as a result of its regulatory re-
sponsibilities revealed no evidence that the applicant's

record of helping to meet the credit needs of the com-
munity, including low and moderate income neighbor-
hoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act in order for the applicants to
proceed with the consolidation. This approval is condi-
tioned on the approval by the Federal Reserve Board
of an application filed pursuant to the Bank Holding
Company Act, 12 USC 1841 et seq., for Corp to ac-
quire the successor institution by consolidation to Ma-
rion Bank. This consolidation may not be consum-
mated prior to the expiration of the 30th day after
approval of the bank holding company application.

November 9, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The proposed consolidation is part of a plan through
which National City Bank of Marion would become a
subsidiary of National City Corporation, a bank holding
company. The instant transaction, however, would
merely combine an existing bank with a non-operating
institution; as such, and without regard to the acquisi-
tion of the surviving bank by National City Corporation,
it would have no effect on competition.

THE CITIZENS NATIONAL BANK,
Bryan, Ohio, and New Bryan National Bank, Bryan, Ohio

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

The Citizens National Bank, Bryan, Ohio (13740), with $ 97,003,000
and New Bryan National Bank, Bryan, Ohio (13740), which had 11,625,000
consolidated November 29, 1979, under the charter and title of the former. The consolidated bank
at date of consolidation had 108,628,000

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
consolidate The Citizens National Bank, Bryan, Ohio
("Citizens"), and New Bryan National Bank, Bryan,
Ohio ("New Bank"). This application is part of a
process whereby National City Corporation, Cleveland,
Ohio ("Corporation"), a registered multibank holding
company, will acquire 100 percent, less directors'
qualifying shares, of Citizens. New Bank is being orga-

nized by Corporation solely to facilitate the acquisition
of Citizens.

On September 28, 1979, the Federal Reserve Board
approved Corporation's application under the Bank
Holding Company Act, 12 USC 1841, et seq., to ac-
quire 100 percent, less directors' qualifying shares, of
the successor by merger to Citizens. This consolida-
tion merely combines a nonoperating bank with an ex-
isting bank. It would have no effect on competition.
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The financial and managerial resources of both
banks are satisfactory. Their future prospects, both
separately and consolidated, are favorable. After the
consolidation, Citizens can draw on the financial and
managerial resources of Corporation. This will permit it
to more effectively serve the convenience and needs
of its community.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicants' records of helping to meet the credit needs
of the entire community, including low and moderate
income neighborhoods, is less than satisfactory.

This decision is the prior written approval required

by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

October 29, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The proposed consolidation is part of a plan through
which Citizens National Bank would become a subsidi-
ary of National City Corporation, a bank holding com-
pany. The instant transaction, however, would merely
combine an existing bank with a non-operating institu-
tion; as such, and without regard to the acquisition of
the surviving bank by National City Corporation, it
would have no effect on competition.

BELLEVILLE NATIONAL SAVINGS BANK,
Belleville, III., and Belleville National Bank, Belleville, III.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

Belleville National Savings Bank, Belleville, III. (13236), with $165,811,000
and Belleville National Bank, Belleville, III. (13236), which had 120,000
merged December 31, 1979, under the charter and title of latter bank. The merged bank at date of
merger had 165,931,000

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge Belleville National Savings Bank, Belteville, III.
("Belleville"), into and under the charter of Belleville
National Bank, Belleville, III. ("Interim Bank"). This ap-
plication is one part of a process whereby Mid-
Continent Bancshares, Inc., a proposed bank holding
company, will acquire 100 percent, less directors'
shares, of Belleville. As a part of this process, Mid-
Continent Bancshares sponsored a charter application
for a new national bank which was preliminarily ap-
proved by this Office on May 21, 1979. To date, In-
terim Bank has no operating history.

On November 9, 1979, the Federal Reserve Board,
pursuant to the Bank Holding Company Act, 12 USC
1841, et seq., approved the application of Mid-
Continent Bancshares, Inc., for the formation of a bank
holding company through the acquisition of 100 per-
cent, less directors' shares, of the successor by mer-
ger to Belleville. This merger merely combines a cor-
porate shell with an existing bank. As such, it presents

no competitive issues under the Bank Merger Act, 12
USC 1828(c).

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
banks' records of helping to meet the credit needs of
the communities, including low and moderate income
neighborhoods, is less than satisfactory.

This decision is the prior written approval required
by the Bank Merger Act, 12 USC 1828(c), in order for
the applicants to proceed with the proposed merger.

November 29, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The proposed merger is part of a plan through which
Belleville National Savings Bank would become a sub-
sidiary of Mid-Continent Bancshares, Inc., a bank
holding company. The instant merger, however, would
merely combine an existing bank with a non-operating
institution; as such, and without regard to the acquisi-
tion of the surviving bank by Mid-Continent Banc-
shares, Inc., it would have no effect on competition.
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FIRST NATIONAL BANK IN CONROE,
Conroe, Tex., and West Davis National Bank, Conroe, Tex.

Names of banks and type of transaction Total
assets

Banking offices

In To be
operation operated

First National Bank in Conroe, Conroe, Tex., with $104,623,000
and West Davis National Bank (Organizing), Conroe, Tex. (12809), which had 120,000
merged December 31, 1979, under charter of latter bank (12809) and title of "First National Bank in
Conroe." The merged bank at date of merger had 104,743,000

COMPTROLLER'S DECISION

This is the Comptroller's decision on an application to
merge First National Bank in Conroe, Conroe, Tex.
("FNB"), into and under the charter of West Davis Na-
tional Bank (Organizing), Conroe, Tex. ("Davis"). This
application is one part of a process whereby First In-
ternational Bancshares, Inc., Dallas, Tex. ("Bane-
shares"), a registered multibank holding company, will
acquire 100 percent, less directors' qualifying shares,
of FNB. As a part of this process, Bancshares spon-
sored an application for a new national bank charter
for Davis which was preliminarily approved by this Of-
fice on July 31, 1979. To date, Davis has no operating
history. This merger is therefore a vehicle for a bank
holding company acquisition and merely combines a
corporate shell with an existing bank. As such, it
presents no issue under the Bank Merger Act.

This decision is the prior written approval required
by the Bank Merger Act in order for the applicants to
proceed with the proposed merger. This approval is
conditional on the approval by the Federal Reserve
Board of an application filed pursuant to the Bank

Holding Company Act, 12 USC 1841, et seq., for
Bancshares to acquire the successor institution by
merger to FNB. This merger may not be consummated
prior to the expiration of the 13th day after approval of
the bank holding company application.

A review of the record of this application and other
information available to this Office as a result of its reg-
ulatory responsibilities revealed no evidence that the
applicant's record of helping to meet the credit needs
of the entire community, including low and moderate
income neighborhoods, is less than satisfactory.

November 16, 1979

SUMMARY OF REPORT BY ATTORNEY GENERAL

The proposed merger is part of a plan through which
First National Bank in Conroe would become a subsidi-
ary of First International Bancshares, Inc., a bank hold-
ing company. The instant merger, however, would
merely combine an existing bank with a non-operating
institution; as such, and without regard to the acquisi-
tion of the surviving bank by First International Banc-
shares, Inc., it would have no effect on competition.
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Statistical Tables

Table Table
No. Title Page No.

B-1 Comptrollers of the Currency, 1863 to B-18
the present 147

B-2 Deputy Comptrollers of the Currency. . . 147
B-3 Regional administrators of national B-19

banks, December 1979 148
B-4 Changes in the structure of the national

banking system, by states, 1979 149 B-20
B-5 Applications for national bank charters,

approved and rejected, calendar 1979 . 150 B-21
B-6 Applications for national bank charters

pursuant to corporate reorganizations,
by states, calendar 1979 151 B-22

B-7 Newly organized national banks, by
states, calendar 1979 151

B-8 Mergers consummated pursuant to cor-
porate reorganizations, by states, calen- B-23
dar 1979 153

B-9 State-chartered banks converted to na- B-24
tional banks, by states, calendar 1979 . 154

B-10 National bank charters issued pursuant
to corporate reorganizations, by states, B-25
calendar 1979 155

B-11 National banks reported in voluntary liq- B-26
uidation, by states, calendar 1979 155

B-12 National banks merged or consolidated
with state banks, calendar 1979 156 B-27

B-13 National banks converted into state
banks, by states, calendar 1979 157

B-14 Purchases of state banks by national B-28
banks, by states, calendar 1979 159

B-15 Consolidations of national banks, or na- B-29
tional and state banks, by states, calen-
dar 1979 160 B-30

B-16 Mergers of national banks, or national
and state banks, by states, calendar
1979 160

B-17 Mergers resulting in national banks, by
assets of acquiring and acquired
banks, 1960-1979 165

Title Page
Domestic assets, liabilities and capital
accounts of national banks, June 30,
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Table B—1

Comptrollers of the Currency, 1863 to the present

No.

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Name

McCulloch, Hugh
Clarke, Freeman
Hulburd, Hiland R
Knox, John Jay
Cannon, Henry W
Trenholm, William L
Lacey, Edward S
Hepburn, A. Barton
Eckels, James H
Dawes, Charles G
Ridgely, William Barret
Murray, Lawrence 0
Williams John Skelton
Crissinger, D.R
Dawes, Henry M
Mclntosh, Joseph W
Pole, John W
O'Connor J F T
Delano Preston
Gidney, Ray M
Saxon, James J
Camp, William B
Smith, James E
Heimann, John G

Date of
appointment

May 9, 1863
Mar. 21, 1865
Feb. 1, 1867
Apr. 25, 1872
May 12, 1884
Apr. 20, 1886
May 1, 1889
Aug. 2, 1892
Apr. 26, 1893
Jan. 1, 1898
Oct. 1, 1901
Apr. 27, 1908
Feb. 2, 1914
Mar. 17, 1921
May 1, 1923
Dec. 20, 1924
Nov. 21, 1928
May 11, 1933
Oct. 24, 1938
Apr. 16, 1953
Nov. 16, 1961
Nov. 16, 1966
July 5, 1973
July 21, 1977

Date of
resignation

Mar. 8, 1865
July 24, 1866
Apr. 3, 1872
Apr. 30, 1884
Mar. 1, 1886
Apr. 30, 1889
June 30, 1892
Apr. 25, 1893
Dec. 31, 1897
Sept. 30, 1901
Mar. 28, 1908
Apr. 27, 1913
Mar. 2, 1921
Apr. 30, 1923
Dec. 17, 1924
Nov. 20, 1928
Sept. 20, 1932
Apr. 16, 1938
Feb. 15, 1953
Nov. 15, 1961
Nov. 15, 1966
Mar. 23, 1973
July 31, 1976

State

Indiana.
New York.
Ohio.
Minnesota.
Minnesota.
South Carolina.
Michigan.
New York.
Illinois.
Illinois.
Illinois.
New York.
Virginia.
Ohio.
Illinois.
Illinois.
Ohio.
California.
Massachusetts.
Ohio.
Illinois.
Texas.
South Dakota.
New York.

Table B-2

Deputy Comptrollers of the Currency

No. Name Dates of tenure State

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21

Howard, Samuel T.
Hulburd, Hiland R. .
Knox, John Jay . . .
Langworthy, John S.
Snyder, V. P
Abrahams, J. D.
Nixon, R. M
Tucker, Oliver P. . .
Coffin, George M. .
Murray, Lawrence O
Kane, Thomas P. . .
Fowler, Willis J. . . .
Mclntosh, Joseph W
Collins, Charles W. .
Stearns, E. W
Await, F. G
Gough, E. H
Proctor, John L. . . .
Lyons, Gibbs
Prentiss, Jr., William
Diggs, Marshall R. .

May
Aug.
Mar.
Aug.
Jan.
Jan.
Aug.
Apr.
Mar.
Sept.
June
July
May
July
Jan.
July
July
Dec.
Jan.
Feb.
Jan.

9, 1863
1, 1865

12, 1867
8, 1872
5, 1886

27, 1887
11, 1890
7, 1893

12, 1896
1, 1898

29, 1899
1, 1908

21, 1923
1, 1923
6, 1925
1, 1927
6, 1927
1, 1928

24, 1933
24, 1936
16, 1938

Aug.
Jan.
Apr.
Jan.
Jan.
May
Mar.
Mar.
Aug.
June
Mar.
Feb.
Dec.
June
Nov.
Feb.
Oct.
Jan.
Jan.
Jan.
Sept.

1, 1865
31, 1867
24, 1872
3, 1886
3, 1887

25, 1890
16, 1893
11, 1896
31, 1898
27, 1899

2, 1923
14, 1927
19, 1924
30, 1927
30, 1928
15, 1936
16, 1941
23, 1933
15, 1938
15, 1938
30, 1938

New York.
Ohio.
Minnesota.
New York.
New York.
Virginia.
Indiana.
Kentucky.
South Carolina.
New York.
District of Columbia
Indiana.
Illinois.
Illinois.
Virginia.
Maryland.
Indiana.
Washington.
Georgia.
Georgia.
Texas.
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Table B-2—Continued

Deputy Comptrollers of the Currency

No. Name Dates of tenure State

22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61

B.

Oppegard, G. J.
Upham, C. B.
Mulroney, A. J.
McCandless, R.
Sedlacek, L. H.
Robertson, J. L
Hudspeth, J. W
Jennings, L. A
Taylor, W. M
Garwood, G. W
Fleming, Chapman C. .
Haggard, Hollis S
Camp, William B
Redman Clarence B. . .
Watson, Justin T
Miller, Dean E
DeShazo, Thomas G. . .
Egertson, R. Coleman .
Blanchard, Richard J. .
Park, Radcliffe
Faulstich, Albert J
Motter, David C
Gwin, John D
Howland, Jr., W. A. . . .
Mullin, Robert A
Ream, Joseph M
Bloom, Robert
Chotard, Richard D. . . .
Hall, Charles B
Jones, David H
Murphy, C. Westbrook .
Selby, H. Joe
Homan, Paul M
Keefe, James T
Muckenfuss, Cantwell F.,
Wood, Billy C
Longbrake, William A. .
Odom, Jr., Lewis G. . . .
Martin, William E
Barefoot, Jo Ann

Jan.
Oct.
May
July
Sept.
Oct.
Jan.
Sept.
Mar.
Feb.
Sept.
May
Apr.
Aug.
Sept.
Dec.
Jan.
July
Sept.
Sept.
July
July
Feb.
July
July
Feb.
Aug.
Aug.
Aug.
Aug.
Aug.
Aug.
Mar.
Mar.
Mar.
Nov.
Nov.
Mar.
May
July

16, 1938
1, 1938
1, 1939
7, 1941
1, 1941
1, 1944
1, 1949
1, 1950
1, 1951

18, 1952
15, 1959
16, 1960
2, 1962
4, 1962
3, 1962

23, 1962
1, 1963

13, 1964
1, 1964
1, 1964

19, 1965
1, 1966

21,1967
5, 1973
5, 1973
2, 1975

31, 1975
31, 1975
31, 1975
31, 1975
31, 1975
31, 1975
27, 19.78
27, 1978
27, 1978
7, 1978
8, 1978

21, 1979
22, 1979
13, 1979

Sept.
Dec.
Aug.
Mar.
Sept.
Feb.
Aug.
May
Apr.
Dec.
Aug.
Aug.
Nov.
Oct.
July

Dec.
Mar.
Sept.
June
Feb.
Nov.

Sept.
Dec.

30, 1938
31, 1948
31, 1941
1, 1951

30, 1944
17, 1952
31, 1950
16, 1960
1, 1962

31, 1962
31,1962
3, 1962
15, 1966
26, 1963
18, 1975

Mar.
June
Sept.
June
Oct.

3, 1978
30, 1966
26, 1975
1, 1967

26, 1974

31, 1974
27, 1978
8, 1978

30, 1978
28, 1978
25, 1977

20, 1976
30, 1977

California.
Iowa.
Iowa.
Iowa.
Nebraska.
Nebraska.
Texas.
New York.
Virginia.
Colorado.
Ohio.
Missouri.
Texas.
Connecticut.
Ohio.
Iowa.
Virginia.
Iowa.
Massachusetts.
Wisconsin.
Louisiana.
Ohio.
Mississippi.
Georgia.
Kansas.
Pennsylvania.
New York.
Missouri.
Pennsylvania.
Texas.
Maryland.
Texas.
Nebraska.
Massachusetts.
Alabama.
Texas.
Wisconsin.
Alabama.
Texas.
Connecticut.

Table B-3

Regional administrators of national banks, December 1979

Region Name Headquarters States

2
3
4
5

6
7
8
9

10
11
12
13
14

Ralph W. Gridley

Thomas W. Taylor . . .
R. Coleman Egertson
Larry T. Gerzema
Michael A. Mancusi . .

Robert J. Herrmann . .
Rufus O. Burns, Jr. . .
Dean S. Marriott
Kenneth W. Leaf
John R. Burt
Clifton A. Poole, Jr. . .
Peter C. Kraft
M. B. Adams
Kent D. Glover

Boston, Mass

New York, N.Y. .
Philadelphia, Pa..
Cleveland, Ohio .
Richmond, Va. . .

Atlanta, Ga
Chicago, III
Memphis, Tenn
Minneapolis, Minn. . .
Kansas City, Mo. . . .
Dallas, Tex
Denver, Colo
Portland, Oreg
San Francisco, Calif.

Connecticut, Maine, Massachusetts, New Hampshire, Rhode
Island, Vermont.

New Jersey, New York, Puerto Rico, Virgin Islands.
Pennsylvania, Delaware.
Indiana, Kentucky, Ohio.
District of Columbia, Maryland, North Carolina, Virginia, West

Virginia.
Florida, Georgia, South Carolina.
Illinois, Michigan.
Alabama, Arkansas, Louisiana, Mississippi, Tennessee.
Minnesota, North Dakota, South Dakota, Wisconsin.
Iowa, Kansas, Missouri, Nebraska.
Oklahoma, Texas.
Arizona, Colorado, New Mexico, Utah, Wyoming.
Alaska, Idaho, Montana, Oregon, Washington.
California, Guam, Hawaii, Nevada.
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Table B-4

Changes in the structure of the national banking system, by states, 1979

United States

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of Columbia . . . .
Florida

Georgia
Hawaii
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine

Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada
New Hampshire

New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island

South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

In
operation
Dec. 31,

1978

4,564

99
6
3

69
53

137
19
5

16
236

64
2
6

419
121
99

151
79
54
17

34
73

125
205
37

101
56

117
4

39

96
40

124
27
43

217
191

6
226

5

18
32
72

609
10
13
88
20

106
129
46

Organized
and opened
for business
during 1979

43

2
0
0
0
3
2
0
1
0
5

0
1
1
0
1
0
0
0
1
0

0
0
2
0
1
0
0
0
0
0

0
0
0
0
0
0
3
0
0
0

0
1
0

12
1
0
0
1
1
3
1

Consolidated and merged
under 12 USC 215

Consoli-
dated

3

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

0
0
0
o
o
0
0
0
0
0

0
0
3
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0
0

Merged

62

0
0
0
0
0
0
0
o
0

11

0
0
0
0
1
0
0
0
0
0

1
0
0
o
o
0
0
0
0
1

3
0
1
0
0

37
0
0
0
0

0
0
0
0
0
0
7
0
0
0
0

Insol-
vencies

1

0
0
0
0
0
o
0
o
0
0

0
0
0
1
0
0
0
0
0
0

0
0
0
o
o
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0
0

Ligui-
dated

3

1
0
0
0
0
o
0
o
0
0

0
0
0
1
0
0
0
0
0
0

0
0
0
o
o
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

0
0
0
1
0
0
0
0
0
0
0

12 USC 214

Converted to
state banks

51

1
0
0
1
7
0
0
0
0
0

1
0
0
6
2
0
3
0
0
1

0
0
4
0
0
3
0
0
0
2

0
0
3
0
2
0
4
0
1
0

0
0
3
4
0
1
1
0
0
1
0

Merged or
consolidated

with state
banks

39

0
0
0
0
7
0
0
0
0
9

0
0
0
1
0
0
0
0
0
2

2
2
0
0
0
0
0
0
0
0

0
0
1
1
0
3
0
0
2
0

0
0
0
1
0
0
8
0
0
0
0

In
operation
Dec. 31,

1979

4,448

99
6
3

68
42

139
19
6

16
221

63
3
7

410
119
99

148
79
55
14

31
71

123
205

38
98
56

117
4

36

93
40

116
26
41

177
190

6
223

5

18
33
69

615
11
12
72
21

107
131
47

NOTE: Does not include one nonnational bank in the District of Columbia supervised by the Comptroller of the Currency.
For summary of changes 1863-1977, see Table B-4 in Annual Report, 1977.
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Table B-5

Applications for national bank charters,* approved and rejected, by states, calendar 1979

ALABAMA

Exchange National Bank of Birmingham,
Birmingham

ARKANSAS

National Bank of Arkansas in North Little Rock,
North Little Rock

CALIFORNIA

Carson
Monterey Park National Bank, Monterey Park. . .
Orange National Bank, Orange
San Francisco
Newport Harbor National Bank, Newport Beach.
San Dieguito National Bank, Encinitas
California National Bank, San Francisco
University National Bank and Trust Company,

Palo Alto
California Pacific National Bank, Los Angeles . .

COLORADO

Lakewood
Valley National Bank of Cortez, Cortez
Community National Bank, Dillon
First Bank of Governor's Ranch, Denver
Louisville Mountain Bank, N.A., Boulder County.
Southeast National Bank, Denver
Foothills National Bank, Fort Collins

FLORIDA

Pace
Alexander Hamilton National Bank, North

Lauderdale
The National Trust Company, Fort Myers
Miami Beach

GEORGIA

Dahlonega

IDAHO

Twin River National Bank, Lewiston. . . .

ILLINOIS

Schaumberg
First National Bank of Orland Park, Orland Park.
IOWA

Community National Bank of Muscatine,
Muscatine

KANSAS

A n d o v e r . . . .

KENTUCKY

Lewisport

LOUISIANA

New Orleans
Southwest National Bank of Lafayette, Lafayette
MICHIGAN

Pacesetter Bank Lansing N.A., Lansing
Huron National Bank, Roger City
MINNESOTA

Community National Bank, Branch
Tri-County National Bank, Forest Lake
MISSISSIPPI

Bank of Jackson, N.A., Jackson
MISSOURI

Battlefield National Bank, Springfield . . .

NEBRASKA

Sioux Land National Bank, Sioux City

Approved Rejected

June 14

June

Apr
Apr

June
June
Oct.

Nov.
Dec.

Mar.
Apr.
June
M)
Oct

Nov.

Mar.
Oct.

Apr

Aua

Sept

Mar

Feb
Mar.

Nov.
Dec

Sept.

Aor

Dec

1?

. 5

. 5

14
28
19

28

16
19
37
/2
. 1
13

o
o

o

19

3

30

22

. 8
16

12
1?

?9

19

5

Feb

Apr.

Mar

Feb

Nov

Feb

Feb

Nov.

Feb

Feb

. 9

19

. 2

9

p>

9

7

9

. 9

NEVADA

Nevada County National Bank, Grass Valley

NEW YORK

New York City

NORTH CAROLINA

Fayetteville

Approved Rejected

Apr. 5

Aug. 6

Mar. 4

OKLAHOMA

Mercantile Bank, N.A., Moore
American National Bank, Woodward
Commercial National Bank, Oklahoma City

TENNESSEE

Knox National Bank, Knoxville

TEXAS

Parkway National Bank, Farmers Branch
Austin National Bank, Northwest, Austin
Fidelity National Bank, Austin
First National Bank, Seminole
First National Bank of San Benito, San Benito . .
The Woodlands National Bank, Woodlands . . . .
Angelina National Bank of Lufkin, Lufkin
First National Bank, Boerne
Liberty National Bank, Dallas
West El Paso National Bank, El Paso
First City Bank - Greenspoint, N.A., Houston . . .
First National Bank, Sherman
Woodforest National Bank, Harris County
First United Bank - Arlington N.A., Arlington. . . .
Mercantile National Bank, Arlington
Unincorporated Area of Harris County
First United Bank - Richland N.A., North Rich-

land Hills
Pioneer National Bank, Richardson
Universal City Bank, N.A., Universal City
First National Bank of Dayton, Dayton
Citizens National Bank, Victoria
Westhollow National Bank, Houston
Exchange National Bank, San Antonio
Humble National Bank, Humble
Nacogdoches
Texas Commerce Bank Northwest Freeway

N.A., Unincorporated Area of Harris County . .
Southern National Bank of Corpus Christi,

Corpus Christi
Town North National Bank, Longview
Longview
City National Bank, Weslaco
East El Paso National Bank, El Paso
American National Bank, Abilene
Commerce Parkway Bank, N.A., Addison
Mid-Cities National Bank, Hurst
Onion Creek National Bank, Travis County
National Bank of Commerce - South, Aust in. . . .
Southwest National Bank, Austin
Plaza National Bank, Dallas

UTAH

First Security Bank of Sandy, N.A., Sandy . . .

WEST VIRGINIA

Upshur National Bank, Buckhannon .
American National Bank, Glen Daniel

WISCONSIN

T h e M a r i n e T r u s t C o . , N . A . , M i l w a u k e e . . . .

WYOMING

Mountain Plaza National Bank, Casper.. . .

Jan. 12
Mar. 28
Oct. 29

Oct. 5

Jan. 23
Feb. 7
Feb. 7
Feb. 7
Feb. 8
Feb. 8
Feb. 9

Feb. 24
Mar. 30
Mar. 30
Mar. 30

Apr. 6
Apr. 5
Apr. 4
Apr. 4

Apr. 12
May 3

May 17
May 23
May 23
May 24
June 4
July 3

Aug. 3

Aug. 3
Sept. 30

Nov. 12
Nov. 21
Dec. 11
Dec. 12
Dec. 12

Dec. 30
Dec. 30
Dec. 30

Nov. 1

Feb. 24

June 22

Nov. 2

Apr. 4

Aug. 2

Oct. 1

Dec. 17

Aug. 2

* Does not include applications for conversion or pursuant to corporate reorganization.
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Table B-6

Applications for national bank charters pursuant to corporate reorganizations, by states, calendar 1979

ALABAMA Approved Rejected

Limestone Bank N.A., Athens . . Feb. 9

CALIFORNIA

ANB National Bank, Anaheim . . Mar. 7

ILLINOIS

Urbana National Bank, Urbana . Jan. 17
Belleview National Bank, Belleview May 21
IOWA

First National Interim Bank, Sioux City. . . Aug. 3

MASSACHUSETTS

Old Colony Bank Berkshire County, N.A.,
Pittsfield Aug. 3

NEW HAMPSHIRE

New Hampshire Bank N.A., Manchester. . . Nov. 16

NEW JERSEY

New Garden State National Bank, Paramus . . . . Nov. 16
Midlantic National Bank/Atlantic, Atlantic City. . . Oct. 29

OHIO

1st Bank of Clermont County N.A., Bethel . . Jan. 12

/Approved Rejected

Galion National Bank, Galion Mar. 22
The Huntington National Bank, Columbus June 28
New Bryan National Bank, Bryan Aug. 3
New Marion National Bank, Marion Aug. 16
The FBG National Bank of Kenton, Kenton Oct. 22

OREGON

First National Interim Bank of McMinnville.
McMinnville Aug. 19

TEXAS

Lewisville Bank N.A., Lewisville Mar. 22
West Davis National Bank, Conroe July 27
West Freeway National Bank, Fort Worth Aug. 16
New Gateway National Bank of Beaumont,

Beaumont Sept. 27
Wurzbach Road National Bank, San Antonio . . . Oct. 10

VIRGINIA

Colonial American National Bank-Clifton Forge,
Clifton Forge Dec. 10

WISCONSIN

First Bank and Trust Company Racine N.A.,
Racine Nov. 13

Table B-7

Newly organized national banks, by states, calendar 1979

Charter
No.

16783
16779

16764
16792
16811

16765
16808

16773

16776
16793
16800
16804

16777

16814

16782

Title and location of bank

Total, United States: 41 banks

ALABAMA

Exchange National Bank of Birmingham, Birmingham
Central Bank of Dothan, N.A., Dothan

CALIFORNIA

Westwood National Bank, Los Angeles
Santa Fe National Bank, Norwalk
Orange National Bank, Orange

COLORADO

FirstBank of West Arvada, National Association, Arvada
Valley National Bank of Cortez, Cortez

DELAWARE

First National Bank of Georgetown, Georgetown

FLORIDA

The Hemisphere National Bank, Miami
All American National Bank, Virginia Gardens
Charlotte County National Bank, Unincorporated Area of Charlotte County
The Gold Coast National Bank, Unincorporated Area of Dade County

HAWAII

Bank of Maui, N.A., Kahului

IDAHO

Twin River National Bank, Lewiston

INDIANA

Clarksville National Bank, Clarksville

Total capital
accounts

$66,569,520

1,200,000
1,500,000

4,558,520
2,000,000
2,500,000

1,000,000
1,750,000

1,150,000

2,500,000
2,000,000
2,000,000
3,000,000

1,500,000

1,700,000

1,500,000
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Table B-7—Continued

Newly organized national banks, by states, calendar 1979

Charter
No. Title and location of bank

Total capital
accounts

16817

16785
16802

16810

16816
16796
16807

16797

16791
16794
16795
16824
16812
16784
16770
16799
16774
16809
16806
16772

16813

16819

16787
16801
16815

16818

LOUISIANA

Southwest National Bank of Lafayette, Lafayette . . .

MICHIGAN

Michigan National Bank - Ann Arbor, Ann Arbor
Northern National Bank, Grayling
MISSISSIPPI

Bank of Jackson, N.A., Jackson . . .

OKLAHOMA

Mid-West National Bank, Mid-West City
Mercantile Bank, N.A., Moore
American National Bank, Woodward

SOUTH DAKOTA

Tri-State National Bank, Belle Fourche. . .

TEXAS

Security National Bank, Austin
Austin National Bank Northwest, Austin
First National Bank, Boerne
Forestwood National Bank of Dallas, Dallas
Texas Commerce Bank - Southbelt N.A., Houston
League City National Bank, League City
Texas National Bank of Midland, Midland
The American National Bank of Mount Pleasant, Mount Pleasant
Salado National Bank, Salado
First National Bank of San Benito, San Benito
First National Bank, Seminole
Texas Commerce Bank - Katy Freeway N.A., Unincorporated Area of Harris County .

UTAH

First Security Bank of Richfield, N.A., Richfield . . .

WASHINGTON

National Bank of Bremerton, Bremerton . . .

WISCONSIN

First National Bank, Minocqua and Woodruff, Minocqua
Community National Bank, Mukwonago
Northern Security National Bank of Rhinelander, Pelican

WYOMING

Wyoming National Bank of East Casper, Casper

$3,125,000

2,500,000
1,300,000

1,600,000

2,000,000
1,200,000
1,250,000

1,500,000

1,500,000
1,500,000
2,000,000
2,000,000
1,700,000
1,250,000
2,000,000
1,250,000

750,000
1,250,000
1,250,000
1,700,000

1,000,000

1,500,000

1,086,000
1,500,000
1,000,000

500,000
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Table B-8

Mergers* consummated pursuant to corporate reorganizations, by states, calendar 1979
(Dollar amounts in thousands)

Effective
date

Sept. 12

June 30

Dec. 31

June 30

July 9

Jan. 30

Apr. 13

Nov. 29C

Aug. 29C

Apr. 30C

Dec. 10C

Dec. 31

Mar. 16

May 15

Operating bank
New bank

Resulting bank

ALABAMA

Cit izens Nat ional Bank of L imestone County, A thens
L imes tone Bank N.A., A thens

Char ter i ssued Sep tember 10, 1979
Ci t izens Nat ional Bank of L imestone County, A thens . . . . . . .

CALIFORNIA

Anaheim National Bank, Anaheim
ANB National Bank, Anaheim

Charter issued June 27, 1979
Anaheim National Bank, Anaheim

ILLINOIS

Belleville National Savings Bank, Belleville
Belleville National Bank

Charter issued December 31, 1979
Belleville National Bank, Belleville . . . .
City National Bank and Trust Company of Rockford, Rockford
City Bank, N.A., Rockford

Charter issued June 28, 1979
City National Bank & Trust Company of Rockford, Rockford . . . . . .
First National Bank of Evergreen Park, Evergreen Park
FNEP National Bank, Evergreen Park

Charter issued July 6, 1979
First National Bank of Evergreen Park

MICHIGAN

National Lumberman's Bank and Trust Company, Muskegon
NLB National Bank of Muskegon, Muskegon

Charter issued January 29, 1979
National Lumberman's Bank and Trust Company, Muskegon . . . . . .

OHIO

First National Bank of Clermont County, Bethel
1st Bank of Clermont County, N.A., Bethel

Charter issued April 12, 1979
First National Bank of Clermont, Bethel . . . . . . .
The Citizens National Bank, Bryan
New Bryan National Bank, Bryan

Charter issued August 3, 1979
The Citizens National Bank, Bryan
The First National Bank of Galion, Galion
Galion National Bank, Galion

Charter issued August 28, 1979
The First National Bank of Galion, Galion
The Huron Banking Company, National Association, Norwalk
H.C.B. National Bank of Norwalk, Norwalk

Charter issued April 30, 1979
The Huron County Banking Company, National Association, Norwalk
The National City Bank of Marion, Marion
New Marion National Bank, Marion

Charter issued December 10, 1979
The National City Bank of Marion, Marion . . .

TEXAS

First National Bank of Conroe, Conroe
West Davis National Bank, Conroe

Charter issued December 28, 1979
First National Bank in Conroe, Conroe
National Bank of Commerce of Dallas, Dallas
New National Bank of Commerce of Dallas, Dallas

Charter issued March 15, 1979
National Bank of Commerce of Dallas, Dallas
The Citizens National Bank of Denison, Denison
Citizens Bank, National Association, Denison

Charter issued May 9, 1979
The Citizens National Bank of Denison, Denison. . . , . . . .
City National Bank, Fort Worth
5600 Lancaster National Bank, Fort Worth

Charter issued December 29, 1978

Total
capital

accounts

$1,180

1,990

11,878

6,787

16,576

10,257

2,367

6,520

2,415

5,793

11,770

6,955

18,710

5,081

Total
assets

$15,151

18,360

165,931

100,970

258,609

160,428

30,505

108,628

30,329

100,759

142,630

104,743

329,859

68,560
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Table B-8—Continued

Mergers* consummated pursuant to corporate reorganizations, by states, calendar 1979
(Dollar amounts in thousands)

Effective
date

Jan. 2

Mar. 29

Sept. 19

Mar. 1

May 1

Feb. 9

Operating bank
New bank

Resulting bank

5600 Lancaster National Bank Fort Worth
Gulf Freeway National Bank, Houston
Gulf Bank, N.A., Houston

Charter issued March 27, 1979
Gulf Freeway National Bank, Houston . . . . . . . .
Lewisville National Bank, Lewisville
Lewisville Bank, N.A., Lewisville

Charter issued September 13, 1979
Lewisville National Bank . . . .
The Lufkin National Bank, Lufkin
New Lufkin National Bank, Lufkin

Charter issued February 26, 1979
The Lufkin National Bank, Lufkin . . . .
The First National Bank of Piano, Piano
Avenue K National Bank, Piano

Charter issued April 24, 1979
First National Bank of Piano, Piano . . . .
The First National Bank of Waco, Waco
First Waco Bank, National Association, Waco

Charter issued February 7, 1979
The First National Bank of Waco, Waco

Total
capital

accounts

$5,896

2,238

2,653

4,859

2,711

15,475

Total
assets

$74,467

23,143

39,090

97,742

53,896

209,103

* Includes consolidations effected pursuant to corporate reorganizations. Does not include transactions involving more than a single operating
bank. Those transactions are found in Table B-16.
C Consolidation.

Table B-9

State-chartered banks converted to national banks, by states, calendar 1979

Charter
No.

16786

Title and location of bank

Total: 1 bank

FLORIDA

Sun First National Bank of Polk County, Auburndale,
conversion of Sun Bank of Polk County, Auburndale

Effective
date of
charter

June 27

Outstanding
capital stock

$12,500

12,500

Surplus, undi-
vided profits
and reserves

$2,555

2,555

Total assets

$37,328

37,328
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Table B-10

National bank charters issued pursuant to corporate reorganizations, by states, calendar 1979

Charter
No. Title and location of bank

Date of
Issuance

16291

16595

13236
14618
14511

4840

5627
13740
7745
419

11831
16419

12809
3985
12728
14890
15104
5797
13511
2189

Total: 20 banks

ALABAMA

Limestone Bank, N.A., Athens. . .

CALIFORNIA

ANB National Bank, Anaheim . . .

ILLINOIS

Belleville National Bank, Belleville
FNEP National Bank, Evergreen Park
City Bank, National Association, Rockford

MICHIGAN

NLB National Bank of Muskegon, Muskegon. . .

OHIO

First Bank of Clermont County, N.A., Bethel
New Bryan National Bank, Bryan
The Huntington National Bank, Columbus
Galion National Bank, Galion
New Marion National Bank, Marion
H.C.B. National Bank of Norwalk, Norwalk

TEXAS

West Davis National Bank, Conroe
New National Bank of Commerce of Dallas, Dallas .
Citizens Bank N.A., Denison
Gulf Bank N.A., Houston
Lewisville Bank N.A., Lewisville
New Lufkin National Bank, Lufkin
Avenue K National Bank, Piano
First Waco Bank N.A., Waco

Sept.

June

Dec.
July
June

Jan.

10

27

31
6

28

29

Apr.
Aug.
Dec.
Aug.
Dec.
Apr.

Dec.
Mar.
May
Mar.
Sept.
Feb.
Apr.
Feb.

12
3

28
28
10
30

28
15
9

27
13
26
24

7

Table B-11

National banks reported in voluntary liquidation, by states, calendar 1979
(Dollar amounts in thousands)

Title and location of bank
Date of

liquidation

June

July

Dec.

14

16

7

Total capital
accounts of
liquidated

bank*

$9,480

2,949

(28)

6,559

Total: 3 national banks . . .

ALABAMA

Southern National Bank, Birmingham (16489), Birmingham, absorbed by Exchange National Bank of Birmingham,
Birmingham (16783)

ILLINOIS

Gateway National Bank, Chicago (14803), Chicago, absorbed by Independence Bank of Chicago, Chicago
Mercantile National Bank of Chicago (14419), Chicago, absorbed by American National Bank and Trust Company

of Chicago (13216), Chicago

* Includes subordinated notes and debentures, if any.
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TableB-12

National banks merged or consolidated with state banks, by states, calendar 1979
(Dollar amounts in thousands)

Title and location of bank
Effective

date

Total capital
accounts of

national
banks*

Total: 39 banks ,

CALIFORNIA

First National Bank of Fresno, Fresno (15007), Tahoe National Bank, South Lake Tahoe (15217), and Valley Bank,
National Association, Livermore (15305) merged into Central Bank, Oakland, under title "Central Bank"

Irvine National Bank, Irvine (16168), merged into Heritage Bank, Anaheim, under title "Heritage Bank"
Sierra National Bank, Petaluma (15174), merged into United California Bank, Los Angees, under title "United

California Bank"
Surety National Bank, Encino (15368), merged into California Overseas Bank, San Francisco, under title

"California Overseas Bank"
West Coast National Bank, Oceanside (15220), merged into La Jolla Bank & Trust Company, La Jolla, under title

"La Jolla Bank & Trust Company"

FLORIDA

Bamett Bank of Deland, National Association, Deland (13388), merged into Barnett Bank of Daytona Beach,
Daytona Beach, under title "Barnett Bank of Volusia County"

First Marine National Bank and Trust Company of Lake Worth (14356), First Marine National Bank and Trust
Company, Jupiter/Tequesta (15918), merged into First Marine Bank and Trust Company of Palm Beaches,
Rivera, under title "First Marine Bank and Trust Company of Palm Beaches"

Flagship Bank of West Orlando, National Association, Orlando (15948), merged into Flagship Bank of Orlando,
Orlando, under title "Flagship Bank of Orlando"

Florida Coast Bank of Coral Springs, National Association, Margate (16386), merged into Florida Coast Bank of
Pompano Beach, Pompano Beach, under title "Florida Coast Bank of Broward County"

Pan American Bank of Broward County, National Association, Oakland Park (15162), merged into Pan American
Bank of Inverrary, Lauderhill, under title "Pan American Bank of Broward"

Southeast First National Beach Bank, Jacksonville Beach (14896), merged into Southeast First Bank of
Jacksonville, Jacksonville, under the title "Southeast Bank of Jacksonville"

Southeast National Bank of Panama City, Panama City (16363), merged into Southeast Beach State Bank, Bay
County, under title "Southeast Bank of Panama City"

The Exchange National Bank of Tampa, Tampa (4949), merged into The Exchange Bank of Temple Terrace,
Temple Terrace, under title "The Exchange Bank of Temple Terrace"

ILLINOIS

First National Bank of Jacksonville (15371), merged into Elliott State Bank, Jacksonville, under title "Elliott State
Bank"

MAINE

Springvale National Bank, Springvale (13730), merged into Depositors Trust Company of Portland, Portland,
under title "Depositors Trust Company of Southern Maine"

The Liberty National Bank in Ellsworth, Ellsworth (14303), merged into Depositors Trust Company of Bangor,
Bangor, under title "Depositors Trust Company of Eastern Maine"

MARYLAND

Chesapeake National Bank, Towson (15249), merged into American Bank of Maryland, Silver Spring, under title
"First American Bank of Maryland"

University National Bank, Rockville (15365), merged into The Equitable Trust Company, Baltimore, under title "The
Equitable Trust Company"

MASSACHUSETTS

Baybank Middlesex, National Association, Burlington (614), merged into Baybank Newton-Waltham Trust
Company, Waltham, under title "Baybank Newton-Waltham Trust Company"

The Merchants National Bank of Newburyport, Newburyport (1047), merged into Naumkeag Trust Company,
Salem, under title "Naumkeag Trust Company"

NEW YORK

Genesee Valley National Bank and Trust Company of Genesee (886), merged into Key Bank of Central New York,
Syracuse, under title "First Trust and Deposit Company"

NORTH CAROLINA

Cape Fear Bank and Trust Company, Fayetteville, and Capital National Bank, Raleigh (16100), merged into
Waccamaw Bank and Trust Company, Whiteville, under title "United Carolina Bank, Whiteville"

OHIO

Heritage Bank, National Association, Steubenville (2160), Heritage Bank, National Association, Salem (973), and
Heritage Bank, National Association, Hopedale (6938), merged into Heritage Bank, Toronto, under title
"Heritage Bank"

PENNSYLVANIA

The First National Bank of Millville, Millville (5389), merged into Northern Central Bank, Williamsport, under title
"Northern Central Bank"

The Union National Bank of Lewisburg, Lewisburg (784), merged into Central Counties Bank, State College, under
title "Central Counties Bank" '

Dec.
Dec.

Mar.

Nov.

Jan.

Mar.

$259,133

31
31

27

8

2

Oct. 1

Apr. 3

May 14

June 1

5,144
3,706

1,697

1,450

2,029

7,192

Sept.

Jan.

Oct.

Jan.

Nov.

Oct.

Dec.

Mar.

Jan.

Feb.

Jan.

Feb.

Nov.

Sept.

Mar.

23

1

1

1

16

22

1

10

31

1

1

26

9

4

30

5,008

1,020

4,012

2,728

4,427

1,156

23,863

1,226

1,624

1,716

4,233

8,926

27,818

1,204

2.382

1,597

19,959

1,574

1,532
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Table B-12—Continued

National banks merged or consolidated with state banks, by states, calendar 1979
(Dollar amounts in thousands)

Title and location of bank

TEXAS

United National Bank, Dallas (16446), merged into First City Bank of Dallas, Dallas, under title "First City Bank of
Dallas" June 4 $8,976

VIRGINIA

Central Fidelity Bank, National Association, Herndon (14325), merged into Central Fidelity Bank, Bailey's
Crossroads, under title "Central Fidelity Bank"

Farmers and Merchants National Bank in Onley, Onley (14190), merged into Bank of Chincoteague, Inc.,
Chincoteague, under title "Farmers and Merchants Bank - Eastern Shore"

The First National Bank of Yorktown, Yorktown (11554), merged into Fidelity American Bank, Norfolk, under title
"Fidelity American Bank"

United Virginia Bank/Seaboard National, Norfolk (10194), United Virginia Bank/National, Vienna (651), United
Virginia Bank/First National, Lynchburg (1558), United Virginia Bank of Roanoke, National Association, Roanoke
(15117), United Virginia Bank/National Valley, Staunton (1620), merged into United Virginia
Bank/Commonwealth, Richmond, under title "United Virginia Bank"

* Includes subordinated notes and debentures, if any.

Total capital
accounts of

national
banks*

2,104

2,528

1,409

106,893

Table B-13

National banks converted into state banks, by states, calendar 1979
(Dollar amounts in thousands)

Charter
No. Title and location of bank

Effective
date

Total capital
accounts of

national
banks*

14638

15222

Total: 51 banks

ALABAMA

First National Bank of Childersburg, Childersburg, converted into First Bank of Childersburg,
Childersburg

ARKANSAS

First National Bank and Trust Company of Mountain Home, Mountain Home, converted into First
Bank and Trust Company of Mountain Home

$196,030

Oct. 30

Jan. 8

1,428

4,291
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Table B-13—Continued

National banks converted into state banks, by states, calendar 1979
(Dollar amounts in thousands)

Charter
No. Title and location of bank

Effective
date

Total capital
accounts of

national
banks*

16453
12904
16139
6268
15032
2158
14891

9613

14589
14474
10690
6924

15612
14407

6388

12028

10587
9695

15306

13843

15877
4840

13753

3378

15586

15457
16603

12889
15652

1345
222

9977

12393
12026

CALIFORNIA

South Coast National Bank, Costa Mesa, converted into South Coast Bank, Costa Mesa
The Capital National Bank, Downey, converted into Capital Bank, Downey
Foothill National Bank, Glendora, converted into Foothill Independent Bank, Glendora
First National Bank and Trust Company, Ontario, converted into First Trust Bank, Ontario
Placer National Bank, Rockland, converted into Placer Bank, Rockland
First National Bank of San Jose, San Jose, converted into Bank of the West, San Jose
Santa Barbara National Bank, Santa Barbara, converted into Santa Barbara Bank and Trust, Santa

Barbara

GEORGIA

The First National Bank of Haversham County, Cornelia, converted into First Bank of Haversham,
Cornelia

ILLINOIS

First National Bank of Byron, Byron, converted into The Byron Bank, Byron
National Bank of Austin, Chicago, converted into Austin Bank of Chicago, Chicago
The First National Bank of Gorham, Gorham, converted into the Bank of Gorham, Gorham
The First National Bank of Old Fallon, Old Fallon, converted into First Bank and Trust Company of

Old Fallon, Old Fallon
First National Bank of Eureka, Eureka, converted into First Bank of Eureka, Eureka
First National Bank in Greenville, Greenville, converted into First Bank and Trust Company,

Greenville

INDIANA

The Springs Valley National Bank, French Lick, converted into Springs Valley Bank and Trust
Company, French Lick

First National Bank of Spurgeon, Spurgeon, converted into The Spurgeon State Bank, Spurgeon . . .

KANSAS

The First National Bank of Beathe, Beathe, converted into Marshall County Bank of Beathe, Beathe.
The Gypsum Valley National Bank of Gypsum, Gypsum, converted into Gypsum Valley Bank,

Gypsum
Hays National Bank, Hays, converted into Hays State Bank, Hays

MAINE

First National Bank of Aroostook, Fort Fairfield, converted into Depositors Trust Company of
Aroostook, Fort Fairfield

MICHIGAN

National Bank of Marshall, Marshall, converted into Bank of Marshall, Marshall
National Lumberman's Bank and Trust Company, Muskegon, converted into Lumberman's Bank,

Muskegon
First National Bank of Southwestern Michigan, Niles, converted into Pacesetter Bank and Trust -

Southwest, Niles
Clinton National Bank and Trust Company, St. Johns, St. Johns, converted into Clinton Bank and

Trust Company, St. Johns

MISSOURI

Mid-Continent National Bank of Kansas City, Kansas City, converted into Mid-Continent Bank of
Kansas City, Kansas City

Security National Bank of Sikeston, Sikeston, converted into Security Bank of Sikeston, Sikeston . . .
Mehlville National Bank, Unincorporated Area of St. Louis County, converted into Mehlville Bank,

St. Louis County

Aug.
Apr.
July
Apr.
Apr.
Jan.

May

Sept.

Aug.
July
Aug.

Oct.
May

May

July
June

Dec.

Dec.
Oct.

Feb.

NEW HAMPSHIRE

Indian Head National Bank of Exeter, Exeter, converted into Indian Head Bank of Exeter, Exeter . .
Indian Head Bank, N.A., Portsmouth, converted into Indian Head Bank of Portsmouth, Portsmouth.

NEW YORK

The National Bank of Auburn, Auburn, converted into The Bank of Auburn, Auburn
First National Bank and Trust Company of Ithaca, Ithaca, converted into First Bank and Trust

Company of Ithaca, Ithaca
Glen National Bank and Trust Company, Watkins Glen, converted into Glen Bank and Trust

Company, Watkins Glen

NORTH DAKOTA

First National Bank in Drake, Drake, converted into First Bank in Drake, Drake
The Dakota National Bank and Trust Company of Fargo, Fargo, converted into The Dakota Bank

and Trust Company of Fargo, Fargo

15

1
2

20

18
1

31
27

17

1
1

$2,090
2,328
1,842

12,446
2,106

27,361

9,531

2,821

1,347
8,574

433

3,101
1,291

2,349

4,246
583

281

613
1,493

4,057

Oct.

Aug.

Sept.

Aug.

Nov.
Jan.

Apr.

July
Nov.

Feb.

Feb.

Feb.

Jan.

July

1

16

4

4

16
12

20

16
1

1

1

1

2

2

1,009

10,754

11,843

7,266

3,055
1,727

1,004

3,709
2,534

4,835

5,251

1,575

966

2,684
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Table B-13—Continued

National banks converted into state banks, by states, calendar 1979
(Dollar amounts in thousands)

Charter
No. Title and location of bank

Effective
date

Total capital
accounts of

national
banks*

11705

1439

12093
8524

2958

11985

9319

8640

16251

14779
13669
14992

194

11976

14460

OKLAHOMA

The First National Bank in Chattanooga, Chattanooga, converted into First Bank of Chattanooga,
Chattanooga

The First National Bank in Claremore, Claremore, converted into First Bank in Claremore,
Claremore

The Farmers National Bank of Elk City, Elk City, converted into Bank of Western Oklahoma, Elk City
The First National Bank of Stratford, Stratford, converted into First American Bank, Stratford

PENNSYLVANIA

The Drovers and Mechanics National Bank of York, York, converted into The Drovers and
Mechanics Bank, York

TENNESSEE

The First National Bank of Hohenwald, Hohenwald, converted into First Citizens Bank of
Hohenwald, Hohenwald

First National Bank of Mount Pleasant, Mount Pleasant, converted into The First Bank of Maury
County, Mount Pleasant

Farmers National Bank, Winchester, converted into Farmers Bank and Trust Company, Winchester.

TEXAS

Dallas/Forth Worth Airport National Bank, Dallas/Fort Worth, converted into Dallas/Fort Worth
Airport Bank, Dallas/Fort Worth '.

Central National Bank of Houston, Houston, converted into Central Bank of Houston, Houston
The First National Bank in Mount Calm, Mount Calm, converted into First State Bank, Mount Calm. .
Windsor Park Bank, N.A., San Antonio, converted into Windsor Park Bank, San Antonio

VERMONT

Catamount National Bank, North Bennington, converted into Catamount Bank, Catamount

VIRGINIA

First National Bank of Bassett, Bassett, converted into First Bassett Bank and Trust, Bassett

WISCONSIN

First National Bank in Menomonie, Menomonie, converted into First Bank and Trust, Menomonie . . .

Jan.

July
Feb.
Jan.

Feb.

Feb.

10
1

12

14

$ 619

2,337
2,015

838

9,318

878

Sept.
Feb.

July
Aug.
Sept.
June

Jan.

Jan.

Jan.

17
22

23
1
4

25

2

2

2

1,950
2,905

1,478
3,169

169
5,624

2,623

6,599

2,684

Table B-14

Purchases of state banks by national banks, by states, calendar 1979
(Dollar amounts in thousands)

Title and location of bank

Total: 6 banks

KENTUCKY

The Farmers National Bank of Cynthiana (2560), Cynthiana, purchased Union Bank of Berry, Berry.

MISSISSIPPI

Bank of Jackson, N.A. (16810), Jackson, purchased Fidelity Bank, Utica

NORTH CAROLINA

First National Bank of Catawba County (4597), Hickory, purchased Western Carolina Bank and Trust Company,
Mpch\/i||p

The Planters National Bank and Trust Company (10608), Rocky Mount, purchased Liberty Bank and Trust
Company, Durham

SOUTH CAROLINA

T h e N a t i o n a l B a n k o f S o u t h C a r o l i n a ( 1 0 6 6 ) , S u m t e r , p u r c h a s e d B a n k o f N o r t h C h a r l e s t o n , N o r t h C h a r l e s t o n . . . .

SOUTH DAKOTA

The First National Bank in Sioux Falls (3393), Sioux Falls, purchased Dakota State Bank of Dell Rapids, Dell
Rapids

Effective
date

July

Oct.

Aug.

Sept.

Oct.

2

1

28

31

14

31

Total capital
accounts of
state banks

$ 8,865

546

2,073

2,255

1,856

1,078

1,057
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Table B-15

Consolidations* of national banks, or national and state banks, by states, calendar 1979
(Dollar amounts in thousands)

Effective
date

Oct. 1

Consolidating banks
Resulting banks

Total: 1 Consolidation

NEVADA

Bank of Nevada, Las Vegas
First National Bank of Nevada, Reno (7038)
First National Bank of Nevada, Reno (7038)

Outstanding
capital
stock

$ 5,702
21,207
25,959

Surplus

$10,298
21,207
32,455

Undivided
profits and

reserves

$ 7,896
75,064
82,960

Total assets

$ 287,868
1,462,525
1,750,393

* Excludes consolidations involving a single operating bank, effected pursuant to corporate reorganization. Those transactions may be found on
Table B-8.

TableB-16

Mergers of national banks, or national and state banks, by states, calendar 1979
(Dollar amounts in thousands)

Effective
date

Oct. 15

July 14

Jan. 1

Jan. 31

Mar. 31

Apr. 1

June 1

July 1

Merging banks
Resulting bank

ARKANSAS

Continental Bank and Trust Company, Barling
The Merchants National Bank of Fort Smith, Fort Smith

(7240).
The Merchants National Bank of Forth Smith, Fort Smith

(7240)

CALIFORNIA

First Central Coast Bank, San Luis Obispo
Wells Fargo Bank, National Association, San Francisco

(15660)
Wells Fargo Bank, National Association, San Francisco

(15660)
FLORIDA

Bamett Bank of Murray Hill, Jacksonville
Barnett Bank of North Jacksonville, Jacksonville
Bamett Bank of Regency, Jacksonville
Barnett Bank of San Jose, Jacksonville
Barnett Bank of Jacksonville, National Association, Jack-

sonville (9049)
Barnett Bank of Jacksonville, National Association (9049) . .
Atlantic Bank of Gainesvile, Gainesville
Atlantic First National Bank of Gainesville, Gainesville

(3894)
Atlantic First National Bank of Gainesville, Gainesville

(3894)
Atlantic Bank of West Daytona Beach, Daytona Beach
Atlantic First National Bank of Daytona Beach, Daytona

Beach (12456)
Atlantic First National Bank of Daytona Beach, Daytona

Beach (12456)
Royal Trust Bank of South Dade, N.A., Unincorporated

Area of Dade County (16698)
Royal Trust Bank of Miami, N.A., Miami (15156)
Royal Trust Bank of Miami, N.A., Miami (15156)
Sun Bank of Cocoa, National Association, Cocoa (14806). .
Sun First National Bank of Melbourne, Melbourne (16107). .
Sun First National Bank of Brevard County (16107)
Southeast National Bank of Coral Way, Miami (15568)
Southeast Bank of Dadeland, Unincorporated Area of Dade

County
Southeast First National Bank of Miami Springs, Miami

Springs (14707)
Southeast National Bank of Tamiami, Unincorporated Area

of Dade County (16480)
Southeast Bank of Westland, Hialeah
Southeast First National Bank of Miami, Miami (15638)
Southeast First National Bank of Miami, Miami (15638)

Outstanding
capital
stock

$ 120

2,000

2,000

818

94,461

94,461

732
400
755
558

6,000
8,534

500

2,000

2 303
550

1,000

1,171

800
1,837
2,213

74,255
64,000
64,000

1,020

905

1,372

500
700

13,880
16,557

Surplus

$ 280

2,000

2,000

2,754

310,101

310,101

3,468
475
945

1,660

9,000
15,459

315

3,000

3512
360

2,000

2,739

800
1,837
2,637
1,608
1,510
3,860
1,480

1,195

1,873

305
544

41,120
48,345

Undivided
profits and

reserves

$ 107

9,119

8,125

652

321,307

321,307

1,246
541
401
646

13,000
17,960

233

2,613

2 846
96

3,086

3,182

299
6,247
6,047
1,446
1,926
3,520
4,458

1,431

6,802

244
427

67,010
80,394

Total assets

$ 4,269

112,769

116,607

44,541

16,605,829

16,656,462

67,274
19,838
32,885
40,663

374,795
505,532

16,137

103,221

119,358
17,026

83,169

100,195

8,483
148,636
156,195
46,957
62,801

115,366
116,936

54,842

122,732

17,562
17,491

2,180,175
2,509,738

160Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Table B-16—Continued

Mergers of national banks, or national and state banks, by states, calendar 197$
(Dollar amounts in thousands)

Effective
date

Sept. 30

Nov. 30

Dec. 1

May 7

Dec. 1

June 1

May 30

Nov. 1

Jan. 1

Oct. 1

Jan. 1

Dec. 31

Nov. 30

Jan. 1

June 30

Merging banks
Resulting bank

First National Bank of Hallandale, Hallandale (15874)
First National Bank of Miramar, Miramar (16233)
Hollywood National Bank, Hollywood (16008)
First National Bank of Hollywood, Hollywood (14530)
First National Bank of Hollywood, Hollywood (14530)
Century Bank of Pinellas County, St. Petersburg
Century First National Bank in St. Petersburg, St. Peters-

burg (14367)
Century First National Bank of Pinellas County (14367) . . . .
Sun First National Bank of Lake Wales, Lake Wales (14923)
Sun First National Bank of Polk County, Auburndale

(16786)
Sun First National Bank of Polk County, Auburndale

(16786)

INDIANA

The Colonial National Bank, Ohio Township (8956)
Warrick National Bank of Boonville, Boonville (14218),

Boonville
Warrick National Bank of Boonville (14218), Boonville
KENTUCKY

The Peoples Bank, Cave City
The New Farmers National Bank of Glasgow, Glasgow

(13651)
The New Farmers National Bank of Glasgow, Glasgow

(13651)
LOUISIANA

Caddo Trust and Savings Bank, Belcher
The First National Bank of Shreveport, Shreveport (3595). . .
The First National Bank of Shreveport, Shreveport (3595). . .

MARYLAND

The Sharpsburg Bank of Washington County, Sharpsburg. .
The First National Bank of Maryland, Baltimore (1413)
The First National Bank of Maryland, Baltimore (1413)
The National Bank of Perryville, Perryville (11193)
The First National Bank of Maryland, Baltimore (1413)
The First National Bank of Maryland, Baltimore (1413)

MASSACHUSETTS

Citizens Bank and Trust Company of Peabody, Peabody. . .
Bay State National Bank, Lawrence (1014)
Bay State National Bank, Lawrence (1014)
Chatham Trust Company, Chatham
The Barnstable County National Bank of Hyannis, Barn-

stable (13395) ;
The Barnstable County National Bank of Hyannis, Barn-

stable (13395)
MINNESOTA

The First State Bank of Rice, Rice
The First American National Bank of St. Cloud, St. Cloud

(11818)
The First American National Bank of St. Cloud, St. Cloud

(11818)

MISSISSIPPI

Bank of Inverness, Inverness
Deposit Guaranty National Bank, Jackson (15548)
Deposit Guaranty National Bank, Jackson (15548)

NEW HAMPSHIRE

Indian Head National Bank of Derry, Derry (8038)
Indian Head National Bank of Nashua, Nashua (15563). . . .
Indian Head National Bank of Nashua, Nashua (15563). . . .

NEW JERSEY

First Merchants National Bank, Neptune Township (13363) .
Midlantic National Bank/Raritan Valley, Edison Township

(15430)
First Merchants National Bank (15430), Edison Township. . .
Arcadia National Bank, Secaucus
National Community Bank of New Jersey, Rutherford (5005)
National Community Bank of New Jersey, Rutherford (5005)

Outstanding
capital
stock

$ 863
400
432

2,640
3,814

498

2,386
2,622

53,653

12,500

12,500

150

593
593

150

749

1,059

320
14,000
14,880

100
16,065
16,165

110
16,165
16,275

438
850
900
100

300

400

75

1,200

1,200

250
11,359
11,568

325
1,180
1,180

4,728

1,721
6,449
1,706

14,206
14,411

Surplus

$ 710
400
400

2,640
4,671

702

5,114
6,078
1,163

1,900

4,025

350

611
611

250

1,912

2,162

940
17,000
25,000

350
35,835
35,357

125
36,356
36,806

375
2,650
3,200

500

1,000

1,500

79

3,600

3,600

1,320
77,261
78,647

1,425
6,309
9,477

7,000

665
7,665
1,371

20,000
20,000

Undivided
profits and

reserves

$ 863
118
186

4,555
5,722

436

9,161
9,597

0

655

1,934

142

2,476
2,201

614

2,661

3,155

0
22,387
15,893

189
43,108
43,108

199
47,538
47,538

(142)
2,488
2,406

308

2,011

2,318

0

1,544

1,544

25
209
209

1,405
3,382
3,382

8,376

1,517
9,893
1,083

43,987
42,272

Total assets

$ 27,205
10,779
13,093

116,909
168,735

19,805

216 523
235,027
45,057

37,328

83,925

11,815

46,864
58,855

10,987

71,142

82,129

23,892
597,057
616,893

7,783
1,814,834
1,821,180

6,566
1,833,793
1,839,883

7,565
115,058
127,636

13,596

35,276

48,872

2,733

116,480

119,059

16,120
1,489,201
1,505,321

43,963
188,010
231,973

305,878

63,377
369,255

24,166
976,705

1,000,301
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Table B-16—Continued

Mergers of national banks, or national and state banks, by states, calendar 1979
(Dollar amounts in thousands)

Effective
date

Merging banks
Resulting bank

Outstanding
capital
stock

Surplus
Undivided
profits and

reserves
Total assets

The National Bank of Manuta, Sewell (12917)
The National Bank and Trust Company of Gloucester

County, Woodbury (1199)
Nov. 30 The National Bank and Trust Company of Gloucester

County, Woodbury (1199)

NEW YORK

Bankers Trust Company of Central New York, Utica
Bankers Trust Company of Albany, National Association,

Albany (15758)
Apr. 30 Bankers Trust Company of Albany, National Association,

Albany (15758)
The Little Falls National Bank, Little Falls (2406)
The Oneida National Bank and Trust Company of Central

New York (1392)
Dec. 28 The Oneida National Bank and Trust Company of Central

New York (1392)

NORTH CAROLINA

Carolina State Bank, Gastonia
Southern National Bank of North Carolina, Lumberton

(10610)
Sept. 30 Southern National Bank of North Carolina (10610)

The Bank of Asheyille, Ashville
North Carolina National Bank, Charlotte (13761)

Dec. 3 North Carolina National Bank, Charlotte (13761)

OHIO

The Central Trust Company of Montgomery County, N.A.,
Dayton (16330)

The Central Trust Company, National Association, Cincin-
nati (16416)

Apr. 16 The Central Trust Company, National Association (16416). .
The Central Trust Company of Wayne County, Wooster
The Central Trust Company of Northeastern Ohio, National

Association, Canton
Apr. 30 Central Trust Company of Northeastern Ohio, National As-

sociation, Canton
The Citizens First National Bank of Greene County, Xenia

(2575)
The Third National Bank and Trust Company of Dayton,

Dayton (10)
May 21 The Third National Bank and Trust Company (10)

First National Bank of Sebring, Sebring (14601)
First National City Bank of Alliance, Alliance (3721)

May 22 First National City Bank of Alliance, Alliance (3721)
The Home Banking Company, St. Marys
First National Bank of Mercer County, Celina (5523)

June 29 The Central Trust Company of Western Ohio, National As-
sociation (5523)

Akron National Bank, Akron (15609)
The First National Bank of Cadiz, Cadiz (100)
The Central National Bank at Cambridge, Cambridge

(13905)
The Geauga County National Bank of Chardon, Chardon

(14879)
The First National Bank of Chillicothe, Chillicothe (128)
The Second National Bank of Circleville, Circleville (172). . .
The Capital National Bank, Cleveland (15423)
First National Bank of Coshoctin, Coshoctin (6892)
The First National Bank of Delaware, Delaware (243)
The First National Bank at East Palestine, East Palestine

(13850)
Peoples National Bank of Greenfield, Greenfield (10105). . .
Citizens National Bank of Ironton, Ironton (4336)
The First National Bank of Jackson, Jackson (1903)
The Hocking Valley National Bank of Lancaster, Lancaster

(12421)
The First National Bank of London, London (1064)
National Bank of Loveland, Loveland (15945)
The First National Bank of Marysville, Marysville (13460) . . .
The First National Bank of Newark, Newark (858)

$ 713

2,830

4,611

4,400

600

6,000
200

13,953

14,753

980

1,342
1,342
1,932

58,090
62,143

2,250

B 3,000

4,678

7,678

9,636

1,600

10,236
600

15,000

15,000

900

9,072
9,072
6,286

58,181
62,345

1,899

12,153
12,702

360

3,662

4,022

700

9,210
10,643

200
1,512
1,772

600
1,350

1,950
6,000

400

1,000

300
1,500

450
4,000
2,000
1,400

500
500
600

1,000

1,250
600
625
700

1,500

42,847
46,447

2,640

11,338

13,978

1,300

9,620
10,187

200
6,888
7,088

900
1,350

2,250
14,000

1,200

1,400

650
2,500

850
5,500
2,400
1,600

500
700
800

2,500

1,550
1,000

625
1,300
3,000

B 957

6,270

6,159

21,491

(1,170)

2,321
1,519

15,141

16,660

63

13,721
14,335

1,925
123,709
126,791

53

$ 52,633

193,975

246,609

19,637

309,016

328,653
19,478

686,295

704,735

25,038

521,707
517,474
103,418

5,264,166
5,485,502

76,904

37,295
37,348

919

5,782

6,701

2,281

18,398
20,755

791
1,224
1,952
1,005
2,234

3,239
12,133

1,124

2,181

831
2,297

643
4,054
2,128
1,765

418
880

1,707
1,602

1,883
923
850

1,094
3,473

1,033,364
1,110,130

43,674

333,903

377,577

47,082

447,876
494,915

10,549
83,240
93,789
44,231
91,413

135,644
469,814

44,731

67,170

23,718
88,343
33,881

202,207
89,464
72,499

22,194
28,511
46,540
71,347

64,377
34,409
36,576
40,608

116,140
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Table B-16—Continued

Mergers of national banks, or national and state banks, by states, calendar 1979
(Dollar amounts in thousands)

Effective
date

June 29

July 30

Aug. 27

Sept. 28

Oct. 4

Oct. 4

Oct. 31

Nov. 23

Dec. 1

Merging banks
Resulting bank

The National Bank of Portsmouth, Portsmouth (13832)
The First National Bank of Springfield, Springfield (238). . . .
The First National Bank of Tiffin, Tiffin (3315)
First National Bank of Washington Courthouse, Washington,

Courthouse (13490)
The First National Bank of Wilmington, Wilmington (365) . . .
The Citizens National Bank in Zanesville, Zanesville (5760) .
The Logan County Bank, Bellefontaine
The Cummings Bank Company, Carrollton
The Ohio State Bank of Dayton Dayton
The Peoples Savings Bank Company, Delta
The Kenton Savings Bank, Kenton
The Farmers and Merchants Bank of Logan, Logan
The Medina County Bank, Medina
The Adams Bank, Millersburg
The Knox County Savings Bank, Mount Vernon
The Community Bank Napoleon
The Perry County Bank, New Lexington
The Ohio Bank and Trust Company, New Philadelphia
The Niles Bank Company, Niles
The Citizens Banking Company, Perrysburg
The Weston Security Bank, Sandusky
The Ohio National Bank of Columbus, Columbus (5065) . . .
BancOhio National Bank, Columbus (5065)
Society Bank of Painesville, Painesville
Society National Bank of Cleveland, Cleveland (14761).. . .
Society National Bank of Cleveland, Cleveland (14761).. . .
The Eastern Ohio Bank, Union Township
Heritage Bank, N.A., Flushing (12008)
Heritage Bank N A Flushing (12008)
The Gnadenhutten-Bank, Gnadenhutten
The Peoples National Bank and Trust Company, Dover

(4293)
The Peoples National Bank and Trust Company, Dover

(4293)
The First National Bank of Gallipolis, Gallipolis (136)
The Central Trust Company, National Association, Cincin-

nati (16416)
Central Trust Company, N.A., (16416)
The Citizens National Bank of Middleport, Middleport

(8441)
The Central Trust Company, National Association, Cincin-

nati (16416)
The Central Trust Company, National Association, Cincin-

nati (16416)
Farmers and Merchants Bank Company, Arlington
Mid-American National Bank & Trust Company, Northwood

(15416)
Mid-American National Bank & Trust Company, Northwood

(15416)
The Farmers State Bank of Stryker, Stryker
The First National Bank in Bryan, Bryan (13899)
First National Bank of Northwest Ohio (13899)
The Commercial Bank, Ashtabula
The Lake County National Bank of Painesville, Painesville

(14686)
The Lake County National Bank of Painesville, Painesville

(14686)
The Huntington National Bank of Bellefontaine, Bellefon-

taine (13749)
The Huntington National Bank of Columbus, Columbus

(7745)
The Huntington National Bank of Franklin, Franklin (5100) . .
The Huntington Portage National Bank of Kent, Kent (652) .
The Huntington First National Bank of Kenton, Kenton

(2500)
The Huntington First National Bank of Lima, Lima (13767). .
The Huntington National Bank of London, London (10373). .
The Huntington Lagonda National Bank of Springfield,

Springfield (14105)
The Huntington First National Bank of Medina County,

Wadsworth (5828)

Outstanding
capital
stock

$ 1,200
2,000
1,000

900
400

2,000
700
700
385
800
800

1,000
725
120

1,000
1,000

600
1,000
1,500

700
1,400

20,000
100,000

1,020
18,300
19,000

263
475
738
150

752

752
100

12,738
12,738

100

12,702

12,702
640

4,388

5,028
200
394
498
450

3,862

3,862

910

12,837
900
813

393
2,420

300

1,250

362

Surplus

$ 2,000
4,000
1,000

1,000
1,300
3,500
1,100

700
818
800
800

1,000
1,675

600
1,000
1,500

800
1,250
2,000
1,200
2,600

55,000
100,000

1,980
61,700
63,680

789
456

1,245
450

2,248

2 248
2,250

46,376
46,376

900

46,447

46,447
60

4,405

4,465
400
806

1,302
1,550

8,321

8,321

910

23,182
900

3,000

807
2,580
1,220

1,253

1,338

Undivided
profits and

reserves

$ 1,697
3,912
1,109

1,018
986

1,911
386
871
281
633

1,099
1,344

533
1,123
1,576
1,088
1,031

912
1,119

469
2,256

36,185
93,495

1,002
21,838
23,160

231
424
655
563

4,016

4 072
368

36,497
35,965

688

41,445

40,899
332

2,238

2,570
89

1,535
1,641

529

7,027

7,027

2,353

48,573
3,107
7,524

1,692
6,194
2,377

3,783

1,955

Total assets

$ 69.553
135,536
43,042

39,096
34,973
80,003

225,572
32,787
25,115
25,464
36,603
41,611
45,224
22,542
43,016
41,660
35,911
49,682
76,885
31,217
82,006

1,686,722
4,261,749

52,747
1,495,576
1,542,964

13,833
22,016
28,901
11,761

89,436

100,610
24,851

1,186,218
1,207,819

14,398

1,116,126

1,157,091
13,569

135,770

149,339
7,298

37,941
44,959
28,454

375,574

404,091

45,618

1,582,529
38,312

126,950

50,419
125,912
30,632

71,205

72,065

163Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Table B-16—Continued

Mergers of national banks, or national and state banks, by states, calendar 1979
(Dollar amounts in thousands)

Effective
date

Dec. 31

Dec. 3

Dec. 14

Jan. 1

Feb. 20

May 31

June 30

June 30

July 2

July 2

Nov. 9

Nov. 30

Merging banks
Resulting bank

The Huntington Bank of Ashland, Ashland
The Huntington Bank of Wood County, Bowling Green
The Huntington Bank of Chillicothe, Chillicothe
The Huntington Bank of Toledo, Toledo
The Huntington Bank of Washington Court House, Wash-

ington Court House
The Huntington Bank of Woodville, Woodville
The Huntington National Bank, Columbus (7745)
The Huntington National Bank, Columbus (7745)

PENNSYLVANIA

Lebanon County Trust Company, Lebanon
The National Central Bank, Lancaster (694)
The National Central Bank, Lancaster (694)

SOUTH DAKOTA

Springfield State Bank Springfield
Northwestern National Bank of Sioux Falls, Sioux Falls

(10592) .
Northwestern National Bank of Sioux Falls, Sioux Falls

(10592)

VIRGINIA

Fidelity American Bank, Buena Vista, Buena Vista
Fidelity American Bank, Chatham
Fidelity American Bank, NA, Halifax, Halifax County (16313)
Fidelity American Bank, Natural Bridge, Natural Bridge Sta-

tion
Fidelity American Bank, NA, Roanoke Valley, Roanoke

County (16192)
Fidelity American Bank, NA, Lynchburg (15?2)
Fidelity American Bank, NA, Lynchburg (1522)
Dominion National Bank of the Peninsula, York County

(16159)
Dominion National Bank of Tidewater, Norfolk (15461)
Dominion National Bank of Tidewater, Norfolk (15461)
New Bank of Roanoke, Roanoke
Virginia National Bank, Norfolk (9885)
Virginia National Bank Norfolk (9885)
Fidelity American Bank, NA, Richmond, Henrico County

(15315)
Cavalier Central Bank and Trust Company, Hopewell
The Central National Bank of Richmond, Richmond (10080)
The Central National Bank of Richmond, Richmond (10080)
The First National Bank of Danville, Danville (1985)
First & Merchants National Bank, Richmond (1111)
First & Merchants National Bank, Richmond (1111)
New Bank of Culpeper, Culpeper
National Bank and Trust Company, Charlottesville (10618) .
National Bank and Trust Company, Charlottesville (10618) .
The Bank of Buckingham Dillwyn
The First National Bank of Farmville, Farmville (5683)
The First National Bank of Farmville, Farmville (5683)
The Citizens National Bank of Emporia, Emporia (12240). . .
City Savings Bank and Trust Company, Petersburg
Central Fidelity Bank, N.A., Richmond (10080)
Central Fidelity Bank, N.A., Richmond (10080)
The Services National Bank, Arlington (16277)
First & Merchants National Bank, Richmond (1111)
First & Merchants National Bank, Richmond (1111)

Outstanding
capital
stock

$ 300
2,798

500
1,650

225
300
200

40,000

726
17,600
18,326

50

5,400

5,400

100
78

800

200

600
4,363
6,141

626
2,240
2,425

350
20,552
20,552

314
255

6,503
9,525
1,100

28,382
29,482

125
2,106
2,231

300
225
533

1,000
400

9,525
10,875

1,500
29,482
29,482

Surplus

$ 1,700
3,802
3,000
6,358

2,146
1,200

40
40,000

2,192
47,655
49,847

325

5,400

5,400

220
222
800

178

600
10,867
12,887

175
4,328
4,944

70
40,397
40,397

746
220

11,040
9,553
4,020

48,589
52,609

125
7,894
8,019

150
1,200
1,342
1,000

300
9,553

10,903
641

52,609
52,609

Undivided
profits and

reserves

$ 877
1,840

852
1,584

746
1,230

0
84,260

1,392
47,953
49,745

195

13,044

12,986

335
1,169

802

355

275
17,638
20,574

(129)
3,228
3,099

680
79,598
79,598

238
376

15,124
15,738
3,641

48,073
51,714

209
11,976
12,185

367
3,223
3,590
1,038
2,611

17,276
20,945

719
54,406
54,406

Total assets

$ 35,379
97,730
62,472

141,239

45,753
35,986

240
2,542,896

64,990
1,643,036
1,708,026

6,984

418,613

425,704

8,773
20,768
32,788

10,003

21,415
603,655
694,367

7,583
127,721
135,304

8,142
2,403,982
2,411,025

15,483
10,351

410,687
436,101

97,370
2,025,541
2,116,992

9,178
275,415
284,594

8,842
52,163
61,005
36,710
41,249

395,873
473,832

13,597
2,143,256
2,156,853
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Table B-17

Mergers resulting in national banks, by assets of acquiring and acquired banks, 1960—1979*

Assets of acquiring bankst

Under $10 million
$10 to 24 9 million
$25 to 49.9 million
$50 to 99.9 million
$100 million and over

Total

Acquired
banks

1960—1977

101
160
194
235
869

1,559*

Assets of acquired banks

Under $10
million

101
141
124
124
274

764

$10 to 24.9
million

0
19
53
66

284

422

$25 to 49.9
million

0
0

17
40

164

221

$50 to 99.9
million

0
0
0
5

71

76

$100 million
and over

o
o

o

0
76

76

* Includes all forms of acquisitions involving two or more banks from May 13, 1960, through December 31, 1979.
t In each transaction, the bank with the larger total assets was considered to be the acquiring bank.
i Comprises 1,383 transactions, 39 involving three banks, 14 involving four banks, 11 involving five banks, three involving six banks, one involv-
ing seven banks, one involving nine banks, one involving six banks and one involving 40 banks.
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Table B-18

Domestic assets, liabilities and capital accounts of national banks, June 30, 1979
(Dollar amounts in millions)

Number of banks

Assets
Cash and due from depository institutions
U.S. Treasury securities
Obligations of other U.S. Government agencies and corporations
Obligations of states and political subdivisions
All other securities

Total securities

Federal funds sold and securities purchased under agreements to resell

Total loans (excluding unearned income)
Allowance for possible loan losses

Net Loans

Lease financing receivables
Bank premises, furniture and fixtures, and other assets representing bank premises
Real estate owned other than bank premises
All other assets

Total assets

Liabilities
Demand deposits of individuals, partnerships and corporations
Time and savings deposits of individuals, partnerships and corporations
Deposits of U.S. government
Deposits of states and political subdivisions
All other deposits . . . .
Certified and officers' checks

Total deposits in domestic offices

Demand deposits
Time and savings deposits

Federal funds purchased and securities sold under agreements to repurchase . . .
Interest-bearing demand notes issued to U S Treasury
Other liabilities for borrowed money . . . . . . .
Mortgage indebtedness and liability for capitalized leases
All other liabilities

Total liabilities

Subordinated notes and debentures

Equity Capital
Preferred stock
Common stock
Surplus
Undivided profits and reserve for contingencies and other capital reserves

Total equity capital

Total liabilities, subordinated notes and debentures and equity capital

Total
United States

4,493

$ 98,175
43,268
22,790
68,427
10,366

144,851

33,443

416,466
4,996

411,470

6,036
12,384

1,313
37,443

745,114

164,695
300,600

1,627
44,050
32,116

7,015

550,103

206,658
343,445

79,464
9,295
9,569
1,261

40,345

690,036

3,206

30
11,149
17,407
23,287

51,873

745,114

Alabama

100

$1,151
394
358

1,383
58

2,193

202

5,520
66

5,454

31
189

13
162

9,394

2,335
4,488

31
769
243

60

7,927

2,794
5,133

423
75
56

5
162

8,649

47

0
122
269
307

698

9,394

Alaska

6

$ 162
62
69

158
3

292

84

816
8

808

11
61

6
23

1,448

466
413

5
242

4
19

1,150

541
609

102
23
11
11
23

1,320

1

0
32
42
53

127

1,448

Arizona

3

$ 923
502
162
634

23

1,321

349

4,683
53

4,630

30
178

4
122

7,556

2,103
3,967

25
284
69

121

6,570

2,423
4,147

314
96

1
13
88

7,082

80

0
44

123
227

393

7,556

Arkansas

68

$ 588
279
202
605

42

1,128

461

2,791
27

2,764

12
110

5
100

5,167

1,290
2,248

6
411
204

24

4,182

1,646
2,536

445
31
10
12
87

4,767

27

0
80

100
194

374

5,167

California

47

$ 12,382
4,443
3,086
5,400

949

13,878

5,666

66,374
781

65,593

2,118
1,883

73
5,462

107,055

23,145
47,553

205
3,543
3,114
1,260

78,820

26,614
52,206

10,790
1,086
2,400

226
7,151

100,474

308

0
1,876
2,097
2,301

6,273

107,055

Colorado

138

$1,579
501
143
923

15

1,582

303

5,537
60

5,477

60
182
22

177

9,382

2,602
3,604

33
808
560
106

7,713

3,295
4,418

644
97
48
33

178

8,712

42

0
116
192
320

628

9,382

See note at end of table.
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Table B-18—Continued

Domestic assets, liabilities and capital accounts of national banks, June 30, 1979
(Dollar amounts in millions)

Number of banks

Assets
Cash and due from depository institutions
U.S. Treasury securities
Obligations of other U.S. Government agencies and corporations
Obligations of states and political subdivisions
All other securities

Total securities

Federal funds sold and securities purchased under agreements to resell

Total loans (excluding unearned income)
Allowance for possible loan losses

Net Loans

Lease financing receivables
Bank premises, furniture and fixtures, and other assets representing bank premises
Real estate owned other than bank premises
All other assets

Total assets

Liabilities
Demand deposits of individuals, partnerships and corporations
Time'and savings deposits of individuals, partnerships and corporations
Deposits of U.S. government
Deposits of states and political subdivisions
All other deposits
Certified and officers' checks

Total deposits in domestic offices

Demand deposits
Time and savings deposits

Federal funds purchased and securities sold under agreements to repurchase . . .
Interest-bearing demand notes issued to U.S. Treasury
Other liabilities for borrowed money
Mortgage indebtedness and liability for capitalized leases
All other liabilities

Total liabilities

Subordinated notes and debentures

Equity Capital
Preferred stock
Common stock
Surplus
Undivided profits and reserve for contingencies and other capital reserves

Total equity capital

Total liabilities, subordinated notes and debentures and equity capital

Connecticut

19

$ 897
198
128
349
44

719

171

2,226
26

2,200

12
71
5

58

4,133

1,069
1,626

8
152
344
48

3,248

1,531
1,717

337
160

8
10

126

3,888

15

0
49

109
72

230

4,133

Delaware

6

$ 9
10
2
3

15

7

50

50

0
1

1

84

19
51

4

1

75

19
55

0

1

1

76

—

0
2
3
3

8

84

District of
Columbia

16

$ 878
462
193
836

30

1,521

390

3,458
36

3,421

28
77
5

166

6,487

2,013
2,455

109
32

357
75

5,041

2,453
2,588

593
128
94
12

133

6,000

12

69
138
268

475

6,487

Florida

230

$ 2,973
2,352
1,236
2,333

175

6,096

1,133

10,240
121

10,119

55
464

52
466

21,358

6,554
9,216

55
1,065

664
242

17,796

7,776
10,020

1,470
127
57
16

262

19,727

31

1
364
607
628

1,599

21,358

Georgia

64

$1,904
482
169
738

70

1,459

626

4,923
75

4,847

63
223
110
526

9,757

3,156
2,950

34
849
464

55

7,508

4,068
3,440

1,010
52

122
27

302

9,021

57

0
160
227
293

679

9,757

Hawaii

3

$ 20
18
16

1

35

1

94
1

93

10
3
1
1

165

50
69

26
2
3

151

57
94

0
1
0
0
2

153

2

0
5
3
2

10

165

Idaho

6

$ 371
262

75
344

•8

689

167

2,065
20

2,045

36
70
3

53

3,435

754
1,812

6
206

11
34

2,822

872
1,950

248
49

2
4

79

3,203

22

0
38

146
25

209

3,435

See note at end of table.
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s Table B-18—Continued

Domestic assets, liabilities and capital accounts of national banks, June 30, 1979
(Dollar amounts in millions)

Number of banks

Assets
Cash and due from depository institutions
U S. Treasury securities .
Obligations of other U.S. Government agencies and corporations
Obligations of states and political subdivisions
All other securities

Total securities

Federal funds sold and securities purchased under agreements to resell

Total loans (excluding unearned income)
Allowance for possible loan losses

Net Loans

Lease financing receivables
Bank premises, furniture and fixtures, and other assets representing bank premises
Real estate owned other than bank premises
All other assets

Total assets

Liabilities
Demand deposits of individuals, partnerships and corporations
Time and savings dposits of individuals, partnerships and corporations
Deposits of U.S. government
Deposits of states and political subdivisions
All other deposits
Certified- and officers1 checks

Total deposits in domestic offices

Demand deposits
Time and savings deposits

Federal funds purchased and securities sold under agreements to repurchase . . .
Interest-bearing demand notes issued to U.S. Treasury
Other liabilities for borrowed money
Mortgage indebtedness and liability for capitalized leases
All other liabilities . . . .

Total liabilities . .

Subordinated notes and debentures

Equity Capital
Preferred stock
Common stock
Surplus . . . .
Jndivided profits and reserve for contingencies and other capital reserves

Total equity capital

Total liabilities, subordinated notes and debentures and equity capital

Illinois

416

$ 6,630
3,359
2,174
6,088

827

12,448

2,292

37,708
438

37,270

169
777
217

2,791

62,595

11,096
22,819

105
2,670
3,610

526

40,826

13,789
27,038

10,411
808

1,270
36

4,799

58,149

111

7
809

1,763
1,755

4,334

62,595

Indiana

120

$ 1,745
1,254

681
1,646

203

3,784

664

8,672
90

8,581

150
265

40
823

16,053

3,225
7,206

28
1,692

425
138

12,715

4,270
8,445

1,453
255

81
26

357

14,889

33

209
394
527

1,131

16,053

Iowa

99

$ 746
324
219
661

23

1,227

324

3,383
29

3,354

6
93
10

106

5,867

1,296
2,927

7
288
283

29

4,829

1,649
3,180

442
36
36

9
90

5,442

32

0
65
97

231

393

5,867

Kansas

151

$ 800
519
318
705
29

1,571

431

3,288
33

3,255

4
132

4
90

6,286

1,494
2,563

11
844
257

38

5,206

1,934
3,272

393
54
34

2
70

5,760

25

0
98

159
243

501

6,286

Kentucky

79

$ 764
512
204
710
26

1,452

328

3,968
38

3,930

106
132

4
83

6,798

1,691
3,107

14
441
310
44

5,607

2,108
3,499

364
97
51
20

159

6,298

13

0
78

141
268

487

6,798

Louisiana

54

$1,225
1,278

317
1,015

21

2,631

601

5,131
58

5,073

30
191

15
199

9,966

2,685
3,688

38
1,373

349
77

8,210

3,337
4,872

721
44
24
31

150

9,179

32

1
124
255
375

755

9,966

Maine

14

$ 123
52
74

136
3

265

36

698
6

692

0
27

1
16

1,159

256
610

3
84

7
7

967

294
673

71
17
8
5

10

1,078

3

0
20
23
37

79

1,159

See note at end of table.
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Table B-18—Continued

Domestic assets, liabilities and capital accounts of national banks, June 30, 1979
(Dollar amounts in millions)

Number of banks .

Assets
Cash and due from depository institutions
U.S. Treasury securities
Obligations of other U.S. Government agencies and corporations
Obligations of states and political subdivisions
All other securities

Total securities

Federal funds sold and securities purchased under agreements to resell

Total loans (excluding unearned income)
Allowance for possible loan losses

Net Loans

Lease financing receivables
Bank premises, furniture and fixtures, and other assets representing bank premises
Real estate owned other than bank premises
All other assets

Total assets

Liabilities
Demand deposits of individuals, partnerships and corporations
Time and savings deposits of individuals, partnerships and corporations
Deposits of U.S. government
Deposits of states and political subdivisions
All other deposits
Certified and officers' checks

Total deposits in domestic offices

Demand deposits
Time and savings deposits

Federal funds purchased and securities sold under agreements to repurchase . . .
Interest-bearing demand notes issued to U.S. Treasury
Other liabilities for borrowed money
Mortgage indebtedness and liability for capitalized leases
All other liabilities

Total liabilities

Subordinated notes and debentures

Equity Capital
Preferred stock
Common stock
Surplus
Undivided profits and reserve for contingencies and other capital reserves

Total equity capital

Total liabilities, subordinated notes and debentures and equity capital

Maryland

32

$ 853
325

72.
665

18

1,080

181

3,695
37

3,658

51
107

9
229

6,167

1,575
2,794

11
221
116
51

4,768

1,839
2,929

567
124

12
22

258

5,751

4

0
61
95

257

413

6,167

Massachusetts

73

$ 2,174
1 391

291
731
270

2,683

857

7,600
111

7,488

171
257

14
1,244

14,886

3,646
4,976

42
742
857
127

10,389

4,847
5,542

2,064
311

59
25

926

13,774

36

0
170
421
486

1,077

14,886

Michigan

126

$ 3,382
1 665

527
2,859

162

5,213

1,428

14,991
144

14,847

122
417

28
998

26,435

5,327
12,592

45
2,243

574
571

21,352

6,811
14,541

1,728
640
134
43

696

24,592

114

0
349
579
801

1,729

26,435

Minnesota

205

$ 2,041
774
624

1,813
331

3,542

563

9,638
92

9,546

184
205

35
523

16,640

3,141
7,039

25
847
709
110

11,871

4,062
7,809

2,104
391
247

8
771

15,392

164

0
303
332
449

1,083

16,640

Mississippi

37

$ 678
375
146
602

28

1,151

155

2,588
28

2,560

3
102

5
69

4,721

1,059
1,989

6
690
193

13

3,949

1,428
2,521

330
41

4
18
56

4,399

16

0
47

236
24

307

4,721

Missouri

99

$ 1,971
541
405

1,197
96

2,239

1,487

6,314
72

6,242

77
168
13

260

12,457

2,726
3,789

50
678
949

72

8,264

3,740
4,524

2,234
274
275

36
526

11,609

31

2
145
232
438

817

12,457

Montana

56

$ 249
138
60

334
11

543

24

1,630
15

1,615

6
47

2
36

2,522

534
1,366

3
201
31
20

2,156

633
1,523

111
8
8
5

38

2,325

19

67
67
44

177

2,522

See note at end of table.

CO

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



Table B-18—Continued

Domestic assets, liabilities and capital accounts of national banks, June 30, 1979
(Dollar amounts in millions)

Number of banks

Assets
Cash and due from depository institutions
U S Treasury securities
Obligations of other U.S. Government agencies and corporations
Obligations of states and political subdivisions
All other securities

Total securities

Federal funds sold and securities purchased under agreements to resell

Total loans (excluding unearned income)
Allowance for possible loan losses

Net Loans

Lease financing receivables
Bank premises, furniture and fixtures, and other assets representing bank premises
Real estate owned other than bank premises
All other assets

Total assets

Liabilities
Demand deposits of individuals, partnerships and corporations
Time and savings deposits of individuals, partnerships and corporations
Deposits of U.S. government
Deposits of states and political subdivisions
All other deposits
Certified and officers' checks

Total deposits in domestic offices

Demand deposits
Time and savings deposits

Federal funds purchased and securities sold under agreements to repurchase . . .
Interest-bearing demand notes issued to U S Treasury
Other liabilities for borrowed money . . . . . . .
Mortgage indebtedness and liability for capitalized leases
All other liabilities

Total liabilities

Subordinated notes and debentures

Equity Capital
Preferred stock .
Common stock . . . . . .
Surplus
Undivided profits and reserve for contingencies and other capital reserves

Total equity capital

Total liabilities, subordinated notes and debentures and equity capital

Nebraska

117

$ 834
288
228
622

53

1,191

253

3,262
35

3,227

42
92

2
93

5,734

1,317
2,604

5
382
357

32

4,696

1,777
2,918

397
63
33
12
78

5,280

28

81
106
239

427

5,734

Nevada

4

$ 294
154
116
218

2

490

22

1,257
13

1,245

54
52

1
25

2,184

721
944

5
157

2
26

1,855

800
1,055

104
25

3
8

23

2,017

0

0
28
44
96

168

2,184

New
Hampshire

39

$ 198
129

19
210

4

362

36

1,018
10

1,008,

33
1

17
1,655

404
827

4
143
27
15

1,419

487
932

55
23
11
4

18

1,530

2

0
16
47
60

123

1,655

New Jersey

95

$ 2,263
1,487
1,041
2,875

320

5,723

453

11,063
118

10,945

125
349

57
325

20,239

5,071
10,142

49
1,302

236
240

17,041

6,018
11,023

1,133
256
40

7
351

18,829

59

2
289
459
600

1,350

20,239

New Mexico

40

$ 346
241
123
362

7

733

131

1,696
19

1,678

2
85

4
43

3,023

825
1,222

12
504
40
30

2,634

978
1,656

83
25
5

17
36

2,800

20

2
59
84
59

204

3,023

New York

117

$17,166
3,680
1,237
3,894
3,363

12,174

2,878

44,399
853

43,546

618
1,067

229
12,567

90,246

15,567
23,340

140
1,925
9,670
1,006

51,647

24,946
26,702

14,618
542

2,720
76

12,130

81,733

349

1
1,971
2,529
3,662

8,164

90,246

North
Carolina

27

$1,875
711
536

1,344
317

2,908

636

7,007
83

6,924

109
253

16
636

13,357

3,326
5,306

23
637
352

91

9,735

3,922
5,813

1,732
189
76
77

557

12,366

132

0
170
258
430

859

13,357

See note at end of table.
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Table B-18—Continued

Domestic assets, liabilities and capital accounts of national banks, June 30, 1979
(Dollar amounts in millions)

Number of banks

Assets
Cash and due from depository institutions
U.S. Treasury securities
Obligations of other U.S. Government agencies and corporations
Obligations of states and political subdivisions
All other securities

Total securities

Federal funds sold and securities purchased under agreements to resell

Total loans (excluding unearned income)
Allowance for possible loan losses

Net Loans

Lease financing receivables
Bank premises, furniture and fixtures, and other assets representing bank premises
Real estate owned other than bank premises
All other assets

Total assets

Liabilities
Demand deposits of individuals, partnerships and corporations
Time and savings deposits of individuals, partnerships and corporations
Deposits of U.S. government
Deposits of states and political subdivisions
All other deposits
Certified and officers' checks

Total deposits in domestic offices

Demand deposits
Time and "savings deposits

zederal funds purchased and securities sold under agreements to repurchase . . .
Interest-bearing demand notes issued to U.S. Treasury
Other liabilities for borrowed money
Mortgage indebtedness and liability for capitalized leases
All other liabilities

Total liabilities

Subordinated notes and debentures

Equity Capital
Preferred stock
Common stock
Surplus
Undivided profits and reserve for contingencies and other capital reserves

Total equity capital

Total liabilities, subordinated notes and debentures and equity capital

North Dakota

42

$ 188
114
56

258
7

435

11

1,333
11

1,322

2
40

2
31

2,031

457
1,130

3
119

15
12

1,737

513
1,224

71
6

27
4

27

1,873

16

0
36
42
65

143

2,031

Ohio

187

$ 3,598
1,980
1,078
4,236

274

7,568

1,231

16,066
181

15,886

202
524

15
1,049

30,073

6,690
14,245

64
1,882

379
284

23,544

7,918
15,626

2,806
555

40
48

762

27,755

41

0
471
880
926

2,277

30,074

Oklahoma

188

$ 1,550
1,071

98
1,693

104

2,966

610

6,200
71

6,129

30
182

9
183

11,658

2,893
4,811

41
1,299

443
112

9,600

3,551
6,049

685
144
50

3
250

10,732

70

155
203
498

857

11,658

Oregon

6

$1,182
274

53
1,009

39

1,375

152

5,095
45

5,049

37
169

9
671

8,644

1,955
3,846

12
578
105
69

6,565

2,296
4,269

793
156
52
13

447

8,026

141

0
92

149
235

477

8,644

Pennsylvania

223

$ 5,251
2,951
2,494
4,430
1,756

11,631

2,320

27,149
316

26,833

294
582

66
3,665

50,642

9,293
21,680

57
2,299
1,359

300

34,988

11,145
23,843

7,111
533
760
61

3,657

47,110

250

6
526

1,234
1,516

3,282

50,642

Rhode Island

5

$ 341
324
162
446

69

1,001

142

2,290
21

2,269

101
68

8
185

4,114

625
2,131

5
157
20
26

2,964

735
2,229

505
131

17
27

219

3,862

18

0
30
88

115

234

4,114

South
Carolina

18

$ 527
180
109
401

60

750

359

1,910
22

1,888

16
90

5
45

3,678

1 413
1,187

10
221
49
27

2,907

1,637
1,270

308
87
33

7
52

3,393

13

0
42
81

149

273

3,678

See note at end of table.
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Table B-18—Continued

Domestic assets, liabilities and capital accounts of national banks, June 30, 1979
(Dollar amounts in millions)

Number of banks _

Assets
Cash and due from depository institutions
U S Treasury securities
Obligations of other U.S. Government agencies and corporations
Obligations of stages and political subdivisions
All other securities

Total securities

Federal funds sold and securities purchased under agreements to resell

Total loans (excluding unearned income)
Allowance for possible loan losses

Net Loans

Lease financing receivables
Bank premises, furniture and fixtures, and other assets representing bank premises
Real estate owned other than bank premises
All other assets . . . . . . . .

Total assets . . . .

Liabilities
Demand deposits of individuals, partnerships and corporations
Time and savings deposits of individuals, partnerships and corporations
Deposits of U.S. government
Deposits of states and political subdivisions
All other deposits
Certified and officers' checks

Total deposits in domestic offices

Demand deposits
Time and savings deposits

Federal funds purchased and securities sold under agreements to repurchase . . .
Interest-bearing demand notes issued to U S Treasury
Other liabilities for borrowed money
Mortgage indebtedness and liability for capitalized leases
All other liabilities

Total liabilities

Subordinated notes and debentures

Equity Capital
Preferred stock
Common stock
Surplus
Undivided profits and reserve for contingencies and other capital reserves

Total equity capital

Total liabilities, subordinated notes and debentures and equity capital

South Dakota

32

$ 227
108
65

314
7

494

18

1,756
15

1,741

2
50

2
43

2,576

499
1,521

8
206

23
16

2,273

570
1,703

40
15
7
5

36

2,375

22

0
46
51
82

179

2,576

Tennessee

70

$1,224
837
407
943

54

2,241

375

5,480
71

5,409

51
212

28
265

9,805

2,333
4,445

24
793
416

48

8,060

2,909
5,151

780
44
17
15

179

9,094

31

0
144
224
312

680

9,805

Texas

611

$ 8,013
3,892
1,565
7,398

224

13,079

2,867

31,965
350

31,615

175
1,015

69
1,870

58,703

14,811
20,649

154
6,091
2,999

416

45,121

18,538
26,583

5,508
684
288
110

2,503

54,215

447

0
854

1,057
2,130

4,041

58,703

Utah

10

$ 368
165
68

229
12

474

139

1,890
18

1,872

44
42
3

50

2,992

691
1,388

6
319

28
26

2,458

795
1,663

204
44
10

72

2,787

46

0
35
64
60

159

2,992

Vermont

12

$ 38
31

7
57
6

101

5

344
3

341

0
10

5

501

88
325

1
28

5

447

101
346

10
2
1

4

465

3

0
7
9

17

33

501

Virginia

82

$ 1,406
555
403

1,514
37

2,509

517

6,994
73

6,921

30
315

17
188

11,904

2,922
5,833

27
828
101
82

9,793

3,350
6,443

654
117
118
71

266

11,020

60

0
160
260
403

823

11,904

Washington

20

$ 2,345
366
207

1,107
71

1,751

658

10,399
104

10,296

500
340

18
421

16,327

3,966
6,819

30
1,515

368
149

12,847

4,543
8,304

1,157
385
126
27

773

15,315

109

6
203
246
447

902

16,327

See note at end of table.
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Table B-18—Continued

Domestic assets, liabilities and capital accounts of national banks, June 30, 1979
(Dollar amounts in millions)

Number of banks

Assets
Cash and due from depository institutions
U.S. Treasury securities
Obligations of other U.S. Government agencies and corporations
Obligations of states and political subdivisions
All other securities

Total securities

Federal funds sold and securities purchased under agreements to resell

Total loans (excluding unearned income)
Allowance for possible loan losses

Net Loans

Lease financing receivables
Bank premises, furniture and fixtures, and other assets representing bank premises
Real estate owned other than bank premises
All other assets

Total assets

Liabilities
Demand deposits of individuals, partnerships and corporations
Time and savings deposits of individuals, partnerships and corporations
Deposits of U.S. government
Deposits of states and political subdivisions
All other deposits
Certified and officers' checks

Total deposits in domestic offices

Demand deposits
Time and savings deposits

Federal funds purchased and securities sold under agreements to repurchase . .
Interest-bearing demand notes issued to U.S. Treasury
Other liabilities for borrowed money
Mortgage indebtedness and liability for capitalized leases
All other liabilities

Total liabilities

Subordinated notes and debentures .

Equity Capital
Preferred stock
Common stock
Surplus
Undivided profits and reserve for contingencies and other capital reserves

Total equity capital

Total liabilities, subordinated notes and debentures and equity capital

West Virginia

107

$ 510
402
401
727

18

1,548

332

2,663
28

2,635

10
124

2
51

5,214

1,066
2,843

10
260

93
41

4,314

1,289
3,025

352
16
18
7

52

4,759

7

0
73

154
220

448

5,214

Wisconsin

128

$ 985
725
289

1,014
91

2,119

310

6,062
58

6,004

43
221

56
198

9,935

1,969
4,584

16
758
290

77

7,694

2,400
5,294

944
225

41
6

332

9,242

55

0
148
243
247

638

9,935

Wyoming

46

$ 228
134
78

255
5

472

55

1,087
11

1,076

2
39
2

31

1,905

484
862

15
239

38
15

1,654

610
1,044

45
3

23
4

21

1,749

9

0
11
44
92

147

1,905

District of
Columbia

nonnational*

1

$ 5
13
6
3
2

24

4

26

26

0
1
0
1

60

19
31

1

1

52

20
31
4
0
0
0

56

—

0

1
2

4

60

* Nonnational banks in the District of Columbia are supervised by the Comptroller of the Currency.
NOTE: Dashes indicate amounts of less than $500,000. Figures may not add to totals because of rounding.
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Table B-19

Domestic assets, liabilities and capital accounts of national banks, December 31, 1979
(Dollar amounts in millions)

Number of banks

Assets
Cash and due from depository institutions . . . .
U.S. Treasury securities
Obligations of other U.S. Government agencies and corporations
Obligations of states and political subdivisions
All other securities

Total securities

Federal funds sold and securities purchased under agreements to resell

Total loans (excluding unearned income)
Allowance for possible loan losses

Net Loans

Lease financing receivables
Bank premises, furniture and fixtures, and other assets representing bank premises
Real estate owned other than bank premises
All other assets

Total assets

Liabilities
Demand deposits of individuals, partnerships and corporations
Time and savings deposits of individuals, partnerships and corporations
Deposits of U.S. government
Deposits of states and political subdivisions
All other deposits
Certified and officers' checks

Total deposits in domestic offices

Demand deposits
Time and savings deposits

Federal funds purchased and securities sold under agreements to repurchase . .
Interest-bearing demand notes issued to U.S. Treasury
Other liabilities for borrowed money
Mortgage indebtedness and liability for capitalized leases
All other liabilities

Total liabilities

Subordinated notes and debentures

Equity Capital
Preferred stock
Common stock
Surplus
Undivided profits and reserve for contingencies and other capital reserves

Total equity capital . . . .

Total liabilities, subordinated notes and debentures and equity capital

Total
United States

4,448

$106,731
44,126
24,702
70,796
9,485

149,109

36,119

442,986
5,296

437,690

6,780
12,923

1,193
41,711

792,256

187,201
317,654

1,902
43,484
37,268

7,461

594,970

234,937
360,033

79,152
7,687
9,439
1,234

42,444

734,926

3,034

31
11,403
17,846
25,017

54,296

792,256

Alabama

99

$1,169
390
398

1,580
61

2,429

451

5,347
67

5,281

32
195
23

212

9,792

2,512
4,584

27
773
296

65

8,256

3,058
5,198

436
51
79
6

181

9,009

50

0
125
287
322

734

9,792

Alaska

6

$ 138
84

129
142

3

358

76

759
8

751

10
60

6
24

1,424

454
436

8
185

4
15

1,103

516
587

127
15
11
10
24

1,290

1

0
37
43
54

134

1,424

Arizona

3

$ 986
433
202
727
21

1,383

456

5,327
61

5,265

51
195

2
132

8,470

2,285
4,373

23
303

76
115

7,176

2,611
4,565

440
66

194
12

110

7,998

47

0
44

126
255

425

8,470

Arkansas

68

$ 676
305
223
623
42

1,193

534

2,818
28

2,790

12
114

6
90

5,415

1,470
2,303

6
432
230

26

4,468

1,831
2,637

388
37
24
12
69

4,997

26

0
81

104
208

392

5,415

California

42

$ 15,370
4,506
3,698
4,682

686

13,572

2,658

73,673
850

72,822

2,512
1,927

65
6,399

115,325

25,571
50,780

262
3,376
3,830
1,432

85,250

30,167
55,083

9,810
894

2,590
211

9,774

108,529

156

0
1,953
2,180
2,506

6,639

115,325

Colorado

139

$ 2,046
506
171
983

17

1,678

419

5,705
61

5,644

63
191
23

188

10,253

3,062
3,763

33
684
843
106

8,490

4,011
4,479

699
89
64
33

172

9,548

41

0
118
196
350

664

10,253

See note at end of table.
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Table B-19—Continued

Domestic assets, liabilities and capital accounts of national banks, December 31 , 1979
(Dollar amounts in millions)

Number of banks

Assets
Cash and due from depository institutions
U.S. Treasury securities
Obligations of other U.S. Government agencies and corporations
Obligations of states and political subdivisions
All other securities

Total securities

Federal funds sold and securities purchased under agreements to resell

Total loans (excluding unearned income)
Allowance for possible loan losses

Net Loans

Lease financing receivables
Bank premises, furniture and fixtures, and other assets representing bank premises
Real estate owned other than bank premises
All other assets

Total assets

Liabilities
Demand deposits of individuals, partnerships and corporations
Time and savings deposits of individuals, partnerships and corporations
Deposits of U.S. government
Deposits of states and political subdivisions
All other deposits
Certified and officers' checks

Total deposits in domestic offices

Demand deposits
Time and savings deposits

Federal funds purchased and securities sold under agreements to repurchase . . .
Interest-bearing demand notes issued to U.S. Treasury
Other liabilities for borrowed money
Mortgage indebtedness and liability for capitalized leases
All other liabilities

Total liabilities

Subordinated notes and debentures

Equity Capital
Preferred stock
Common stock
Surplus
Undivided profits and reserve for contingencies and other capital reserves

Total equity capital

Total liabilities, subordinated notes and debentures and equity capital

Connecticut

19

$ 868
193
111
386

31

721

103

2,406
27

2,379

13
73
6

149

4,311

1,315
1,722

19
233
214

49

3,552

1,646
1,907

283
159
22
10
33

4,058

14

0
49

113
77

239

4,311

Delaware

6

$10
11
2
3

16

10

51

51

0
2

1

90

22
54

2

1

80

23
57

1

81

—

0
2
3
3

8

90

District of
Columbia

16

$1,018
446
196
843
32

1,517

155

3,774
41

3,733

27
90

6
186

6,732

2,148
2,504

142
53

316
84

5,248

2,610
2,638

634
90
18
12

223

6,225

11

0
69

138
288

495

6,732

Florida

221

$ 3,805
2,163
1,178
2,449

170

5,960

1,736

10,354
123

10,231

52
484

38
524

22,830

7,247
9,453

51
1,081

881
240

18,952

8,716
10,236

1,681
140
92
15

266

21,146

29

0
370
615
671

1,655

22,830

Georgia

63

$ 1,972
494
222
748

72

1,536

830

5,081
77

5,004

69
225

79
519

10,235

3,492
3,052

37
715
473

73

7,841

4,337
3,504

1,093
26

103
26

372

9,461

57

0
161
228
327

717

10,235

Hawaii

3

$ 27
13
20

1

34

3

103
1

102

11
3
1
2

183

60
75

26
3
4

168

67
100

1
1
0
2

172

2

0
5
3
2

10

183

Idaho

7

$ 454
295
113
322

19

749

165

2,102
20

2,082

39
73
2

58

3,622

831
1,943

6
221

9
32

3,043

952
2,090

202
31

1
4

91

3,372

27

0
39

162
23

223

3,622

See note at end of table.
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Table B-19—Continued

Domestic assets, liabilities and capital accounts of national banks, December 3 1 , 1979
(Dollar amounts in millions)

Number of banks

Assets
Cash and due from depository institutions
U.S. Treasury securities
Obligations of other U.S. Government agencies and corporations
Obligations of states and political subdivisions
All other securities

Total securities

Federal funds sold and securities purchased under agreements to resell

Total loans (excluding unearned income)
Allowance for possible loan losses

Net Loans

Lease financing receivables
Bank premises, furniture and fixtures, and other assets representing bank premises
Real estate owned other than bank premises
All other assets

Total assets

Liabilities
Demand deposits of individuals, partnerships and corporations
Time and savings deposits of individuals, partnerships and corporations
Deposits of U S government
Deposits of states and political subdivisions
All other deposits .
Certified and officers' checks

Total deposits in domestic offices

Demand deposits
Time and savings deposits

Federal funds purchased and securities sold under agreements to repurchase . . .
Interest-bearing demand notes issued to U S Treasury
Other liabilities for borrowed money
Mortgage indebtedness and liability for capitalized leases
All other liabilities

Total liabilities

Subordinated notes and debentures

Equity Capital
Preferred stock
Common stock
Surplus
Undivided profits and reserve for contingencies and other capital reserves

Total equity capital

Total liabilities, subordinated notes and debentures and equity capital

Illinois

410

$ 7,174
3 645
2,269
6,286

726

12,926

2,340

40,856
460

40,396

196
832
132

3,069

67,065

12,909
25,005

117
2,714
3,623

592

44,960

15,965
28,995

11,592
819
440

23
4,582

62,415

109

2
813

1,778
1,947

4,540

67,065

Indiana

119

$ 1,820
1,300

628
1,705

231

3,864

1,131

8,873
96

8,777

154
278

37
817

16,878

3,432
7,589

25
1,827

469
138

13,480

4,648
8,833

1,514
157
86
26

416

15,680

28

209
403
557

1,170

16,878

Iowa

99

$ 984
335
230
672

25

1,261

380

3,427
31

3,396

8
98
9

113

6,248

1,448
3,035

12
258
458

35

5,247

1,960
3,287

386
44
19
9

98

5,804

28

0
66

102
249

417

6,248

Kansas

148

$1,065
510
356
727
32

1,625

695

3,358
33

3,326

4
132

7
95

6,948

1,714
2,783

12
829
373

45

5,755

2,282
3,473

468
48
47

2
83

6,403

25

0
99

160
261

520

6,948

Kentucky

79

$ 864
533
219
752
31

1,535

481

4,208
41

4,168

118
142

5
87

7,399

1,893
3,378

12
442
360
46

6,132

2,308
3,824

450
61
65
20

144

6,870

13

0
79

141
296

516

7,399

Louisiana

55

$ 1,445
1,333

381
1,009

20

2,743

936

5,213
61

5,152

30
205

10
165

10,686

3,055
3,809

40
1,360

456
79

8,799

r 3,804
4,995

782
49
16
31

166

9,843

33

1
138
262
409

810

10,686

Maine

14

$ 153
58
81

123
3

265

57

682
7

676

0
27

1
16

1,195

275
629

3
93

6
8

1,015

332
682

55
18
3
5

14

1,110

3

0
20
23
39

82

1,195

See note at end of table.

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



Table B-19—Continued

Domestic assets, liabilities and capital accounts of national banks, December 31 , 1979
(Dollar amounts in millions)

Number of banks

Assets
Cash and due from depository institutions
U.S. Treasury securities
Obligations of other U.S. Government agencies and corporations
Obligations of states and political subdivisions
All other securities

Total securities

Federal funds sold and securities purchased under agreements to resell

Total loans (excluding unearned income)
Allowance for possible loan losses

Net Loans

Lease financing receivables
Bank premises, furniture and fixtures, and other assets representing bank premises
Real estate owned other than bank premises
All other assets

Total assets

Liabilities
Demand deposits of individuals, partnerships and corporations
Time and savings deposits of individuals, partnerships and corporations
Deposits of U.S. government
Deposits of states and political subdivisions
All other deposits
Certified and officers' checks

Total deposits in domestic offices

Demand deposits
Time and savings deposits

Federal funds purchased and securities sold under agreements to repurchase . . .
Interest-bearing demand notes issued to U.S. Treasury
Other liabilities for borrowed money
Mortgage indebtedness and liability for capitalized leases
All other liabilities

Total liabilities

Subordinated notes and debentures

Equity Capital
Preferred stock
Common stock
Surplus
Undivided profits and reserve for contingencies and other capital reserves

Total equity capital

Total liabilities, subordinated notes and debentures and equity capital

Maryland

31

$ 852
323
102
767
22

1,213

138

3,998
39

3,959

58
113

8
344

6,684

1,704
3,069

11
353
127
50

5,315

1,987
3,328

367
91

135
22

317

6,248

3

0
61
96

276

433

6,684

Massachusetts

71

$ 2,227
1,867

350
923
187

3,327

799

7,997
128

7,869

195
246

10
1,406

16,079

4,120
4,992

36
715
940
129

10,932

5,377
5,555

2,730
257

99
24

914

14,956

36

0
162
414
511

1,087

16,079

Michigan

123

$ 2,800
1,759

556
3,130

161

5,606

1,199

15,138
144

14,994

138
444

36
1,089

26,306

5,254
12,597

57
2,086

526
415

20,935

6,519
14,416

2,132
418

74
42

859

24,460

107

0
347
579
814

1,739

26,306

Minnesota

205

$ 2,471
782
592

1,950
458

3,782

621

10,057
100

9,957

219
229

37
681

17,996

4,084
7,327

25
928
886
148

13,398

5,146
8,252

1,838
260
333

10
876

16,715

145

0
304
340
492

1,137

17,996

Mississippi

38

$ 616
347
165
617
30

1,159

280

2,712
30

2,683

2
104

5
76

4,923

1,240
2,118

7
557
207

18

4,146

1,568
2,578

294
27
37
19
63

4,585

15

0
48

267
9

323

4,923

Missouri

98

$ 2,768
569
412

1,227
198

2,406

2,057

6,557
74

6,483

85
175
15

359

14,348

3,395
4,129

66
699

1,483
70

9,842

4,961
4,881

2,666
188
186
35

559

13,477

31

4
144
232
461

840

14,348

Montana

56

$ 286
161
62

345
11

579

125

1,607
15

1,592

6
51

2
38

2,678

612
1,454

4
211

48
22

2,350

732
1,618

59
9
3
5

47

2,473

19

67
68
51

186

2,678

See note at end of table.
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Table B-19—Continued

Domestic assets, liabilities and capital accounts of national banks, December 31, 1979
(Dollar amounts in millions)

Number of banks

Assets
Cash and due from depository institutions . . . .
U.S. Treasury securities
Obligations of other U.S. Government agencies and corporations
Obligations of states and political subdivisions
All other securities

Total securities

Federal funds sold and securities purchased under agreements to resell

Total loans (excluding unearned income)
Allowance for possible loan losses

Net Loans

Lease financing receivables
Bank premises, furniture and fixtures, and other assets representing bank premises
Real estate owned other than bank premises
All other assets

Total assets

Liabilities
Demand deposits of individuals, partnerships and corporations
Time and savings deposits of individuals, partnerships and corporations
Deposits of U S government . .
Deposits of states and political subdivisions . .
All other deposits
Certified' and officers' checks

Total deposits in domestic offices

Demand deposits
Time and savings deposits

Federal funds purchased and securities sold under agreements to repurchase . . .
Interest-bearing demand notes issued to U S Treasury . . . . . .
Other liabilities for borrowed money .
Mortgage indebtedness and liability for capitalized leases
All other liabilities

Total liabilities

Subordinated notes and debentures

Equity Capital
Preferred stock . . . .
Common stock .
Surplus
Undivided profits and reserve for contingencies and other capital reserves

Total equity capital

Total liabilities, subordinated notes and debentures and equity capital

Nebraska

117

$1,051
285
228
645

63

1,221

406

3,425
37

3,389

50
95

2
104

6,317

1,542
2,788

7
350
512

36

5,234

2,159
3,075

428
50
32
12
87

5,843

28

82
107
258

447

6,317

Nevada

4

$ 314
163
148
274

4

588

27

1,514
15

1,499

54
66

2
31

2,580

868
1,121

6
191

2
35

2,224

958
1,266

64
20
36

8
28

2,379

0

0
47
64
91

201

2,580

New
Hampshire

36

$ 212
131
23

173
3

330

51

976
11

965

32
2

17

1,609

404
810

5
129
20
16

1,384

501
883

59
15
2
4

20

1,484

2

0
15
47
61

122

1,609

New Jersey

93

$ 2,411
1,562
1,090
2,874

298

5,824

770

11,481
125

11,356

131
360

46
416

21,313

5,502
10,493

53
1,338

313
222

17,922

6,573
11,349

1,292
199
65

6
374

19,859

58

2
307
450
637

1,396

21,313

New Mexico

40

$ 417
226
125
386

7

744

248

1,765
19

1,746

4
87

4
44

3,293

900
1,310

8
530
54
30

2,832

1,048
1,784

137
23
4

17
43

3,056

20

2
60
89
68

218

3,293

New York

116

$14,360
3,208
1,358
4,117
3,283

11,966

2,288

49,775
910

48,865

635
1,105

268
13,448

92,936

18,011
24,712

212
1,929

10,947
1,068

56,879

28,411
28,468

13,224
766

2,605
101

10,401

83,976

347

1
1,974
2,625
4,013

8,614

92,936

North
Carolina

26

$ 1,920
864
423

1,473
270

3,030

870

7,470
87

7,383

122
268

12
874

14,479

3,896
5,541

29
808
396

90

10,760

4,557
6,204

1,642
204

70
74

666

13,417

149

0
212
259
442

914

14,479

See note at end of table.
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Table B-19—Continued

Domestic assets, liabilities and capital accounts of national banks, December 31, 1979
(Dollar amounts in millions)

Number of banks

Assets
Cash and due from depository institutions
U.S. Treasury securities
Obligations of other U.S. Government agencies and corporations
Obligations of states and political subdivisions
All other securities

Total securities

Federal funds sold and securities purchased under agreements to resell

Total loans (excluding unearned income)
Allowance for possible loan losses

Net Loans

Lease financing receivables
Bank premises, furniture and fixtures, and other assets representing bank premises
Real estate owned other than bank premises
All other assets

Total assets

Liabilities
Demand deposits of individuals, partnerships and corporations . .
Time and savings deposits of individuals, partnerships and corporations
Deposits of U.S. government
Deposits of states and political subdivisions
All other deposits
Certified and officers' checks

Total deposits in domestic offices

Demand deposits
Time and savings deposits

Federal funds purchased and securities sold under agreements to repurchase . . .
Interest-bearing demand notes issued to U.S. Treasury
Other liabilities for borrowed money
Mortgage indebtedness and liability for capitalized leases
All other liabilities

Total liabilities

Subordinated notes and debentures

Equity Capital
Preferred stock
Common stock
Surplus
Undivided profits and reserve for contingencies and other capital reserves

7~ofa/ equity capital

7"ofa/ liabilities, subordinated notes and debentures and equity capital

North Dakota

41

$ 233
112
50

246
7

415

24

1,296
11

1,285

2
40

2
33

2,035

515
1,124

4
107

16
19

1,785

576
1,208

37
9

15
3

27

1,876

16

0
36
41
66

143

2,035

Ohio

177

$ 3,986
2,237
1,276
4,443

284

8,240

1,338

16,987
189

16,797

252
564

16
1,603

32,797

7,699
15,091

111
1,753

492
258

25,405

9,062
16,343

3,372
459
185
33

906

30,359

41

0
496
903
999

2,398

32,797

Oklahoma

190

$ 2,112
1,104

103
1,833

116

3,156

1,049

6,568
72

6,496

30
192

10
210

13,255

3,691
5,145

43
1,368

676
133

11,055

4,672
6,383

824
123
37
3

233

12,275

68

1
173
227
510

911

13,255

Oregon

6

$1,058
270

53
1,104

18

1,445

291

5,202
48

5,154

39
174

10
825

8,995

2,135
4,117

10
728
104
70

7,164

2,470
4,695

590
105
42
13

416

8,330

165

1
93

149
257

500

8,995

Pennsylvania

223

$ 5,681
3,124
2,682
4,556
1,215

11,577

2,251

28,790
340

28,450

290
610
59

2,853

51,769

10,743
23,019

53
2,540
1,273

351

37,979

12,503
25,476

5,071
452
815
61

3,774

48,152

217

11
529

1,252
1,608

3,400

51,769

Rhode Island

5

$ 366
316
175
438
44

973

31

2,458
23

2,434

109
69

7
269

4,259

700
2,127

5
171
37
25

3,065

814
2,251

461
52
75
27

320

4,000

17

0
30
89

123

242

4,259

South
Carolina

18

$ 650
240
136
415

43

834

265
1,954

24

1,931

16
94
4

61

3,855

1,554
1,272

10
206

59
26

3,128

1,778
1,350

259
70
29
6

62

3,554

13

0
43
82

163

288

3,855

See note at end of table.
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Table B-19—Continued

Domestic assets, liabilities and capital accounts of national banks, December 31 , 1979
(Dollar amounts in millions)

Number of banks

Assets
Cash and due from depository institutions
U S Treasury securities
Obligations of other U.S Government agencies and corporations
Obligations of states and political subdivisions
All other securities

Total securities

Federal funds sold and securities purchased under agreements to resell

Total loans (excluding unearned income)
Allowance for possible loan losses

Net Loans

Lease financing receivables
Bank premises, furniture and fixtures, and other assets representing bank premises
Real estate owned other than bank premises
All other assets

Total assets

Liabilities
Demand deposits of individuals partnerships and corporations
Time and savings deposits of individuals, partnerships and corporations
Deposits of U.S. government
Deposits of states and political subdivisions
All other deposits
Certified and officers' checks

Total deposits in domestic offices

Demand deposits
Time and savings deposits

Federal funds purchased and securities sold under agreements to repurchase . . .
Interest-bearing demand notes issued to U.S. Treasury
Other liabilities for borrowed money
Mortgage indebtedness and liability for capitalized leases
All other liabilities

Total liabilities

Subordinated notes and debentures

Equity Capital
Preferred stock
Common stock
Surplus
Undivided profits and reserve for contingencies and other capital reserves

Total equity capital

Total liabilities, subordinated notes and debentures and equity capital

South Dakota

33

$ 301
123
84

317
8

532

62

1,796
16

1,780

2
55

3
45

2,779

610
1,630

7
170
28
23

2,469

700
1,768

33
13
7
8

39

2,569

22

0
50
56
81

188

2,779

Tennessee

69

$ 1,601
761
464

1,017
70

2,312

862

5,583
70

5,512

55
217

25
287

10,873

2,584
4,814

55
763
584

71

8,871

3,430
5,441

930
37
24
16

251

10,129

30

0
144
224
345

713

10,873

Texas

615

$ 9,748
3,684
1,642
7,711

247

13,284

4,377

34,200
379

33,821

197
1,074

53
2,640

65,195

18,284
22,523

151
5,748
3,491

562

50,758

22,663
28,096

5,910
472
298
108

2,889

60,437

482

0
891

1,121
2,265

4,276

65,195

Utah

11

$ 467
142
70

231
17

460

271

1,890
20

1,871

48
43

8
55

3,222

808
1,524

4
286

58
27

2,707

931
1,776

185
31
15

69

3,008

46

0
35
65
68

168

3,222

Vermont

12

$ 52
36

9
65

7

117

14

350
3

347

0
10

6

546

95
348

1
41

1
5

492

112
380

2
2
7

6

508

3

0
7
9

19

35

546

Virginia

72

$ 1,179
439
414

1,483
34

2,370

440

6,271
67

6,204

34
296

13
197

10,734

2,684
5,397

21
632
111
66

8,912

2,983
5,929

527
118
84
64

223

9,928

60

0
130
229
388

746

10,734

Washington

21

$ 2,490
382
203

1,149
38

1,772

472

10,902
110

10,792

548
369

19
541

17,002

4,321
7,183

25
1,401

433
147

13,511

4,984
8,526

1,291
209
159
29

722

15,922

124

6
204
248
498

956

17,002

See note at end of table.
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Table B-19—Continued

Domestic assets, liabilities and capital accounts of national banks, December 31 , 1979
(Dollar amounts in millions)

Number of banks

Assets
Cash and due from depository institutions
U.S. Treasury securities
Obligations of other U.S. Government agencies and corporations
Obligations of states and political subdivisions
All other securities

Total securities

Federal funds sold and securities purchased under agreements to resell

Total loans (excluding unearned income)
Allowance for possible loan losses

Net Loans

Lease financing receivables
Bank premises, furniture and fixtures, and other assets representing bank premises
Real estate owned other than bank premises
All other assets

Total assets

Liabilities
Demand deposits of individuals, partnerships and corporations
Time and savings deposits of individuals, partnerships and corporations
Deposits of U.S. government
Deposits of states and political subdivisions
AH other deposits
Certified and officers' checks

Total deposits in domestic offices

Demand deposits
Time and savings deposits

Federal funds purchased and securities sold under agreements to repurchase . . .
Interest-bearing demand notes issued to U.S. Treasury
Other liabilities for borrowed money
Mortgage indebtedness and liability for capitalized leases
All other liabilities

Total liabilities

Subordinated notes and debentures

Equity Capital
Preferred stock
Common stock
Surplus
Undivided profits and reserve for contingencies and other capital reserves

Total equity capital

Total liabilities, subordinated notes and debentures and equity capital

West Virginia

107

$ 512
422
464
740

18

1,644

384

2,724
27

2,697

10
127

2
56

5,431

1,090
3,007

9
252

65
41

4,465

1,268
3,197

385
20
19
7

63

4,959

7

0
74

156
235

465

5,431

Wisconsin

131

$ 1,274
788
329

1,121
100

2,338

370

6,304
60

6,244

44
227

56
227

10,780

2,364
4,665

19
645
415

83

8,191

2,923
5,268

1,273
186
60

7
342

10,059

55

0
151
247
267

666

10,780

Wyoming

47

$ 276
147
89

261
5

502

123

1,120
12

1,109

3
40

2
33

2,088

598
937

11
241

41
18

1,846

727
1,119

28
4

15
4

27

1,923

9

0
11
46
98

156

2,088

District of
Columbia

nonnational*

1

$ 3
12
6
3
2

23

5

27

27

0
1

1

60

19
30

1

50

20
30

5
0
0
0

56

—

0

1
2

4

60

* Nonnational banks in the District of Columbia are supervised by the Comptroller of the Currency
NOTE: Dashes indicate amounts of less than $500,000. Figures may not add to totals because of rounding.
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Table B-20

Domestic office loans of national banks, by states, December 31, 1979
(Dollar amounts in millions)

Total
loans,
gross

Loans
secured
by real
estate

Loans to
financial

institutions

Loans to
purchase
or carry

securities

Loans to
farmers

Commercial
and indus-
trial loans

Personal
loans to

individuals
Other
loans

Total loans
less un-
earned
income

All national banks . .

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of Columbia .
Florida

Georgia .
Hawaii . .
Idaho . . .
Illinois . .
Indiana .
Iowa . . . .
Kansas .
Kentucky
Louisiana
Maine . .

Maryland
Massachusetts .
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada
New Hampshire

New Jersey
New Mexico . . .
New York
North Carolina . .
North Dakota . . .
Ohio
Oklahoma
Oregon
Pennsylvania . . .
Rhode Island . . .

South Carolina
South Dakota .
Tennessee
Texas
Utah
Vermont
Virginia
Washington . . .
West Virginia . .
Wisconsin
Wyoming

$454,238 $135,989 $25,580 $6,968 $14,684 $155,073 $104,575 $11,369

5,600
784

5,643
2,891

75,423
5,814
2,466

53
3,839

10,795

5,347
105

2,138
41,382
9,167
3,458
3,421
4,367
5,426

686

4,095
8,158

15,416
10,201
2,829
6,666
1,688
3,481
1,592
1,019

11,879
1,837

50,596
7,741
1,318

17,719
6,701
5,254

29,674
2,504

2,044
1,835
5,817
35,011
1,924
359

6,585
10,967
2,936
6,431
1,154

1,622
277

1,661
983

29,810
1,482
921
32

1,441
4,102

1,316
49
633

8,636
3,748
1,023
693

1,425
1,645
285

1,583
1,585
6,137
2,791
978

1,603
457
459
760
382

5,345
488

8,674
1,415
336

5,954
1,708
1,909
9,762
966

417
437

1,793
7,516
830
189

2,762
2,841
1,295
2,498
341

98

288
51

4,088
164
138
0

352
306

162
0
31

4,327
270
45
64
135
139
2

110
746
868
407
67

489
5
74
21
4

285
28

4,972
302

1
459
225
329

2,481
96

15
1

151
1,811

21

81
599
9

265
1

29

61
720
91
2
0
8
33

27
0
4

1,401
57
55
87
21
49

54
40
77

376
33
175
2
91
2

20
4

1,706
72
2
96
146
24
266
19

5
3
81
843
9

37
42
11
74
3

99

388
130

2,348
500
15
1

49

42

218
1,004
266
747
737
172
49
4

27
59
126
683
74
300
252

1,206
19
2

8
126
369
115
280
256
606
203
206

31
564
84

1,369
40
8
93
500
12
159
138

1,705
294

1,354
843

22,015
1,867
748
6

1,063
2,380

1,737
22
624

18,884
2,216
831
906

1,181
1,938
203

1,027
4,112
4,124
3,665
695

2,389
426
766
302
291

2,993
555

24,216
2,948
409

4,626
2,294
1,658
9,625
963

631
446

1,803
14,600

602
78

1,284
3,939
507

1,911
367

1,922
201

1,765
747

15,149
1,592
585
15

837
3,680

1,912
33
608

5,892
2,435
687
873

1,355
1,483
184

1,204
1,435
3,709
1,806
922

1,508
523
808
485
329

3,074
618

8,924
2,709
278

6,075
1,512
1,077
6,558
380

906
369

1,741
7,438
392
78

2,198
2,835
1,068
1,372
291

125
11
179
76

1,293
119
57

138
247

153

21
1,238
174
69
61
76
123
9

90
181
375
472
61
202
23
77
4
12

155
17

1,734
180
13

253
211
54
776
80

39
15
164

1,434
29
7

130
211
35
152
14

$442,986

5,347
759

5,327
2,818
73,673
5,705
2,406

51
3,774
10,354

5,081
103

2,102
40,856
8,873
3,427
3,358
4,208
5,213
682

3,998
7,997
15,138
10,057
2,712
6,557
1,607
3,425
1,514
976

11,481
1,765

49,775
7,470
1,296
16,987
6,568
5,202
28,790
2,458

1,954
1,796
5,583

34,200
1,890

350
6,271

10,902
2,724
6,304
1,120

District of Columbia
air 3,867 1,459 353 1,069 840 138 3,801

* Includes national and nonnational banks in the District of Columbia, all of which are supervised by the Comptroller of the Currency.
NOTE: Dashes indicate amounts of less than $500,000.
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Table B-21

Outstanding balances, credit cards and related plans of national banks, December 31, 1979
(Dollar amounts in thousands)

Total
number

of
national
banks

Credit cards and
other related credit plans

Number of
national
banks

Outstanding
volume

All national banks ,

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of Columbia . . .
Florida
Georgia

Hawaii
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada

New Hampshire .
New Jersey
New Mexico
New York
North Carolina .
North Dakota . . ,
Ohio
Oklahoma
Oregon
Pennsylvania . . .
Rhode Island . . .

4,448

South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

District of Columbia — all*

99
6
3
68
42
139
19
6
16

221
63

3
7

410
119
99
148
79
55
14
31
71
123
205
38
98
56
117
4

36
93
40
116
26
41
177
190
6

223
5

18
33
69
615
11
12
72
21
107
131
47

1,830

23
4
2
9
34
108
12
1
13
95
28

2
4

159
73
42
21
38
15
13
13
56
69
124
4
43
27
30
3

25
64
11
58
23
15
114
33
3
58
4

12
8
13
140
4
2
26
11
20
101
20

$21,528,485

172,182
42,385
336,295
54,495

4,053,174
392,420
151,281

5
176,397
497,010
383,304

3,750
72,007

1,725,970
251,150
81,179
103,938
153,610
171,474
27,889
362,491
345,100
716,267
145,736
63,985
399,535
14,000
182,821
55,218

34,883
296,439
55,250

4,743,427
404,095

9,023
814,009
198,710
258,842
921,727

74,596

139,474
5,395

250,818
866,028

74,289
5,045

311,916
554,515
49,839

316,723
8,373

17 14 176,559

* Includes national and nonnational banks in the District of Columbia, all of which are supervised by the Comptroller of the Currency.
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Table B-22

Income and expenses of foreign and domestic offices and subsidiaries of national

banks, by states, year ended December 31 , 1979

(Dollar amounts in millions)

Total
United States Alabama Alaska Arizona Arkansas California Colorado

Number of banks

Operating income:
Interest and fees on loans
Interest on balances with depository institutions
Income on federal funds sold and securities purchased under agreements to

resell
Interest on U.S. Treasury securities and on obligations of other U.S. government

agencies and corporations
Interest on obligations of states and political subdivisions in the U.S
Income from all other securities (including dividends on stock)
Income from lease financing
Income from fiduciary activities
Service charges on deposit accounts
Other service charges, commissions, and fees
Other operating income

Total operating income

Operating expenses:
Salaries and employee benefits
Interest on time certificates of $100,000 or more (issued by domestic offices) . .
Interest on deposits in foreign offices
Interest on other deposits
Expense of federal funds purchased and securities sold under agreements to

repurchase
Interest on demand notes issued to the U.S. Treasury and on other borrowed

money
Interest on subordinated notes and debentures
Occupancy expense of bank premises, net, and furniture and equipment expense
Provision for possible loan losses
Other operating expenses

Total operating expenses

Income before income taxes and securities gains or losses
Applicable income taxes
Income before securities gains or losses

Securities gains (losses), gross
Applicable income taxes

Securities gains (losses), net

Income before extraordinary items
Extraordinary items, net

Net income

Cash dividends declared on common stock
Cash dividends declared on preferred stock

Total cash dividends declared

Recoveries credited to allowance for possible loan losses
Losses charged to allowance for possible loan losses

Net loan losses

4,448

$61,801.9
6,931.2

3,551.2

5,367.2
3,748.2

754.9
730.5

1,345.0
1,316.1
2,453.0
1,887.0

89,886.1

12,403.7
10,723.5
16,903.5
15,737.0

8,498.4

2,014.7
265.4

3,571.3
2,251.7
7,356.2

79,725.5

10,160.6
2,753.7
7,406.8

-349.4
-163.2

-186.2

7,220.7
26.0

7,246.7

2,648.2
1.5

2,649.7

756.6
2,296.5

1,539.9

99 68 42

$647.3
4.5

34.4

61.3
80.5
2.5
1.5

17.4
24.6
28.9
15.5

918.4

152.5
153.3

0
235.1

53.4

12.5
4.3

47.3
46.1

104.4

808.9

109.6
12.2
97.3

-1.9
- . 9

-1.0

96.3
.1

96.4

36.0
0

36.0

9.5
51.0

41.5

$100.4
.7

7.5

14.8
8.7

.3
1.1
1.5
6.5
6.9
2.0

$586.8
7.3

26.7

59.9
35.5

.6
4.1

12.4
31.4
15.7
7.8

$284.8
1.2

41.6

38.7
33.4

1.3
1.2
5.2

15.5
9.7

10.5

$11,140.7
1,623.4

392.3

628.5
264.3
168.3
165.4
152.4
198.4
394.1
368.3

150.2 788.2 443.0 15,496.2

38.1
22.9

0
20.9

10.7

2.3
.1

13.1
3.9

16.9

149.9
88.5

1.8
210.8

44.4

16.5
5.2

39.6
29.1
85.9

78.1
48.0

0
131.3

42.4

4.1
2.3

27.9
11.5
48.1

2,139.7
1,676.9
4,100.5
2,563.5

984.8

379.0
14.5

548.4
393.8

1,001.8

128.9 671.8 393.9 13,802.9

21.3
6.3

15.0

116.5
38.2
78.2

49.1
5.9

43.2

1,693.3
629.9

1,063.4

-5 .1
-2 .5

-1 .0
- . 2

-19.0
-9 .8

-2 .6 -9.1

15.0
0

75.6
0

42.4
0

1,054.3

15.0 75.6 42.4 1,054.3

1.8
0

20.4
0

9.9
0

375.1
0

20.4 9.9 375.1

2.0
5.7

8.8
17.7

3.3
11.8

116.9
366.0

3.7 8.9 8.5 249.1

139

$698.2
.6

34.9

52.6
50.2

.9
6.1

22.3
26.7
27.6
19.5

939.5

167.8
151.3

1.9
178.1

72.7

13.0
3.3

49.2
33.8

122.2

793.3

146.2
40.2

106.0

-3 .4
-1 .6

- 1 .

104.2
.2

104.4

34.9
0

34.9

7.7
35.4

27.7
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Ratio to total operating income:
Interest on deposits
Other interest expense
Salaries and employee benefits
Other non-interest expense
Total operating expenses

Ratio of net income to total equity capital (end of period)

48.2
12.0
13.8
14.7
88.7

13.3

42.3
7.6

16.6
21.5
88.1

13.1

29.2
8.7

25.4
22.6
85.8

11.2

38.2
8.4

19.0
19.6
85.2

17.8

40.5
11.0
17.6
19.8
88.9

10.8

53.8
8.9

13.8
12.5
89.1

15.9

35.3
9.5

17.9
21.8
84.4

15.7

See note at end of table.
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Table B-22—Continued

Income and expenses of foreign and domestic offices and subsidiaries of national
banks, by states, year ended December 31 , 1979

(Dollar amounts in millions)

Number of banks

Operating income:
Interest and fees on loans
Interest on balances with depository institutions
Income on federal funds sold and securities purchased under agreements to

resell
Interest on U.S. Treasury securities and on obligations of other U.S. government

agencies and corporations
Interest on obligations of states and political subdivisions in the U.S
Income from all other securities (including dividends on stock)
Income from lease financing
Income from fiduciary activities
Service charges on deposit accounts
Other service charges, commissions, and fees
Other operating income

Total operating income

Operating expenses:
Salaries and employee benefits
Interest on time certificates of $100,000 or more (issued by domestic offices) . .
Interest on deposits in foreign offices
Interest on other deposits
Expense of federal funds purchased and securities sold under agreements to

repurchase
Interest on demand notes issued to the U.S. Treasury and on other borrowed

money
Interest on subordinated notes and debentures
Occupancy expense of bank premises, net, and furniture and equipment expense
Provision for possible loan losses
Other operating expenses

Total operating expenses

Income before income taxes and securities gains or losses
Applicable income taxes
Income before securities gains or losses

Securities gains (losses), gross
Applicable income taxes

Securities gains (losses), net

Income before extraordinary items
Extraordinary items, net

Net income

Cash dividends declared on common stock
Cash dividends declared on preferred stock

Total cash dividends declared . . .

Connecticut

19

$267.4
44.6

7.9

23.3
18.5
2.4
1.1

16.4
5.2

15.9
1.8

404.5

79.6
34.2
24.6
86.0

51.8

10.2
1.0

25.5
10.5
38.6

362.2

42.4
12.2
30.2

-1 .6
- . 8

- . 8

29.4
.1

29.5

12.7
0

12.7

Delaware

6

$ 5.0
.1

1.0

1.0
.2
0
0
0
.2
.1
.1

7.6

1.4
.4
0

2.9

0

0
0
.4
.1

1.0

6.2

1.4
.5
.9

- . 1

- . 1

.9
0

.9

.2
0

.2

District of
Columbia

16

$445.0
60.9

22.8

50.8
42.1

1.7
2.7

18.1
14.3
8.2
5.4

672.1

110.1
127.2
99.5
76.5

61.0

6.5
.6

33.5
17.4
47.3

579.6

92.5
26.6
65.9

-1 .8
- . 8

-1 .0

64.9
.3

65.2

23.3
.1

23.4

Florida

221

$1,125.8
38.5

151.9

276.8
122.4

11.3
5.3

46.5
56.1
80.6
28.2

1,943.5

335.8
187.7

7.5
489.9

155.8

14.2
2.1

100.8
49.5

309.3

1,652.5

291.0
74.7

216.3

-15.9
-7 .2

-8 .7

207.7
7.1

214.7

91.0
0

91.0

Georgia

63

$627.3
32.7

85.5

55.4
40.6

3.8
7.0

22.6
39.5
28.4
76.4

1,019.3

201.2
103.8
19.2

156.0

138.7

11.9
4.6

57.0
50.0

143.9

886.3

133.0
29.1

103.9

-5 .6
-2 .2

-3 .4

100.4
4.7

105.1

17.9
0

17.9

Hawaii

3

$11.0

.4

2.7

1.2
0
.3

1.0
.5

17.2

4.4
3.9

0
3.4

.1

.1

.1
1.6

2.7

16.2

1.0
.5
.5

z
—
.5
.4

.8

0
0

0

Idaho

7

$240.2
2.5

17.2

28.6
17.1

.7

.7
2.5

10.6
8.7
1.9

330.8

60.8
39.1

0
104.4

17.7

2.7
1.9

13.7
7.1

34.1

281.5

49.3
14.9
34.3

-2 .2
-1 .1
-1 .1

33.2
0

33.2

10.7
0

10.7
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Recoveries credited to allowance for possible loan losses
Losses charged to allowance for possible loan losses

Net loan losses

Ratio to total operating income:
Interest on deposits
Other interest expense
Salaries and employee benefits
Other non-interest expense
Total operat ing'expenses

Ratio of net income to total equity capital (end of period)

3.1
9.6

6.5

35.8
15.6
19.7
18.4
89.5

12.3

.1

.1

43.4
0

18.4
19.7
81.6

11.3

4.4
17.9

13.5

45.1
10.1
16.4
14.6
86.2

13.2

22.6
59.0

36.4

35.3
8.9

17.3
23.6
85.0

13.0

14.9
54.8

39.9

27.4
15.2
19.7
24.6
87.0

14.7

.5

.7

.2

42.4
1.7

25.6
25.0
94.2

8.0

2.9
7.9

5.0

43.4
6.7

18.4
16.6
85.1

14.9

See note at end of table.
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Table B-22—Continued

Income and expenses of foreign and domestic offices and subsidiaries of national
banks, by states, year ended December 31, 1979

(Dollar amounts in millions)

Number of banks

Operating income:
Interest and fees on loans
Interest on balances with depository institutions
Income on federal funds sold and securities purchased under agreements to

resell
Interest on U.S. Treasury securities and on obligations of other U.S. government

agencies and corporations
Interest on obligations of states and political subdivisions in the U.S
Income from all other securities (including dividends on stock)
Income from lease financing
Income from fiduciary activities
Service charges on deposit accounts . .
Other service charges, commissions, and fees
Other operating income

Total operating income

Operating expenses:
Salaries and employee benefits
Interest on time certificates of $100,000 or more (issued by domestic offices) . .
Interest on deposits in foreign offices
Interest on other deposits
Expense of federal funds purchased and securities sold under agreements to

repurchase
Interest on demand notes issued to the U.S. Treasury and on other borrowed

money
Interest on subordinated notes and debentures
Occupancy expense of bank premises, net, and furniture and equipment expense
Provision for possible loan losses
Other operating expenses

Total operating expenses

Income before income taxes and securities gains or losses
Applicable income taxes
Income before securities gains or losses

Securities gains (losses), gross
Applicable income taxes

Securities gains (losses), net

Income before extraordinary items
Extraordinary items, net

Net income

Cash dividends declared on common stock
Cash dividends declared on preferred stock

Total cash dividends declared

Illinois

410

$5,503.2
968.6

248.6

440.3
346.3

70.9
20.4

123.0
58.9

184.8
168.1

8,133.0

809.3
1,153.9
2,076.4
1,144.6

1,169.6

162.0
10.0

239.0
196.1
464.1

7,424.9

708 0
145.2
562.9

-24.1
-9 .8

-14.4

548.5
1.7

550.1

178 0
.1

178.1

Indiana

119

$967.6
48.8

74.1

159.0
93.0
14.3
12.4
28.9
27.1
31.5
19.0

1,475.6

224.2
181.8

13.7
431.0

156.6

21.2
2.9

77.9
32.6

139.3

1,281.0

194 6
39.3

155.3

-2 .8
-1 .3

-1 .5

153.8
.2

154.0

61 5

61.5

Iowa

99

$350.7
2.6

34.1

45.4
35.0

1.6
.7

9.1
9.9

19.1
3.9

512.0

73.9
38.7

1.7
181.8

45.9

6.0
2.6

23.0
10.0
56.1

439.6

72 3
15.7
56.6

-3 .9
-1 .8

-2 .1

54.5
.2

54.7

174
0

17.4

Kansas

148

$364.5
.7

48.0

69.7
37.1

1.8
.5

8.9
13.1
13.0
6.5

563.7

83.8
74.7

0
166.8

48.3

6.8
2.0

26.7
11.7
53.9

474.8

88 9
22.0
66.9

-3 .5
-1 .5

-2 .1

64.9
.2

65.1

20 5
0

20.5

Kentucky

79

$448.1
3.7

36.7

58.2
40.0

.7
8.8
4.9

11.8
18.4
6.5

637.8

100.3
81.7
11.4

177.2

43.2

10.5
1.1

34.5
20.9
63.9

544.8

93 0
20.5
72.4

-3 .6
-1 .6

-2 .0

70.5

70.5

142
0

14.2

Louisiana

55

$595.9
8.5

78.5

129.6
52.3

1.8
4.2
9.6

23.0
26.1

6.5

936.1

141.6
192.9

6.7
178.9

86.5

5.7
3.0

53.2
26.9
87.3

782.8

153 3
42.1

111.2

-9 .4
-4 .3

-5.1

106.1
.3

106.4

29 3
.1

29.4

Maine

14

$76.1
.5

5.0

10.1
7.3

.2
0

3.0
2.2
3.8
1.0

109.2

22.9
9.3

0
34.6

6.2

1.4
.2

7.3
4.2

12.8
99.0

102
.9

9.3

- . 2
- . 1

- . 1

9.2
.2

9.4

4 1
0

4.1
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Recoveries credited to allowance for possible loan losses
Losses charged to allowance for possible loan losses

Net loan losses

Ratio to total operating income:
Interest on deposits
Other interest expense
Salaries and employee benefits
Other non-interest expense
Total operating expenses

Ratio of net income to total equity capital (end of period)

66.7
223.0

156.3

53.8
16.5
10.0
11.1
91.3

12.1

11.6
35.5

23.9

42.5
12.2
15.2
16.9
86.8

13.2

2.8
9.6

6.8

43.4
10.6
14.4
17.4
85.9

13.1

4.8
14.0

9.2

42.8
10.1
14.9
16.4
84.2

12.5

4.7
19.8

15.1

42.4
8.6

15.7
18.7
85.4

13.7

9.8
28.3

18.5

40.4
10.2
15.1
17.9
83.6

13.1

1.3
5.5

4.2

40.2
7.1

21.0
22.3
90.7

11.5

See note at end of table.
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8 Table B-22—Continued

Income and expenses of foreign and domestic offices and subsidiaries of national
banks, by states, year ended December 31 , 1979

(Dollar amounts in millions)

Maryland Massachusetts Michigan Minnesota Mississippi Missouri Montana

Number of banks

Operating income:
Interest and fees on loans
Interest on balances with depository institutions
Income on federal funds sold and securities purchased under agreements to

resell
Interest on U.S. Treasury securities and on obligations of other U.S. government

agencies and corporations
Interest on obligations of states and political subdivisions in the U.S
Income from all other securities (including dividends on stock)
Income from lease financing
Income from fiduciary activities
Service charges on deposit accounts
Other service charges, commissions, and fees
Other operating income

Total operating income

Operating expenses:
Salaries and employee benefits
Interest on time certificates of $100,000 or more (issued by domestic offices) .
Interest on deposits in foreign offices
Interest on other deposits
Expense of federal funds purchased and securities sold under agreements to

repurchase
Interest on demand notes issued to the U.S. Treasury and on other borrowed

money
Interest on subordinated notes and debentures
Occupancy expense of bank premises, net, and furniture and equipment expense
Provision for possible loan losses
Other operating expenses

Total operating expenses

Income before income taxes and securities gains or losses
Applicable income taxes
Income before securities gains or losses

Securities gains (losses), gross
Applicable income taxes

Securities gains (losses), net

Income before extraordinary items
Extraordinary items, net

Net income

31

$444.5
25.0

28.6

33.4
36.4

.8
4.1
7.9

15.3
11.8
8.0

615.9

115.3
56.3
37.4

144.2

61.5

15.3
.3

35.8
20.0
57.6

543.8

72.0
14.4
57.7

-3.4
-1 .6

-1 .8

55.9

55.9

71 123 205 38

$1,438.6
277.4

94.5

149.3
43.7
50.9
51.8
65.3
18.4
67.0
49.2

$1,723.0
130.4

105.8

178.7
159.9

10.6
7.7

48.8
41.3
42.8
45.4

$1,114.6
52.4

56.6

116.1
101.8

2.4
14.4
32.6
20.1
54.7
54.5

$289.7
2.9

21.4

39.4
32.2

1.5
.2

3.6
11.6
14.7
4.3

2,306.0 2,494.5 1,620.2 421.6

334.7
240.7
626.5
174.1

317.3

79.3
2.7

92.3
69.5

177.2

407.0
321.7
142.7
711.8

202.5

37.7
8.8

123.6
52.1

218.9

206.0
264.4
93.2

339.9

225.3

44.3
12.1
46.9
33.5

148.8

64.4
70.7

0
118.8

34.1

3.4
1.1

22.2
13.1
43.6

2,114.4 2,226.8 1,414.4 371.5

191.7
73.1

118.6

267.6
37.4

230.2

205.8
44.9

160.9

50.1
6.6

43.5
-6 .0
-3 .5

-17.0
-7.8

-7 .3
-3 .6

-2 .5 -9 .2 -3 .7

116.1
.3

221.0
.1

157.2
.5

43.5

116.4 221.2 157.6 43.5

98

$765.7
10.8

168.0

76.5
60.6
2.6
6.9

29.1
14.9
41.6
23.1

1,200.0

162.5
180.6
52.4

187.1

262.7

22.7
1.6

53.6
25.3

113.6

1,062.0

138.0
31.5

106.4
-4.2
-1.9
-2 .3

104.1

104.1

56

$178.6
.4

8.4

16.4
17.4

.6

.6

.4
4.8
7.0
2.2

236.9

35.3
25.9

0
85.1

8.4

1.9
1.6
8.4
2.5

23.7

192.9

44.0
12.3
31.7

-1.1
- . 5
- . 6

31.0
.1

31.1
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Cash dividends declared on common stock
Cash dividends declared on preferred stock

Total cash dividends declared

Recoveries credited to allowance for possible loan losses
Losses charged to allowance for possible loan losses

Net loan losses

Ratio to total operating income:
Interest on deposits
Other interest expense
Salaries and employee benefits
Other non-interest expense . . . .
Total operating expenses

Ratio of net income to total equity capital (end of period)

14.7
0

14.7

4.6
19.5

14.9

38.6
12.5
18.7
18.4
88.3

12.9

48.1
0

48.1

18.4
56.6

38.2

45.2
17.3
14.5
14.7
91.7

10.7

115.0
0

115.0

16.8
61.0

44.2

47.2
10.0
16.3
15.8
89.3

12.7

48.9
0

48.9

6.6
21.1
14.5

43.1
17.4
12.7
14.1
87.3

13.9

10.1
0

10.1

4.3
13.6

9.3

44.9
9.2

15.3
18.7
88.1

13.5

49.6
.1

49.7

8.5
26.3

17.8

35.0
23.9
13.5
16.0
88.5

12.4

cpo

11.6

1.4
2.8

1.4

46.9
5.0

14.9
14.6
81.4

16.7

See note at end of table.
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CO Table B-22—Continued

Income and expenses of foreign and domestic offices and subsidiaries of national
banks, by states, year ended December 31, 1979

(Dollar amounts in millions)

Number of banks

Operating income:
Interest and fees on loans
Interest on balances with depository institutions
Income on federal funds sold and securities purchased under agreements to

resell
Interest on U.S. Treasury securities and on obligations of other U.S. government

agencies and corporations
Interest on obligations of states and political subdivisions in the U.S
Income from all other securities (including dividends on stock)
Income from lease financing
Income from fiduciary activities
Service charges on deposit accounts
Other service charges, commissions, and fees
Other operating income

Total operating income

Operating expenses:
Salaries and employee benefits
Interest on time certificates of $100,000 or more (issued by domestic offices) . .
Interest on deposits in foreign offices
Interest on other deposits
Expense of federal funds purchased and securities sold under agreements to

repurchase
Interest on demand notes issued to the U.S. Treasury and on other borrowed

money . . . . . . . . . . . .
Interest on subordinated notes and debentures
Occupancy expense of bank premises, net, and furniture and equipment expense
Provision for possible loan losses . . .
Other operating expenses

Total operating expenses

Income before income taxes and securities gains or losses
Applicable income taxes
Income before securities gains or losses

Securities gains (losses) gross
Applicable income taxes

Securities gains (losses), net

Income before extraordinary items
Extraordinary items, net

Net income

Nebraska

117

$364.3
.7

37.0

42.8
34.6

1.2
4.0
9.1
9.8

25.1
10.4

539.0

82.3
51.1

0
158.8

45.4

9.5
2.3

28.2
11.2
59.3

448.1

90.8
23.3
67.6

-2 .3
- . 9

-1 .4

66.2

66.2

Nevada

4

$162.9
1.5

6.3

24.6
14.0

.2
7.4
3.6

11.0
3.4
3.3

238.1

47.6
37.9

0
51.6

9.1

1.9
0

12.6
4.0

25.3

190.0

48.1
14.4
33.7

-2 .4
-1 .1

-1 .3

32.4
0

32.4

New
Hampshire

36

$103.6
.8

6.1

10.6
10.1

.4

3.3
2.5
2.9
1.1

141.4

27.7
12.8

0
41.6

5.1

2.5
.1

9.6
4.2

21.2

124.8

16.6
2.3

14.3

- . 4
- . 2

- . 2

14.1
0

14.1

New Jersey

93

$1,157.0
16.2

63.6

198.2
152.5
22.8
12.3
25.2
35.9
33.3
27.5

1,744.5

323.2
174.7
22.5

545.5

130.4

18.2
4.5

105.2
35.3

189.5

1,549.0

195.5
11.7

183.8

-5.7
-2 .5

-3 .2

180.6
.1

180.8

New Mexico

40

$193.8
2.8

17.7

28.5
18.7

.5
,4

3.6
9.0

10.6
1.7

287.3

49.3
55.7

0
72.8

12.3

2.0
1.8

18.0
5.9

28.6

246.4

40.9
10.2
30.7

- . 7
- . 1
- . 6

30.1

30.1

New York

116

$13,060.7
2,316.2

308.0

373.4
277.0
289.1
214.6
169.3
67.3

662.3
505.0

18,243.1

2,013.9
1,061.1
7,875.8
1,221.4

1,375.2

733.9
48.1

564.4
421.7

1,219.4

16,534.9

1,708.3
683.7

1,024.5

-48.3
-26.2

-22.1

1,002.5
.7

1,003.2

North Carolina

26

$858.5
132.6

11.1

104.1
74.1
2.1

15.2
30.9
33.8
34.1
45.8

1,408.9

229.9
165.1
144.9
259 8

165.6

18.4
10.8
64.4
34.2

130.5

1,223.4

185.5
48.1

137.5

-12.4
-6.1

-6.3

131.1
.9

132.1
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Cash dividends declared on common stock
Cash dividends declared on preferred stock

Total cash dividends declared

Recoveries credited to allowance for possible loan losses
Losses charged to allowance for possible loan losses

Net loan losses

Ratio to total operating income:
Interest on deposits
Other interest expense
Salaries and employee benefits
Other non-interest expense
Total operating expenses

Ratio of net income to total equity capital (end of period)

22.1

22.1

6.5
14.2
7.7

38.9
10.6
15.3
18.3
83.1

14.8

13.4
0

13.4

1.5
4.0

2.5

37.6
4.6

20.0
17.6
79.8

16.1

5.1
0

5.1

1.1
3.1

2.0

38.5
5.4

19.6
24.8
88.3

11.6

79.5
.1

79.6

14.0
35.8

21.8

42.6
8.8

18.5
18.9
88.8

13.0

8.2
0

8.2

3.0
7.3

4.3

44.7
5.6

17.2
18.3
85.8

13.8

366.3
.1

366.4

193.6
476.0

282.4

55.7
11.8
11.0
12.1
90.6

11.6

35.7
0

35.7

7.8
29.0

21.2

40.4
13.8
16.3
16.3
86.8

14.5

See note at end of table.
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CO Table B-22—Continued

Income and expenses of foreign and domestic offices and subsidiaries of national
banks, by states, year ended December 31, 1979

(Dollar amounts in millions)

North Dakota Ohio Oklahoma Oregon Pennsylvania Rhode Island South Carolina

Number of banks

Operating income:
Interest and fees on loans
Interest on balances with depository institutions
Income on federal funds sold and securities purchased under agreements to

resell
Interest on U.S. Treasury securities and on obligations of other U.S. government

agencies and corporations
Interest on obligations of states and political subdivisions in the U.S
Income from all other securities (including dividends on stock)
Income from lease financing
Income from fiduciary activities
Service charges on deposit accounts
Other service charges, commissions, and fees
Other operating income

Total operating income

Operating expenses:
Salaries and employee benefits
Interest on time certificates of $100,000 or more (issued by domestic offices) . .
Interest on deposits in foreign offices
Interest on other deposits
Expense of federal funds purchased and securities sold under agreements to

repurchase
Interest on demand notes issued to the U.S. Treasury and on other borrowed

money
Interest on subordinated notes and debentures
Occupancy expense of bank premises, net, and furniture and equipment expense
Provision for possible loan losses
Other operating expenses

Total operating expenses

Income before income taxes and securities gains or losses
Applicable income taxes
Income before securities gains or losses

Securities gains (losses), gross
Applicable income taxes

Securities gains (losses), net

Income before extraordinary items
Extraordinary items, net

Net income

41

$132.8
.4

3.4

13.2
13.2

.5

1.0
2.6
5.0
1.1

173.3

25.6
11.7

0
71.3

6.0

2.7
1.3
7.1
4.2

16.7

146.4

26.9
6.1

20.7

- . 9
- . 3

- . 5

20.2

20.2

177 190 223

$1,886.0
132.6

137.4

268.4
231.1

8.9
21.5
58.0
69.5
68.3
25.6

$758.9
5.7

69.6

95.5
90.6

3.1
2.0

14.6
25.9
20.1
22.0

$598.8
42.4

25.6

26.2
54.3

.9
4.1

14.2
30.9
13.9
9.8

$3,297.1
324.9

278.2

447.6
247.1
42.3
24.4

107.9
40.4
99.5

118.5

2,907.4 1,108.0 821.1 5,027.9

454.7
339.4
55.2

769.7

327.3

38.1
2.7

138.8
67.1

305.2

156.3
271.6

10.3
231.6

76.6

11.2
6.3

42.7
31.2

106.3

148.9
130.1
19.3

199.0

66.6

11.6
11.2
34.3
16.2
70.0

679.7
732.7
550.1

1,050.2

686.4

121.8
19.2

201.2
131.2
348.8

2,498.1 944.0 707.1 4,521.3

409.2
71.0

338.2

164.0
29.9

134.2

114.0
30.9
83.1

506.6
67.0

439.6
-27.5
-11.9

-9.8
-4.0

-4 .3
-2 .2

-42.3
-19.3

-15.6 -5 .8 -2.1 -23.0

322.6
.1

128.4
2.2

81.0
0

416.6
- . 2

322.7 130.6 81.0 416.3

$285.5
9.8

10.3

38.4
25.2

1.3
8.9

13.9
4.2
6.5

13.6
417.6

58.9
96.4
29.2
78.2

52.1

5.3
1.4

15.4
12.7
38.2

387.8

29.8
- .4

30.3
-2 .0
-1 .0

-1 .0

29.3
0

29.3

18

$226.2
.2

32.5

25.0
20.9

.2
1.5
6.6

18.5
10.2
8.5

350.2

87.0
20.7

.5
63.0

29.5

6.9
1.1

25.3
9.9

46.8

290.9

59.2
16.6
42.6
— 8
- ' 3

- . 4

42.2
0

42.2
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Cash dividends declared on common stock
Cash dividends declared on preferred stock

Total cash dividends declared

Recoveries credited to allowance for possible loan losses
Losses charged to allowance for possible loan losses . .

Net loan losses

Ratio to total operating income:
Interest on deposits
Other interest expense
Salaries and employee benefits
Other non-interest expense
Total operating expenses

Ratio of net income to total equity capital (end of period) . .

See note at end of table.

6.9
0

6.9

.6
3.3

2.7

47.9
5.8

14.8
16.2
84.5

14.1

181.0
0

181.0

29.5
80.3
50.8

40.0
12.7
15.6
17.6
85.9

13.5

34.2

34.2

9.5
31.2

21.7

46.3
8.5

14.1
16.3
85.2

14.3

30.6
0

30.6

4.6
12.6

8.0

42.4
10.9
18.1
14.7
86.1

16.2

192.5
.2

11.5
0

192.7 11.5

28.5
115.8

2.6
11.2

87.3 8.6

46.4
16.5
13.5
13.5
89.9

48.8
14.1
14.1
15.9
92.9

12.0
0

12.0

4.0
11.0
7.0

24.0
10.7
24.8
23.4
83.1

12.2 12.1 14.6

CO
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8 Table B-22—Continued

Income and expenses of foreign and domestic offices and subsidiaries of national
banks, by states, year ended December 31 , 1979

(Dollar amounts in millions)

South Dakota Tennessee Texas Utah Vermont Virginia Washington

Number of banks

Operating income:
Interest and fees on loans
Interest on balances with depository institutions
Income on federal funds sold and securities purchased under agreements to

resell
Interest on U.S. Treasury securities and on obligations of other U.S. government

agencies and corporations
Interest on obligations of states and political subdivisions in the U.S
Income from all other securities (including dividends on stock)
Income from lease financing
Income from fiduciary activities
Service charges on deposit accounts
Other service charges, commissions, and fees
Other operating income

Total operating income

Operating expenses:
Salaries and employee benefits
Interest on time certificates of $100,000 or more (issued by domestic offices) . .
Interest on deposits in foreign offices
Interest on other deposits
Expense of federal funds purchased and securities sold under agreements to

repurchase
Interest on demand notes issued to the U.S. Treasury and on other borrowed

money
Interest on subordinated notes and debentures
Occupancy expense of bank premises, net, and furniture and equipment expense
Provision for possible loan losses
Other operating expenses

Total operating expenses

Income before income taxes and securities gains or losses
Applicable income taxes
Income before securities gains or losses

Securities gains (losses), gross
Applicable income taxes

Securities gains (losses), net

Income before extraordinary items
Extraordinary items, net

Net income

33

$182.1
.8

5.7

14.7
17.0

.6

.3
1.3
4.4
7.1
2.2

236.1

34.2
21.6

0
99.7

4.1

2.3
1.8
9.5
6.4

21.2
200.8

35.3
8.3

26.9
-1.1
- . 5
- . 6

26.4
.1

26.4

69 615 11 12

$629.3
7.3

70.0

97.6
49.7

1.7
5.5

16.8
29.7
33.5
14.9

$4,089.8
458.3

365.4

430.5
385.2

13.5
10.9

100.5
117.5
128.4
62.0

$232.6
2.2

14.6

19.2
12.8

.2
2.6
3.7

10.2
9.3
3.8

$35.9
.2

1.7

3.3
3.2

.5
0
.4

956.1 6,161.9 311.2 47.2

164.5
135.4

3.7
248.2

95.8

4.8
2.0

57.7
29.5

101.7

718.2
1,253.2

703.2
1,028.0

676.1

58.7
35.6

194.7
154.4
519.5

45.4
72.2

0
64.8

27.2

2.6
4.1

13.2
7.1

33.4

9.0
3.3

0
19.3

.5

.4

.3
2.8
1.0
4.8

843.3 5,341.8 269.8 41.4

112.8
26.6
86.2

820.2
180.9
639.3

41.4
12.1
29.3

5.8
1.0
4.8

-2.9
-1.4

-20.2
-9 .1

-2.4
-1.2

- . 3
- .1

-1 .5 -11.1 -1.2 - . 2

84.7
3.8

628.2
1.2

28.1
0

4.7

88.5 629.4 28.1 4.7

72

$707.2
19.8

48.7

69.8
74.7

1.2
2.9

19.4
15.9
28.4
16.7

1,004.8

186.0
94.3

7.7
305.5

68.5

11.8
4.7

60.4
27.6

120.2
886.8

117.9
16.2

101.7

-7 .3
-3.3

-4 .0

97.7
.2

97.9

21

$1,319.8
67.3

58.3

49.9
58.5
2.4

54.6
26.6
50.6
38.0
27.9

1,754.1

325.1
280.0
108.9
338.8

156.2

34.3
10.0
90.1
38.5

173.4

1,555.2

198.9
57.9

141.0

-3 .7
-1 .7

-2 .0

139.0
.1

139.1
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Cash dividends declared on common stock
Cash dividends declared on preferred stock

Total cash dividends declared

Recoveries credited to allowance for possible loan losses
Losses charged to allowance for possible loan losses

Net loan losses

Ratio to total operating income:
Interest on deposits
Other interest expense
Salaries and employee benefits
Other non-interest expense
Total operating expenses

Ratio of net income to total equity capital (end of period)

9.7
0

9.7

1.9
7.8

5.9

51.4
3.5

14.5
15.7
85.0

14.0

29.0
0

29.0

16.7
41.7

25.0

40.5
10.7
17.2
19.8
88.2

12.4

209.4
,3

209.7

42.3
138.0

95.7

48.4
12.5
11.7
14.1
86.7

14.7

11.4
0

11.4

.8
4.9

4.1

44.0
10.9
14.6
17.3
86.8

16.7

1.6
0

1.6

.2

.9

.7

47.9
2.5

19.1
18.2
87.7

13.5

38.9
0

38.9

8.9
29.3

20.4

40.6
8.5

18.5
20.7
88.3

13.1

41.1
.4

41.5

11.2
34.4

23.2

41.5
11.4
18.5
17.2
88.7

14.6

See note at end of table.
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CO
00 Table B-22—Continued

Income and expenses of foreign and domestic offices and subsidiaries of national
banks, by states, year ended December 31, 1979

(Dollar amounts in millions)

West Virginia Wisconsin Wyoming

District of
Columbia

Nonnational*

Number of banks ,

Operating income:
Interest and fees on loans
Interest on balances with depository institutions
Income on federal funds sold and securities purchased under agreements to

resell
Interest on U.S. Treasury securities and on obligations of other U.S. government

agencies and corporations
Interest on obligations of states and political subdivisions in the U.S
Income from all other securities (including dividends on stock)
Income from lease financing
Income from fiduciary activities
Service charges on deposit accounts
Other service charges, commissions, and fees
Other operating income

Total operating income

Operating expenses:
Salaries and employee benefits
Interest on time certificates of $100,000 or more (issued by domestic offices) . .
Interest on deposits in foreign offices
Interest on other deposits
Expense of federal funds purchased and securities sold under agreements to

repurchase
Interest on demand notes issued to the U.S. Treasury and on other borrowed

money
Interest on subordinated notes and debentures
Occupancy expense of bank premises, net, and furniture and equipment expense
Provision for possible loan losses
Other operating expenses

Total operating expenses

Income before income taxes and securities gains or losses
Applicable income taxes
Income before securities gains or losses

Securities gains (losses), gross
Applicable income taxes

Securities gains (losses), net

Income before extraordinary items
Extraordinary items, net

Net income

107

$270.8
3.1

39.9

65.3
37.5

1.3
1.0
5.8
4.6
7.4
3.0

439.6

64.9
36.1

0
163.7

35.8

3.3
.6

19.8
10.1
44.0

378.3

61.3
8.5

52.8
-2 .2
- . 8

-1.4

51.5
.2

51.6

131

$678.9
35.3

33.6

85.7
56.4
4.6
5.7

15.6
14.1
40.1
24.0

994.1

142.5
114.6
55.2

261.7

141.0

19.3
4.6

45.4
12.4
97.9

894.7

99.4
20.6
78.8

-4 .5
-2 .2

-2 .3

76.4

76.4

47

$128.7
.4

7.5

17.9
13.1

.6

.3
1.4
5.3
2.8
2.1

180.2

28.3
21.2

0
58.0

4.3

2.0
.7

8.0
4.4

17.3

144.2

35.9
9.6

26.4
-1.0
- . 3
- . 6

25.7

25.7

1

$2.7
0

.3

1.5
.2
.1
0
0
.2

5.0

1.1
.4
0

1.3

.4

0

.2

.4

4.6

.4

.1

.3

.3

.1
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Cash dividends declared on common stock
Cash dividends declared on preferred stock

Total cash dividends declared

Recoveries credited to allowance for possible loan losses
Losses charged to allowance for possible loan losses . . .

Net loan losses

Ratio to total operating income:
Interest on deposits . .
Other interest expense
Salaries and employee benefits
Other non-interest expense
Total operating expenses

Ratio of net income to total equity capital (end of period)

14.0
0

14.0

2.5
11.5
9.0

45.5
9.0

14.8
16.8
86.1

11.1

29.0
0

29.0

4.5
15.2

10.7

43.4
16.6
14.3
15.7
90.0

11.5

8.2
0

8.2

1.6
4.3

2.7

44.0
3.9

15.7
16.5
80.0

16.5

.1

.1

.1

.3

.2

34.0
8.0

22.0
28.0
92.0

10.0

* Nonnational banks in the District of Columbia are supervised by the Comptroller of the Currency.
NOTE: Dashes indicate amounts of less than $50,000. Data may not add to totals because of rounding.
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Table B-23

National banks engaged in lease financing, December 31, 1979
(Dollar amounts in thousands)

Total number
of national

banks

Number of banks
engaged in lease

financing

Amount of lease
financing at

domestic offices

All national banks

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of Columbia .
Florida

4,448

Georgia
Hawaii
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine

Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada
New Hampshire

New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania

Rhode Island
South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

District of Columbia—air

99
6
3
68
42
139
19
6
16

221

63
3
7

410
119
99
148
79
55
14

31
71
123
205
38
98
56
117
4
36

93
40
116
26
41
177
190
6

223

5
18
33
69
615
11
12
72
21
107
131
47

838

9
2
1
11
12
37
1
0
3

44

15
1
3
81
26
20
26
15
11
0

5
11
22
36
6
26
17
28
3
1

9
14
14
6
9
42
87
2
11

3
2
5
10
73
3
0
3
9
17
28
18

$6,780,330

31,872
10,132
50,862
11,942

2,512,363
63,381
12,541

0
27,462
52,055

69,073
10,757
38,810
196,437
154,399
7,517
3,766

118,324
30,448

0

57,826
195,304
137,661
218,827
2,022
85,072
6,112
50,166
53,836

1

130,650
3,501

634,879
122,158
2,282

252,274
30,131
38,608
290,394

109,375
16,418
1,746

55,192
197,169
47,612

0
34,014
547,918
10,279
43,961
2,801

17 27,462

* Includes the nonnational bank in the District of Columbia, which is also supervised by the Comptroller of the Currency.
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Table B-24

Assets and equity capital, net income, and dividends of national banks, 1967-1979
(Dollars in millions)

Year

1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979

Number
of

banks

4,758
4,716
4,669
4,621
4,600
4,614
4,661
4,708
4,744
4,737
4,655
4,564
4,448

Total
assets*
(foreign

and
domestic)

NA
NA
NA
NA
NA

$489,403
569,451
629,568
658,751
704,329
796,851
892,272
996,281

Capital stock (par value)

Preferred

$55
58
62
63
43
42
37
13
14
19
25
29
31

Common

$5,312
5,694
6,166
6,457
6,785
7,458
7,904
8,336
8,809
9,106
9,552
9,912

11,403

Total

$5,367
5,752
6,228
6,520
6,828
7,500
7,941
8,349
8,823
9,125
9,577
9,941

11,434

Total
equity

capital*

$18,495
20,268
22,134
23,714
25,624
28,223
30,935
33,572
36,688
41,325
44,999
49,207
54,296

Net income
before

dividends

$1,757
1,932
2,534
2,829
3,041
3,308
3,768
4,044
4,259
4,591
5,139
6,173
7,247

Cash
dividends

on
capital
stock

$796
897

1,068
1,278
1,390
1,310
1,449
1,671
1,821
1,821
1,994
2,196
2,650

Ratios (percent)

Net income
before

dividends to
total

assets

NA
NA
NA
NA
NA
.68
.66
.64
.65
.65
.64
.69
.73

Net income
before

dividends to
total

equity capital

9.50
9.53

11.45
11.93
11.87
11.72
12,18
12.05
11.61
11.11
11.42
12.54
13.35

Cash
dividends to
net income

before
dividends

45.30
46.43
42.15
45.17
45.71
39.60
38.46
41.32
42.76
39.66
38.80
35.57
36.57

Cash
dividends

to total
equity
capital

4.30
4.43
4.83
5.39
5.42
4.64
4.68
4.98
5.00
4.41
4.43
4.46
4.88

* Data are not exactly comparable because assets through 1975 are net of reserves on loans and securities and since then are net of valuation re-
serves and unearned discount on loans. Also, equity capital beginning for 1976 is reported including certain portions of the reserves on loans and se-
curities which were not reported separately for the years 1969-1975.
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Table B-25

Loan losses and recoveries of national banks, 1970-1979

Year

1970
1971
1972
1973
1974
1975
1976
1977
1978
1979

Total loans at
domestic offices,
end of year, net

$173,456,091
190,308,412
226,354,896
266,937,532
292,732,965
287,362,220
299,833,480
340,605,630
390,104,999
437,689,952

Net loan losses at
domestic offices

$601,734
666,190
545,473
731,633

1,193,730
2,047,643
1,819,748
1,380,261
1,277,398
1,477,753

Ratio of net losses
to loans, net

(Percent)

0.35
0.35
0.24
0.27
0.41
0.71
0.61
0.41
0.33
0.34

Total loans,
foreign and domestic,

end of year, net*

$372,458,078
429,317,723
490,142,134
547,397,282

Total net loan
lossest

$2,105,582
1,670,903
1,438,705
1,539,866

Ratio of net losses
to loans, net

(Percent)

0.57
0.39
0.29
0.28

* Loans used in all years are net of reserves; after 1975, loans are also net of unearned discount.
t Beginning in 1976 national banks report consolidated loan losses and recoveries including those on loans at foreign offices.
NOTE: For earlier data, see Annual Reports of the Comptroller of the Currency, 1947, p. 100; 1968, p. 233 and 1975, p. 161.
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Table B-26

Assets and liabilities of national banks, date of last report of condition, 1972-1979
(Dollar amounts in millions)

Year

1972
1973
1974
1975
1976
1977
1978
1979

Number
of

banks

4,614
4,661
4,708
4,744
4,737
4,655
4,564
4,448

Consolidated foreign and domestic assets

Total
assets*

$485,181
564,714
624,300
648,350
704,329
796,851
892,272
996,281

Cash
and due

from banks

$ 91.345
108,128
112,790
117,715
126,437
150,508
170,146
188,554

Total
securities*

$105,195
106.833
109,376
128,163
139,472
143,219
146,155
155,395

Loans,
net*

$253,538
303,931
345,527
347,686
372,458
429,318
490,142
547,397

Other
assets

$35,103
45,822
56,607
54,786
65,962
73,806
85,829

104,935

Liabilities

Total
deposits

$412,316
470,143
519,536
540,492
582,246
654,057
717,057
785,272

Other
liabilities}

$44,499
63,675
71,191
71,204
80,758
97,795

126,008
156,713

Total
equity
capital

$28,366
30,896
33,573
36,654
41,325
44,999
49,207
54,296

* For years 1972-1975, data are net of securities and loan reserves. Since 1975 data are net of valuation reserves and unearned discount on
loans.
t Includes subordinated capital notes and debentures.
NOTE: For earlier data on domestic office assets and liabilities, see Annual Report of the Comptroller of the Currency, 1977, p. 200.
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Table B-27

Consolidated assets and liabilities of national banks with foreign operations, December 31, 1979
(Dollar amounts in millions)

Foreign* and
domestic offices

Domestic
offices

Cash and due from depository institutions
U.S. Treasury securities
Obligations of other U.S. government agencies and corporations
Obligations of states and political subdivisions in the United States
Other bonds, notes, and debentures
Federal Reserve stock and corporate stock
Trading account securities
Federal funds sold and securities purchased under agreements to resell

Loans, total (excluding unearned income)
Less: Allowance for possible loan losses

Loans, net

Lease financing receivables
Bank premises, furniture and fixtures, and other assets representing bank premises
Real estate owned other than bank premises
Investments in unconsolidated subsidiaries and associated companies
Customers' liability on acceptances outstanding
Other assets

Total assets

Demand deposits of individuals, partnerships, and corporations
Time and savings deposits of individuals, partnerships and corporations
Deposits of United States government
Deposits of states and political subdivisions in the United States
Deposits of foreign governments and official institutions
Deposits of commercial banks
Certified and officers' checks

Total deposits in domestic offices

Total demand deposits
Total time and savings deposits

Total deposits in foreign offices*

Total deposits

Federal funds purchased and securities sold under agreements to repurchase
Interest-bearing demand notes issued to the U.S. Treasury
Other liabilities for borrowed money
Mortgage indebtedness and liabilities for capitalized leases
Banks' liability on acceptances executed and outstanding
Other liabilities

Total liabilities

Subordinated notes and debentures

Preferred stock
Common stock
Surplus
Undivided profits
Reserve for contingencies and other capital reserves

Total equity capital

Total liabilities and equity capital

$148,742
20,216
10,645
32,402

5,844
824

6,428
18,655

376,021
3,632

372,389

6,989
7,489

975
828

21,780
17,935

672,142

105,057
159,569

1,088
18,983
3,878

26,166
4,611

319,352

136,795
182,557

190,302

509,654

63,935
5,404

16,675
846

22,023
20,892

639,429

2,144

10
6,567

10,135
13,495

362

30,569

672,142

$ 66,920
20,062
10,596
31,929

1,056
703

5,726
18,328

266,149
3,466

262,682

5,696
6,655

856
472

16,258
20,179

468,117

105,057
159,569

1,088
18,983
3,878

23,166
4,611

319,352

136,795
182,557

NA

319,352

63,777
5,404
8,395

802
17,434
20,492

435,656

1,893
10

6,567
10,135
13,495

362

30,569

468,117

Number of banks 111

* For reporting purposes, foreign offices include Edge and Agreement subsidiaries located in the U.S. and branches in Puerto Rico, Virgin Is-
lands and Trust Territories.
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Table B-28

Foreign branches of national banks, by region and country, December 31, 1979

Region and country

Central America .

El Salvador
Guatemala . . . .
Honduras
Mexico
Nicaragua
Panama

South America . .

Argentina
Bolivia
Brazil
Chile
Ecuador
Guyana
Paraguay
Peru
Uruguay
Venezuela

West Indies—Caribbean . .

Bahamas
Barbados
British Virgin Islands . . .
Cayman Islands
Dominican Republic
French West Indies
Haiti
Jamaica
Netherlands Antilles
St. Lucia
Trinidad and Tobago
West Indies Federation of States

Europe

Austria
Belgium
Denmark
England
France
Germany
Greece
Ireland
Italy
Luxembourg
Monaco
Netherlands
Northern Ireland
Scotland
Spain

Number

44

2
3
3
5
1

30

111
40

6
20

6
13

1
9
3
9
4

163

61
3
2

56
18
2
5
5
4
1
5
1

123
1
6
3

35
9

18
16
4
8
4
1
6
1
3
2

Region and country

Europe — Continued
Switzerland . .

Africa

Egypt
Gabon
Ivory Coast
Kenya
Liberia
Mauritius
Senegal
Seychelles
Sudan
Tunisia

Middle East .

Bahrain
Jordan
Lebanon
Oman
Qatar
Saudi Arabia
United Arab Emirates
Yemen Arab Republic . . .

Asia and Pacific

Brunei
Hong Kong
India
Indonesia
Japan
Korea
Malaysia
Pakistan
Philippines
Singapore
Sri Lanka
Taiwan
Thailand

U.S. overseas areas and trust territories

Caroline Islands
Guam
Marianas Islands
Marshall Islands
Puerto Rico
Virgin Islands

Total

Number

6

20

5
1
2
2
4
1
1
1
1
2

26

4
3
4
2
1
2
9
1

125

3
37
10
5

22
7
5
6
9

14
1
4
2

55
1
4
1
1

24
24

667
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Table B-29

Total foreign branch* assets of national banks, year-end 1953-1979
(Dollar amounts in thousands)

1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965

$1,682,919
1,556,326
1,116,003
1,301,883
1,342,616
1,405.020
1,543,985
1,628,510
1,780,926
2,008,478
2,678,717
3.319,879
7,241.068

1966
1967
1968
1969

I 1970
1971
1972
1973
1974
1975
1976
1977
1978
1979

$ 9,364,278
11,856,316
16,021,617
28,217,139
38,877,627
50,550,727
54,720,405
83,304,441
99,810,999

111,514,147
134,790,497
161,768,609
180,712,782
217,611,974

* Includes military facilities operated abroad by national banks from 1966 through 1971.

Table B-30

Foreign branch assets and liabilities of national banks, December 31, 1979
(Dollar amounts in thousands)

ASSETS
Cash and cash items in process of collection . . $ 884,611
Balances with all banks in the United States

and non-U.S. branches of U.S. banks 19,536,605
Balances with non-U.S. banks outside the U.S 49,177,198
Securities 3,373,847
Loans, discounts and overdrafts

Secured by real estate $ 2,601,698
To financial institutions 12,265,279
To commerical and industrial borrowers 57,801,387
To non-U.S. government and official institutions . . 14,319,345
To all others 3,979,345
Less: unearned discount 256,587
Total loans, net 90,710,467

Customers' liability on acceptances outstanding . . . . 4,260,955
Premises, furniture and fixtures 512,485
Accruals—interest earned, foreign

exchange profits, etc 4,500,848
Due from other non-U.S. branches of this bank 23,344,760
Due from head office and U.S. branches of this bank 13,913,865
Due from consolidated subsidiaries of this bank . . . . 6,106,117
Other assets 1,290,216

Total assets $217,611,974

LIABILITIES
Deposits of all banks in the United States and

non-U.S. branches of U.S. banks $26,603,209
Deposits of non-U.S. banks outside the United States 60,094,569
Other deposits 78,111,322
Liabilities for borrowed money 4,540,254
Liability on acceptances executed and outstanding . 4,452,195
Accrued taxes and other expenses 3,736,679
Due to other non-U.S. branches of this bank 23,499,272

I Due to head office and its U.S.
branches of this bank 12,566,492

Due to consolidated subsidiaries of this bank 2,318,712
Other liabilities 1,689,270

Total liabilities $217,611,974

MEMORANDA
Standby letters of credit $ 5,543,116
Commercial letters of credit issued and outstanding 5,346,708
Guarantees and letters of indemnity 2,525,927
Contracts to buy foreign exchange and bullion 92,404,855
Contracts to sell foreign exchange and bullion 90,558,102
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Administrative Actions, 1979
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Administrative Actions Index
Nature of Action

Topics covered

Reserve for possible loan losses
Borrowed funds restrictions
Budget report
Capital Structure
Compliance committee
Credit/collateral documentation
Criticized assets
Delinquent loans
Directorate supervision/composition. . . .
Dividend restriction
Earnings
EDP management/operations
Equity capital infusion
Insider abuse
Insurance
Internal audit/control
Investment function
Lending function
Liquidity
Management
Ownership
OREO
Progress reports
Restitution
Rate-sensitive deposits
Trust function

12 USC 24
12 USC 29
12 USC 56
12 USC 60
12 USC 61
12 USC 62
12 USC 73
12 USC 74
12 USC 82
12 USC 84
12 USC 161
12 USC 282
12 USC 371
12 USC 375

12CFR 1
12CFR 7.3025
12CFR 7.4020
12CFR 7.4305
12 CFR 7.5217
12CFR 7.5225
12 CFR 7.7410
12 CFR 11.4
12 CFR 18
12 CFR 21
12 CFR 22
12 CFR 23
12 CFR 204
12 CFR 215
12 CFR 217
12 CFR 221
12 CFR 226
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Administrative Actions, 1979

Civil Money Penalties
1 . Bank with assets of $15 to $25 million

An Order of Assessment of a Civil Money Penalty
in the amount of $1,000 was issued against the
bank for committing 19 violations of 12 CFR
215.4(a) and two violations of 12 CFR 215.5(c)(3).
An Order of Assessment of a Civil Money Penalty
of $1,000 was also issued against the president for
causing the bank to commit 19 violations of 12
CFR 215.4 (a) and two violations of 12 USC
375a(4). The penalties were paid by the bank and
its president, and the violations of law were cor-
rected.

2. Bank with assets of $15 to $25 million
An Order of Assessment of a Civil Money Penalty
of $7,000 was issued against the bank to increase
its reserve for possible loan losses to a level
deemed appropriate by the regional administrator.
The penalty was paid by the bank, and the reserve
was subsequently increased to an adequate level.

Cease and Desist Orders
3. Bank with assets of $250 to $500 million

An Order to Cease and Desist was issued requir-
ing the bank to eliminate all demand deposit ac-
counts maintained, directly or indirectly, for the
benefit of the controlling owners, their family mem-
bers or any business entity in which either owner
maintained significant equity interest. The bank
was also prohibited from extending, endorsing,
guaranteeing or in any manner providing exten-
sions of credit to or for the benefit of the same par-
ties. The board of directors was to conduct a com-
plete review of all demand deposit accounts
maintained at the bank by the new owners and to
seek restitution or otherwise recover any loss suf-
fered by the bank due to the preferential treatment
afforded them.

4. Bank with assets of less than $15 million
An Order to Cease and Desist was issued requir-
ing the board of directors to appoint a compliance
committee composed of at least three non-officer
directors to ensure the bank's ongoing compliance
with the provisions of the Order. The board was in-
structed to comprehensively assess manage-
ment's strengths and weaknesses and to immedi-
ately provide the bank with an additional loan
officer. The board was further required to establish
an adequate capital structure by injecting at least

$500,000 of equity capital within 120 days of the
Order's effective date. The bank was to revise the
written loan policy and ensure adherence thereto.
Written programs were to be established and im-
plemented to (1) remove all assets from criticized
status, specifically those made to insiders or their
related interests, (2) establish guidelines for inter-
nal loan review, (3) correct all violations cited in
the report of examination, (4) maintain a liquidity
level of not less than 20 percent and (5) correct
deficiencies relating to credit documentation.

5. Bank with assets less than $15 million
An Order to Cease and Desist was issued requir-
ing the board of directors to appoint a compliance
committee composed of at least three non-officer
directors to ensure the bank's ongoing compliance
with the provisions of the Order. The board was in-
structed to comprehensively assess manage-
ment's strengths and weaknesses and to immedi-
ately provide the bank with an additional loan
officer. The board was further required to establish
an adequate capital structure by injecting at least
$500,000 of equity capital within 120 days of the
Order's effective date. The bank was to revise the
written loan policy and ensure adherence thereto.
Written programs were to be established and im-
plemented to (1) remove all assets from criticized
status, specifically those made to insiders or their
related interests, (2) establish guidelines for inter-
nal loan review, (3) correct all violations cited in
the report of examination, (4) maintain a liquidity
level of not less than 20 percent and (5) correct
deficiencies relating to credit documentation.

6. Bank with assets of $15 to $25 million
An Order to Cease and Desist was issued requir-
ing the bank to immediately correct all violations
cited in the report of examination. A compliance
committee composed of at least three outside di-
rectors was to be organized with the responsibility
of conducting a review of the bank's operations
and of submitting written reports to the regional
administrator. The board of directors was ordered
to develop plans to secure reimbursement of all in-
terest or fees which would have been paid to the
bank had all extensions of credit to insiders been
made on non-preferential terms. The board was
also to review thoroughly the bank's management
needs, with a copy of their findings to be for-
warded to the regional administrator. An analysis
of the bank's earning capacity and capital needs
was also required, with a provision for an equity
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capital injection if considered necessary by the re-
gional administrator. Written plans were required
to (1) achieve and maintain an average daily li-
quidity of not less that 20 percent, with bi-weekly li-
quidity analysis reports to be submitted to the re-
gional administrator, (2) eliminate all assets from
criticized status, (3) establish lending policies of a
safe and sound nature, (4) obtain current and sat-
isfactory credit information, (5) perfect collateral on
secured loans, (6) ensure the ongoing adequacy
of the reserve for possible loan and (7) monitor de-
linquent loans. The bank was ordered to cease
making unreasonable expense reimbursements to
employees or former employees. Internal control
deficiencies were to be immediately corrected.

7. Bank with assets of $50 to $100 million
A Temporary Order to Cease and Desist was ini-
tially served upon the bank. Subsequently an Or-
der to Cease and Desist required the bank's direc-
tors, officers, employees and agents, individually,
to correct all violations of law and required proce-
dures to be adopted to prevent future violations.
The board of directors was ordered to immediately
reimburse the bank for a political contribution
made in violation of 2 USC 44lb. The board was in-
structed to retain an independent special counsel
acceptable to the regional administrator to con-
duct a written review of the total remuneration
package for the top five officers of the bank and
was to submit the review to the regional adminis-
trator. The bank was also ordered to cease paying
for certain expenses of the bank's top five officers
and was prohibited from paying any overdraft on
any account of an executive officer or director of
the bank unless a prearranged interest-bearing
line of credit had been established by the involved
officer or director. Written programs were to be de-
veloped and implemented to (1) eliminate all as-
sets from criticized status, (2) review and increase
reserve for possible loan, (3) rectify all credit infor-
mation exceptions and collateral deficiencies, and
(4) improve the internal control and audit proce-
dures. The board was to review and amend the
bank's lending policies to ensure that they conform
with safe and sound banking practices and all ap-
plicable laws, rules and regulations.

8. Bank with assets of $25 to $50 million
A Temporary Order to Cease and Desist was is-
sued requiring a capital injection of $3.75 million, a
new chief executive officer and limiting new loans
until capital was increased. A Permanent Order to
Cease and Desist was placed on the bank shortly
thereafter. The Permanent Order incorporated the
provisions of the Temporary Order already in
place, and an Order to Cease and Desist required
the bank to develop and implement a written capi-
tal plan to maintain ongoing capital adequacy and
a detailed budget. The Order also called for main-
tenance of the reserve for possible loan at an ade-
quate level and for liquidity to be maintained at no
less than 15 percent. A certified public accounting

firm was to conduct a full-scale audit, and a spe-
cial directors' committee was to be appointed to
review management fees, salaries and expenses.
An independent counsel was required to evaluate
the board's liability for violations of 12 USC 84. The
bank's lending policy was to be revised to cover
officers' lending limits and concentrations of credit.
Detailed plans to remove all assets from criticized
status, correct all violations of 12 USC 84, remedy
and prevent credit documentation and collateral
deficiencies and coordinate the management of
assets and liabilities were to be submitted for the
approval of the regional administrator and subse-
quently implemented. A new loan administration
officer was required, and all violations of law noted
in the examination report were to be corrected.

9. Bank with assets of less than $15 million

A Order to Cease and Desist required correction
of all violations of law and required procedures to
be adopted to prevent future violations. The bank
was ordered to submit a written proposal for its
sale or merger to the regional administrator. In ad-
dition the board was ordered to provide the bank
with a new chief executive officer. The board was
also required to provide the bank with a $450,000
subordinated placement and to submit a written
program to inject $500,000 in equity capital. The
declaration and payment of dividends was re-
stricted.

10. Bank with assets of $15 to $25 million
An Order to Cease and Desist required that all vio-
lations cited be corrected immediately. Addition-
ally, the board of directors was required to indem-
nify the bank for any loss caused by the violation
of 12 USC 24. The board was instructed to formu-
late a policy governing all types of transactions to
insiders and their interests. The board was further
ordered to cause the bank's equity capital ac-
counts to be increased by not less than $500,000.
Written programs were required to (1) remove all
assets from criticized status, (2) provide for im-
proved collection efforts, (3) obtain current and
satisfactory credit information on all loans so lack-
ing, (4) maintain an adequate reserve for possible
loan, (5) improve and sustain the bank's earnings
and (6) improve the bank's written investment pol-
icy. The bank was further required to develop
comprehensive liquidity and asset/liability man-
agement policies. An internal auditor was to be ap-
pointed, and the board agreed to develop a man-
agement plan describing in detail the duties and
functions of senior officers.

11. Bank with assets of $25 to $50 million
A Cease and Desist Order required that all viola-
tions of the law immediately be corrected and that
the board of directors develop plans to recover
any loss of income resulting from loans made in vi-
olation of statutes mentioned in the examiner's re-
port. The bank was prohibited from making ad-
vances on insurance premiums written through
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named agencies unless (1) within legal lending
limitations, (2) interest was charged at a nonpre-
ferential rate and (3) insurance was authorized by
the bank's customer. The bank was instructed to
hold no checks presented for payment longer than
24 hours. Written programs were required to (1) re-
duce land development loans to 25 percent of
gross capital funds, (2) eliminate all assets from
criticized status, (3) resolve deficiencies in loan
documentation, (4) obtain current and satisfactory
credit information, (5) establish and maintain an
adequate reserve for possible loan and (6) correct
deficiencies in internal control procedures. The
employee profit sharing trust was ordered to be
transferred to an independent corporate trustee.
The bank was ordered to employ or appoint a new,
capable senior lending officer and a capable ex-
ternal auditor, both of whom had to be approved
by the regional administrator. Signing of real estate
appraisals without actual on-site inspection was
prohibited.

12. Bank with assets of $50 to $100 million
A Notice of Charges initiated administrative action,
and a Temporary Order to Cease and Desist was
issued. The bank was prohibited from lending
money to any borrower whose loan was subject to
criticism in the report of examination. The bank
was ordered to refrain from granting loans without
first acquiring current and satisfactory credit infor-
mation. The volume of total loans outstanding was
not to increase over the level of such loans existing
as of the effective date of the Order. Additionally,
no loans were to be made in excess of the legal
limit provided in 12 USC 84.

13. Bank with assets of $250 to $500 million
A Notice of Charges initiated administrative action,
and a Temporary Order to Cease and Desist was
issued prohibiting any payments, loans or trans-
fers of any monies between the bank and its par-
ent holding company. The bank was also pre-
vented from declaring or paying any dividend
without the prior written approval of the regional
administrator. Subsequent to the issuance of the
Order, the board of directors accepted an offer
from a group of investors to purchase $7.5 million
in bank stock, giving the group control of more
than 51 percent of the voting shares in the bank.

14. Bank with assets of $25 to $50 million
A Notice of Charges initiated administrative action,
and a Temporary Order to Cease and Desist pro-
hibited the bank from increasing the volume of its
total loans outstanding. The bank subsequently
merged with a state-chartered bank, terminating
the administrative proceedings.

15. Bank with assets of $15 to $25 million
A Notice of Charges initiated administrative action,
and a Temporary Order to Cease and Desist was
issued prohibiting the bank from making payments
against uncollected deposits in accounts main-
tained by subject director or in any entity in which

said director maintained an interest. The bank was
ordered not to make any loan or extension of credit
in any manner to any insider unless the loan was
made on substantially the same terms as those
prevailing at the time for comparable transactions
with other persons. The bank was required to im-
mediately correct the violation of 12 USC 84. Sub-
sequently, the director resigned from the board of
directors.

16. Bank with assets of $15 to $25 million
A Notice of Charges initiated administrative action,
and a Temporary Order to Cease and Desist lim-
ited the amount of compensation paid to directors.
The bank was ordered to correct all violations
cited in the report of examination. The bank was
prohibited from lending additional money or other-
wise extending credit to any borrower whose loan
or other extension of credit had been criticized in
the report of examination. The bank was also or-
dered not to grant any extension of credit which
was not fully supported by current and satisfactory
credit information and collateral documentation.

Notice of Charges
17. Bank with assets of $15 to $25 million

A Notice of Charges was issued against the bank
citing the violations of law and regulations and ad-
dressing the serious inadequacy in the bank's
capital structure. Subsequently, the bank did initi-
ate steps to improve its capital position; however,
during the pendency of the administrative pro-
ceeding, the bank converted to a state charter.

Formal Agreement
18. Bank with assets of $15 to $25 million

A Formal Agreement required correction of all vio-
lations of law and required procedures to be
adopted to prevent their recurrence. The bank was
required to adopt and implement written programs
to (1) eliminate all assets from criticized status, (2)
achieve and maintain an average daily liquidity po-
sition of not less than 15 percent and (3) improve
collection efforts. The bank was directed to take all
necessary steps to obtain current and satisfactory
credit information on all loans and to refrain from
granting any new loans unless supported by such
information. The bank was required to correct col-
lateral imperfection and to submit a detailed writ-
ten capital plan to the regional administrator for his
approval and not declare any dividend without the
regional administrator's prior written approval. The
bank was directed to .review the reserve for possi-
ble loan on a quarterly basis and maintain it at a
level reflective of the risk and potential for loss in-
herent in the bank's loan portfolio. The deficiencies
in the bank's internal control and audit procedures
were required to be corrected. The board of direc-
tors was required to establish a committee to per-
form an in-depth study of current management
and to formulate and implement a comprehensive
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written management plan. Detailed written policies
covering the investments and funds management
practices of the bank were also required pursuant
to the Agreement. The board was directed to ap-
point a compliance committee, a majority of whom
were outside directors.

19. Bank with assets of less than $15 million
A Formal Agreement required correction of all vio-
lations of law and the implementation of proce-
dures to prevent future violations. The board of di-
rectors was required to provide the bank with a
new, active and capable chief executive officer ac-
ceptable to the regional administrator. The author-
ity of the new chief executive officer was to be set
forth in writing by the board. The board also was
directed to retain, subject to the regional
administrator's approval, the services of an experi-
enced agricultural credit consultant to assist the
bank in eliminating existing agricultural loans from
criticized status and implementing a program to
ensure that future loans were granted on a sound
basis. The board was required to adopt and imple-
ment a written program to promptly eliminate the
grounds of criticism of its classified assets and to
take all necessary steps to obtain current and sat-
isfactory credit information on all loans and to re-
frain from granting any new loans until satisfactory
credit information had been obtained. The bank
was required to submit monthly written reports to
the regional administrator detailing the actions
taken by the bank to comply with the provisions of
the Agreement and the results of those actions.

20. Bank with assets of $15 to $25 million
A Formal Agreement required correction of all vio-
lations of law and required procedures to be im-
plemented to prevent future violations. The bank
was directed to implement written programs to (1)
establish and maintain an adequate reserve for
possible loan, (2) eliminate all assets from criti-
cized status and (3) improve collection efforts
overall. The Agreement further required that the
board of directors review the bank's lending func-
tion and report to the regional administrator the du-
ties of each employee participating in the lending
function. The board was also required to develop
and submit to the regional administrator written
guidelines governing liquidity and asset/liability
management. A comprehensive budget for the fis-
cal year was also required. The bank was directed
to obtain current and satisfactory information on all
loans so lacking and was to refrain from granting
any new loans until said information had been as-
certained. The Agreement required the bank to es-
tablish a committee of outside directors to ensure
compliance.

21. Bank with assets of $100 to $250 million
A Formal Agreement required correction of viola-
tions of law and implementation of procedures to
ensure that violations did not recur. The bank was
directed to formulate and implement written pro-

grams with the approval of the regional administra-
tor, to strengthen the capital structure, to improve
the liquidity position and to eliminate any assets
from criticized status. The Agreement required the
board to evaluate the adequacy and competency
of the bank's management and required the board
to submit a comprehensive written report to the re-
gional administrator detailing its findings. The
Agreement further directed the bank to immedi-
ately correct the deficiencies in its internal control
and audit procedures.

22. Bank with assets of $15 to $25 million
A Formal Agreement required correction of all vio-
lations of law and implementation of written proce-
dures to ensure that violations did not recur. The
board was directed to formulate and implement
written programs to improve the capital structure
and to eliminate all assets from criticized status.
The bank was required to correct the deficiencies
relating to current and satisfactory credit informa-
tion. An independent auditor was to be retained to
prepare written recommendations for the estab-
lishment and maintenance of internal controls and
internal auditing procedures. The board was di-
rected to make no further loans or extensions of
credit to any executive officer or principal share-
holder. The board was required to review the ade-
quacy of the reserve for possible loan and main-
tain it at a level acceptable to the regional
administrator. The board was also required to eval-
uate the adequacy and competency of the bank's
management and to submit a comprehensive writ-
ten report to the regional administrator detailing its
conclusions and setting forth the bases for those
conclusions.

23. Bank with assets of $100 to $250 million
Pursuant to a Formal Agreement, the bank was re-
quired to correct and eliminate each violation of
law cited. Deficiencies in internal controls were to
be corrected immediately. The board of directors
was required to formulate written programs to (1)
establish and maintain an adequate reserve for
possible loan, (2) restore and maintain earnings of
the bank, (3) augment and strengthen the capital
structure of the bank, (4) eliminate all assets from
criticized status, (5) adopt safe and sound loan
policies to be strictly adhered to and (6) cover
other real estate owned in accordance with pru-
dent banking procedures. A compliance commit-
tee to be made up of non-officer directors was also
mandated.

24. Bank with assets of $50 to $100 million
A Formal Agreement required correction of all vio-
lations of law and required the bank to adopt writ-
ten procedures to prevent recurrence of similar vi-
olations. The board of directors was required to
develop and implement a written program to elimi-
nate all assets from criticized status. The board
was required to draft a plan for injecting sufficient
equity capital to satisfy the bank's needs, and the
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bank was prohibited from paying dividends with-
out prior written approval of the regional adminis-
trator. The board was also required to develop and
implement a detailed written loan policy of a safe
and sound nature. The bank was required to ob-
tain current and satisfactory credit information on
all loans so lacking and was prohibited from grant-
ing any new loans without first obtaining such in-
formation. The board was to review the bank's re-
serve for possible loan on a regular basis and to
ensure that the reserve be maintained at a level re-
flective of the risk and potential for loss inherent in
the bank's loan portfolio. The board was to imme-
diately and substantially increase the amount of
the reserve. The board was required to undertake
a comprehensive assessment of the sufficiency
and quality of the management of the lending
function and to submit its findings to the regional
administrator. Compliance with the provisions of
the Agreement was to be monitored by an execu-
tive committee to be appointed by the board of di-
rectors.

25. Bank with assets of $25 to $50 million
A Formal Agreement required correction of all vio-
lations of law and required written procedures to
be adopted to ensure that similar violations did not
recur. The board of directors was to formulate a
written program to remove all assets from criti-
cized status. The board was also to pursue all
available courses of action to eliminate the
grounds for criticism or cause complete liquidation
from the bank's books of all criticized loans to di-
rectors. The board was to provide the bank with a
new, experienced and capable senior loan officer
who was to have broad written authority over the
administration of the bank's lending function. After
the designation of the new senior loan officer, the
bank was to revise its written loan policy. Written
programs were to be developed and implemented
to (1) improve collection efforts and to effect a re-
duction in the level of delinquent loans, (2) main-
tain an adequate reserve for possible loan and (3)
establish appropriate audit procedures to ensure
timely identification of problem assets. The bank
was required to take all necessary steps to obtain
current and satisfactory credit information on all
loans lacking such information and was to correct
the imperfections pertaining to the securing of col-
lateral. In light of pending litigation against the
bank, the board was to develop a contingency
plan designed to assur maintenance of the
bank's capital structure at an adequate level. An
enforcement committee comprised of three non-
officer directors was to be appointed by the board
to ensure compliance by the bank with the provi-
sions of the Agreement.

26. Bank with assets of $50 to $100 million
A Formal Agreement required correction of the
statutory violations and required procedures to be
adopted to ensure that these violations did not re-
cur. The bank was required to institute a program
for improving its liquidity position and to reduce

the ratio of the bank's loans to deposits. The
Agreement further provided that the bank reduce
its dependency on borrowed funds of all types.
The bank was to draft both an investment and a
loan policy to be submitted to the regional admin-
istrator for review and comment prior to adoption.
The bank was also to formulate and implement a
written program designed to eliminate all assets
from criticized status. The bank was to take all
necessary steps to obtain current and satisfactory
credit information on all loans so lacking and to re-
frain from granting any new loans without first ob-
taining such information. The board of directors
was to formulate and submit to the regional admin-
istrator the bank's plan for liquidation of a substan-
tial amount of the bank's other real estate owned.

27. Bank with assets of $25 to $50 million
A Formal Agreement required correction of all vio-
lations of law and required procedures to be
adopted to prevent their recurrence. The bank was
to employ an outside, capable senior lending offi-
cer who was to be vested with broad authority to
ensure that the lending area of the bank was oper-
ated in accordance with prudent banking stan-
dards. The board of directors was to adopt and
implement a written program to eliminate the basis
of criticism of its criticized assets and was not to
lend additional money or otherwise extend credit
to any borrower whose loan or other extension of
credit had been criticized. The board was required
to conduct a review of the adequacy of the bank's
reserve for possible loan in relation to the risk in-
herent in the bank's loan portfolio. The bank was to
take all necessary steps to correct the deficiencies
relating to the lack of current and satisfactory
credit information and was to adopt a written pro-
gram to improve collection efforts. The bank was
prohibited in any manner from extending credit to
the bank's parent holding company, and no divi-
dends were to be declared by the board without
the prior written approval of the regional adminis-
trator. Policies were to be adopted to ensure that
any transactions between the bank and insiders,
were to be on terms not more favorable than those
afforded other persons dealing with the bank. The
board was to adopt formal written policies and
procedures for the administration of the trust de-
partment of the bank and was to take steps to en-
sure that the trust auditor and trust officer obtain
specific training in their respective functions as
soon as possible. The board was also to direct the
management of the trust department to establish a
complete and accurate fiduciary recordkeeping
system which would clearly reflect the interests of
the various fiduciary beneficiaries. The bank was
to submit every 30 days the actions taken by the
bank to comply with the provisions of the Agree-
ment and the results of those actions.

28. Bank with assets of $15 to $25 million
A Formal Agreement required correction of all vio-
lations of law and required the bank * dopt pro-
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cedures to ensure non-recurrence of similar viola-
tions. Subject to the regional administrator's
approval, the board of directors was required to
formulate and implement a written program to aug-
ment the bank's equity capital. The bank was re-
quired to submit to the regional administrator a
written program designed to improve and maintain
the bank's liquidity at an average of not less than
20 percent. The program was also to include pro-
visions for reducing the volume of borrowed funds,
especially rate-sensitive federal funds. All criti-
cized assets were to be eliminated and the board
was to review the adequacy of the bank's reserve
for possible loan and to augment the reserve ac-
cordingly. The bank was required to adopt proce-
dures and develop forms for obtaining and record-
ing all necessary credit information, and no future
loans were to be granted until said information had
been received and properly recorded. The bank
was prohibited from making any payments to the
controlling majority shareholder without prior writ-
ten approval of the regional administrator. Further-
more, the board of directors was to review all tra-
vel and entertainment expenses incurred by, or for
the benefit of, said controlling majority share-
holder. The board was to submit to the regional
administrator a written plan providing for the resti-
tution of any travel and entertainment expenses
determined not to have been legitimate business
expenses of the bank. The board was also re-
quired to develop and implement a written pro-
gram subject to the regional administrator's ap-
proval addressing the prompt elimination of all
internal control and audit deficiencies.

29. Bank with assets of $15 to $25 million

A Formal Agreement required correction of all vio-
lations of statutes and regulations and required the
adoption of procedures to prevent future viola-
tions. The board was to obtain a new chief execu-
tive officer and to submit a written capital program
to augment the equity capital needs of the bank.
The bank was further required to take immediate
action to protect its interests with regard to criti-
cized assets and was to report on a monthly basis
the progress it made in removing assets from criti-
cized status and for eliminating past due loans.
The board was not to extend credit in excess of
the lending limitations provided in 12 USC 84 and
to reduce to a conforming amount any extensions
of credit in excess of the 12 USC 84 lending limita-
tion. The bank was to take necessary action to
seek restitution for any loss suffered by the bank
with respect to any preferential loans granted to its
directors and officers within the 24 months preced-
ing the date of the Agreement. The bank also was
to adopt a written loan policy. The bank was to re-
view its reserve for possible loan and agreed to
adopt a program to eliminate the internal control
and audit deficiencies cited in the report of exami-
nation. A comprehensive and detailed budget was
also to be developed.

30. Bank with assets of less than $15 million
A Formal Agreement required correction of all vio-
lations of law and the bank was further required to
notify the regional administrator of the manner of
said correction. Procedures were to be adopted to
prevent recurrences of similar violations. The
board of directors was to augment the bank's
management team by employing the services of a
new, experienced and capable senior lending offi-
cer. The name of such officer was required to be
submitted in advance to the regional administrator
who reserved the right to veto said officer's ap-
pointment. Furthermore, broad executive authority
was to be granted to the new senior lending officer
who was to implement and maintain lending prac-
tices in accordance with applicable law and the
provisions of the Agreement. The board was fur-
ther required to appoint a compliance committee
composed of at least two outside directors to en-
sure compliance with the terms of the Agreement.
The board agreed to initiate procedures to ensure
that the bank's customers were charged fees for ti-
tle opinions on real estate. Moreover, the board
was required to ensure that the bank's pro rata
share of any income derived from the sale of insur-
ance in connection with any loan by the bank
would be handled within the framework provided
in 12 CFR 2. The bank was to substantially in-
crease the reserve for possible loan and to formu-
late a plan to maintain the reserve at a level reflec-
tive of the risk and potential for loss inherent in the
bank's loan portfolio. Provisions to supply sufficient
equity capital were to be made. All deficiencies in
internal control and audit procedures were to be
corrected. A comprehensive and unqualified audit
by a certified public accounting firm was to be
conducted to review all insider transactions, the
adequacy of bank records and all control deficien-
cies. The board was required to draft new written
loan policies of a safe and sound nature. The bank
was to obtain and maintain current and satisfac-
tory information on all loans lacking such informa-
tion and was to refrain from granting any new
loans until said information was ascertained. The
bank was to adopt written programs to eliminate all
assets from criticized status and to improve its
overall collection efforts.

31. Bank with assets of $50 to $100 million
A Formal Agreement required correction of all stat-
utory violations and adoption of measures to pre-
vent their recurrence. The board of directors was
required to employ a new and capable president
and chief executive officer subject to approval by
the regional administrator. A compliance commit-
tee was to be appointed consisting of a majority of
outside directors. Said committee was required to
submit quarterly status reports of its review of the
bank's relocation expenses and loan policies to
the regional administrator. The bank was to estab-
lish written programs to (1) remove all assets from
criticized status, (2) evaluate lending officers and
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the credit administration function, (3) amend loan
policies, (4) improve collection efforts, (5) provide
pertinent credit information and (6) control ex-
penses and improve earnings. An infusion of $1
million in equity capital was required to improve
the bank's capital position. The bank was to em-
ploy an independent internal loan review officer to
aid in the improvement of the reserve for possible
loan. The adequacy of the reserve was to be re-
viewed quarterly by the board of directors with a
copy of its findings submitted to the regional ad-
ministrator.

32. Bank with assets of $50 to $100 million
A Formal Agreement required correction of all vio-
lations of law and required procedures to be
adopted to prevent recurrence of similar violations.
The board of directors was to formulate and adopt
written programs designed to (1) augment and
strengthen the capital structure of the bank, (2) in-
crease and maintain the bank's earnings and (3)
increase the bank's reserve for possible loan. The
bank was required to eliminate all assets from criti-
cized status and further loans to borrowers with
criticized credits were prohibited. The bank was to
correct the deficiencies relating to lack of current
and satisfactory credit information and was prohib-
ited from granting any new loans until such infor-
mation had been acquired. The board was to em-
ploy the services of a qualified public accounting
firm, acceptable to the regional administrator and
experienced in electronic data processing opera-
tions, to assit the bank in establishing an adequate
internal audit program. A full-time independent au-
ditor was also to be employed to establish and im-
plement adequate internal audit and control proce-
dures.

33. Bank with assets of less than $15 million
A Formal Agreement required correction of all vio-
lations of law. The board of directors was to pro-
vide the bank with a new, active and capable sen-
ior executive officer who was to be vested with
complete authority over the lending function of the
bank. Prior to the appointment of said individual,
his name and employment background together
with a description of his proposed duties and re-
sponsibilities was to be submitted to the regional
administrator who reserved the right to veto the
appointment. The board was to adopt and imple-
ment a written program to eliminate all assets from
criticized status. The bank was also prohibited
from loaning any additional money to any borrower
whose loan had been criticized. The bank was re-
quired to obtain current and satisfactory credit in-
formation on all loans so lacking and was to refrain
from granting any new loans until satisfactory
credit information had been ascertained. The
board was to undertake a thorough and complete
review of the bank's lending function and was to
submit the review to the regional administrator.
The bank was required to submit to the regional
administrator a written program for the establish-

ment and the maintenance of an adequate reserve
for possible loan. The claims by the bank against
its bonding company were pursued toward an ap-
propriate settlement. After arriving at a settlement
of said claims, the board was to promptly evaluate
the capital needs of the bank and to formulate a
written program to raise the equity capital of the
bank to an acceptable level. The bank was re-
quired to review the effectiveness of the bank's in-
ternal control program and was to retain the serv-
ices of an outside independent auditing firm for the
purpose of reviewing and evaluating the bank's
accounting records, procedures and operations.

34. Bank with assets of $100 to $250 million
A Formal Agreement required correction of all viola-
tions of law and required procedures to be
adopted to prevent future violations. The board of
directors was required to formulate and implement
written programs to (1) eliminate all assets from
criticized status, (2) establish safe and sound loan
policies, (3) improve the bank's collection efforts,
(4) limit the bank's loan portfolio to no more than
70 percent of its deposits and (5) increase and
maintain the bank's average daily liquidity position
to not less than 15 percent. The bank was required
to take all necessary steps to obtain and maintain
current and satisfactory credit information on all
loans so lacking and was prohibited from granting
any new loans without first obtaining such informa-
tion. The Agreement further provided that the
board was to review, and increase accordingly,
the bank's reserve for possible loan to ensure that
the reserve was maintained at a level reflective of
the risk and potential for loss inherent in the bank's
loan portfolio. To ensure the capital integrity of the
bank, the board was required to inject $3 million in
equity capital. The bank was also prohibited from
paying any dividends without prior written ap-
proval of the regional administrator. The board was
required to establish a capital committee to coordi-
nate monitoring of, and planning for, the bank's
capital needs. The board was further required to
undertake a written study of the reasonableness
of, and justification for, the bank's business trans-
action involving insiders. The board was directed
to seek reimbursement of any income lost to the
bank on any transaction determined to be prefer-
ential. The Agreement prohibited certain transac-
tions that may have been a conflict of interest for
any bank officer or employee. The board was to
appoint a compliance committee composed of at
least three individuals, two of whom were not to be
officers of the bank, to ensure compliance by the
bank with the provisions of the Agreement.

35. Bank with assets of $15 to $25 million
A Formal Agreement required the board to provide
the bank with a new chief executive officer, to be
approved by the regional administrator, whose au-
thority was required to be set forth in writing. The
board was to submit a capital program within 180
days sufficient to meet the present and future
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needs of the bank. The bank was required to cor-
rect the violations of 12 USC 84 and to implement
procedures to prevent recurrence. The bank was
further required to pursue the liability of each di-
rector for any losses resulting from loans the direc-
tors previously granted or consented to in violation
of 12 USC 84. The bank was required to comply
with 31 CFR 103.33 when making loans and to im-
plement procedures to ensure compliance. The
bank was required to correct all other violations of
law and to implement procedures to prevent recur-
rence. The board was required to implement a
program within 60 days for the elimination of each
asset from criticized status. New written loan poli-
cies were required to be adopted by the board
within 60 days. The board was required to adopt a
written program to improve collection efforts. The
bank was required to secure current credit infor-
mation and proper collateral on outstanding and
future loans and to limit the loan portfolio to no
more than 70 percent of total deposits. The bank
was requested to increase its reserve for possible
loan and to perform quarterly reviews thereof. The
bank was required to correct the deficiencies in its
internal control and audit procedures and to cover
all major areas of the bank with written policies, in-
cluding a funds management policy. Finally, the
board was to appoint a compliance committee to
report to the regional administrator on the progress
in complying with the Agreement.

36. Bank with assets of less than $15 million

A Formal Agreement required correction of all vio-
lations of law and required procedures to be
adopted to prevent recurrence of similar violations.
The board was to perform a study of current man-
agement and to report its findings to the regional
administrator. The bank was required to develop a
written program for elimination of all assets from
criticized status and was prohibited from extend-
ing credit to any borrower whose loans or other ex-
tensions of credit had been criticized in whole or in
part. The bank was to establish detailed proce-
dures for the recovery of previously charged-off
assets and for the collection of delinquent loans.
The bank was required to obtain and maintain cur-
rent and satisfactory credit information on all loans
so lacking, and the board was to ensure that no fu-
ture loans were to be granted to any borrower
without first obtaining such information. The board
was to submit a written equity capital plan to the
regional administrator for approval. The Agree-
ment further required the board to develop, imple-
ment and submit to the regional administrator a
program to achieve a profitable level of bank oper-
ations. A component of said program was to in-
clude a comprehensive and detailed budget for
the fiscal year. The board was also to review the
bank's reserve for possible loan to ensure that the
reserve was maintained at a level reflective of the
risk and potential for loss inherent in the bank's
loan portfolio.

37. Bank with assets of less than $15 million
A Formal Agreement required the board of direc-
tors to immediately increase equity capital by at
least $300,000. The board was also to develop
and implement a plan to increase the bank's in-
come and reduce the bank's expense with a goal
of establishing profitable operations. The board
was required to adopt and implement a written
program to eliminate all assets from criticized
status. The board was required to pursue all avail-
able courses of action to eliminate the grounds for
criticism or cause removal from the bank's books
of all criticized loans to insiders. The bank was to
obtain current and satisfactory credit information
on all loans so lacking and was to refrain from
granting any new loans without first obtaining and
analyzing the financial status of the prospective
borrower. The bank was prohibited from maintain-
ing or accepting any deposit of public funds on an
unsecured basis if such deposit was required to
be secured by contract or by law. The bank was to
correct the imperfections pertaining to the secur-
ing of collateral and was prohibited from granting
any future secured loans involving collateral with-
out first perfecting its security interest. Reviews
were to be conducted of all loans exceeding
$5,000 to ascertain credit quality. The board was
required to promptly investigate the extent to
which overcharges on loans may have occurred
and.to reimburse any overcharge to affected cus-
tomers. A written study detailing all deficiencies in
the bank's accounting and administrative controls
was to be undertaken and all deficiencies were to
be resolved to the satisfaction of the regional ad-
ministrator. The board was to designate a compli-
ance committee composed of three outside direc-
tors to ensure the ongoing compliance of the bank
with the provisions of the Agreement.

38. Bank with assets of less than $15 million
A Formal Agreement required correction of all vio-
lations of law and the adoption of procedures to
ensure that violations did not recur. The board was
to prepare an analysis of the bank's present and
future capital needs and to formulate and imple-
ment a written program, subject to the regional
administrator's approval, designed to ensure the
capital adequacy of the bank. The bank was to for-
mulate and implement a liquidity program by
which the bank would achieve and maintain an av-
erage daily liquidity position of not less than 15
percent. Said program was to include, but was not
limited to, plans for reducing reliance on rate-
sensitive deposits and plans for reducing the level
of loans to 75 percent of deposits. A liquidity anal-
ysis report and a market-rate funds report were to
be submitted to the regional administrator on a
weekly basis. The bank was required to adopt and
implement written programs designed to (1) elimi-
nate all assets from criticized status, (2) improve
collection efforts and to effect a reduction in the
level of delinquent loans and (3) increase and
maintain the reserve for possible loan at a level
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deemed appropriate by the regional administrator.
The bank was to take all necessary steps to obtain
current and satisfactory credit information on all
loans so lacking and was to submit to the regional
administrator a written summation of the proce-
dures adopted to obtain and record all necessary
credit information. The bank was also required to
amend its written investment policy in accordance
with prudent banking standards.

39. Bank with assets of $50 to $100 million
A Formal Agreement required correction of all vio-
lations of law and adoption of procedures to en-
sure against future violations. The board was to
provide the bank with a new, active and capable
senior executive officer who was to be vested with
complete authority over the lending functions of
the bank. Prior to the employment of said officer,
his/her name and background were to be submit-
ted to the regional administrator for approval. The
board was required to prepare an analysis of the
bank's present and future capital needs and to for-
mulate a written program designed to augment
and strengthen the capital structure of the bank.
The program was to include an injection of addi-
tional equity capital into the bank in an amount ac-
ceptable to the regional administrator. The board
was prohibited from declaring or paying any divi-
dends without prior written approval by the re-
gional administrator. The board was required to
develop and implement a written program to elimi-
nate all assets from criticized status and to
achieve and maintain an average daily liquidity po-
sition of not less than 15 percent. Formal proce-
dures and policies were to be adopted by the
bank to ensure the ongoing adequacy of the re-
serve for possible loan and also to ensure that all
concentrations of credit were properly identified
and duly monitored. A compliance committee
comprised of at least three non-officer directors of
the bank was to be formed to ensure compliance
with the provisions of each article of the agree-
ment.

40. Bank with assets of $15 to $25 million
A Formal Agreement required the bank to immedi-
ately correct all violations cited in the report of ex-
amination. Written programs were required to (1)
remove all assets from a criticized status, (2) ob-
tain current and satisfactory credit information, (3)
correct criticisms pertaining to the securing of col-
lateral and (4) review and improve the adequacy
of the reserve for possible loan. The board of di-
rectors was to augment the bank's equity capital
by $500,000 and to initiate action designed to im-
prove and sustain the bank's earnings. The bank
was prohibited from declaring or paying dividends
without the prior written approval of the regional
administrator.

41. Bank with assets of less than $15 million.
A Formal Agreement required the board of direc-
tors to immediately correct all violations of law,

rules and regulations. The board was also required
to initiate a detailed review of the effectiveness of
the bank's chief executive officer and other staff
members. The bank was required to formulate a
comprehensive written loan policy. The board was
to adopt written programs to (1) eliminate all as-
sets from criticized status, (2) obtain current and
satisfactory credit information on all loans, (3) cor-
rect deficiencies pertaining to the securing of col-
lateral, (4) establish and maintain an adequate re-
serve for possible loan, (5) improve overall
collection efforts and (6) provide additional equity
capital. The board was also required to appoint a
committee comprised solely of outside directors to
ensure compliance with the terms of the Agree-
ment.

42. Bank with assets of $25 to $50 million
A Formal Agreement required the bank to correct
immediately all violations of law, rules and regula-
tions, as well as to appoint a consumer compli-
ance officer. The board was to review the manage-
ment needs of the bank and to provide the bank
with a capable senior lending officer. The board
also agreed to formulate and implement written
programs to (1) raise the capital of the bank to an
acceptable level, (2) eliminate all assets from criti-
cized status, (3) obtain current and satisfactory
credit information and collateral documentation,
(4) achieve and maintain an average daily liquidity
position of not less than 15 percent without reli-
ance on borrowed funds, with a bi-weekly analysis
report submitted to the regional administrator, (5)
improve collection procedures and reduce the
level of past-due loans, (6) achieve and maintain
an adequate reserve for possible loan, (7) restore
and maintain earnings of the bank and (8) adopt a
safe and sound investment policy. The board was
further required to perform a comprehensive re-
view and to amend the bank's written lending pol-
icy.

43. Bank with assets of $25 to $50 million
A Formal Agreement required the board to provide
the bank with a new chief executive officer and to
correct all violations of law, rules and regulations.
The board was required to analyze the bank's cap-
ital needs and establish a written program to aug-
ment and strengthen the overall capital structure.
Other written programs were to be implemented to
(1) eliminate all assets from criticized status, (2)
obtain current and satisfactory credit information
and collateral documentation, (3) ensure an ade-
quate reserve for possible loan, (4) improve liquid-
ity/funds management and (5) review and revise
written loan policies.

44. Bank with assets of less than $15 million
A Formal Agreement required the board to remedy
all violations of law and to establish a compliance
committee composed of at least three outside di-
rectors to ensure compliance with the terms of the

'Agreement. The board was required to establish
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and implement written programs to (1) adopt a
sound loan policy, (2) remove all assets from clas-
sified status, (3) obtain current and satisfactory
credit information, (4) correct imperfections per-
taining to the securing of collateral, (5) remove all
criticized loans to insiders, (6) establish a formal
internal loan review system, (7) ensure that reserve
for possible loan is maintained at a level commen-
surate with prudent banking practice, (8) ensure
compliance with applicable consumer laws, rul-
ings and regulations, (9) adopt a sound investment
policy and (10) analyze and fulfill future capital
needs. The board was to submit to the regional
administrator a written liquidity policy designed to
achieve and maintain a liquidity position of at least
20 percent to be computed weekly on an average
daily basis and in no event to fall below 15 percent
on any given day.

45. Bank with assets of $25 to $50 million
A Formal Agreement required the bank to correct
all existing violations of law and ensure that future
violations would be prevented. The bank was fur-
ther required to review and amend its written loan
policy and to specifically incorporate provisions of
12 USC 375a and 12 CFR 215 (Regulation 0) in
said policy. A new, active and capable senior offi-
cer was required to be appointed by the bank. The
board of directors was to establish and implement
written programs to (1) improve and maintain the
capital structure, (2) achieve and maintain an aver-
age daily liquidity position of not less than 15 per-
cent without reliance on short-term non-deposit lia-
bilities, with a bi-weekly analysis report to be
submitted to the regional administrator, (3) amend
the bank's written investment policy to establish
guidelines of a safe and sound nature, (4) elimi-
nate all assets from criticized status, (5) review the
bank's entire management structure and (6) re-
store the reserve for possible loan to an adequate
level.

46. Bank with assets of $15 to $25 million
A Formal Agreement required the Board of Direc-
tors to establish an executive loan committee con-
sisting of at least four outside directors, with the re-
sponsibility of implementing and ensuring
compliance with the following written programs: (1)
to eliminate all assets from criticized status, (2) to
correct procedural imperfections relating to secur-
ing proper collateral, (3) to obtain current and sat-
isfactory credit information, (4) to review and mod-
ify current loan policies and (5) to strengthen the
quality of the lending staff, including the appoint-
ment of a new senior lending officer. A compre-
hensive review was called for to improve the capi-
tal structure and increase equity capital by at least
$600,000. The bank was required to augment the
reserve for possible loan by $175,000. A program
whereby the bank would achieve an average daily
liquidity position of at least 20 percent exclusive of
short-term non-deposit liabilities was required, with
weekly reports including the bank's statement of

condition to be submitted to the regional adminis-
trator.

47. Bank with assets of $25 to $50 million
A Formal Agreement was entered into with the
bank which required the correction of all violations
of law, rules and regulations and prohibited any
further advances in excess of the lending limita-
tions of 12 USC 84. The bank was required to ap-
point a compliance committee, including at least
three non-officer directors, to evaluate the bank's
progress. The bank was required to employ a new
chief executive officer, to evaluate current
management's quality and depth and to implement
a plan to strengthen management. The bank was
required to take all actions necessary to eliminate
criticized assets and was prohibited from extend-
ing further credit to criticized borrowers. A written
program to improve collection efforts and reduce
delinquent loans and a new comprehensive written
loan policy were required. Periodic reviews of the
reserve for possible loan, a comprehensive liquid-
ity policy and a full independent audit by an out-
side certified public accounting firm were also re-
quired. Finally, the bank was required to develop a
formal written budget for the next calendar year.

48. Bank with assets of $25 to $50 million
A Formal Agreement required correction of all stat-
utory violations, and procedures were to be
adopted to prevent their recurrence. The board of
directors was to provide the bank with both an ac-
tive and capable chief executive officer who was
to be experienced in bank operations, lending and
investment and an active and capable senior lend-
ing officer to manage and supervise the loans.
Prior to the appointment of said individuals, pro-
posed names were to be submitted to the regional
administrator for approval. The board also was to
ensure a $600,000 injection of equity capital. A de-
tailed written capital plan was to be submitted to
the regional administrator for his review and ap-
proval. The bank was prohibited from paying any
dividend without the prior written approval of the
regional administrator. The bank was to adopt and
implement written programs to eliminate all assets
from criticized status and to improve the bank's
collection efforts. The board was also to review
and, as necessary, amend its written investment,
lending and funds management policies and pro-
cedures in accordance with prudent banking stan-
dards. All necessary steps were to be taken to ob-
tain and maintain current and satisfactory credit
information on all loans so lacking, and no new
loans were to be granted until such information
had been obtained. The bank was to institute pro-
grams to limit the bank's loan portfolio to no more
than 70 percent of total deposits and maintain an
average liquidity of not less than 15 percent. Re-
serve for possible loan was to be reviewed on a
quarterly basis, and the bank was required to im-
mediately increase the reserve to a level reflective
of the risk and potential for loss inherent in the
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bank's loan portfolio. All deficiencies with respect
to its internal control and audit procedures were to
be corrected. The board was to undertake a writ-
ten study of all recent insider transactions to deter-
mine the existence and extent of any preferential
treatment afforded to insiders. The board was to
seek reimbursement of any income lost to the bank
caused by any preferential transaction. The bank
was prohibited from paying any fee to a director
for any meeting which a director did not attend
and was not to pay any fees or compensation to
any of its directors in excess of $200 a month. The
board was to appoint a compliance committee,
composed of at least three directors, to ensure the
bank's compliance with the provisions of the
Agreement.

49. Bank with assets of $25 to $50 million
A Formal Agreement required the board of direc-
tors to correct all violations of 12 USC 84 cited.
The bank was to adopt and adhere to a written in-
vestment policy. Other written programs required
(1) improving the bank's liquidity position and es-
tablishing sound asset and liability management
procedures, (2) revising the bank's loan policy
commensurate with prudent banking practices, (3)
recovering delinquent loans, (4) obtaining current
and satisfactory credit information on all loans so
lacking, (5) strengthening those assets in criticized
status, (6) comprehensively evaluating the bank's
present and future management needs and (7) im-
proving the bank's profitability. The bank was re-
quired to immediately increase its reserve for pos-
sible loan. The board was required to adopt a
written code of ethics, specifically addressing
loans to insiders and their interests. Dividends
were restricted subject to prior written approval by
the regional administrator.

50. Bank with assets of $25 to $50 million
A Formal Agreement required immediate correc-
tion of violations of law and procedures to prevent
future violations. The bank was to adopt and im-
plement written programs to (1) eliminate all criti-
cized assets, (2) improve collection efforts and to
effect a reduction in the level of delinquent loans
and (3) increase the reserve for possible loan. The
bank was to take all necessary steps to obtain and
maintain current and satisfactory credit information
on all loans lacking such information and to correct
the imperfections pertaining to the securing of col-
lateral. The board of directors was to review and
amend the bank's written loan policy so as to en-
able the bank to perform its lending function in a
safe and sound manner. The board was required
to correct all internal control and audit deficiencies
and was to engage the services of an independent
certified public accounting firm to render an un-
qualified opinion on the financial statements of the
bank and to recommend systems and procedural
changes necessary to establish proper internal
controls and sound and efficient operations. The
board was required to submit a written capital pro-

gram to the regional administrator which provided,
among other things, for a minimum $1.2 million eq-
uity capital injection. The bank was prohibited from
paying any dividends without the prior written ap-
proval of the regional administrator. The board of
directors was to establish a compliance committee
of at least three board members, a majority of
whom where to be non-officer directors, for con-
ducting an in-depth study of current management
adequacy and competency. After the study had
been completed, the committee was to report its
findings to the regional administrator. The com-
pliance committee was also to be responsible for
ensuring the bank's adherence to the provisions of
the Agreement and was to submit to the regional
administrator every 60 days those actions taken to
comply with each article in the Agreement and the
results of those actions.

51. Bank with assets of less than $15 million
A Formal Agreement required the bank to imple-
ment policies and procedures to reduce its volume
of criticized assets, delinquencies and credit file
and collateral documentation deficiencies. The re-
serve for possible loan was required to be re-
viewed quarterly and maintained at an adequate
level. Extensions of credit to borrowers whose
loans had been criticized were limited. Policies
concerning loans to insiders were to be reviewed
and revised to insure that such transactions were
at least as favorable to the bank as loans to the
general public. To improve earnings, the bank
agreed to develop a detailed budget, analyze pric-
ing of bank services and its costs of funds and im-
plement specific plans to control operating ex-
penses. A liquidity position of no less than 15
percent was to be maintained, and weekly liquidity
calculations were to be submitted to the regional
administrator. The board was required to formulate
and implement a program designed to strengthen
and augment the bank's capital structure. The
bank was required to employ a qualified certified
public accountant to conduct a full scope direc-
tors' examination and assist in developing ade-
quate internal controls. Dividends were restricted,
and the bank was required to immediately correct
all violations of law noted in the report of examina-
tion.

52. Bank with assets of less than $15 million
A Formal Agreement required that the bank not
lend money or otherwise extend credit to any bor-
rower beyond the lending limitations imposed by
12 USC 84. The Agreement further required that all
violations of law be corrected and that procedures
be adopted to prevent future violations. The board
was required to undertake an assessment of active
management and was to provide the bank with a
new, active and capable senior lending officer who
was to have broad authority over the lending func-
tion of the bank. Written programs to eliminate all
classified assets, improve collection efforts and
eliminate all internal control and audit deficiencies

221Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



were to be adopted and implemented. The board
was to review the existing loan policies of the bank
and was to draft, adopt and adhere to written loan
policies of a safe and sound nature. Credit infor-
mation exceptions were to be eliminated, and the
bank was to refrain from granting any new loans
without first obtaining current and satisfactory
credit information. A review of the reserve for pos-
sible loan was to be conducted on a quarterly
basis to ensure that the reserve was maintained at
a level reflective of the risk and potential for loss
inherent in the bank's loan portfolio. The board
was to inject $200,000 in equity capital and was to
submit a written capital program to the regional
administrator for his approval. The board was also
required to initiate actions to improve and sustain
the bank's earnings. The bank was prohibited from
paying any dividends without prior written ap-
proval of the regional administrator. Written poli-
cies of a safe and sound nature regarding invest-
ment and funds management were to be drafted,
implemented and adhered to by the bank. The
board agreed to report every 60 days to the re-
gional administrator all actions taken to comply
with the Agreement and the results of those
actions.

53. Bank with assets of $25 to $50 million
A Formal Agreement required the board of direc-
tors to initiate and subsequently complete all
action necessary to increase the bank's capital ac-
counts by an amount deemed appropriate by the
regional administrator. The board was to fully ad-
here to and enforce the terms of a deposit agree-
ment to which the bank and the controlling owner
of the bank were parties.

54. Bank with assets of less than $15 million
A Formal Agreement required the bank to evaluate
the capability and effectiveness of its chief execu-
tive officer, take steps to eliminate criticized as-
sets, revise loan policy, eliminate violations of law,
eliminate collateral exceptions, implement a re-
vised collection policy and reduce the level of
past-due loans. The board was also required to re-
view the adequacy of the reserve for possible loan
on a quarterly basis and implement a funds man-
agement program to reduce the level and fre-
quency of borrowings. The bank was required to
correct internal control deficiencies and to initiate
an external audit of the bank. The board was to
develop a capital plan to inject equity capital and
restrict its dividends unless prior approval of the
regional administrator was obtained. The board
was to implement a budget monitored on a quar-
terly basis and adopt realistic by-laws to fit the
needs of the bank.

55. Bank with assets of less than $15 million
A Formal Agreement required the bank to immedi-
ately correct all violations of law and regulation.
The board of directors was required to provide the
bank with a new, active and capable chief execu-

tive officer, subject to the approval of the regional
administrator. The board was instructed to submit
to the regional administrator a written capital pro-
gram, including plans for an equity capital in-
crease of not less than $200,000. Other written
programs were required to (1) establish and main-
tain an adequate reserve for possible loan, (2) cor-
rect collateral exceptions, (3) obtain current and
satisfactory credit information, (4) remove all as-
sets from criticized status and (5) review and im-
prove the bank's overall lending policy. The board
was to develop and implement a written policy for
coordination and management of the bank's as-
sets and liabilities.

56. Bank with assets of less than $15 million
A Formal Agreement required correction of all vio-
lations of law and required procedures to be
adopted to prevent future violations. The Agree-
ment further provided for the board, as provided
by 12 USC 93, to indemnify the bank against any
losses resulting from loans or other extensions of
credit made in violation of 12 USC 84. The board
was required to develop and submit to the regional
administrator for approval a written capital pro-
gram which was to provide for an increase of eq-
uity capital of not less than $500,000 and was to
prohibit the paying of any dividends except as
provided for in the approved capital program. The
bank was required to prepare and furnish to the
regional administrator a detailed budget for the fis-
cal year. The board was to take all necessary mea-
sures to improve the quality of its supervision of
active management and was to provide the bank
with a qualified full-time operations officer who was
to be vested with sufficient authority to perform his
functions in an acceptable manner. The bank was
to refrain from extending credit to any insider on
conditions or terms more favorable than those pre-
vailing at the time for comparable transactions with
other persons. The board was also to remove all
criticized loans to insiders from the bank's books.
Written programs to eliminate all assets from criti-
cized status, to improve collection efforts and to in-
crease and maintain the bank's reserve for possi-
ble loan were to be developed and implemented
by the bank. The bank was to review and revise its
written loan policy to conform with prudent bank-
ing standards. All necessary steps were to be tak-
en to obtain current and satisfactory credit infor-
mation on all outstanding loans, and no new loans
were to be granted unless supported by such in-
formation. The board was to submit written reports
every 30 days outlining the actions taken by the
bank to comply with the provisions of the Agree-
ment and the results of those actions.

57. Bank with assets of less than $15 million
A Formal Agreement restricted dividends and
placed limitations on compensation paid to the
bank's executive officers. The bank was required
to submit to the regional administrator for his re-
view a written program to effectively manage the
nature and volume of the bank's assets and liabili-
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ties, avoiding the need for excessive temporary
borrowings, and to reduce the level of reliance on
public fund deposits. The bank was required to re-
view and amend its written loan policy. Procedures
and guidelines requiring a quarterly review of the
bank's reserve for possible loan were to be
adopted to ensure that the reserve was maintained
at an adequate level in view of the condition of the
bank's loan portfolio. The bank was required to
submit monthly reports to the regional administra-
tor outlining actions taken to comply with terms of
the Agreement and results of those actions.

58. Bank with assets of $25 to $50 million
A Formal Agreement required correction of all vio-
lations of law and required adoption of procedures
to prevent future violations. Dividends were re-
stricted and the board of directors was required to
employ the services of an independent auditor to
commence a complete audit of the bank, paying
particular attention to all forms of compensation
paid to the officers and directors of the bank. The
board was also required to retain the services of
an independent legal counsel acceptable to the
regional administrator to prepare a detailed written
plan to eliminate or reduce any excessive remu-
neration being paid by the bank and to seek reim-
bursement of the bank by all responsible parties
for any loss realized from any loans made in viola-
tion of 12 USC 84. The regional administrator re-
tained power to veto or modify said plan in any
manner deemed appropriate by him. The board
agreed to prepare an analysis of the present and
future capital needs of the bank and formulate a
written plan to augment and strengthen the bank's
capital structure. All necessary steps were to be
taken to obtain current and satisfactory credit in-
formation on all loans so lacking, and the bank
was to submit to the regional administrator a writ-
ten summation of the procedures and forms
adopted to obtain and record all necessary credit
information. The board was required to adopt and
implement a written program for the elimination of
all assets from criticized status and was prohibited
from extending credit to particular parties and
business entities. The board was also to cause the
collection of all uncollectible assets. If after 120
days from the effective date of the Agreement the
bank, in the opinion of the regional administrator,
had not made sufficient progress in complying
with the terms of the Agreement and in improving
the condition of the bank, the board was required
to obtain a new, active and capable chief execu-
tive officer. Said chief executive officer was to be
vested with substantial authority to ensure that the
bank was operated on a safe and sound basis. A
compliance committee of not less than five per-
sons was to be established to ensure compliance
by the bank with the articles of the Agreement.

59. Bank with assets of $15 to $25 million
A Formal Agreement required correction of all vio-
lations of law and required procedures to be

adopted to prevent future violations. The board of
directors was required to provide the bank with
both a new and full-time senior lending officer and
a qualified full-time operations officer. Both officers
were to be vested with sufficient authority to per-
form their duties in an acceptable manner. The
bank was to review and increase its reserve for
possible loan to a level commensurate with the
risks inherent in the bank's loan portfolio. A written
capital program was to be developed and submit-
ted to the regional administrator for approval. Said
program was to include specific plans for an im-
mediate injection of equity capital and for future in-
creases in equity capital to support the bank's
growth and activities. Dividends were restricted as
was the remuneration received by directors and
senior officers of the bank. The board members
were required, as provided by 12 USC 93, to in-
demnify the bank for all losses suffered on any
loan or other extension of credit granted in viola-
tion of 12 USC 84. All credit information exceptions
were to be rectified and all imperfections with re-
spect to collateral were to be corrected. The bank
was to adopt and implement written programs to
improve collection efforts, eliminate all assets from
criticized status and correct the deficiencies in its
internal control and audit procedures. Administra-
tion of the bank's electronic data processing
equipment function was to be improved. The
board was to review and revise the bank's lending,
investment and asset/liability management poli-
cies. Compliance with the provisions of the Agree-
ment were to be monitored and ensured by the
board, which was to submit to the regional admin-
istrator complete written reports every 30 days de-
tailing the actions taken to comply with the Agree-
ment and the results of those actions.

60. Bank with assets of less than $15 million

A Formal Agreement required correction of all vio-
lations of law and required procedures to be
adopted to prevent future violations. The bank was
required to formulate and implement a program to
improve its liquidity position and to reduce the
bank's reliance on rate-sensitive deposits. The
bank further was to prepare an analysis of its
present and future capital needs and to formulate
and implement a written program designed to
maintain the capital structure at an adequate level.
The reserve for possible loan was to be reviewed
and augmented by an amount acceptable to the
regional administrator. A written program to elimi-
nate all assets from criticized status was to be
adopted and implemented. The bank was required
to review and amend its written loan policy in ac-
cordance with prudent banking standards. All in-
ternal control and internal audit deficiencies were
to be corrected. The bank was also required to
take such action as necessary to obtain fidelity in-
surance coverage. An evaluation of the adequacy
and competency of current management was to
be conducted, and if the bank determined that de-
ficiencies existed then corrective action was to be
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taken. The bank was to submit monthly reports to
the regional administrator outlining those actions
taken to comply with the terms of the Agreement
and the results of those actions.

61. Bank with assets of $15 to $25 million
A Formal Agreement required the bank to contact
those account holders whose accounts may have
been subject to as yet unidentified overcharges, to
contact all account holders whose accounts had
escheated to the state and to provide periodic
statements of account to all account holders. An
outside certified public accountant was required to
conduct a complete audit of the allotment account
department, and the bank was required to appoint
an officer to supervise that department.

62. Bank with assets of $15 to $25 million
A Formal Agreement required correction of all vio-
lations of law and required procedures to be
adopted to prevent future violations. The board of
directors was required to provide the bank with a
new, active and capable chief executive officer
who was to be vested with sufficient authority to
assure the safe and sound operation of the bank.
A written plan for achieving and maintaining an av-
erage liquidity of not less than 15 percent, exclu-
sive of federal funds purchased and other short-
term borrowings, was to be developed and
implemented, and bi-weekly liquidity reports were
to be submitted to the regional administrator. The
bank was also required to eliminate all repurchase
agreements with entities not having an established
and/or regularly recurring deposit relationship with
the bank, and the bank was to substantially reduce
the overall level of borrowed funds. The board was
to retain an independent special counsel, accept-
able to the regional administrator, to review all in-
sider transactions with the bank and to formulate a
plan to secure payment to the bank of all interest/
fees which should have been paid to the bank.
Written programs were to be developed and im-
plemented to (1) augment and strengthen the cap-
ital structure of the bank, (2) eliminate all assets
from criticized status, (3) improve collection ef-
forts, (4) rectify credit information exceptions and
(5) review and increase accordingly the reserve for
possible loan. The board was to review and sub-
stantially revise the bank's written loan and invest-
ment policies. The board was required to submit
complete written reports to the regional administra-
tor, every 30 days, detailing the action taken by
the bank to comply with the provisions of the
Agreement and the results of those actions.

63. Bank with assets of $50 to $100 million
A Formal Agreement required correction of all vio-
lations of law and appointment of a compliance
committee to report progress on correction of
those violations. The compliance committee was
also directed to submit a program for the elimina-
tion of all assets from criticized status and improve
collection efforts. The bank was prohibited from
making further loans to borrowers whose assets

were criticized. The board of directors was re-
quired to employ a capable senior lending officer
subject to the approval of the regional administra-
tor. The board was also required to prepare an
analysis of the bank's present and future capital
needs. Increases in salaries and bonuses paid to
all directors were prohibited until the bank's condi-
tion and capital were restored to a level satisfac-
tory to the regional administrator. The board was
further required to perform quarterly reviews of the
reserve for possible loan and to maintain the re-
serve at an adequate level. The board was to sub-
mit programs to the regional administrator ad-
dressing the following areas: loan collections,
credit information, collateral exceptions, loan re-
views and internal controls and auditing proce-
dures. Finally, a restriction was placed on the divi-
dend payments.

64. Bank with assets of $50 to $100 million
A federal court required the bank to prepare a writ-
ten plan to raise at least $2 million in new equity
capital, and dividends were restricted. A new, ac-
tive and capable chief executive officer was to be
provided, with complete authority over the bank's
operational functions. A complete review of the
overall management team was to be undertaken.
All assets were to be removed from classified
status. Future loans to named parties were re-
stricted. All violations of law were to be corrected
immediately. Loans to insiders were restricted.
New written loan policies were to be adopted, im-
plemented and strictly adhered to. Credit concen-
trations in excess of 25 percent of gross capital
funds were expressly prohibited. Measures were
required to improve procedures relating to secur-
ing collateral and documenting credit information.
Delinquent loans were to be reduced to a reason-
able level. The board was to act to ensure the
maintenance of an adequate liquidity position with
a written policy to be submitted to the regional ad-
ministrator, as well as bi-weekly reports reflecting
average daily liquidity. Deficiencies in internal con-
trol and auditing procedures were to be corrected.
The reserve for possible loan was to be restored
and maintained at an adequate level. An oversight
committee composed of at least three outside di-
rectors was to be established to insure the bank's
compliance with the terms of the Agreement, and
monthly progress reports were to be submitted to
the regional administrator.

65. Bank with assets of less than $15 million
A Formal Agreement required the bank to expand
the duties of the chief executive officer giving him
primary responsibility for monitoring the granting of
loans, loan review and loan loss review functions.
The board was further required to appoint a new
chief executive officer if the bank's condition failed
to show substantial improvement. The board was
also responsible for reviewing the composition of
the board to determine whether to expand mem-
bership or to replace present board members. The
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bank was required to immediately correct all viola-
tions of law and to review internal controls and pro-
cedures to ensure that other violations did not oc-
cur. The bank was to develop written programs to
(1) implement an internal credit review system, (2)
establish guidelines for sound asset/liability man-
agement and (3) strengthen the reserve for possi-
ble loan.

66. Bank with assets of $15 to $25 million
A Formal Agreement required the bank to correct
and eliminate each violation of law, rule or regula-
tion cited. The board of directors was also to pro-
vide the bank with an active, capable full-time
chief executive officer within 90 days of the Agree-
ment and establish a personnel committee com-
posed of directors and officers to recommend per-
sonnel policies and procedures. The board was
required to conduct a quarterly review of the
bank's reserve for possible loan, with a copy of
each report sent to the regional administrator. The
board was required to submit to the regional ad-
ministrator monthly delinquent loan percentage re-
ports. Written programs were required to be devel-
oped and implemented to (1) remove all assets,
including other assets especially mentioned, from
criticized status, (2) obtain current and satisfactory
credit information on all loans so lacking, (3) cor-
rect collateral exceptions, (4) review and revise
lending policy, (5) establish appropriate internal
control and audit procedures and (6) review and
revise the bank's investment policy. A compliance
committee composed of board members was to
be established with written progress reports on
compliance with the Agreement to be submitted to
the regional administrator. Additionally, the bank
was required to submit a detailed budget for the
following fiscal year to the regional administrator
and for each year the Agreement remained in ef-
fect.

67. Bank with assets of $25 to $50 million
A Formal Agreement with the bank required that
the board of directors always consist of at least
five members and that the names of any nominees
for the board be submitted to the regional adminis-
trator subject to his veto. The daily operating man-
agement of the bank was placed in the hands of
the chief executive officer who reported only to the
board of directors. The bank was required to
adopt and implement a written program to elimi-
nate all assets from criticized status and to refrain
from extending credit to borrowers whose assets
were criticized. An executive loan committee was
appointed to review all extensions of credit in ex-
cess of a specified amount, and the bank was re-
quired to establish internal controls to monitor the
lending function. Current and satisfactory credit in-
formation was to be obtained on all loans so lack-
ing and all collateral exceptions were to be reme-
died. Moreover, each loan officer was required to
prepare a written credit analysis for every loan.
The bank was required to adopt policies governing

•liquidity and asset/liability management and poli-
cies governing its investment account. A written
capital program was required, as well as quarterly
review of the bank's reserve for possible loan. The
chairman of the board resigned from the board of
directors and entered into a written agreement
which prohibited him from involvement in the
bank's daily operations, from attempting to cause
any extension of credit to be made by the bank to
any particular person, corporation, business or
other entity, from serving as chief executive officer
of the bank or from unilaterally attempting to make
any change in the bank's personnel.

68. Bank with assets of $25 to $50 million
A Formal Agreement required the bank to correct
all violations of law cited. The board of directors
was required to establish a compliance committee
comprised of at least three outside directors to en-
sure the bank's compliance with the terms of the
Agreement, with quarterly progress reports to be
submitted to the regional administrator. The board
was also required to make a comprehensive evalu-
ation of the bank's management with monthly pro-
gress reports submitted to the regional administra-
tor. A capable senior lending officer was to be
appointed by the board, with a loan and executive
committee to monitor lending functions until such
officer was appointed. The bank was to achieve
and maintain an adequate capital structure and to
obtain an infusion of $1 million in equity capital
within 180 days of the Agreement. The bank was
prohibited from declaring or paying dividends ex-
cept: (1) in conformity with the provisions of 12
USC 56 and 60, (2) justified by sound banking pol-
icy and (3) with the prior written approval by the
regional administrator. Written programs were re-
quired to be established and implemented to (1)
revise written loan policies, (2) obtain current and
satisfactory credit information on future loans and
correct imperfections pertaining to the securing of
collateral, (3) provide for improved collection ef-
forts and reduce the level of delinquent loans, (4)
remove all assets from criticized status and (5)
maintain an adequate reserve for possible loan.
The bank was to employ the services of a capable
internal auditor whose primary responsibility was
to prepare written recommendations to the board
for establishment of adequate internal controls.

69. Bank with assets of less than $15 million
A Formal Agreement required the bank to immedi-
ately correct all violations of law cited. The board
of directors was required to evaluate the adequacy
and effectiveness of management and detail the
authority and responsibility of the chief executive
officer. A compliance committee was mandated to
ensure compliance with the terms of the Agree-
ment. The board was to adopt written programs to
(1) implement a written loan policy of safe and
sound nature, (2) improve collection efforts, (3)
correct credit and collateral exceptions, (4) correct
internal control deficiencies and (5) achieve and
maintain an adequate reserve for possible loan.
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Memorandum of Understanding

70. Bank with assets of less than $15 million

A Memorandum of Understanding required the
board of directors to correct each violation of law
cited in the report of examination and expressly
stated the board's acknowledgement of personal
liability for any losses suffered by the bank on ex-
cessive loans in violation of 12 USC 84. The board
was further required to develop a written policy to
ensure that loans to insiders or their related inter-
ests were based on documented creditworthiness
of such individuals. The board was to review the
bank's management team and ensure that needed
officers were employed in a timely fashion. Written
programs were required for (1) elimination of all
assets from a criticized status, (2) correction of
loan documentation deficiencies and (3) augmen-
tation of reserve for possible loan. The board was
required to engage an independent certified pub-
lic accountant to commence and complete a com-
prehensive audit of the bank. Additionally, the
bank was required to submit monthly progress re-
ports to the regional administrator covering (a) cor-
rection of violations, (b) strengthening and/or re-
moval of criticized assets, (c) correction of internal
control deficiencies and (d) correction of loan doc-
umentation exceptions.

71. Bank with assets of less than $15 million
A Memorandum of Understanding required the
board of directors to immediately correct all viola-
tions of law cited in the report of examination. The
board was to provide the bank with an active and
capable chief executive officer and to submit a re-
port to the regional administrator assessing the
competency of all bank officers. The board was to
establish an oversight committee composed of at
least four outside directors to ensure compliance
with all terms of the Memorandum. The board was
required to establish and implement written pro-
grams to (1) amend the bank's written lending poli-
cies, (2) obtain current and satisfactory credit in-
formation on all future loans, (3) remove all assets
from criticized status and (4) achieve a profitable
level of bank operations. In order to improve the
bank's unsatisfactory liquidity position, the board
was to develop written asset/liability guidelines as
well as a new written investment policy of a safe
and sound nature suited to the needs of the bank.

72. Bank with assets of less than $15 million
A Memorandum of Understanding required the
board to immediately seek a qualified and capable
chief executive officer, experienced in both lend-
ing and operations. A new written lending policy
was required, with special emphasis on reducing
the volume of criticized loans, monitoring delin-
quent loans and obtaining proper credit and collat-
eral documentation. The reserve for possible loan
was to be maintained at a level deemed adequate
in light of the risk and potential for loss inherent in
the bank's loan portfolio. The bank was to engage

an independent certified public accountant to aid
in establishing proper internal controls and audit
procedures. Liquidity was to be maintained at an
adequate level, and a policy addressing volume
and volatility of rate-sensitive deposits was to be
formulated. An equity capital injection of at least
$250,000 was required to improve the bank's capi-
tal structure. All violations of law cited were to be
immediately corrected, with steps taken to prevent
future violations.

73. Bank with assets of $25 to $50 million
A Memorandum of Understanding required the
bank to correct each violation cited in the report of
examination, with an express restriction on loans in
excess of the lending limitation provided for in 12
USC 84. The bank was required to develop a writ-
ten program covering loans to insiders and their
interests, with a copy submitted to the regional ad-
ministrator for approval. The bank was further re-
quired to appoint an independent corporate
trustee to administer the employee's profit sharing
plan in full compliance with Employee Retirement
Income Security Act. The board of directors was to
prepare an analysis of the bank's capital needs,
including a plan to reduce the bank's loan-to-
capital ratio. Other written programs were required
to (1) eliminate all assets from classified status, (2)
correct loan documentation deficiencies, (3) cor-
rect deficiencies in internal controls and audit pro-
cedures and (4) improve collection efforts. The
board was to evaluate the adequacy and compe-
tency of the bank's management. A detailed report
of this evaluation was to be submitted to the re-
gional administrator.

74. Bank with assets of $15 to $25 million
A Memorandum of Understanding required com-
prehensive plans to improve the bank's earnings
and its liquidity and asset/liability management
policy. An adequate reserve for possible loan was
to be achieved and maintained. Written programs
were required to (1) remove all assets from criti-
cized status, (2) reduce the level of delinquent
loans and (3) correct internal control deficiencies.
The bank was further required to remedy all viola-
tions cited in the report of examination.

75. Bank with assets of $15 to $25 million
A Memorandum of Understanding required that all
violations cited be immediately corrected. A new
senior lending officer was to be appointed. Written
programs were required to be established and im-
plemented to (1) remove all assets from criticized
status, (2) obtain current and satisfactory credit in-
formation, (3) amend the written loan policy, (4) im-
prove the bank's liquidity position and (5) eliminate
internal control deficiencies. A new written invest-
ment policy of a safe and sound nature were also
required.

76. Bank with assets of less than $15 million
A Memorandum of Understanding required the
board of directors to improve the quality of loan
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supervision by active management and the board.
The board was required to comprehensively re-
view the bank's current written loan policy and
make all necessary modifications, specifically ad-
dressing repayment terms and collateral require-
ments. Written programs were required to be es-
tablished and implemented to (1) eliminate all
assets from criticized status, (2) obtain current and
satisfactory credit information on all loans so lack-
ing, (3) correct collateral exceptions, (4) ensure
that the bank's reserve for possible loan is main-
tained at an adequate level, (5) analyze and fulfill
the bank's present and future capital needs, (6)
correct internal control deficiencies and (7) ensure
that all future loans to insiders and their interests
comply with appropriate statutes and regulations.
Loans to any borrower whose loans or other exten-
sions of credit had been criticized were restricted.
The board was further required to appoint a quali-
fied employee to perform the bank's internal audit
programs and independently submit written re-
ports to the regional administrator.

77. Bank with assets of $15 to $25 million
A Memorandum of Understanding required the
bank to reduce all loans in excess of the 12 USC
84 lending limitation and to refrain from the grant-
ing of such loans. All other violations cited were to
be immediately corrected. The board of directors
was instructed to reduce the bank's ratio of net
loans to capital to 9.5 to 1 within 24 months of the
effective date of the Memorandum. The board was
required to appoint a compliance committee com-
posed of at least three outside directors to ensure
the ongoing compliance with the terms of the
Memorandum. Written programs were to be
adopted to (1) remove all assets from criticized
status, (2) achieve and maintain an adequate re-
serve for possible loan, (3) obtain current and sat-
isfactory credit information on all loans so lacking,
(4) correct each collateral exception noted and (5)
correct internal control deficiencies. The bank was
not to declare or pay any dividends except (a) in
conformity with 12 USC 60, (b) when justified by
sound banking policy and (c) with prior written ap-
proval of the regional administrator.

78. Bank with assets of less than $15 million
A Memorandum of Understanding required the
board of directors to immediately correct all viola-
tions of law cited in the report of examination. All
criticized loans to insiders or their related interests
were to be removed from criticized status. The
board was required to take all necessary steps to
improve the bank's management and increase the
supervision thereof. A new written loan policy was
required, as well as written programs designed
specifically to (1) reduce and collect each classi-
fied loan, (2) closely monitor each delinquent loan
and initiate aggressive collection efforts, (3) obtain
current and satisfactory credit information and (4)
correct deficiencies in collateral documentation.
The board was to employ the services of an inde-

pendent certified public accountant to recommend
to the bank procedures for proper internal auditing
and control. The board was also required to formu-
late and adopt a comprehensive policy to improve
the bank's liquidity position, specifically address-
ing volume and volatility of rate-sensitive deposits.

79. Bank with assets of less than $15 million
A Memorandum of Understanding required the
board of directors to improve the quality of super-
vision by both active management and the board.
A thorough review of the bank's written loan poli-
cies was to be undertaken, and staff adherence
thereto was to be ensured. Written plans were to
be adopted to (1) strengthen or collect each criti-
cized loan, (2) monitor and identify problem
credits, (3) obtain current and satisfactory credit
information, (4) maintain an adequate reserve for
possible loan, (5) ensure that liquidity is main-
tained at an adequate level, specifically address-
ing volume and volatility of rate-sensitive deposits
and (6) establish proper internal controls. All viola-
tions cited in the report of examination were to be
corrected and the board was required to ensure
against their recurrence.

80. Bank with assets of $25 to $50 million
A Memorandum of Understanding required the
bank to develop a comprehensive plan to improve
earnings. The plan was to include a detailed
budget which carefully controlled expenses, par-
ticularly interest and salaries. Policies concerning
liquidity, asset/liability management and invest-
ments were to be reviewed and revised. A written
capital program was required, and dividends were
restricted. A written loan policy was to be revised
and implemented, and a program of credit admin-
istration to reduce delinquencies and credit/
collateral documentation deficiencies was re-
quired. The bank had to develop a plan to remove
from criticized status all loans so listed in the ex-
amination report. A program to replenish and
maintain the reserve for possible loan at an ade-
quate level was to be designed and implemented.

81. Bank with assets of $50 to $100 million
A Memorandum of Understanding required the
board of directors immediately to correct each vio-
lation of law, rule or regulation cited in the report of
examination. Written programs were to be estab-
lished and implemented to (1) reduce or collect
each criticized loan, (2) obtain current and satis-
factory credit information and perfect procedures
pertaining to the securing of collateral on all loans
so lacking, (3) establish asset/liability management
of a safe and sound nature, ensuring a liquidity
level of a* daily average of 15 percent or more (ex-
clusive of borrowed funds), (4) achieve and main-
tain an adequate reserve for possible loan and (5)
to correct the bank's internal control deficiencies.
The board was further required to formulate a plan
for the injection of $1 million in equity capital.
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82. Bank with assets of less than $15 million

A Memorandum of Understanding required the
board of directors to review and improve the loan
portfolio and management thereof. Written pro-
grams were to be established to (1) reduce the
volume of criticized assets, (2) recover past-due
loans, (3) maintain an adequate reserve for possi-
ble loan, (4) obtain current and satisfactory credit
information on all loans so lacking, (5) improve in-
ternal audit procedures and (6) ensure sufficient li-
quidity and capital positions. The board was re-
quired to take steps to improve the overall lending
function and ensure compliance by all lending offi-
cers with established lending procedures. All vio-
lations of law, rule or regulation were to be immedi-
ately corrected. The board was also directed to
prevent future insider abuse of the bank's lending
function and to see that the bank was reimbursed
for loss of interest resulting from such practices.

83. Bank with assets of less than $15 million
A Memorandum of Understanding required the
board of directors to institute a program designed
to ensure that liquidity be restored and maintained
at a level commensurate with prudent banking
practices. The bank was also required to compre-
hensively analyze its equity capital needs and take
steps toward the strengthening and augmentation
thereof. Written programs were required to (1)
eliminate all loans from criticized status, (2) obtain
current and satisfactory credit information, (3) col-
lect delinquent loans, (4) maintain an adequate re-
serve for possible loan and (5) correct all collateral
exceptions. The board was required to obtain the
services of an independent certified public ac-
countant to thoroughly examine the bank's operat-
ing budget. If, in the opinion of the regional admin-
istrator, the bank's condition failed to sufficiently
improve, the board was required to obtain a new,
active and capable chief executive officer. All vio-
lations of law and regulation were to be corrected.

84. Bank with assets of less than $15 million
A Memorandum of Understanding required the
board of directors to review and amend the bank's
written loan policy and reduce the level of criti-
cized assets. Delinquent loans were to be closely
monitored. The bank was required to maintain an
adequate reserve for possible loan. The board was
required to formulate a comprehensive funds man-
agement policy to ensure maintenance of liquidity
at no less than 20 percent. An injection of
$300,000 in equity capital was required. A compli-
ance committee including at least two outside di-
rectors was to be established and violations of law
were to be immediately corrected.

85. Bank with assets of less than $15 million
A Memorandum of Understanding prohibited the
bank from extending credit in violation of the lend-
ing limitations provided for in 12 USC 84. The
board of directors was required to reimburse the
bank for any losses incurred as a result of any

such violations. The board was required to imme-
diately correct all other violations cited. The board
was required to reduce the level of loans outstand-
ing to borrowers located outside the bank's pri-
mary trade area to an amount not to exceed 25
percent of gross loans. Written programs were re-
quired to (1) remove all assets from criticized
status, (2) correct credit and collateral deficien-
cies, (3) reduce the level of delinquent loans, (4)
ensure the ongoing adequacy of the reserve for
possible loan and (5) correct internal control defi-
ciencies. The board was required to implement a
previously approved capital program calling for an
injection of an additional $800,000 in equity capi-
tal.

86. Bank with assets of $15 to $25 million
A Memorandum of Understanding required the im-
mediate correction of all violations cited. The
board of directors was required to increase and
maintain a liquidity level in excess of 15 percent
and to provide bi-weekly liquidity calculations to
the regional administrator. A written funds-
management policy with investment guidelines
was to be formulated and implemented. The board
was required to design written programs to (1) re-
duce the level of criticized assets and past-due
loans, (2) obtain current and satisfactory credit in-
formation on all loans made in excess of $5,000,
(3) reduce the volume of out-of-territory loans and
(4) review and maintain the reserve for possible
loan at an adequate level. The board was required
to inject equity capital in an amount sufficient to in-
crease the bank's capital account to a level ac-
ceptable to the regional administrator.

87. Bank with assets of $15 to $25 million
A Memorandum of Understanding required the
bank to immediately correct all violations cited, es-
pecially with respect to the lending limitation im-
posed by 12 USC 84. Written programs were to be
established and implemented to (1) eliminate reli-
ance on rate-sensitive funds and to achieve and
maintain a liquidity level of not less than 20 per-
cent, (2) remove all assets from criticized status,
(3) ensure an adequate reserve for possible loan,
(4) improve collection efforts and reduce the level
of delinquent loans, (5) obtain current and satis-
factory credit information on all loans so lacking,
(6) correct internal control deficiencies and (7) en-
sure adherence to existing written lending and
overdraft policies. The board of directors was to
provide the bank with a new, active and capable
senior lending officer. The board was required to
provide the bank with fidelity insurance coverage
in an appropriate amount. Also required were
monthly reports to be submitted to regional admin-
istrator comprehensively analyzing the bank's
earnings and present and future capital needs.

88. Bank with assets of $15 to $25 million
A Memorandum of Understanding required the
board of directors to develop a management plan
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addressing the bank's management and staffing
needs. All violations of law were to be immediately
corrected. The board was required to establish
and implement written programs designed to (1)
obtain current and complete financial information
on all loans cited as lacking such information, (2)
correct imperfections pertaining to the securing of
collateral, (3) correct internal control deficiencies
and (4) correct deficiencies in the electronic data
processing operations.

89. Bank with assets of less than $15 million
A Memorandum of Understanding required the
bank to correct all violations of law, rule or regula-
tion cited in the report of examination. The bank
was required to institute a program for improving
and maintaining the bank's liquidity position at not
less than 15 percent, exclusive of volatile deposits,
with monthly liquidity analysis reports sent to the
regional administrator. A written program to im-
prove and sustain the bank's earnings was also re-
quired. The board of directors was required to pre-
pare an analysis of the bank's present and future
capital needs and formulate a program to augment
and strengthen the bank's capital structure, with a
copy of said program sent to the regional adminis-
trator for approval. The board was required to hire
a new, qualified and capable lending officer to act
as the bank's credit administrator, whose duties
were to include supervision of the overall lending
function.

90. Bank with assets of less than $15 million
A Memorandum of Understanding called for com-
prehensive analysis of the bank's present and fu-
ture management needs. The Memorandum re-
quired the bank to develop a plan to implement
procedures to correct internal control deficiencies.
The board was required to develop written pro-
grams to eliminate criticized assets, eliminate
loans lacking complete credit information and im-
prove collection practices and procedures. The
board was directed to eliminate the violation of 12
CFR 1.8 and to develop a written program to im-
prove the bank's earnings. This board agreed to
submit the following reports on a monthly basis to
the regional administrator: balance sheets, operat-
ing statement, reconciliation of the reserve for pos-
sible loan, criticized assets and liquidity computa-
tion past due report.

91. Bank with assets of $25 to $50 million
A Memorandum of Understanding required the
bank's chief executive officer to provide the re-
gional administrator with an in-depth written review
of the bank's management structure. The board
was required to adopt measures for improving the
bank's liquidity position and reducing dependence
on rate-sensitive funds. All violations of law, rule or

regulation were to be immediately corrected. Writ-
ten programs were required to (1) remove all as-
sets from criticized status, (2) maintain an ade-
quate reserve for possible loan, (3) correct internal
audit deficiencies, (4) improve collection of delin-
quent loans and (5) revise the written lending pol-
icy to render it commensurate with safe and sound
practices. An oversight committee, composed of
at least three outside directors, was to be estab-
lished to ensure and coordinate the bank's ongo-
ing compliance with all provisions of the Memoran-
dum.

92. Bank with assets of less than $15 million
A Memorandum of Understanding required the
board of directors to develop a comprehensive
plan designed to improve the bank's earnings. The
board was required to prepare an in-depth anal-
ysis of the bank's present and future capital
needs, with a plan to augment the bank's equity
capital by an amount deemed appropriate by the
regional administrator. Written programs were re-
quired to (1) reduce delinquent loans to an ac-
ceptable level, (2) obtain current and satisfactory
credit information on all loans so lacking, (3) re-
move all assets from criticized status and (4) en-
sure the adequacy of the reserve for possible loan.
The board was further required to correct and pre-
vent the recurrence of all violations of law and reg-
ulations cited in the report of examination.

93. Bank with assets of $25 to $50 million
A Memorandum of Understanding required the
board of directors to comprehensively evaluate the
bank's management and to provide a program for
formal training to increase managerial compe-
tency. The board was to propose a written policy
for liquidity and asset/liability management, with a
copy of the proposal to be forwarded to the re-
gional administrator for comments and review.
Written programs were required to be established
and implemented to (1) remove all assets from crit-
icized status, (2) obtain current and satisfactory
credit information on all loans so lacking, (3)
achieve and maintain an adequate reserve for
possible loan and (4) eliminate all unresolved vio-
lations of law, rule or regulation cited in the report
of examination. The board was required to con-
duct an objective, in-depth analysis of the bank's
present and future capital needs. The bank was
restrained from declaring or paying any dividend
unless (a) in conformity to 12 USC 56 and 60, (b)
justified by safe and sound banking policy and (c)
with prior written approval of the regional adminis-
trator. The bank was further required to correct de-
ficiencies in its accounting and administrative con-
trols and to employ-a qualified internal auditor to
supervise this effort.
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Statement of John G. Heimann, Comptroller of the Currency, before the Senate
Committee on Banking, Housing and Urban Affairs, Washington, D.C., January
26, 1979

I appreciate this opportunity to discuss the 1979
budget of the Office of the Comptroller of the Cur-
rency. Copies of the 1979 operating and capital
budgets have previously been supplied to the commit-
tee. I would like to use this occasion to highlight the
most important features of the 1979 operating budget.

Total expenses of the 1979 operating budget
amount to $102,012,900 and are broken down into the
following categories:

Salaries and benefits
Travel
Education and training
Rent and maintenance
Office expense
Other expenses

Total

$ 73,640,200
13,906,300

592,200
4,819,200
2,375,800
6,679,200

72.2%
13.6

.6
4.7
2.3
6.6

$102,012,900 100.0%

Salaries and benefits, travel, and education and
training account for more than 86 percent of the 1979
operating budget and are directly related to employ-
ment of people. Trained and skilled people are essen-
tial for performing our responsibilities to examine and
analyze national banks for soundness, to protect con-
sumer interests, to protect investor interests and to fos-
ter economic stability. It is important to realize that the
tasks assigned to the Comptroller's Office are people
intensive. Therefore, because the safety and sound-
ness of the banking system to our economy are cru-
cial, it is imperative to hire the best people, train them
well and retain the flexibility to assign them to wher-
ever they are most needed.

Before turning to a more detailed discussion of
these figures, I want to point out that the increase in
the 1979 budgeted expenses stems from (1) growth of
the national banking system, (2) changes in supervi-
sory requirements imposed by the increasing com-
plexity of national banks' activities both domestically
and internationally, (3) new duties stemming from pas-
sage of the International Banking Act and the Financial
Institutions Regulatory and Interest Rate Control Act,
(4) continuing implementation of duties mandated by
Congress in recent years, such as Truth in Lending,
Fair Housing Act and Community Reinvestment Act,
which will result in greater expenditures in 1979 than in
1978 and (5) inflation.

Total domestic and foreign assets of banks super-
vised by the Comptroller's Office have grown 56 per-
cent over the last 5 years from $570.9 billion at year-
end 1973 to an estimated $890 billion at year-end
1978. The estimated increase for 1979 is 10.3 percent.
We expect continued growth and expansion in the na-
tional banking system during 1979 which, in turn, will
require allocating additional resources to meet existing
responsibilities of the Comptroller's Office.

In addition, the complexity of commercial banking
has also made examination and supervision more de-
manding. Because our functions depend primarily on

people, this complexity has increased the need to
place special emphasis on obtaining the services of
individuals with abilities to deal with the most sophisti-
cated banking operations, to train and keep them
abreast of the latest developments and to design in-
centives to retain the best possible staff in the face of
offers from the private sector which are frequently
more attractive because of governmental limitations on
salaries and benefits.

Over the last several years, we have increasingly
found it essential to hire and train specialists. This is
reflected in organizational changes which have re-
sulted in separate divisions dealing with consumer ex-
aminations, consumer affairs, community develop-
ment, civil rights, multinational banks, special
surveillance of national banks (National Bank Surveil-
lance System) and other specialized areas. Thus, both
salary expense and training expense have risen con-
siderably. Relatively high personnel turnover adds to
the expense of maintaining the highly qualified people
we must have to respond quickly and effectively to
new situations or problems that inevitably arise, espe-
cially in times when the economy is less than robust.

Another indication of the growing complexity of com-
mercial banking is the rapid expansion in both size
and scope of the domestic and international activities
of the largest national banks. Foreign assets of na-
tional banks grew 112 percent over the last 5 years
from $79.9 billion at year-end 1973 to an estimated
$169.1 billion at year-end 1978. This percentage in-
crease is more than double the 47 percent growth in
domestic assets over the same period. Foreign assets
as a percentage of total assets have risen from 14 per-
cent at year-end 1973 to an estimated 19 percent at
year-end 1978. Because of our increasing interest in
this area, the Comptroller's Office has become an ac-
tive participant in the deliberations of the Group of Ten
Committee on Banking Regulations and Supervisory
Practices, known as the Cooke Committee. We have
provided research to this committee and have sent
representatives to its quarterly meetings.

In 1978, Congress continued its trend to add new
duties for federal bank regulators to make regulation
more responsive to the public's concerns. The exten-
sive regulatory and supervisory changes mandated by
the new Financial Institutions Regulatory and Interest
Rate Control Act and the International Banking Act, to-
gether with expanded supervisory responsibilities in
connection with the Community Reinvestment Act, will
inevitably require more personnel and support sys-
tems if they are to be administered effectively. We esti-
mate that our costs in connection with these three laws
will amount to $2,079,000 during 1979.

One of the most compelling—I might even say insid-
ious—elements influencing the 1979 budget is the in-
flation rate, which affects our Office as it does other
components of our society. During the last 5 years
the price level, as measured by the Gross National
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Product (GNP) deflator, has risen 44 percent. This is
an annual rate of inflation equal to 7.5 percent. During
this same period, our expenses per employee in-
creased 58 percent. The more rapid rise in expenses
per employee than the increase in prices resulted from
the upgrading and increased specialization of person-
nel, which we deem essential to respond adequately
to the increasing complexity and sophistication of
banking operations. Expenses per employee are ex-
pected to rise at least 3.5 percent in 1979, compared
to the official 7.4 percent increase forecast by the ad-
ministration for the GNP deflator.

Over the last 5 years, growth of the national bank-
ing system, increasing complexity in national banks'
activities, new duties, expansion of traditional duties
and inflation have combined to increase our expenses
103 percent from $45.8 million in 1973 to $92.9 million
in 1978. About half of the increase was the result of in-
flation. The other half stemmed from the addition of
employees to carry out new and traditional responsibil-
ities.

To improve the effectiveness of our Office in carry-
ing out its statutory responsibilities and in responding
to an increasingly complex and volatile economy,
changes were made in the structure of the Office early
last year. We are confident these changes will further
improve our efficiency. This program consolidates
management functions, strengthens the administration
of regional activities and accommodates changes in
the banking industry. Of course, an effective and effi-
cient organization must always be open to self-
examination, improvement and, if necessary, change.
We intend to continue to approach our responsibilities
in this spirit.

The major functions of bank supervision, operations,
policy and law have been grouped into four areas of
control and direction. Each major function is the re-
sponsibility of a senior officer who reports directly to
the Comptroller. This arrangement has the advantages
of consolidating management of similar functions,
strengthening administration of regional activities and
planning for accommodation of evolutionary changes.

It is designed to improve the ability of the Comptrol-
ler to exercise proper direction and control of pro-
grams and functions, to meet our statutory responsibil-
ities and to address more readily new and emerging
issues confronting the national banking community.
These changes enhance program effectiveness by
clearly delineating and consolidating major functional
areas of responsibility and reducing the number of po-
sitions reporting directly to the Comptroller. The
changes resulted in adding 39 permanent positions to
the 3,069 originally budgeted for 1978. (Copies of the
new organization chart have been supplied to the
committee.)

In this time when the administration is making stren-
uous efforts to bring inflation under control, we are
making every effort to keep our expenditures to a mini-
mum consistent with effective supervision of the na-
tional banking system. While we initially estimated that
our new and traditional duties would require expendi-
ture of $111,090,300 and a staff of 3,270 in 1979, we
are confident that stringent emphasis on efficiency will

permit us to carry out our responsibilities with the ex-
penditure of $102,012,900 and a staff of 3,123. We be-
lieve that elimination of 147 positions, salary expense
reduction of $3,359,600 and travel expense reduction
of $3,825,200 from estimated needs will not impair the
Office's performance.

The slight net increase of 15 new positions in the
1979 budget over 1978 was reviewed and appoved
by the Department of the Treasury.Their decision rec-
ognizes that our banking system, in times like these,
needs more people to assure the soundness of the
system.

Projected revenues for 1979 are $102,500,000,
which should provide a surplus of $487,100. Because
our projected income and expenses are essentially
balanced, we will add this slight excess of revenue to
our reserve funds which we must, in prudence, main-
tain to operate during different economic periods when
revenues fall short of expenses.

The 1979 budget recognizes the increasing impor-
tance of the areas I highlighted last year, viz., interna-
tional operations and consumer programs.

A multinational region has been created to deal with
the increasingly complex and multifaceted nature of
some of the nation's largest banks. Because of the dis-
persed geographical composition of the banks' re-
sponsibilities, it is, in effect, a separate region. Its cre-
ation derives from the fact that there exist two types of
banking systems based on size and services—those
that are global in operation and others that serve more
restricted areas. Using $1 billion in total assets as an
approximate indicator of a multinational bank, there
were 150 banks whose total assets exceeded this
amount on September 30, 1978. These 150 banks
amounted to only 1 percent of the 14,394 commercial
banks but held 57 percent of the total assets.

The multinational region will be divided into two gen-
eral areas: (1) examination and supervision and (2)
support and analysis. By concentrating on banks in
this group, our objective is to understand and super-
vise the operations of these major banks outside our
classical framework. However, we intend to continue
the traditional examination process and the external
analysts' perception to permit a more logical conclu-
sion as to the present condition of the banks. Eco-
nomic data affecting multinational banks or banks in
general will be used to assess the impact of develop-
ments on the entire banking system. Initially, the region
will be responsible for 10 of the largest national
banks. More will be added as we gain experience.
However, we felt it prudent at the outset to start with a
limited number of banks to facilitate experimentation
and development of sound and workable supervisory
and analytical programs. The amount allocated in the
1979 budget to this region is $1,475,300 as against
$1,002,200 expended in 1978. We are convinced this
increase is vital if we are to perform effectively our re-
sponsibilities in this growing and sensitive area.

Expenses also continue to increase as a result of our
commitment to consumer protection and community
development. Our newly created Office of Customer
and Community Programs will strengthen the con-
sumer affairs, civil rights and community development
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activities of our Office. These activities include:

(1) The development and improvement of regula-
tions, legislative proposals and general policy;

(2) Guidance, training and monitoring for our con-
sumer examination program which is now en-
forcing the provisions of the Community Rein-
vestment Act, Truth-in-Lending Act, Equal
Credit Opportunity Act, Fair Housing Act, Real
Estate Settlement Procedures Act and other
consumer-oriented laws; and

(3) Liaison with a broadening consumer and com-
munity constituency, who increasingly recog-
nize they are affected by the lending practices
of the banks we regulate.

Of particular importance is the Office's expanding
role in implementing the Community Reinvestment Act,
which requires that the regulatory agencies encourage
lenders to help meet the credit needs of their local
communities. As part of our commitment to effective
action, the new office will promote communication be-
tween lenders and community officials, residents and
business, and it will develop information to help iden-
tify community credit needs and take steps to improve
access of nonbanking groups to the regulatory
process, in tms way, we nope to substitute a process
of education for burdensome regulatory requirements
or complex formal interpretations.

Because we feel strongly that, in this time of severe
public budget constraints, financial institutions must
make major contributions to meet housing, community
development and small business credit needs and that
our technical support to encourage and provide lead-
ership in developing these programs is essential, the
customer and community program expenses of the
1979 budget are $1,322,600, or 106 percent above the
estimated 1978 expenses of $642,100.

To improve the ability of our Office to address more
readily new and emerging issues and to increase our
effectiveness in carrying out existing programs, we
have expanded the staff involved in research, analysis
and regulatory reform. The increased complexity of the
banking system, the financial markets and the econ-
omy as a whole require broader and more timely anal-
ysis of developments than ever before. The role of fi-
nancial institutions in the economy is constantly
changing, and we, as a regulator and supervisor, have
a responsibility for anticipating developments and pre-
paring appropriate strategies for dealing with them.

To this end, we have expanded our staff in the area
of interagency coordination to facilitate the greatly in-
creased number of matters requiring interagency con-
sultation that have resulted from new legislation, the in-
creasing complexity of the financial system, the
increasing need to develop uniform regulatory policies
and supervisory procedures and the need to ex-
change information about different parts of the same
banking organization supervised by different agen-
cies.

In addition, we have created the Office of Regula-
tions Analysis to improve the efficiency and effective-
ness of the regulation and supervision of national

banks. This office reviews regulations for clarity and
brevity to minimize cumbersome procedures and com-
plex legal terminology with special attention paid to the
burdens placed on small institutions which do not have
the resources to handle the volume of paperwork or
analysis involved in complying with existing regulatory
requirements. We expect that over time the work of this
office will reduce national banks' costs of complying
with regulations and reduce the costs incurred by the
Comptroller's Office in administering and enforcing
regulations.

We have expanded and upgraded the staff in the Di-
vision of Banking Research and Economic Analysis
and the Strategic Analysis Division to enhance the
quality and range of research and analysis of eco-
nomic developments, banking industry trends and de-
velopments, banking operations and a variety of other
issues, both long- and short-term, affecting the bank-
ing and financial systems. The amount allocated in the
1979 budget to regulatory reform, research and anal-
ysis is $1,612,100, or 116 percent above the 1978 ex-
pense of $746,600.

Turning now to the most important expense catego-
ries in the 1979 budget, the largest proportion is de-
voted to salaries. The simple fact is that supervision of
national banks to assure their soundness requires
many people and depends on their abilities and moti-
vation. Total salaries and benefits in 1979 are sched-
uled to be $73,640,200, 10.3 percent above the
$66,751,000 spent in 1978.

Travel costs are another significant contributor to to-
tal expenses. They amount to" almost 14 percent of the
total 1979 budget. In 1979, the travel budget for the
Comptroller's Office is projected to be $13,906,300, up
12.2 percent from the 1978 actual expenses. Because
of an accounting change, the 1979 travel budget in-
cludes travel related to education of $2,006,300 which
was charged to "education and career development"
in prior years. After restating the 1979 travel budget to
reflect this accounting change, the 1979 travel budget
decreased $490,000, or 4 percent when compared
to 1978, and amounts to 11.7 percent of the total
budget.

Last year I discussed with the committee the large
percentage increase in the educational and career de-
velopment budget. At that time, 1 conveyed my com-
mitment to education as an indispensable factor in
maintaining quality supervision in a rapidly changing
and complicated field. We have allocated $592,200, or
0.6 percent of the total 1979 budget, for this item. If the
budget were restated to include $2,006,300 in travel
expenses, the total for education and career develop-
ment would be $2,598,500, or 2.5 percent of the total
budget. This is an increase of 49.6 percent over actual
1978 expenses of $1,737,000. While still a small part of
our total budget, it is the optimum amount we can ef-
fectively use at this time.

The cost of rent and maintenance for all nationwide
facilities of the Comptroller's Office is budgeted at
$4,819,200 in 1979. Our Washington headquarters ac-
counts for slightly more than half of total office space.
As required by our Washington lease, the Office is now
negotiating with the lessor to establish new rental rates
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for the next 5-year lease renewal period to begin in
June 1979. The 1979 budget for rent is somewhat in-
flated because the lessor's proposed rates were in-
cluded for the last 7 months of the year. We are
hopeful that the negotiation process will succeed in
lowering these rates substantially, but we have made a
conservative budget estimate.

A survey has been made to compare the
Comptroller's rental rates for its privately leased office
space with the cost of comparable General Services
Administration (GSA) space in 15 cities. In the ma-
jority of these locations, we have found that other fed-
eral agencies are paying rental rates to GSA that ex-
ceed those the Comptroller's Office will pay in 1979.

Our Office remains committed to the highly struc-
tured, disciplined and cost effective budget process
which I described last year in my testimony before this
committee. With numerous competing demands on our
resources, it is difficult to hold expenditures to our
present income. We realize, however, that members of
the public who use and own the banks ultimately pay
for our expenses. We are determined that the cost of
our operations be as low as possible. I am convinced
our 1979 budget is consistent with this principle.

In closing, I would like to reiterate the goals which
define our budget decisionmaking process and to
which our resources are allocated:

• Enforcing full compliance by national banks
with laws and regulations;

• Promptly detecting and seeking correction of
deficiencies in banks;

• Promoting fair and nondiscriminatory treatment
by national banks of their depositors, customers
and shareholders;

• Operating the Comptroller's Office openly, con-
sistent with applicable law and maintenance of
public confidence in the banking system;

• Promoting maximum competition among banks,
consistent with safety and soundness;

• Requiring appropriate public disclosure by na-
tional banks of information, consistent with the
maintenance of public confidence and rights of
privacy;

• Identifying important trends affecting the na-
tional banking system and incorporating such
information into Comptroller policies and proce-
dures;

• Recommending statutory changes to improve
the ability of the Comptroller's Office to carry
out its responsibilities in the interest of the pub-
lic;

• Fostering maximum cooperation among federal,
state and other countries' supervisory agencies;

• Confining intervention by the Comptroller's Of-
fice in management decisions to the minimum
consistent with the protection of the public; and

• Continually planning and effecting improvement
in the Comptroller's internal management, poli-
cies and procedures and extending fair and
nondiscriminatory treatment to all employees of
the Comptroller's Office.

Remarks of John G. Heimann, Comptroller of the Currency, before the Assembly
for Bank Directors, Boca Raton, Fla., February 9, 1979

The historian Carl Becker stated: "The primary pur-
pose of all government regulation of the economic life
of the community should be not to supplant the system
of private economic enterprise but to make it wcprk."
The vitality and stability of the American banking 'sys-
tem since the depression confirm that the legal and in-
stitutional structure of banking regulation has been
largely successful—particularly when banking is com-
pared with other regulated industries.

Yet, the banking industry, indeed the financial sys-
tem, is undergoing fundamental change. The existing
content and structure of regulation have been called
into question. Taken together, the Community Rein-
vestment Act (CRA), the International Banking Act and
the Financial Institutions Regulatory Interest Rate Con-
trol Act (FIRA), enacted by the 95th Congress, repre-
sent the most massive change in banking law since
the Depression. Moreover, additional matters of funda-
mental significance will be considered by the present
Congress, including universal reserve requirements
and pricing of federal reserve services, reorganization
of the bank regulatory agencies, interest rate controls

on deposits (Regulation Q) which discriminate against
small savers, and review of restrictions imposed by the
McFadden Act on branching.

Notwithstanding this flurry of activity, the most pro-
found changes are not occurring in the halls of Con-
gress or the offices of the bureaucracy—but in the
marketplace where institutions and individuals vie for
profit. The entire landscape of competition in the deliv-
ery of financial services is shifting. More and more in-
dustries are engaging in face-to-face competition-in
the same markets and for the same customers.

Nowhere is this increased competition more evident
than in the provision of consumer financial services
such as savings deposits, longer-term retirement ac-
counts, transaction accounts, residential mortgages
and consumer lending. For example, in New England
and New York state, all depository institutions are per-
mitted to offer NOW accounts which are interest bear-
ing transaction accounts, as of the third quarter of
1978, 37 percent of NOW account deposits in New
England were held by thrift institutions.

Competition for transaction account balances is also
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coming from outside of the depository system. Money
market funds amounted to $10.7 billion at the end of
1978. Most of these funds allow investors to sell shares
by writing a check drawn on a demand deposit ac-
count maintained at a bank by the mutual fund. Merrill
Lynch offers a cash management account which per-
mits customers to earn interest on margin accounts,
make purchases with a VISA card and write checks
against either cash balances or an overdraft line of
credit. And Sears has begun a pilot project, in con-
junction with credit unions in Michigan and California,
which allows credit union members in those states to
pay for Sears' merchandise and make cash with-
drawals by authorizing Sears to debit their share draft
account.

Competition for consumer loans is also intense.
Credit unions which held 4 percent of the consumer
installment loan market in the early 1950's held 17 per-
cent of the market at the end of 1977. This growth has
largely been at the expense of the retailers and fi-
nance companies which have seen their market share
shrink from 52 to 30 percent over the same time peri-
od. Moreover, General Motors held 3.5 percent of all
consumer installment credit at the end of 1977, and
Sears held 2.8 percent.

More significant perhaps is the increasingly national
and international nature of the banking business. Of
the 300 largest banks in the non-communist world,
U.S. banks control 26 percent of the assets; Japanese
banks, 25 percent; and western European banks, 47
percent. There are 150 banks in this country with de-
posits over $1 billion, 1 percent of all U.S. banks,
that control 56 percent of the total banking assets. If
you combined all of the banking activities of the Bank
of Tokyo within the United States, it would rank as the
21st largest bank in the U.S. The activities of these
banks are by no means limited to a single locality,
state or country.

This flux in the financial system presents significant
opportunities and serious pitfalls. In the marketplace,
erosion of geographical restraints on competition, eas-
ing of restrictions on interest rates, more direct compe-
tition, easing of restrictions on interest rates, more di-
rect competition among different providers of financial
services, etc., will benefit the public and lead to a
more efficient financial system.

Moreover, there exists an increasing consensus that
much governmental interference with financial markets
is inappropriate in light of current economic and tech-
nological realities. I have stated on a number of occa-
sions my own commitment to minimizing governmental
intervention in private decisionmaking. I have spent
most of my professional life in the private sector, and I
believe in the marketplace as the best regulator of ec-
onomic conduct. I am certain that these views are
shared by the vast majority of my colleagues. Never-
theless, I suspect that this is not the message you are
getting from Washington. I know there seems to be lit-
tle relief from what must appear to be an endless
stream of regulatory requirements.

Reflecting this contradiction is the legislation passed
in the 95th Congress. Although I applaud much that is
contained in FIRA, the International Banking Act, and

the Community Reinvestment Act, these statutes will
impose significant new costs and restrictions. Some of
these costs may prove unwarranted.

How we approach the challenge of implementing
new law in a manner that is sensible, while reinforcing
progressive changes in the marketplace, will say much
about the future health and vitality of American com-
mercial banking relative to its competitors, old and
new.

In this context of flux, we at the Comptroller's Office
have attempted to identify the basic principles of deci-
sionmaking which will, as Becker suggested, "not . . .
supplant the system of private economic enterprise
but . . . make it work." We believe that the elements of
a progressive approach to bank regulation include:

• Reliance on competition among various finan-
cial intermediaries with the gradual elimination
of existing geographical and product market
demarcations which tend to protect competitors
rather than foster competition;

• Reliance on the pricing mechanism as the most
efficient allocator of financial resources and ulti-
mate elimination of such restrictions as the pro-
hibition of the payment of interest on demand
deposits and usury ceilings which tend to inter-
fere with the efficient functioning of financial
markets;

• Reinforcement of and reliance on existing pri-
vate institutional structures, such as the board
of directors, to perform functions which diminish
the need for governmental intervention;

• Vigorous actions to correct abuses by bank in-
siders;

• Targeting of supervision so that intervention in
the management decisions of soundly run insti-
tutions is minimized and scarce resources are
focused on the most serious problems;

• Reliance on disclosure of material information to
protect investors and ensure the effective func-
tioning of financial markets;

• A willingness to tolerate individual bank failures
which result from the normal operation of mar-
ket forces coupled with a willingness to
strengthen the already effective deposit insur-
ance mechanism;

• Specific intervention when necessary to ensure
that bank customers have fair access to bank
services;

• Employment of the flexibility, expertise and re-
sources of the private sector in dealing with our
nation's social problems; and

• Development of mechanisms of regulatory re-
form which prompt the revision or discard of
laws, rules and regulations when they have out-
lived their usefulness.

These principles reflect judgments that are perhaps
contradictory. On the one hand, we have fundamental
confidence in the pricing mechanism of the market-
place as the best allocator of resources and in the
quality of informed private decisionmaking generally.
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On the other hand, it is clear that governmental inter-
vention is sometimes necessary in a complex and in-
terrelated society. The continued vitality of our society,
as well as our financial system, will depend on our
ability to resolve this apparent paradox. The basic ele-
ments I have outlined represent an attempt to suggest
such a resolution with respect to concrete questions of
regulatory policy that we must deal with daily.

With this framework in mind, I would like to discuss
specific areas in which we have applied or will apply
these concepts. By now, most of you will have taken
part in reviewing and approving your bank's Commu-
nity Reinvestment Act statement. The Community Rein-
vestment Act arose out of congressional concern with
the "redlining" issue. The act reflects, in part, dissatis-
faction by Congress with the manner in which the fi-
nancial regulatory agencies have applied the concept
of "convenience and needs." The legislative history
clearly reflects Congress' view that the agencies had
not, in applying that standard, given proper attention
to the bank's record in meeting community credit
needs. In addition, the act seems to reflect the view
that inattention by some financial institutions to the
credit needs of local communities and especially low
and moderate income neighborhoods is responsible,
in part, for the decline of some of these communities.

Accordingly, the Community Reinvestment Act's
stated purpose is to require each financial institution
supervisory agency to use its authority when examin-
ing a financial institution to encourage it to help meet
the credit needs of its local communities. The act re-
quires the appropriate agency to assess a financial
institution's record of meeting the credit needs of its
entire community and to take that record into account
in evaluating an application pertaining to a charter,
branch office or merger.

Faced with these statutory requirements, the agen-
cies made certain fundamental choices consistent with
the principles I have outlined. The statute was vague;
critical terms like "community" and "credit needs"
were left undefined. No guidance was provided as to
when an application should be denied.

First of all, the agencies recognized the diversities of
both the communities and financial institutions of our
country by not attempting to establish arbitrary, inflexi-
ble definitions of "community" or "credit needs."
Rather, each institution is required to delineate its own
community apd to define in its CRA statement the
ways in which it proposes to meet the credit needs of
that community.

The agencies focused on the critical role of the
board of directors by mandating its role in this process
and by identifying the extent of the board's participa-
tion as a factor that will be considered in assessing the
bank's record for CRA purposes. Your role in this ca-
pacity is especially important because most directors
are not bankers and therefore bring a fresh perspec-
tive to this process.

Second, the agencies also adopted a flexible ap-
proach in addressing the absence of a statutory stan-
dard to be applied in assessing the bank's record for
CRA purposes. Rather than adopting quotas of types
of loans that would be considered "good" under CRA

or creating a regulatory straitjacket which would unrea-
sonably constrain management discretion, the agen-
cies identified a number of factors that would be rele-
vant in evaluating the record, including:

(1) A bank's efforts to communicate with its com-
munity;

(2) A bank's offering of loans and investments
which help meet its community's credit needs
for housing, small business and community
development; and

(3) A bank's offering loans throughout its commu-
nity on a nondiscriminatory basis.

In addition to these factors, it is explicitly recognized
that other activities could help meet local credit needs,
that a bank's abilities to meet credit needs are not lim-
itless, and that safety and soundness considerations
must be maintained.

Two other points should be borne in mind as you
help your institutions address CRA.

First, what is important is not compliance with a se-
ries of technical/legal requirements but rather a bank's
good faith effort to keep itself aware of and sensitive to
the credit needs of the community, which it alone is
best equipped to meet. This concept of community
service is not new to bankers nor, I am sure, to you,
and its application should not prove troublesome.

Second, I would emphasize that while we believe
the approach we have chosen is a sensible one, which
will be neither expensive nor constrictive, it is by no
means written in stone. We have already implemented
a process for reviewing the effectiveness and effi-
ciency of our approach, and we will not hesitate to
modify it or seek legislative changes where appropri-
ate.

In describing our approach to CRA, I have outlined
an agency response that was essentially reactive.
More is required, if we are serious about restructuring
the framework of law and regulation to place greater
reliance on private decisionmaking and the market
mechanism, and less on restrictive government regula-
tion. Concrete initiatives must be taken. Some of these
would require legislative action, such as simplification
of truth-in-lending, elimination of geographical re-
straints on expansion and relaxation of interest rate re-
strictions. Others may be accomplished administra-
tively.

Our newly established Office of Regulations Analysis
will serve as the focal point for identifying and initiating
those aspects of our supervisory framework—
including regulations, interpretations, circulars and su-
pervisory policies and practices—where changes can
and should be made to eliminate or reduce unneces-
sary regulatory burdens. In addition, the Office of Reg-
ulations Analysis will be involved in developing new
policies and regulations to assure that further regula-
tion is justified and that the costs of various alternative
courses of action have been considered.

Recent call report changes and our new "Chinese
wall" regulation are examples of our initiatives in this
respect. Instead of adopting a very lengthy regulation
setting forth all the detailed procedures a bank would
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have to follow to assure that important nonpublic infor-
mation did not p^ss from a bank's commercial depart-
ment to its trust department, we adopted a three-
sentence regulation which says, in effect, "Here is the
law; you establish procedures for compliance which
are appropriate for your type of operation." With re-
spect to the call reports, we found that we no longer
used about 40 percent of the information submitted
from the 90 percent of the banks which have assets
under $100 million, so we simply deleted the require-
ment that such information be filed. We are currently
reviewing a number of other existing regulations, in-
cluding investment securities rulings, real estate inter-
pretations, Securities Exchange Act disclosure rules,
offering circular requirements, security devices reports
and annual reports to shareholders.

While we anticipate that review of existing regula-
tions and reports will prove productive, we do not in-
tend to stop there. We consider all policies and proce-
dures to be fair game. For example, we have
concluded that our procedures and policies dealing
with bank chartering, branching and mergers are too
costly, too burdensome and too time consuming. And
in some instances, the policies we have pursued serve
to thwart rather than promote competition.

We intend to remedy this situation. I am pleased to
report to you today that we are committed to a thor-
ough overhaul of our operations in this area. This effort
will involve, among others, our Office of Regulations
Analysis and Bank Organization and Structure Division
and will be directed by the Senior Deputy Comptroller
for Policy. Indicative of the importance we place on
this project and its priority, we are calling it the "Appli-
cations for Structural Activities Project," known by its
acronym, ASAP.

Certain policies are already being modified. For ex-
ample, decisions in the coming months will reflect a
chartering policy that provides for greater ease of en-
try. Similarly, we will take steps to ensure that our poli-
cies and procedures pertaining to protested applica-
tions do not allow competing institutions to delay
applications where no substantial issues are raised.

My hope is that this project and others like it will
prove to be models of regulatory reform. In conclusion,
I would simply repeat my view that the marketplace is
the best regulator of economic activity and my commit-
ment as a bank regulator to making that mechanism
work efficiently and effectively.

Statement of John G. Heimann, Comptroller of the Currency, before the Senate
Committee on Banking, Housing and Urban Affairs, Washington, D.C., February
28, 1979

We welcome the opportunity to testify on S. 332, the
Consolidated Banking Regulation Act of 1979, and to
address generally the reorganization of the regulation
of. financial services.

As Superintendent of Banks of New York, as Comp-
troller of the Currency and as Acting Chairman of the
Federal Deposit Insurance Corporation (FDIC), I have
had a unique opportunity to observe the operation of
this system.

Both as State Superintendent and as Comptroller, I
testified before the Senate Banking Committee regard-
ing similar proposals. In the past, I have not favored
creation of a single federal agency which would regu-
late commercial banks. Instead I suggested a struc-
ture in which regulation and supervision of all federally
chartered financial institutions and their holding com-
panies and affiliates would be centralized, with the
FDIC continuing to support a strengthened system of
state supervision. I continue to believe that evolution
toward such a structure is preferable to consolidation
of the commercial banking agencies.

Since I last testified, Congress has created the Fed-
eral Financial Institutions Examination Council under
Title X of the Financial Institutions Regulatory and Inter-
est Rate Control Act of 1978 (FIRA). Congress acted

NOTE: The appendix to this statement was not included because of
space constraints. The appendix, which gives examples of joint ef-
forts by bank regulatory agencies to achieve uniformity, is available
from other sources.

wisely in taking this step. The council provides a flexi-
ble framework within which financial regulatory reform
can occur in an orderly and reasoned fashion. Such an
approach recognizes both the realities and uncertain-
ties of our financial system as well as the practicalities
of administering a regulatory process.

First, and quite simply, the realities of the current
market place demonstrate that, however correct histor-
ically, the singular focus of S. 332 on commercial
banks is out of date.

Second, further developments in both the market
place and the legislative arena are likely to blur dis-
tinctions among competitors. Because the shape of
these and other developments is yet unclear, we
should avoid a reorganization that will tend to be
viewed as the final rationalization of the regulatory
structure.

Third, that such a proposal would become perma-
nent makes it all the more important that we fully evalu-
ate and understand the disruptions and costs that
sweeping consolidation would entail at this time and
that we understand the benefits inherent in the existing
system that would be lost.

In short, an incremental process responsive to the
evolving realities of the market place is more desirable
and less costly and disruptive than a single, sweeping
reorganization.

I should emphasize that the Comptroller's Office is
not wedded to the existing structure. We are commit-
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ted to regulatory reform through reorganization. In-
deed, we have already begun to take certain steps,
such as the transfer of an existing division of the
Comptroller's Office to the FDIC, to achieve efficien-
cies in this manner, and we fully intend to continue to
do so through the examination council.

Before outlining in greater detail why an evolutionary
process through the examination council is preferable
to a single vast reorganization and suggesting the di-
rection that I hope such a process would take, I will
focus on the realities of competition in the market
place for financial services. The business of banking,
or more accurately the business of providing financial
services, has changed radically in the last decade and
is continuing to change at an extraordinary pace.
While many of us are aware of the individual pieces of
the puzzle, we often fail to recognize fully the implica-
tions of change in the various financial markets. Cer-
tainly the current reality of competition is not that of
1937 when a study by the Brookings Institution origi-
nally proposed the creation of a single federal agency
to regulate all commercial banks.

The financial system that emerged from the Great
Depression consisted of distinct kinds of financial insti-
tutions, differing statutory powers and mandates, as
well as separate regulators. The activities and markets
of these institutions were segmented to a substantial
degree. Where one or more types of financial institu-
tions offered the same service, it was usually within
distinct markets. Or, as was the case with savings de-
posits, commercial banks simply did not compete seri-
ously with savings and loan associations, mutual sav-
ings banks or credit unions.

Since that time, the financial services industry has
undergone substantial change at both the national and
international level. No longer are markets for financial
services segmented and identified with a specific type
of financial institution. Commercial banks and thrift in-
stitutions are in head-to-head competition in many
areas; commercial banks and thrifts have entered mar-
kets of nondepository institutions and vice versa; the
gulf between large and small institutions has widened
considerably; domestic and international geographical
barriers to competition have eroded; and substantial
changes have occurred in the legal and regulatory en-
vironment. A few examples will underscore the extent
of this change.

From the end of World War II through 1977, the com-
mercial banking share of the deposit market shrank
from 82 to 62 percent, while savings and loan associa-
tions and credit unions increased their share from 6 to
29 percent. Demand deposits, which represented 74
percent of commercial bank liabilities in 1948,
dropped to 32 percent in 1978, while time and savings
deposits increased from 25 to 51 percent. These fig-
ures demonstrate a fundamental realignment in the
provision of deposit services that occurred as a conse-
quence of higher interest rates, the prohibition of inter-
est payments on demand deposits and the Regulation
Q differential.

Thrift institutions have responded to increased com-
mercial bank competition for savings deposits by com-
peting for transaction balances through NOW ac-

counts, telephone transfer accounts, billpayer
services, credit union share drafts and other ways of
directly accessing savings deposits for the purpose of
making payments.

Similar changes, although to a more limited extent,
are occurring on the asset side, especially at the state
level. Credit unions are increasingly involved in financ-
ing home mortgages as compared to their more tradi-
tional consumer finance role, while savings and loan
associations are offering credit cards and seeking ad-
ditional consumer lending powers.

Commercial banks have offered products once al-
most entirely the domain of nondepository institutions,
including credit cards, mortgage banking, factoring,
leasing, consumer finance and other services. For ex-
ample, commercial banks' share of the consumer in-
stallment credit market has increased since World War
II from 38 to 49 percent, while the combined share of
finance companies and retailers declined from 58 to
30 percent.

Nondepository institutions have invaded the deposit
markets of banks and thrifts. As of February 7, 1979,
money market mutual funds stood at $13.9 billion,
growing $3.1 billion in the 5 weeks since the beginning
of 1979. Merrill Lynch offers a cash management ac-
count which permits customers to earn interest on
margin accounts, make purchases with a VISA card
and write checks against either cash balances or an
overdraft line of credit. And recently, Sears, Roebuck
and Co. announced its intention to offer approximately
$500 million of $1,000 denomination medium-term
notes to its 26 million credit card holders.

Banks and thrifts have also developed methods for
raising funds from the money and capital markets,
such as mortgage-backed bonds and commercial pa-
per, that compete directly with nondepository and non-
financial institutions. For example, bank holding com-
panies issue commercial paper under their own names
and then channel some of the funds back to their bank
affiliates. Recently, the Federal Home Loan Bank
Board announced approval for savings and loan asso-
ciations to issue both mortgage-backed and unse-
cured commercial paper, thus providing savings and
loan associations with greater access to the national
money markets.

At the same time traditional distinctions among
types of financial institutions are becoming less clear,
the difference between locally oriented banks and
large national and multinational banks is increasing.
On the one hand, the local institution is often compara-
ble to the specialty boutique. On the other, the con-
glomerate multinational is in effect a department store
chain for financial services. The operations of the latter
are more complex and sufficiently far-flung to span
many jurisdictions. For example, according to its 1977
annual report, Citicorp engages in commercial bank-
ing, mortgage banking, trust services, consumer fi-
nance, credit card, equipment leasing, factoring and
other services in 1,937 offices in 95 countries with total
assets amounting to $77 billion.

The 10 largest banking organizations in the United
States at the end of 1977 controlled nearly 30 percent
of the nation's commercial banking assets and oper-
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ated 46 banks with 2,906 domestic branches, 1,895
foreign offices and 41 Edge Act offices, not to mention
numerous loan production offices and nonbanking
subsidiaries controlling another $8.2 billion in assets.
Of the 14,412 commercial banks at the end of 1977,
1,246, or 9 percent, had more than $100 million in as-
sets.Collectively, these controlled 77 percent of com-
mercial bank assets. Moreover, 8,700, or more than 60
percent of all commercial banks, have less than $25
million in assets and confine their services to their local
communities.

Geographical market barriers have disappeared to a
large extent in every area except consumer deposit
services, where the McFadden Act restriction on na-
tional bank branching imposes effective restraints. For
example, BankAmerica Corp. operates 13 subsidi-
aries, including FinanceAmerica which has 372 offices
in 39 states. And as I have already indicated, nation-
wide nonfinancial institutions not subject to McFadden
Act type restrictions are already casting covetous eyes
on consumer deposits.

As the geographical barriers to competition have
eroded, the distinctions between domestic and inter-
national banking systems have been, for all practical
purposes, obliterated. Of the 300 largest banks in the
non-communist world, U.S. banks control 26 percent
of the assets; Japanese banks, 25 percent; and West-
ern European banks, 47 percent. The banking activi-
ties of these banks are by no means limited to a single
locality, state or country. As of 1978, 122 foreign banks
operated banking facilities in the United States with to-
tal assets of about $90 billion. This total represents the
combined assets of 123 agencies, 106 branches, 39
commercial bank subsidiaries and five investment
companies. For example, combined, the banking ac-
tivities of the Bank of Tokyo in the United States would
represent the 21st largest bank in the country. Simi-
larly, 141 U.S. banks have branches or subsidiaries
abroad with assets that totaled approximately $228 bil-
lion at year-end 1977.

At the same time that the marketplace for financial
services is reforming itself, the legal and regulatory
structure in which financial institutions operate has
been changed significantly. Legislation in the last 18
months, including FIRA, Community Reinvestment Act
and International Banking Act, involves the most mas-
sive change in banking law since the Depression.
Moreover, resolution of the Federal Reserve member-
ship problem and serious reconsideration of Regula-
tion Q and the McFadden Act hold out the possibility
of further and perhaps more fundamental change.

In the context of these changes, we believe that an
incremental approach to reorganization which does
not focus solely on commercial banks is preferable for
several reasons.

First of all, consolidation of the commercial bank
regulatory functions does not address the existing re-
ality of financial competition. In addition, we are on the
threshold of changes that will have far-reaching impli-
cations for the future structure of the financial services
industry. For example, it is impossible to know the de-
gree to which nonbanking firms such as Sears, Merrill
Lynch or American Express, which are poised on the

edge of traditional segments of banking markets, will
enter those markets. Similarly, it is clear that reconsid-
eration of the role of Regulation Q will have serious im-
plications for the health and role of the thrift industry. If
the asset and liability powers of thrift institutions are
expanded in the context of this consideration, they will
come into even more direct competition with commer-
cial banks.

While one can argue that the adoption of S. 332
would not foreclose further modifications of the federal
financial regulatory framework in response to these
changes in the marketplace, history suggests that
wholesale reorganization of this type would be rela-
tively permanent. In the face of flux that is occurring in
our financial markets, I believe that the creation of a
single regulatory agency which focuses solely on com-
mercial banking ignores the reality of our financial sys-
tem. This does not and should not mean that bold reor-
ganization initiatives cannot occur in certain areas.
Rather, it means that such reorganization should occur
in an orderly, incremental fashion.

Many of the problems which have been identified in
the existing regulatory structure can be addressed ad-
ministratively in the context of the examination council
or already have been addressed through the informal
processes of interagency coordination. It has been ar-
gued that consolidation would lead to economy and
efficiency of operation; that consolidation would elimi-
nate certain frictions and practical problems, espe-
cially in the handling of distressed banks and in the
supervision and regulation of bank holding companies;
and, finally, that consolidation would result in a uni-
formity of approach and eliminate certain inequities.

Although substantial economies could not be
achieved by a reorganization of the bank examination
operation, efficiency can be improved if certain other
functions are centralized. We are already involved in
substantial steps in this direction.

For example, in December 1978 the FDIC and the
Comptroller's Office began exploring the feasibility of
merging the processing of call reports and other statis-
tical reports which banks file routinely. These reports
are essentially similar for both national and state com-
mercial banks. At present, detailed planning is in
process to effect such a merger in April. It is antici-
pated that the FDIC by virtue of assuming a larger vol-
ume of work will be able to achieve certain efficien-
cies. For example, rather than printing separately two
sets of forms and developing two sets of instructions,
only one will be required. Other efficiencies should
stem from greater flexibility in scheduling personnel to
handle processing of the various reports. Also, data
processing expenses will be reduced.

Further, our Office is exploring transfer to the FDIC
of our computer operations, and the Federal Reserve
System, the FDIC and this Office are cooperating in
developing a statistical monitoring system for all
banks. Additionally, under provisions of Title X of FIRA,
we are developing a joint training facility.

It has been argued that consolidation into a single
commercial banking agency would probably eliminate
some of the problems associated with communication
and coordination. Much has been done to alleviate
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such problems in recent years. The appendix to this
statement provides instances where the agencies
have cooperated to achieve coordinated approaches
to problems. I am confident that much more will be
done within the framework of the examination council.

In the past, special attention has been paid to fric-
tions and inefficiencies involving the supervision of
bank holding companies. Coordination and communi-
cation have improved significantly in this area. I am
hopeful that the council will be an effective vehicle for
further improvement until Congress can act to remedy
what I consider to be a serious flaw in the present reg-
ulatory structure.

It has also been argued that consolidation of bank
regulatory functions in a single agency would be desir-
able in that it would eliminate inequities and confusion
which flow from a lack of uniformity. In recent years,
the agencies have recognized that uniformity is highly
desirable in certain areas and have taken affirmative
steps to insure a uniform approach in policies and
practices.

In my judgment, the most notable achievements in
this area include:

• Implementation of a coordinated and uniform
approach to the Community Reinvestment Act,
a task which involved an enormous degree of
cooperation and effort on the part of the staffs
and principals of the agencies;

• Development of a uniform approach to country
risk evaluation;

• Development of a joint program to evaluate
shared national credits; and

• Issuance of uniform Regulation Z enforcement
guidelines.

At present, the staffs of the agencies are hard at
work devising regulations and procedures to imple-
ment FIRA and the International Banking Act, which
are uniform to the maximum degree possible.

In this regard, it should be noted that Title X of FIRA,
which provides for the Federal Financial Institutions
Examination Council, mandates that the council "es-
tablish uniform principles and standards and report
forms for the examination of financial institutions which
shall be applied by the federal financial institutions
regulatory agencies." Moreover, that "(t)he Council
shall make recommendations for uniformity in other su-
pervisory matters, such as, but not limited to, classify-
ing loans subject to country risk, identifying financial
institutions in need of special supervisory attention,
and evaluating the soundness of large loans that are
shared by two or more financial institutions." Based on
my experience during the past 18 months, I expect
that the agencies will move forward to implement these
requirements in an orderly and expeditious fashion.

As we move to encourage and achieve uniformity, it
is critical that we not lose sight of an important point.
One of the geniuses of the American political system is
its emphasis on checks and balances and the
fragmentation of the basis of decisionmaking. The wis-
dom of this principle is proved to me by the health,

creativity and competitiveness of our commercial
banking system. The history of this industry—
especially when contrasted with others supervised by
a single regulator—is why I have supported mainte-
nance of a strong state banking system overseen at
the federal level by an independent FDIC.

The existence of other agencies engaged in the
same effort tends to produce better results over time. I
wish that I and the staff at the Comptroller's Office
were sufficiently smart and prescient to arrive at the
optimal solution to a problem immediately. But we are
not, and we do learn and borrow from our fellow regu-
lators. Even where uniformity is ultimately the object,
as it was in the Community Reinvestment Act, often the
pull and tug of independent agencies leads to a far
better result than if a single agency approached the
problem.

In short, I am persuaded that former FDIC Chairman
George LeMaistre was correct when he stated:

. . . banking history demonstrates conclusively
that the existence of regulatory alternatives pro-
vides, in part at least, one of the mechanisms
which the regulatory reform movement seeks—a
means of self-adjustment and self-reform. In ef-
fect, something like a market mechanism may be
seen at work with good regulation driving out bad
over the long haul.

Illustrations of this point are legion. We are particu-
larly proud of two fundamental innovations in our
Office's approach to bank examination. We believe
that our new bank examination procedures, which em-
phasize a qualitative review of a bank's condition and
management and rely heavily on the National Bank
Surveillance System—a computer-based data and ra-
tio analysis system—represent an important advance
in the state of the art. An equally fundamental depar-
ture is our creation of a Multinational Banking Division,
which will supervise our largest and most complex
banking institutions. The establishment of what is, in
effect, a new region for the regulation and supervision
of the multinationals recognizes the reality that these
entities are fundamentally different from the great ma-
jority of the institutions which we examine and super-
vise.

Finally, in response to the argument that agencies
"compete" for constituents, I would simply note that I
have never suspected that a fellow regulator was moti-
vated by such a concern. I am convinced that deci-
sions which have been cited to support this proposi-
tion reflected legitimate differences over policy and the
law and not any effort for agency self-aggrandizement.

For these reasons, I have concluded that creation of
a single commercial bank regulatory agency is not re-
sponsive to the realities of either the market place or
the regulatory process. The examination council pro-
vides a flexible framework in which to go forward with
reform and reorganization of financial institutions regu-
lation in an orderly and efficient manner. As I empha-
sized at the outset, we at the Comptroller's Office are
not wedded to the existing bank regulatory structure.
Indeed, a systematic review of that structure can and
should occur as part of an evolutionary process in
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which concrete experience can be a guide. One can
describe an agenda for that review which is respon-
sive to the realities of the marketplace and the practi-
calities of the regulatory environment. Some of these
items can be accomplished administratively. Others
will obviously require legislation.

First and foremost, we should move quickly to ad-
dress the problem resulting from regulation of various
parts of a bank holding company system by different
agencies. It has been pointed out time and again that
this facet of the regulatory structure significantly inter-
feres with our effectiveness in supervising either these
systems or the banks within them. The failure of Hamil-
ton National Bank in Chattanooga, Tenn., is the most
graphic illustration of this point. Both the FDIC and the
Comptroller of the Currency are on record as favoring
resolution of this problem by transferring primary au-
thority over the entire system to one agency. I would
hope that in the context of the examination council we
can come up with a legislative approach to this issue
that all the agencies can agree on and that Congress
will see fit to act on this proposal expeditiously. In the
meantime, I am hopeful that problems in this area can
be minimized through coordination and cooperation
within the council.

Second, if Congress does rationalize the subject of
holding company supervision and regulation, it may
also address whether the Federal Reserve System
should have a supervisory function at all. It has long
been argued that the system should not have this role
so long as it has sufficient information to implement
monetary policy effectively. Because of the concern
the Federal Reserve Board has expressed with re-
spect to attrition from the system and its consequent
impact on monetary policy, any action in this direction
should await resolution of the Fed membership issue.

Third, we should eliminate the conflict, duplication
and overlap that result from the fact that both the
states on one hand and the FDIC and the Federal Re-
serve Board on the other hand supervise and regulate
state banks. I have indicated in the past my support of
plans which would involve withdrawal of the federal
presence on certification of the competency of the
state agencies.

I would note that the essence of this concept could
be implemented administratively by the FDIC. At the
same time, I should also note that skepticism has been
expressed as to the efficacy of the federal withdrawal
strategy. It has been argued that the federal govern-
ment has the comparative advantage in the bank ex-
amination area and that the states should recognize
this and focus scarce resources on matters more
nearly of local concern, such as the enforcement of
consumer and civil rights laws and the enforcement of
state laws and their chartering functions. A compre-

hensive FDIC study of the relationship between state
and federal bank regulation is expected to be com-
pleted this summer.

Fourth, the Congress should also examine overlaps
that exist between the federal financial agencies and
other government agencies. As I have indicated, it
makes no sense to segment the regulation of a holding
company and its constituent banks. Yet, the banking
agencies are responsible for the enforcement of the
securities laws vis-a-vis banks while the Securities and
Exchange Commission is responsible for the enforce-
ment of the securities laws vis-a-vis holding com-
panies. This anomaly should be corrected.

Similarly, the present fragmentation and overlap in
the regulation of consumer credit at both the state and
federal levels surely can be rationalized in a way that
would achieve necessary protection with less cost to
society.

As I indicated earlier, commercial banks on one
hand and thrift institutions and credit unions on the
other are increasingly coming into direct competition.
This phenomenon may be accelerated if Congress
and the agencies move seriously to phase out Regula-
tion Q. If the trend toward increased direct competition
continues, logic would favor the eventual consolidation
of regulation of all federally chartered providers of fi-
nancial services. My own experience in New York and
at the FDIC strongly suggests to me the benefits of an
agency which regulates different types of financial in-
stitutions.

Finally, we must ultimately address the fact that insti-
tutions that are not among traditional deposit-taking in-
termediaries are increasingly engaging in functions
which might well be characterized as "banking" func-
tions. To the degree that institutions engage in like
functions, both the public interest and equity among
competitors would seem to dictate that they be regu-
lated equally. This may very well suggest a role for the
financial regulators vis-a-vis some entities which are
not commonly thought to be subject to their jurisdic-
tion. An alternative approach might be to deregulate
that function. For example, I certainly favor the phasing
out of Regulation Q rather than the imposition of inter-
est rate restrictions on money market funds.

In conclusion, I would simply reiterate what I have
already stated. Reform in the regulation of financial in-
stitutions is not merely desirable but essential. To
achieve the intended result, however, financial reform
must be reasoned and orderly. And, most important, it
must address the realities of the marketplace and not
definitions and conceptions of another era. So long as
we are open-minded and diligent in our commitment to
regulatory reform, the examination council can and will
provide a convenient and flexible framework for the
progressive evolution of financial regulation.
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Remarks of John G. Heimann, Comptroller of the Currency, before the
Government Research Corporation, London, England, March 26, 1979

"Banking across state lines—should it develop? Will
it develop?" As a title this is a bit deceiving. In the
United States, interstate banking is for all practical pur-
poses already a reality. The question is not should or
whether we will have interstate banking, but how we
will balance competing interests to conform law and
regulation to the realities of the marketplace.

The aggressiveness of competitors in the market-
place has brought this issue to the forefront and raises
the broader problem of the appropriateness of geo-
graphical restraints on competition, both in the United
States and throughout the world. In this, as in other
areas, government has the choice of responding in an
open and progressive way that will facilitate competi-
tion and private decisionmaking or of reinforcing inter-
ference with free choice in the marketplace.

I believe strongly in a free and open system of com-
petition among the providers of financial services at
the local, national and international levels. Accord-
ingly, geographical restraints on competition should
over time be eliminated. At the same time, I recognize
that elimination of the artificial barriers that define mar-
kets raises fundamental questions that must be ad-
dressed to ensure the long-term health and stability of
our domestic and international banking system.

The business of banking or, more'accurately, the
business of providing financial services has changed
radically in the last two decades both domestically and
internationally and is continuing to change at an ex-
traordinary pace. While many of us are aware of the in-
dividual pieces of the puzzle, we often fail to recognize
the full implications of change in the various financial
markets. Thus, before focusing specifically on inter-
state banking in the United States, it is appropriate to
place this subject in the larger context.

The financial system that emerged in the United
States from the Great Depression consisted of distinct
kinds of financial institutions, differing statutory powers
and mandates, as well as separate regulators. Legisla-
tion enacted during this period sought to protect and
insulate financial institutions against failure and was
essentially anticompetitive—the first order of priority
was the preservation of existing institutions. Where one
or more types of financial institutions offered the same
service, it was usually within distinct markets or, as
was the case with savings deposits, commercial banks
simply did not compete seriously with savings and
loan associations, mutual savings banks or credit un-
ions. In effect, both product and geographical markets
were segmented by state and federal law as well as by
custom.

State laws govern branching within the state and
generally prohibit branches by banks from outside the
state. This applies even if several states are within
what we call a standard metropolitan statistical area,
or market, such as the greater metropolitan New York
area which is comprised of New York City, neighboring
New York counties, northern New Jersey and southern
Connecticut.

In 1927, the U.S. Congress passed the McFadden
Act, which applied these state laws to nationally char-
tered banks—affirmatively permitting branching but
generally limiting branch locations to those permitted
to state banks. Hence, branching across state lines by
a national bank was generally prohibited. With the in-
creased importance of multibank holding companies,
Congress chose to apply the principle of the McFad-
den Act to holding companies through the Douglas
Amendment to the Bank Holding Company Act. This
amendment prohibits acquisition of a bank in any state
other than that in which it has its principal operations
unless specifically authorized by the state in which the
bank is located. This all sounds remarkably compli-
cated, and it is.

In addition, a host of other laws serve to define the
product markets in which financial institutions can op-
erate. These statutes define the powers at the state
and federal level for commercial banks, thrift institu-
tions and credit unions. By segmenting the geographic
and product markets, these laws resulted in a remark-
able number of financial institutions in the United
States. There are over 42,000 depository institutions,
including 22,000 credit unions, 5,300 savings and loan
associations and mutual savings banks, and almost
15,000 commercial banks. These institutions range in
size from the smallest credit unions with assets of less
than $5,000 to the largest U. S. bank, Bank of America,
with assets expected to reach $100 billion in the near
future.

Although most of these laws remain on the books
and some remain effective in isolating certain markets,
many of the resulting artificial barriers have been
eroded by the solvency of competition.

Large money center banking organizations have ex-
panded their operations to a national level to serve the
growing needs of their customers. For example,
BankAmerica Corp. now operates 13 subsidiaries, in-
cluding Finance America which has 372 offices in 39
states. Through local subsidiaries, loan production of-
fices and Edge Act offices, the large U. S. banks can
now reach almost every banking market except retail
deposit-taking on a nationwide basis. And as our large
banks fund an increasing percentage of their liabilities
through the purchase of funds, dependence on retail
deposits is diminishing, thereby lessening the re-
straints that the interstate branching prohibition places
on fund raising by large banks.

A similar erosion has occurred with respect to the
barriers which segment financial product markets.
Commercial banks now offer products once almost en-
tirely in the domain of nondepository institutions such
as credit cards, mortgage banking and consumer fi-
nance. Thrift institutions now compete for demand de-
posit balances through hybrid interest-paying ac-
counts such as NOW accounts and bill payer services.

Nondepository institutions which have nationwide
operations have also invaded the deposit markets of
banks and thrifts. Merrill Lynch now offers a cash man-
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agement account which permits its customers to earn
interest on margin accounts and write checks against
either cash balances or overdraft lines of credit. Sears,
the country's largest retailer, recently announced its in-
tention to offer $1,000 denomination medium-term
notes to its 26 million credit card holders across the
country. These notes are clearly substitutes for the me-
dium-term certificates of deposit offered by banks and
thrifts. Holders of American Express cards are able to
obtain cash advances across the country through
automated money machines. Money market mutual
funds, which are available to individuals nationwide,
offer share redemption by both telephone and check.
These funds grew by almost 180 percent last year and
rose by more than 40 percent in the first 2 months of
this year.

The breakdown of geographic barriers within U.S.
banking markets has been paralleled in the interna-
tional financial markets. In the 1960's, one of the most
remarkable phenomena was the rapid expansion of
U.S. banking as the institutions followed their cus-
tomers abroad. In the early 1960's, the annual flow of
direct U.S. investments abroad exceeded foreign in-
vestments into the United States by more than nine
times. Between 1960 and 1969, the number of foreign
branches of U.S. banks quadrupled from 124 to 460.
This represented a remarkable increase in competition
in a number of countries in which local banks had long
maintained a monopolistic position. This phenomenon
has continued in the 1970's, with U.S. banks' expan-
sion supplemented by a similar growth of the interna-
tional activities of non-American banks.

Non-U.S. banks have become a competitive force
not only in the international financial markets but also
in the United States. Whereas 104 U.S. banking institu-
tions with assets totaling $24 billion were controlled by
foreign banks in 1972, by 1978, there were 273 institu-
tions with assets of $90 billion. These banks have to a
large extent followed their multinational clients' recent
investments into the United States.

Direct investment in the United States from abroad
in 1977 was almost nine times the 1967 level. In this
sense, these banks have followed the same pattern of
international expansion as U.S. banks did in the pre-
vious decade. But now they are seeking to compete
directly with U.S. banks for business of U.S. corpora-
tions. For example, some sources calculate that for-
eign banks in the United States now account for ap-
proximately 20 percent of all domestic commercial and
industrial loans extended by the 300 largest banks in
the United States. Japanese banks alone control over
62 banking institutions in the United States, with assets
totaling over $42 billion—nearly half of the total foreign
ownership. They are followed by Canadian banks,
which control 32 institutions and $13 billion in assets.

Foreign banks in the United States also took advan-
tage of the absence of federal restriction prior to the
passage of the International Banking Act of 1978 to es-
tablish operations in near-banking activities not open
to U.S. commercial banks, as well as offices in more
than one state. As of May 1977, 23 foreign bank parent
companies operated branches, subsidiaries or affili-
ates in three or more states.

The original impetus for the foreign banking move-
ment to the United States was the movement of foreign
corporations to the United States. But there are addi-
tional forces behind this reversed migration. These
banks desire dollar deposit bases to help fund their
Eurocurrency operations. And, of course, the size and
growth potential of the U.S. economy is also attractive
to non-U.S. interests. Non-U.S. banks are now turning
their attention to expansion in the U.S. retail banking
market.

The most telling manifestation of foreign competition
for U.S. retail banking business is the recent growth in
actual and proposed acquisitions of U.S. banks by for-
eign institutions. Since 1974, several major interna-
tional banks, including Lloyds Bank, Fuji Bank and the
European-American group have enlarged their Ameri-
can operations in this fashion. At the present time, five
proposed acquisitions are under consideration by fed-
eral and state banking authorities. They include acqui-
sition of National Bank of North America, a $4.4 billion
bank, by National Westminster Bank; Union Bank, with
$5 billion in assets, by Standard Chartered Bank Ltd.;
and Marine Midland, the largest of the three with over
$14 billion in assets, by Hong Kong and Shanghai
Bank. The latter two represent acquisitions of exten-
sive branch networks in the country's two most popu-
lous states: California and New York. Also pending are
applications by the Bank of Montreal to purchase 89
branches of the Bankers Trust Company in New York
City and another by Algemene Bank N.V. to purchase
La Salle National Bank of Chicago.

The impetus behind all of these developments has
not come from regulators or legislators. Rather, it has
come from competitors vying for advantage in the mar-
ketplace.

However, these forces also increase the likelihood of
governmental action. For example, the increasing
presence of foreign banks in the United States led to
the passage of the International Banking Act of 1978.
This law applied the principle of national treatment to
foreign banks in the United States. Implementation of
the principle of equality of competitive opportunity re-
sulted in some curtailment of the previously unre-
stricted activities of foreign banks. For example, the
act restricted future interstate branching by foreign
banks operating in the United States to a rough paral-
lel with what Congress conceived to be market oppor-
tunity available to domestic banks. However, the act
also explicitly recognized the need for a thoroughgo-
ing reassessment of the McFadden Act as applied to
all banks and directed the administration to conduct
such a review.

Certainly the increasing pace of foreign takeovers of
U.S. banks has assured that this will be a principle
focus of the study. For U.S. banks, one of the major
concerns was expressed by M. A. Schapiro and Co. in
a recent publication of the Bank Stock Quarterly. Un-
der present U.S. law, it is noted: "Major opportunities
in U.S. banking law are effectively reserved for foreign
banks only, since they are free to make acquisitions of
banks in the United States that are foreclosed to do-
mestic banking." Thus: "A bank with headquarters in
Hong Kong can acquire a New York bank, but a bank
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with headquarters in San Francisco cannot . . . no un-
derlying economic realities can justify (this anomaly)."

Congress has indeed recognized the need for fair-
ness in any openly competitive market as envisaged
by the International Banking Act. This law requires the
federal branches of foreign banks to have generally
the same duties, restrictions, penalties, liabilities, con-
ditions, limitations, as well as rights and privileges as a
national bank. On the other hand, Congress also ex-
pected that U.S. banks should receive national treat-
ment in their foreign operations. To determine what
treatment U.S. banks are presently receiving abroad,
the International Banking Act also required a study of
foreign treatment of U.S. banks.

In addition to the McFadden and foreign treatment
studies and the foreign acquisition issue, other devel-
opments in the judicial, legislative and regulatory
arenas are likely to stimulate constructive change. The
Federal Home Loan Bank Board recently proposed al-
lowing federally chartered Washington, D.C.-based
savings and loan associations to branch across state
lines into Maryland and Virginia counties in the Wash-
ington metropolitan area. Moreover, a number of
states, including Illinois, Washington and Minnesota,
have proposals under consideration which would liber-
alize branching laws.

In the context of these developments, we must seri-
ously address the phasing-out of legal constraints on
geographical bank expansion in the United States by
domestic or foreign concerns. Such restraints create
inefficiencies by forcing banks to devote resources
seeking ways to circumvent these barriers. Will the
erosion of barriers be recognized in our banking legis-
lation? Or will these restrictions be allowed to wither
away, as they are certain to do, in an uncontrolled
fashion that could cause substantial disruptions? For
my own part, I prefer the former course in order to fa-
cilitate constructive change.

The phasing out of these restrictions might involve a
number of elements. First of all, Congress should con-
sider permitting branching for all federally insured in-
stitutions within natural market areas such as metropol-
itan areas. This concept was reflected in a bill
proposed in the last Congress by Senator Mclntyre
which would have allowed banks to establish elec-
tronic funds facilities across state lines within their nat-
ural market areas. At the very minimum this should be
allowed, as the Washington, D.C, experiment of the
Federal Home Loan Bank Board goes forward.

Secondly, consideration should be given to either
the repeal or some modification of the Douglas
Amendment, which in effect prohibits multibank hold-
ing companies from acquiring out of state banks.
Many states have moved from a unit banking structure
to statewide branching with the multibank holding
company as an interim step. A phasing in of interstate
banking through multibank holding companies pro-
vides a reasonable approach to the ultimate elimina-
tion of geographic restraints, while simultaneously per-
mitting an equitable adjustment for ownership interests
in the changed competitive framework.

For example, the Douglas Amendment might be
amended to provide that a bank holding company
could acquire another bank in a state contiguous to
the holding company's home state; that a holding
company could acquire another bank within a certain
region; that a holding company could acquire a limited
number of banks in other states; or that a holding com-
pany could acquire another bank in a market that was
significantly concentrated. Certainly, at the very mini-
mum and in order to facilitate the least disruptive con-
sequences of bank failure, the Douglas Amendment
should be amended to provide for interstate acquisi-
tion in a failing bank situation.

Finally, I believe that we should address the impor-
tant federal policy question raised by state laws whose
restrictions serve to create what in effect are monopo-
listic or oligopolistic effects in certain markets. In rec-
ognition of these phenomena, the Supreme Court,
speaking through Justice Stewart, in 1975 character-
ized restrictive branch banking statutes as a restraint
of trade which would be a "per se" violation of our anti-
trust laws but for the fact that the restriction is govern-
mentally rather than privately imposed. I believe that
where it is demonstrated that restricted markets serve
to disadvantage customers in those markets, that fed-
eral law should override state law and allow de novo
entry.

I believe very strongly in a free and open competi-
tive system on the national and international levels.
Governmental intervention in the marketplace should
be tolerated only where clearly warranted. However, I
recognize that there are fundamental concerns both
within countries and within regions in countries that
must be recognized. This, at times, will necessarily in-
volve a political balance between our interest in com-
petition and local concerns. Thus, in striking the bal-
ance, we must make certain that concerns which do
lead us to impose restrictions on competition and in-
deed legitimate and overriding.

In addition, as a bank supervisor, I am particularly
sensitive to the special problems posed by the entry
into the U.S. market of a foreign operation, whether by
acquisition or de novo. For example, different national
laws and customs regarding disclosure of information
which we require from our domestic institutions may
make it difficult to permit entry at times. Moreover, the
inability to obtain the quantity and quality of pertinent
information about the related activities of the foreign
owner and the absence of ready jurisdiction over con-
trolling principals gives further cause for concern.

Finally, we must recognize that as we permit free
and open competition we must be careful to avoid the
concentrations of economic power that often go with
size.

In conclusion, I would emphasize that these con-
cerns can and should be addressed. These changes
which are on us are profound. As such, they afford the
opportunity for governmental action which is construc-
tive and will be of substantial benefit to our financial
systems. I am hopeful that we will respond to this chal-
lenge.
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Statement of John G. Heimann, Comptroller of the Currency, before the
Subcommittee on Financial Institutions Supervision, Regulation and Insurance of
the House Committee on Banking, Finance and Urban Affairs, Washington, D.C.,
April 5, 1979

I welcome the opportunity to present the views of the
Office of the Comptroller of the Currency on H.R. 2515.
This testimony does not necessarily represent adminis-
tration policy. H.R. 2515 provides for the temporary
preemption of state usury ceilings on business and ag-
ricultural loans of $25,000 or more until January 1,
1981, and establishes a ceiling 5 percentage points
above the Federal Reserve discount rate on 90-day
commercial paper. H.R. 2515 is essentially the same
as Public Law 93-501, which was enacted on October
29, 1974, to provide temporary relief from state usury
ceilings for financial institutions—principally those in
Arkansas, Montana and Tennessee. That law expired
on July 1, 1977.

Problems stemming from arbitrarily imposed usury
limits are not new. When market interest rates are
above usury ceilings, low-income borrowers and
higher-risk borrowers generally have been unable to ob-
tain loans from commercial banks or other financial in-
stitutions, and credit has flowed to markets not subject
to usury ceilings. This has occurred during every per-
iod of high interest rates over the last 15 years. Many
states have revised usury statutes in response to mar-
ket realities, but some have not or could not because
usury ceilings were mandated in their constitutions.
Since 1974, Tennessee has amended its constitution
to grant the state legislature discretion to establish
usury ceilings; Arkansas has not, although a constitu-
tional convention has been convened.

As New York State Superintendent of Banks, I testi-
fied on the subject of usury ceilings before the New
York State Assembly in 1975, which was considering
revision of the state usury limit that applied to conven-
tional mortgage loans. I stated:

A usury ceiling is not supposed to be a form of
price control. It should function solely to protect
the financially weak or unwary borrower from pay-
ing an exorbitant rate of interest; that is, to prevent
what amounts to extortion, or cupidity. To use it to
control interest rates in free capital markets is only
to guarantee that money will not be generally
available for home finance.

Protection of weak and unwary borrowers from un-
scrupulous money lenders has been an objective of
usury laws since Biblical times. In the U.S., usury ceil-
ings have had a long history and have been supported
by some as a way of guaranteeing cheap credit to bor-
rowers. Constitutional and statutory usury ceilings sel-
dom impinged significantly on the lending activities of
legitimate institutions until recent times. However, with
the advent of inflation, various free market-determined
interest rates have frequently exceeded usury ceilings.
In those states where statutes were not changed to re-
flect market realities or whose constitutions prevented
change, individual borrowers, businesses, lending in-

stitutions and state economies were all adversely af-
fected.

H.R. 2515 is an example of a measure which deals
with today's financial realities, but it is only a partial
stop-gap measure. It is tailored to respond to the
present situation in Arkansas. The constitutionally man-
dated 10 percent usury ceiling in Arkansas is restrict-
ing the flow of credit into the state's financial markets.
Interest rates in many national markets exceed
Arkansas' 10 percent limit. For example, rates on
mortgages have recently risen to over 10 percent, and
the prime lending rate at most banks is now over 11
percent. Although Arkansas has convened a constitu-
tional convention and a new usury provision is being
drafted to provide greater flexibility, the new constitu-
tion will not be presented to voters until November
1980. Thus, to alleviate some of the immediate prob-
lems facing lending institutions in Arkansas, we sup-
port prompt adoption of H.R. 2515.

We believe, however, that the time has come to re-
consider whether usury laws, generally, serve a useful
purpose in our society.

Usury: Goals vs. Impacts
Evidence collected over several years overwhelm-

ingly indicates that elimination of restrictive usury limits
would be in the public interest. (A summary of evi-
dence accumulated in various studies is contained in
the appendix.*) Generally, usury laws:

• Fail to accomplish their desired objectives,
• Have an adverse effect on production and em-

ployment, and
• Distort allocation of credit among markets and

among states.

Perhaps a major reason that usury laws have per-
sisted is that they are intended to protect small- and
low-income borrowers from unscrupulous money
lenders and to limit the power of lenders to charge
whatever interest rate they want. These goals are im-
portant, but usury laws have a poor record of accom-
plishing them. Indeed, usury laws have had unin-
tended and adverse effects on borrowers, financial
institutions and the public-at-large. This suggests that
means of obtaining these goals other than usury ceil-
ings should be pursued.

Restrictive interest rate limitations have closed off
conventional credit sources to high-risk, generally low-
income borrowers. When lenders are unable to charge
rates sufficient to yield a reasonable rate of return, they
generally stop lending to high-risk borrowers. Good
risks may also be unable to obtain credit because the
cost of making small loans exceeds usury ceilings.
Both groups of borrowers may either forego obtaining

* The appendix to this statement was not included because of
space constraints. The appendix is available from other sources.
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credit, go to loan sharks where loans are available
above usury rate limits or seek nonmarket sources of
credit such as family or friends. These conclusions
have been documented in several studies of consumer
finance companies, commercial banks and mutual
savings banks. Similar studies of new automobile,
mortgage and personal loan markets offer the same
conclusions. The results are consistent—low-income
consumers are denied access to conventional credit
when market rates exceed usury ceilings.

Interest rates on home mortgages have been the tar-
get of usury limitations in several states. New York
state is a primary example. From October 1973 until
the end of 1978, the state had an 81/2 percent limit on
conventional home mortgages. Prior to 1973, the maxi-
mum rate was even less. But this law did not and
could not prevent mortgage lenders from obtaining
market rates for their investable funds by making out-
of-state loans and other kinds of loans not subject to
the ceiling on mortgages. For example, between 1966-
1976, when mortgage rates generally were frequently
above the New York ceiling, the amount of out-of-state
mortgages held by New York mutual savings banks
averaged 48 percent. Other evidence suggests that
when national mortgage interest rates rise above usury
ceiling rates construction activity in states with restric-
tive rates declines significantly. These observations
clearly indicate that placing restrictive limits on mort-
gage rates fails to provide for the public's housing-
related credit needs.

Firms which must operate in markets subject to
usury restrictions feel the impact on both costs and
revenues. In the consumer finance industry where rate
restrictions abound, low-rate ceilings tend to result in
fewer and larger loans because credit is allocated to
low-risk consumers and because larger loans are less
costly to make. When low legal loan size limits are
combined with low ceilings on interest rates, the num-
ber of loans increases, but low-income, high-risk cus-
tomers still find it difficult, if not impossible, to obtain
credit. Instead, good risk customers are forced to
"double-up" by acquiring costly multiple loans to get
the amount of credit they desire.

The cost of making small loans to consumers, even
good-risk customers, can be considerable. For exam-
ple, consider a 1-year, $1,000 consumer installment
loan with 12 monthly payments. The 1977 Functional
Cost Analysis of average banks compiled by the Fed-
eral Reserve System estimates that the cost of making
and servicing such a loan is $130.68. This cost in-
cludes $41.35 to process the loan application, $34.92
to collect and process 12 payments, $49.76 to cover
the cost of funds and $4.65 to cover the average ex-
pected loss on loans of this type. To break even, the
bank must charge about a 13.1 percent interest rate.
The cost of making and servicing a 1-year $500 loan
with 12 payments would be $103.47, or 20.7 percent.
Longer-term or larger loans are less costly to make.
Thus, it is not surprising that financial institutions in
states with restrictive usury ceilings are reluctant to
make small and short-term loans.

Usury limits have also had adverse effects on the
economies of certain states. For example, one study

shows that Tennessee's economy grew at a faster rate
than the national economy except when market inter-
est rates rose above the state usury ceilings. At that
point, Tennessee's economy slowed substantially. The
same study calculated that between 1974-1976, the
annual loss in production averaged $150 million, the
annual loss of jobs averaged 7,000, the annual loss of
retail sales averaged $80 million and the annual loss of
assets in financial intermediaries averaged $1.25 bil-
lion.

Because usury laws are regulated by each state,
variations in usury rates distort the geographic distri-
bution of credit. This is apparent from the types of fi-
nancial institutions which exist in various states. For
example, Arkansas with its 10 percent usury limit has
few consumer finance companies. Because credit is
an essential ingredient to commerce, restrictions that
limit its availability, such as usury ceilings, tend to
dampen economic growth. This occurred in Missouri
from early 1973 to early 1974 when the mortgage ceil-
ing was 6 percent. New mortgage loans at Missouri
savings and loan associations declined 37 percent
compared to a 6 percent decline in neighboring
states. The usury limit was raised in 1974.

Arkansas offers another example of distortions cre-
ated in credit markets by restrictive usury rates. In the
Texarkana region, there are distinct differences be-
tween the types of firms located on the Texas side of
the city and those on the Arkansas side. There is con-
siderably less retail trade on the Arkansas side despite
the approximately equal distribution of population be-
tween states. The majority of automobile dealers, ap-
pliance stores, furniture stores and other businesses
that rely on consumer credit has moved to the Texas
side of the city. Clearly, inefficiency and inconvenience
result from the locational patterns created by
Arkansas's usury ceiling.

The inescapable conclusion to all of this, I think, was
stated well 115 years ago by the first Comptroller of
the Currency, Hugh McCulloch, in his initial report to
Congress:

Where money is abundant it is cheap, where
scarce it is dear; and no legislation has been able
to control the effect of this general law.

Timeliness for Change
The call for market-responsive lending rates is not

new. Hugh McCulloch took issue with the caprice of
usury laws in his 1864 report, citing the "embarrass-
ment" caused to interstate commerce by the "different
and frequently changing legislation of the States in fix-
ing the value of the use of money."

Today, in the few states that have adopted the Uni-
form Consumer Credit Code, nonconsumer related
loans are free from usury ceilings. Other states have
chosen not to control interest rates on specific catego-
ries of loans. Furthermore, almost every state permits
corporate loan rates to be fixed without restriction.

Nevertheless, usury laws continue to vary on differ-
ent kinds of loans from state to state. While appeals for
comprehensive reform have been heard from some
quarters through the years, the rule has always been
to place reliance on the individual states to respond to
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changing economic needs. But the reality is that our
economy has become national in scope, and no state
legislature acting alone has the power to bring about
change on a national scale.

Legal restrictions that inhibit credit flows are becom-
ing less and less effective. However, the impact on lo-
cal communities, individuals and businesses can still
be quite severe. When left to itself, our market-based
economy generally attunes itself to the public interest
on a local, state or national level, as the situation dic-
tates. Where a problem transcends political bounda-
ries and the states lack the capacity to devise an ap-
propriate solution or find it difficult to adopt consistent
and uniform approaches, federal involvement may be
the best way of dealing with the problem.

The federal Truth-in-Lending Act is a good case in
point. Disclosure is an important way of protecting the
unwary and the weak. The annual percentage rate and
finance charge disclosure requirements provide a uni-
form basis nationwide which borrowers can use to
evaluate the cost of credit. While many express con-
cern about the regulatory burden that has accompa-
nied truth in lending, few would deny that it has
brought about uniform and consistent disclosure that
has benefited borrowers.

Responses to Usury Limits
It is in this spirit that we propose that Congress con-

sider revising federal law to eliminate usury ceilings
and, in doing so, return rate-setting to its proper place
in the competitive credit markets. Such action would
recognize existing market realities and result in sub-
stantial public benefits. However, in moving toward the
elimination of usury limits it is important that the objec-
tive of protecting weak and unwary borrowers from un-
scrupulous lenders also be met.

Ten years ago, in testimony before the Legislature of
the Commonwealth of Massachusetts on the Uniform
Consumer Credit Code, Senator Paul Douglas stated:

I strongly endorse the Code's attempt to foster
meaningful price competition on credit charges
through uniform rate disclosure and a policy of
free entry. To the extent feasible, rates on con-
sumer credit transactions should be set by market
forces rather than state legislatures. However, in
today's credit market certain barriers to competi-
tion blunt the impact of market forces. Price com-
petition is difficult because of the lack of meaning-
ful rate disclosure. Hopefully, the Truth-in-Lending
Act will help to solve this part of the problem.

But even if all creditors disclose the true annual
rate on consumer credit, effective competition is
[still] hampered by barriers to entry.

We believe that uniformity of principle and consist-
ency of regulation in matters of credit is long overdue.
Much can be learned about the advantages to inter-
state commerce and consumer protection which have
been achieved through nationwide adoption of the
Uniform Commercial Code. Other model acts hold sim-
ilar promise as they gain more widespread accept-
ance among the states.

The Uniform Consumer Credit Code deserves par-

ticular mention. Drafted under the aegis of the National
Conference of Commissioners on Uniform State Laws,
the provisions of this code are grounded in the as-
sumption that consumers are protected best when the
cost of credit is determined by competition in the mar-
ketplace subject to certain minimal controls. Since gar-
nering the approval of the National Conference and
the American Bar Association on its completion in
1968, the code has been adopted by only 11 states.
With response lagging, its intended purposes have yet
to be realized.

So lacking in consistency is the present environment
that usury laws not only differ from state to state, but
they differ, as well, from bank to bank. National banks
operate under the federal usury statute (12 USC 85),
which appears to subject them to state limits. How-
ever, the rule, originated in 1863 as Section 30 of the
National Bank Act, is not quite so simple.

The U.S. Supreme Court was first asked to interpret
Section 30 in 1873 in the Tiffany case. That landmark
decision held that Congress intended the statute to
give "advantages to national banks over their state
competitors."

Congress created an even greater advantage in
1933 when it enacted the current provision entitling na-
tional banks to elect to peg interest to the Federal Re-
serve discount rate in lieu of the applicable state limit.
The principal sponsor of that amendment, Senator
Glass, argued persuasively that when the discount
rate exceeded the state interest rate ceilings, national
banks had to be the instrumentalities to permit busi-
nesses to borrow money to avoid possible collapse.

This past December these advantages were again
reaffirmed as the Supreme Court echoed the words of
Tiffany. In the Marquette National Bank case, perhaps
its most significant decision on usury since 1873, the
court held that the law allows a national bank to pro-
vide credit anywhere, in any state, subject exclusively
to the interest rate ceiling of its home state or the alter-
native formula in the federal statute.

In our highly integrated financial system, interstate
transactions are already a commonplace occurrence.
The justices in Marquette openly acknowledged that
the "exportation" of interest rates significantly impairs
the ability of states to enact effective usury laws.

Laboring under the weight of this expanding body of
case law and caught in the midst of emerging new ec-
onomic realities, usury ceilings are increasingly inex-
pedient. The challenge now is not to roll back the ad-
vances made by national banks but rather to
recognize the urgency of the situation and to work to-
ward the removal of artificial credit constraints on fi-
nancial institutions. In this effort, we must be mindful,
as well, of the legitimate concern for the small, finan-
cially weak borrower who may fall prey to disreputable
lending practices. In those parts of the country where
credit markets are not yet reasonably competitive, the
need to safeguard the rights of those most vulnerable
is pressing.

The time is ripe for change. If we do not soon re-
lease our financial institutions from the grip of anti-
quated and labyrinthine laws which restrict competi-
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tion, we are condemning them to a handicapped role
in the marketplace. In our rapidly changing financial
and economic environment, geographic barriers to en-
try, interest rate ceilings on deposits and usury laws all
limit the ability of depository institutions to compete ef-
fectively with nondepository institutions which are not
similarly restricted and which are increasingly offering
the same financial services. We believe that a compet-
itive marketplace in which all providers of a financial

service can compete on an equal footing is a desirable
goal to pursue and that we should proceed to phase
out in an orderly manner those restrictions that impede
attainment of that goal.

Federal law can and should be used to help achieve
this objective. The Comptroller's Office stands ready to
assist this subcommittee as fully as possible in carry-
ing forward this most important effort.

Statement of John G. Heimann, Comptroller of the Currency, before the
Subcommittee on Financial Institutions of the Senate Committee on Banking,
Housing and Urban Affairs, Washington, D.C., April 11, 1979

I am pleased to have the opportunity to present the
views of the Office of the Comptroller of the Currency
on S. Concurrent Resolution 5, S. Resolution 59 and on
deposit rate controls generally and to commend this
subcommittee and its Chairman for the timeliness of
these hearings.

As Superintendent of Banks of New York, Comptrol-
ler of the Currency, Acting Chairman of the Federal De-
posit Insurance Corporation and member of the Board
of the Federal National Mortgage Association, I have
observed the consequences of deposit rate controls
on depository institutions, on the financial system and
on the economy. This testimony reflects that experi-
ence. It does not necessarily represent Treasury De-
partment or administration policy. The administration is
developing recommendations based on the work over
the past year of the Interagency Task Force on Deposit
Rate Controls.

As New York State Superintendent of Banks, I also
voiced concern over the inequity of deposit rate con-
trols. In March 1976 testimony before the House Bank-
ing Subcommittee on Financial Institutions, I stated
that the:

saver of small means has been î nf airly forced to
subsidize the borrower. Indeed, the saver of
means and financial sophistication has not been
victimized at all. He moves his money as interest
rates change to take advantage of the best invest-
ment opportunities. It is the saver with a few hun-
dred dollars or the saver who has the wherewithal
but is timid or too unsophisticated to make direct
investments who is victimized.

Furthermore, the Comptroller's Office has been a
frequent critic of deposit rate controls. Former Comp-
troller James E. Smith, testifying before the Financial
Institutions Subcommittee of the Senate Banking Com-
mittee in November 1973, noted that deposit rate con-
trols place financial institutions at a severe disadvan-
tage in competing for funds against Treasury bills, U.S.
agency issues and corporate debentures and that rate
ceilings fail to insulate institutions from deposit out-
flows. Moreover, he noted, "Such rate setting is highly
discriminatory to the consumer-saver, who lacks either
the financial sophistication or the monetary where-

withal to shift his funds to the high yielding market in-
struments."

In addition, deposit interest rate controls have re-
ceived considerable attention by the Congress and the
Executive branch. The conclusions of the 1958 Com-
mission on Money and Credit, the Heller Report, the
congressionally mandated 1966 Study of the Savings
and Loan Industry, the 1971 Hunt Commission Report,
the 1972 Federal Reserve Board study, "Ways to Mod-
erate Fluctuations in Housing Credit," and the FINE (Fi-
nancial Institutions and the Nation's Economy) Discus-
sion Principles released by the House Subcommittee
on Financial Institutions in 1975 are virtually unanimous
in recommending that Regulation Q be phased out
and that thrift institutions be granted broader asset
and liability powers.

The collective verdict of these studies is that the
costs to society of continuing Regulation Q outweigh
the benefits. It is time to commit ourselves to phasing
out ceilings on all types of deposits and to structure a
solution that recognizes and deals with the problems
that removal of ceilings may create. Only with the cer-
tain knowledge that rate controls will be removed by a
definite date will affected institutions begin making the
necessary adjustments.

In addition to setting a timetable for removal of de-
posit rate ceilings, we recommend that thrift institutions
be permitted to:

• Offer with appropriate safeguards a full array of
mortgage instruments safeguards;

• Issue longer-term insured liability instruments
and certificates to reduce their dependence on
short-term, more interest-sensitive deposits;

• Offer a range of household financial services,
including transaction accounts and some con-
sumer loan powers, to provide consumers with
the convenience of one-stop banking; and

• Invest to a greater extent in other short-term as-
sets to shorten the maturity of their loan portfo-
lio.

Furthermore, state usury laws should be repealed,
preempted or modified substantially because they cre-
ate another arbitrary distortion of our capital market
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system. These ceilings reduce the incentives to make
mortgages and distort the flow of funds by encourag-
ing out-of-state investment of funds. When usury ceil-
ings are below market interest rates, they reduce the
ability of less creditworthy consumers, such as young
families, to obtain mortgage funds.

These recommendations should be acted on at the
earliest possible time to permit thrift institutions to be-
gin implementing the adjustments that will make early
removal of deposit rate ceilings possible. In the mean-
time, those agencies charged with regulating deposit
rate ceilings should be encouraged to do what they
can to provide depositors with a fair rate of return on
their funds without jeopardizing the viability of deposi-
tory institutions. Preliminary steps were taken along
this line on April 4, 1979, when the agencies invited
comment on a series of proposed changes in deposit
rate ceilings that would enhance the return to small
savers and provide them greater flexibility:

• A fixed 5-year maturity certificate with a $500
minimum denomination, a 6-month interest for-
feiture for early withdrawal and a flexible ceiling
(in commercial banks, 125 basis points; in thrift
institutions, 100 basis points) below the aver-
age 5-year rate based on the yield curve for
Treasury securities;

• A bonus of 50 basis points on individuals' pass-
book savings accounts on the minimum bal-
ance during a 12-month period;

• Reduction of present minimum denomination
requirements to $500 except for large negotia-
ble certificates of deposit and money market
certificates;

• A $500 minimum denomination rising-rate certif-
icate (6 percent in the first year; 6.5 percent be-
tween 1 and 21/2 years; 7 percent between 21/2
and 4 years; 7.5 percent between 4 and 5
years; and 8 percent between 5 and 8 years;
thrifts would be permitted to pay 1A percent
more) with a 3-month interest forfeiture penalty
for early withdrawal during the first year and
thereafter no penalty; and

• Reduction of early withdrawal penalties on ex-
isting certificates to 6 months' loss of interest.

The comment period for this proposal extends
through May 4. We encourage all interested parties to
participate in this exercise.

Our recommendation that concrete and certain
steps should be taken to eliminate deposit interest rate
ceilings reflects the judgment that these ceilings are
inefficient, inequitable and create problems throughout
the financial system. These problems have been rec-
ognized by most since their inception. Specifically, de-
posit rate ceilings are undesirable because:

• Unsophisticated savers and those of modest
means do not receive as large a return as weal-
thier and more sophisticated savers can;

• Depository institutions are forced to resort to in-
efficient and wasteful forms of nonprice compe-
tition and to devise roundabout strategies to cir-
cumvent ceilings;

• Costly and unnecessary transactions occur as
savers, seeking the best rate, move funds in
and out of depository institutions;

• Disintermediation has heightened the cyclically
of the housing construction industry, causing in-
efficiencies and added costs for home buyers;

• Strength of depository institutions is eroded due
to their inability to respond fully to the competi-
tion of unregulated institutions for funds in the
marketplace; and

• Saving in the form of financial assets is discour-
aged in favor of saving in the form of durable
assets, which may discourage the kinds of in-
vestments that promote increases in productiv-
ity.

In light of these problems, why have deposit ceiling
controls been renewed year after year, and why have
calls for their elimination been ignored? There are sev-
eral reasons:

• Rate controls were designed to favor thrift insti-
tutions over commercial banks, with the intent
of funneling funds into housing construction
and mortgages;

• Rate controls were intended to lower the cost of
credit, particularly mortgages;

• Rate controls were designed to protect the local
markets of depository institutions by preventing
outside institutions from attracting deposits
through higher rates;

• Those benefiting from the present deposit rate
structure wish to retain their competitive posi-
tions;

• During times of rising interest rates, market
rates on short-term funds, which comprise the
majority of thrift deposits, adjust more quickly
than yields on thrift assets, which consist mostly
of long-term mortgages; this threatens thrift in-
stitutions' liquidity and possibiy solvency; and

• Rate controls are believed to prevent excessive
interest rate competition for deposits and,
therefore, inhibit unsafe investment policies.

Thus, despite the costs deposit ceilings impose on
our society in terms of inefficiency and inequity, the
prospect of a weakened thrift industry if rate controls
were to be removed has led many to accept controls
as the lesser of evils. However, the dynamics of the
marketplace are such that a continuation of deposit
rate controls will lead to a restructuring of the financial
services industries, changing and perhaps diminishing
the role of depository institutions.

The financial system that emerged from the Great
Depression consisted of distinct kinds of financial insti-
tutions with differing statutory powers and mandates
as well as separate regulators. The activities and mar-
kets of these institutions were segmented to a substan-
tial degree. Where one or more types of financial insti-
tutions offered the same service, it was usually within
distinct markets. Or, as was the case with savings de-
posits, commercial banks simply did not compete seri-
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ously with savings and loan associations, mutual sav-
ings banks or credit unions.

Since that time, the financial services industry has
undergone substantial change at both the national and
international levels. Because of innovations in com-
munications technology and inflationary pressures,
markets for financial services are no longer segmented
and identified with a specific type of financial institu-
tion. Commercial banks and thrift institutions are in
head-to-head competition in many areas; commercial
banks and thrifts have entered markets of nondeposi-
tory institutions and vice versa; the gulf between large
and small institutions has widened considerably; and
domestic and international geographical barriers to
competition have eroded.

What role will deposit-taking institutions play and
what role should they play in this rapidly changing ec-
onomic environment? We believe, as do many others,
that strong deposit-taking industries are crucial to a vi-
tal and efficient economic and financial system. Thus,
we believe it is imperative to address the issue of de-
posit rate ceilings immediately and to develop a pro-
gram for an orderly phasing out as quickly as practica-
ble. Paul A. Samuelson, winner of the Nobel Prize in
economics, in a 1969 study of the savings and loan in-
dustry noted:

But just as Sigmund Freud has shown that adults
are better for meeting their problems head-on
rather than suppressing them from attention, so I
believe a healthy democratic society should be
the better for facing up to the problems that are
really there.

Before elaborating an approach to resolving the
Regulation Q problem, I believe further discussion of
problems created by rate ceilings and difficulties that
may develop as a result of their removal will be helpful.

What Is Wrong With Deposit Interest Rate Controls?
There is no question that the system of deposit rate

controls that was established in 1966 is unfair to small
savers of modest means and those of limited financial
sophistication because they receive a below-market
rate of return on their savings. Federal Reserve Board
Vice Chairman Robertson in August 1966 testified in
favor of legislation that would broaden deposit rate
controls and extend them to thrift institutions but noted
that the legislation "discriminates against the small
saver" and that the board was requesting the Regula-
tion Q authority with "considerable reluctance."

Small savers may have large savings balances.
Consider, for example, a retired person who relies on
savings interest on a $40,000 account to provide a
substantial portion of his or her yearly income. Be-
cause of the desire to maintain liquidity and preserve
principal, the risks and inconveniences tied to non-
deposit forms of investment encourage savers to keep
their funds in low-rate passbook savings accounts. Of
course, the money market certificate now affords
such savers an opportunity to earn a market return but
many still prefer the instant liquidity of a passbook ac-
count. The difference between a 9.4 percent return on
the money market certificate and a 5 or 5.25 percent

return on passbook savings is an unfair premium to ex-
act for the privilege of maintaining instantaneous li-
quidity.

In the present environment of high inflation, the cur-
rent yield on consumer deposits, adjusted for income
taxes and for inflation, is negative. A dollar spent today
can purchase more real goods than a dollar put aside
in an interest-bearing savings account can purchase
next year. Rather than rewarding individuals for sav-
ing, our system of deposit ceilings penalizes them.
Perhaps indicative of these facts, a popular investment
guide recently advised readers that investment in a
case of tuna fish now yields a higher after-tax return
than investment in a passbook savings account at a
savings and loan association.

For example, the deposit rate ceiling on a 1-year
certificate at a thrift institution is currently 6.5 percent.
An individual in a 30-percent federal income tax
bracket would receive an after-tax yield of slightly over
4.5 percent, but when this return is adjusted for infla-
tion, which last year was over 9 percent, the return is a
negative 4.5 percent. This makes it exceedingly diffi-
cult for people of modest means to accumulate funds
necessary to make a down payment on a home. It also
discourages them from saving, thereby preventing
them from improving their standard of living in the fu-
ture.

The relatively well-to-do and sophisticated savers,
however, are able to earn a market rate of interest on
their investments. Large denomination negotiable cer-
tificates of deposit; federal agency securities; Treasury
bills, notes and bonds; money market funds; and, more
recently, money market certificates are all now yielding
significantly higher rates of return than consumer de-
posits. However, to purchase many of these instru-
ments, the investor must be able to meet minimum
denomination requirements and be willing to accept
the risk of moving outside the traditional depository
system. It seems likely that the moderate-income fami-
lies, the elderly and the retired are among those least
likely to withdraw their savings and invest directly in
the market.

This inequity in treatment of depositors is not inad-
vertent; it was designed purposely to respond to the
realities of the financial market. If large depositors are
not offered yields on their deposits which are competi-
tive with other investment instruments, they will rapidly
shift their funds elsewhere. To be viable, the rate con-
trols can only apply to the household depositor for
whom there are few suitable alternative investments.
For example, the money market certificate was limited
to a minimum denomination of $10,000 because large
depositors are more sensitive to interest rate changes
than small depositors.

Realizing the reality of such inequities, the calls
made by many to end discriminatory treatment by au-
thorizing low-denomination deposit instruments, which
pay market-based interest rates, are clearly justified.
The fact of the matter is that the current structure of
deposit rate ceilings is, in effect, a regressive tax. The
losses to savers from deposit ceilings have been sub-
stantial. One study by professor David H. Pyle of the
University of California at Berkeley concluded that be-
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tween 1968 and 1975 Regulation Q resulted in a loss
to depositors of $22 billion.

More recently, professor Edward Kane of the Ohio
State University estimated that between 1968 and
1979 Regulation Q cost $42 billion in lost interest, and
rate restrictions on all types of financial instruments re-
sulted in a loss of $55 billion in interest. Kane esti-
mates that $19 billion was lost by people over the age
of 65.

Inefficient Competition for Deposits
Inefficiency results when goods and services are not

produced at the minimum attainable cost or with the
minimum amount of resources. For example, efforts to
restrict competition among institutions by controlling
deposit rates result in these institutions competing on
the basis of other factors, such as premiums, free
services and more convenience in the form of more
branch offices and longer hours. This raises the cost of
intermediation because the cost to the depository insti-
tution of providing the extra services frequently ex-
ceeds the value the depositor places on the services
he receives. Many depositors would prefer to receive
interest income which they can spend as they choose
rather than having to accept free services or a choice
of premiums.

During recent high interest rate periods, some de-
pository institutions in the highly competitive urban
areas have looked more like department stores than
depository institutions. In their windows one might find
cameras, radios, television sets, blankets, glassware
and so on. Governmental policy that forces a young
family—which is seeking to accumulate sufficient sav-
ings for a down payment on a house—to choose be-
tween a color television set or an outboard motor, sim-
ply because federal regulations prohibit their bank
from paying a realistic rate of return on savings de-
posits, should be questioned.

Inefficiency in the Market
During periods when market interest rates signifi-

cantly exceed rate ceilings that commercial banks and
thrift institutions may pay on their deposits, savers in
the aggregate tend to decrease the proportion of their
savings allocated to these institutions by investing di-
rectly in market securities or allocating savings to un-
regulated financial intermediaries, such as money mar-
ket funds and municipal bond funds. When market
rates fall relative to deposit ceilings, funds have
tended to flow back into depository institutions. Such
shifting of funds generates transactions and costs that
are not necessary to the functioning of the economy.

In addition, savers, particularly those with small de-
posits, expend more resources in investing their funds
directly in market securities or new financial intermedi-
aries than depository institutions would. To the extent
that depository institutions are more efficient in collect-
ing funds from depositors and lending them to bor-
rowers, the growth of alternatives to deposits will in-
crease costs.

The shifting of funds increases uncertainty and
forces depository institutions to maintain greater liquid-

ity and to invest smaller amounts in long-term invest-
ments such as mortgages.

Even those thrift institutions gaining new deposits
during high interest rate periods may be reluctant to tie
the funds up in long-term mortgages. There has been
some evidence that a portion of the 6-month money
market certificate balances has been invested in large
negotiable certificates of deposit of commercial banks.

Disruptions of the Housing Market
When interest rates rise above deposit ceilings and

depositors withdraw their funds, housing has been
clobbered. There is no doubt that Regulation Q has
exacerbated cyclical swings in the housing market. It
is an economic principle that stable markets function
more efficiently than unstable ones.

Instability in the availability of housing finance con-
tributed to creation of governmental or governmentally
supported agencies to supplement the flow of funds
into housing. Since the imposition of deposit rate con-
trols on thrifts in 1966, the share of outstanding resi-
dential mortgage loans financed directly or indirectly
by federal agencies or sponsored credit agencies has
increased from 6 to 19 percent. In 1974, over half of all
new mortgage credit was provided directly or indi-
rectly through funds made available by federal agen-
cies. Even last year, when thrift deposits were strong,
federal participation directly and through federal hous-
ing agencies, mortgage pools and Federal Home Loan
Bank advances totaled 30 percent of new mortgages.
By way of comparison, the government's participation
in the residential mortgage market in 1964 totaled less
than 2 percent. Yet, despite this assistance, the hous-
ing market still tends to be hit harder than other sec-
tors of the economy when interest rates are high.

It is generally agreed that the money market certifi-
cates introduced last year helped maintain considera-
ble housing strength, even as mortgage rates rose
sharply. The key to this success was that until a month
ago a market rate could be paid on money market cer-
tificates.

Eroding Competitive Strength of
Depository Institutions

Deposit rate controls, including the differential, have
placed commercial banks at a serious disadvantage in
the competition for deposits. Their share of financial
assets declined from 57 percent in 1946 to 40 percent
in 1977. Over the same period, savings and loans as-
sociations, mutual savings banks and credit unions in-
creased their share from 13 to 24 percent; however,
this increase did not offset the commercial bank loss.
But since 1962, commercial banks' share has in-
creased from 38 to 40 percent, reflecting more ag-
gressive competition for nondeposit funds, such as ne-
gotiable certificates of deposit, borrowed funds,
subordinated debentures and so forth.

By limiting the flexibility of deposit-taking institutions
to attract deposits, rate controls have fostered the de-
velopment of new institutions and markets ready to
meet the demands of the consumer. Intermediaries es-
tablished primarily since 1966 include money market
funds and tax-exempt municipal bond funds. These
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funds have grown in rapid spurts when interest rates
have risen. More significantly, these funds have not
contracted when interest rates declined and may have
become a permanent feature in our financial system.
Initial investments in some of these funds start as low
as $500; and many provide check writing privileges.
Not surprisingly, money market funds grew by 180
percent during 1978 and increased by 42 percent dur-
ing the first 2 months of 1979, reaching $15.5 billion in
size.

Corporations have also been encouraged by de-
posit rate controls to deal directly with each other and
with the household sector, rather than operating
through depository institutions. For instance, new
money raised by both financial and nonfinancial cor-
porations in the commercial paper market averaged
less than $800 million per year from 1961 through
1965 and did not exceed $1.6 billion in any year. In the
years immediately following the introduction of deposit
rate controls, the average new money raised in the
commercial paper market was over $4.7 billion and ex-
ceeded $11 billion in 1969. As of the end of 1978,
commercial paper outstanding totaled almost $84 bil-
lion.

Other examples of direct borrowing and lending in-
clude:

• The recent announcement by Sears of plans to
issue small denomination intermediate notes di-
rectly to its credit card holders;

• The issuance by municipalities of "minibonds"
in denominations as low as $100; and

• The entry of insurance companies and even
cash-rich non-financial companies into the
short- and intermediate-term corporate lending
business.

It is difficult to quantify what the cost to society has
been of using resources to circumvent rate controls.
However, it seems likely that our financial system has
not been strengthened and thrift deposits have not
been protected by regulations that unintentionally en-
courage borrowers or lenders to transact their busi-
ness in newly formed markets. The financial and credit
expertise built up over the years in the commercial
banking system is lost to the investor and the issuer
when business which could be performed more effi-
ciently by the banking system is forced by restrictions
on banks to go elsewhere.

Saving in Financial Assets is Discouraged
While below-market rates on deposits may have lit-

tle, if any, impact on aggregate saving in the economy,
they will discourage saving in the form of deposits. Un-
der our tax policy, consumers are given a strong in-
centive to substitute consumer durables, whose im-
plicit yields are not taxed, for deposits, whose yields
are taxed. Both reduce the quantity of savings availa-
ble for investment in new plant and equipment. There-
fore, deposit rate ceilings can be faulted as having
contributed to the slow growth of productivity produc-
ing investment in the past decade. They may also
have contributed to the recent speculative boom in the
housing market.

Why Haven't Deposit Interest Rate Controls Been Elim-
inated?

Several arguments raised in favor of deposit ceilings
are of doubtful validity. These include lower interest
rates on loans and excessive interest rate competition
that may include unsafe banking practices. Other ar-
guments, such as protection of local markets and
maintenance of preferential market positions, are in-
consistent with the principle of competition. Neverthe-
less, it has been a matter of national policy to channel
funds to the housing industry. An instrument of that
policy has been the deposit interest rate differential
accorded thrift institutions. The appropriateness of de-
pending on such a policy instrument in light of the
problems created by deposit ceilings certainly must
be questioned. An interest rate differential cannot exist
without effective deposit rate ceilings.

However, one of the arguments against removing
ceilings is quite real. Because of a mismatching of as-
set and liability maturities, thrift institutions' earnings
and, possibly, solvency are vulnerable in times of ris-
ing interest rates.

Some Arguments for Deposit Ceilings
Are of Doubtful Validity

There is no convincing evidence of the impact of de-
posit rate ceilings on the cost of loans, although it is
generally believed that mortgage rates have been
lower than they might have been if there were no ceil-
ings. However, it is possible that the involvement of
federal government and governmentally sponsored
agencies in providing funds for housing may be re-
sponsible for lower mortgage rates, rather than Regu-
lation Q.

Even if loan rates are lower because of the ceilings,
it does not follow that the bargain rates will have desir-
able economic effects. Lower mortgage interest rates
may simply mean more household borrowing via mort-
gage finance as a substitute for other borrowing,
rather than more home purchases. Since 1950, the in-
crease in residential mortgage loans has been signifi-
cantly greater than the increase in investment in resi-
dential housing. Thus, to the extent deposit ceilings
have diverted funds from commercial banks to thrift in-
stitutions, not all of these funds have found their way
into housing investment. Furthermore, there is no con-
vincing evidence that deposit ceilings have led to a
greater availability of funds to low- and moderate-
income households.

Some argue that unrestrained competition for de-
posits will lead to unsafe banking practices because
institutions will seek to recover higher interest ex-
penses by investing in high-yielding, high-risk assets.
There is some evidence that this occurs; however, as
long as the yields are sufficiently greater to compen-
sate for the added risk, this can hardly be regarded as
an unsafe banking practice. Furthermore, studies of
bank failures* in the 1930's have demonstrated that de-
posit rate competition was not a cause.

Recent evidence from the NOW account experience
of New England depository institutions, although not
conclusive, suggests that rate competition may lead to
lower profits in the short run. However, profits tend to

254Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



return to more normal levels as institutions make ad-
justments in their operating and pricing policies. Those
institutions that are not able to cope with increased
competition tend to be poorly managed and have sur-
vived only because deposit rate ceilings have pro-
tected them from competition. Protection of inefficient
competitiors is inconsistent with a free market econ-
omy. Moreover, deposit insurance has virtually elimi-
nated the most adverse economic and social conse-
quences of failure.

Thrift Institution Liquidity and Solvency
Are Cause for Real Concern

Thrift institutions are limited by law and regulation in
the kinds of liabilities and assets they may hold. The
intention of Congress in establishing the Federal Home
Loan Bank System was to support and stimulate an in-
dustry almost-exclusively devoted to homebuilding.
Thus, the bulk of assets of savings and loan associa-
tions and mutual savings banks to a lesser extent is in-
vested in fixed-rate, long-term residential mortgages.
These mortgages are funded by household savings
which are essentially short-term owing to household li-
quidity needs.

During the 1950's and early 1960's when prices and
interest rates were relatively stable, thrifts encountered
little difficulty in operating profitably and remaining sol-
vent without the need for ceilings on deposit rates. In
fact, as long as interest rates are stable over an ex-
tended period of time, regardless of level, thrifts will
have no difficulties. The mismatching of asset and lia-
bility maturities only causes problems when interest
rates rise relatively quickly over an extended period of
time such as has occurred, with a few temporary inter-
ruptions, over the last 15 years. Because savings de-
posits are relatively liquid, thrift institutions must raise
rates to market levels to hold them. However, mort-
gages made 15 years ago at 6 percent may still be on
the books even though current mortgage rates are in
excess of 10 percent. When rates are rising, the aver-
age return on a portfolio of fixed-rate mortgages will al-
ways be lower, sometimes substantially, than current
rates.

Thus, payment of market rates on savings during
sustained periods of rising rates would cause low or
negative earnings and if sustained over a long enough
period would eventually result in insolvency and fail-
ure. Deposit rate controls preserve thrift institution
profitability, but the result is disintermediation and un-
fair treatment of savers. Regulators have sought to
minimize the extent of disintermediation by structuring
a system of deposit rate controls that gives sophisti-
cated savers a market or near-market rate while hold-
ing rates on the savings of small and unsophisticated
savers substantially below the market because it is
well known that most of the deposits of these savers
will remain regardless of the interest rate. This is pat-
ently discriminatory. However, as long as thrift institu-
tions remain vulnerable to interest rate cycles, it will be
difficult to eliminate such discriminatory treatment.
Commercial banks do not share this problem for the
most part because they hold much shorter-term as-
sets.

Ways of Resolving the Problems Related to Deposit
Rate Ceilings

Removal of deposit rate ceilings in the present eco-
nomic environment would have catastrophic conse-
quences, not only for the thrift industry and some
banks but also for the homebuilding industry and per-
haps other sectors of the economy. Despite the ineffi-
ciencies that result from Regulation Q, the inefficien-
cies stemming from its removal, at least in the short
run, might be much greater. Therefore, any solution to
the problem must of necessity involve a gradual phas-
ing in over time.

What Can Be Done?
The need for basic financial institutions reform is

clear. The longer our depository system and mortgage
finance remain hostage to thrift earnings problems, the
longer the socially wasteful allocation of resources de-
voted to avoiding deposit rate controls will continue.
The decision to begin phasing out deposit rate con-
trols should be made now, and a firm timetable should
be established.

There are two types of solutions. The first involves
reducing inflation. This would cause interest rates to
stabilize or even decline. As this occurs, the earnings
problems created by the mismatching of liability and
asset maturities would gradually be eliminated. The
second solution would involve relaxing statutory and
regulatory contraints presently imposed on thrift asset
and liability powers with the intent of reducing the as-
set-liability maturity mismatch. Average liability maturi-
ties can be lengthened; average asset maturities can
be shortened through investment diversification; flexi-
ble rates can be substituted for fixed rates so that a
long-term asset behaves more like a short-term asset;
usury ceilings on loans can be removed; and the com-
petitive ability of thrifts to attract and hold household
deposits can be improved.

Some steps have already been taken. Since 1966, a
variety of new deposit instruments has been autho-
rized by regulation, generally with the objectives of in-
creasing the competitiveness of deposit instruments
and lengthening the maturity structure of thrift liabili-
ties. Authorization of the 6-month money market and 8-
year certificates last year is the most recent step. As a
result of these efforts, the proportion of savings and
loan deposits in non-passbook accounts has risen
from 12 percent in 1966 to over 70 percent. Additional
steps intended to enhance the return to savers of mod-
est means and limited financial sophistication and to
provide them greater flexibility have been proposed for
comment.

However, these actions have not solved, and will not
solve, the problem entirely. So long as the fundamental
imbalance in the thrift asset and liability structure con-
tinues, thrift institutions will continue to be vulnerable to
prolonged periods of tight credit.

Recommendations
It is time to commit ourselves to an orderly phasing

out of ceilings on all types of deposits and to structure
solutions that enable depository institutions to pay
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competitive rates of interest without endangering their
viability in both the short-run and the long-run.

I am convinced that the agencies charged with reg-
ulating deposit rate ceilings are committed to do what-
ever is possible, consistent with the viability of deposi-
tory institutions, to eliminate existing inequities in the
present structure of deposit rate controls. S. Concur-
rent Resolution 5 would reenforce this commitment by
clearly establishing the sense of Congress that the
agencies "should promptly provide an appropriate
method under which the interest rate on small savings
deposits and accounts is increased equitably in order
to reduce the adverse impact of such regulation on the
holders of such deposits and accounts." However, S.
Resolution 59, by stating the sense of the Senate that
the agencies should establish ceilings based on the
yields on U.S. government obligations and should re-
duce minimum denominations to $1,000, will be nearly
impossible to meet in the short-run and may prove
equally difficult in the long-run unless depository insti-
tutions are provided broader asset and liability
powers. Some of the necessary modifications can be
accomplished through regulatory changes, but much
of it will require legislation.

Accordingly, we recommend that depository institu-
tions be permitted to offer an array of mortgage instru-
ments to the consumer and not be limited to the stan-
dard fixed rate mortgage. If thrift institutions are to
continue to invest primarily in mortgages, then the form
of the mortgage instrument must be allowed to change
to reflect the uncertainties of today's economy. While
we do not believe that the standard fixed rate mort-
gage should be eliminated, it is important that the thrift
institution be provided with a means of adjusting earn-
ings should interest rates change in the future.

Variable rate mortgages with yields which adjust to
changes in the cost of funds will eventually provide
thrift institutions with sufficient earnings to adjust their
deposit rates to market conditions. The mortgages, of
course, must be accompanied by adequate consumer
safeguards. While a variable rate mortgage need not
change the nominal maturity of the mortgage instru-
ment, it can convert the long-term maturity into an ef-
fective short-term maturity. The intermediary realizes a
return that follows short-term rates while paying de-
posit costs that are sensitive to long-term rates.

Thrift institutions should also be allowed to offer
longer-term liability instruments. Such instruments
would help reduce the interest rate risk these institu-
tions now assume when they make long-term fixed rate
mortgages. Longer maturity deposits would make a
significant contribution to providing thrift institutions
with a more stable deposit base.

The thrift industry should also be permitted to offer
households the convenience of interest-bearing trans-
action accounts as a part of one-stop banking conven-
ience. These accounts are less interest-sensitive than
savings and time deposits and consequently will pro-
vide thrifts with a stable source of funds. Also, the abil-
ity to offer their customers easy access to a transac-
tions account will benefit the thrifts in competing for
direct deposits of payroll checks, social security and
other regularly scheduled benefit payments. If thrift in-

stitutions are to continue to be dependent on house-
holds as their major source of deposits, these ex-
panded asset powers should also include consumer
loans.

Furthermore, the average yield on thrift assets must
be made more responsive to changes in deposit inter-
est rates. Short-term assets, which yield market rates
of interest and have a frequent turnover during the in-
terest rate cycle, should become part of a thrift's in-
vestment alternatives. Furthermore, state usury ceil-
ings frequently prevent depository institutions from
earning a market rate of return on loans and mort-
gages. These ceilings should be repealed or pre-
empted by federal law, at least in the residential mort-
gage area.

Usury laws are intended to protect small- and low-
income borrowers from unscrupulous money lenders
and to limit the power of lenders to charge whatever
interest rate they want. However, experiences with
usury limitations show that conventional credit sources
are closed off to high-risk and low-income borrowers.
Additionally, housing credit needs are not met, and
state economies, business firms, individual borrowers
and lending institutions in restricted areas are ad-
versely affected. Funds flow to states that do not have
restrictive usury ceilings. Moreover, financial institu-
tions in states with restrictive usury ceilings are reluc-
tant to make costly small- and short-term loans.

Certainly, there are better ways of protecting bor-
rowers, such as truth-in-lending disclosure and the
Equal Credit Opportunity Act, than relying on usury
ceilings, which prevent institutions from earning a mar-
ket rate of return and which cause arbitrary distortions
in our capital markets.

Even if all these changes were implemented imme-
diately, it would take time for them to take root. Never-
theless, a firm timetable for phasing out deposit ceil-
ings should be established that is consistent with an
orderly process of phasing in new asset and liability
powers. Without such a firm commitment, institutions
are not as likely to make the necessary adjustments in
their policies. We would, however, recommend retain-
ing the power to reinstate deposit rate ceilings on a
standby basis.

Before concluding my testimony I would like to indi-
cate our views on the relationship between financial in-
stitutions reform and housing finance.

The provision of decent and suitable housing for citi-
zens of all incomes has been a national priority.
Strengthening the ability of thrift institutions to pay
competitive deposit rates and authorizing them to offer
a broader range of family financial services will be
beneficial to housing by ending the disruptive and un-
stable pattern of savings flows to mortgage-oriented
thrift institutions.

It is doubtful that anyone can accurately predict
what the results of these changes will be on the overall
flow of funds to housing. Certainly the significant im-
provements to the secondary mortgage market and
the spectacular growth in the mortgage pools since
1966 have increased the potential for greater mort-
gage investments by the contractual thrift institutions,
such as life insurance companies and public and pri-
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vate retirement systems. A number of studies have
been conducted in recent years on the effect of ex-
panded thrift asset and liability powers and variable
rate mortgages on mortgage flows. They have con-
cluded that the resulting increased thrift earnings and
the increased thrift deposit base stemming from the re-
forms we and others have proposed will allow the
thrifts to commit at least the same if not a greater
amount of funds to the mortgage market.

Furthermore, to the extent that our financial system
does not meet the mortgage financing needs of our
country during tight credit periods, we now have in
place an array of government and federally sponsored

credit agencies which are able to meet any temporary
shortfall in mortgage flows.

Finally, there is another reason for supporting asset
and liability diversification in thrift institutions. Because
of the decline in the birth rate, the rate of new house-
hold formation may well diminish sharply in the late
1980's. As a consequence, the priority we now place
on new housing may lessen accordingly. Thrift institu-
tions should begin preparing now for that time. Move-
ment toward full-service, family financial centers, as
suggested in our recommendations, may be a reason-
able direction to take.

Remarks of Donald R. Johnson, Director for Trust Operations, before the 27th
Annual Southern Trust Conference, Mobile, Ala., May 4, 1979

It is indeed a privilege this morning to represent the
Trust Operations Division of the Office of the Comptrol-
ler of the Currency here at the 27th Southern Trust Con-
ference. While this is my first opportunity to speak to
you as a group, it is not my first time in attendance at
your sessions. I feel perhaps more at home here at the
Southern Trust Conference than at most others, for I
spent a number of years examining out of Richmond,
Va., and visiting the banks in South Carolina, North
Carolina, Virginia, West Virginia, Maryland and the Dis-
trict of Columbia. Your welcome has been warm even
though we both are conscious that at times the regula-
tory stance we take may not always be the most popu-
lar one with you at that particular moment. Our industry
is a professional one, and in the long run, our overall
goals are not contradictory.

It is my belief that the trust industry is faced with
greater competition today than perhaps ever before.
Competition brings innovation, and this means
change. Change often brings increased supervision
and eventually more regulation when abuses appear
or the potential for abuses are present.

The Comptroller believes that meetings such as
yours should be attended by our personnel and that
we should participate to the ethical extent that you de-
sire us to do so. Certainly, as speakers or panelists, it
does represent a forum in which we may voice our
views and acquaint you with the regulatory problems
and changes that impact our industry. On the other
hand, my appearance here permits me to listen to your
views, concerns and suggestions for improvement in
our examination approach and procedures and in pro-
posed and existing regulations. Hopefully, you may
benefit from my message this morning in that a better

understanding will result as to what has been accom-
plished by the Comptroller as it impacts trust and the
securities areas. I will elaborate extensively on what
has been the impact of the examination procedures
we implemented in October 1976, the later modifica-
tions and recently introduced specialized and small
bank examination approach.

The subject I have chosen to speak on today is
"OCC Trust Examinations—A Viable Approach." It is
especially rewarding for me to speak to you about this
subject for, in one capacity or another, I have devoted
25 years of my life to regulatory and bank supervisory
work. Therefore, I quickly accepted the invitation that
was extended to me in April 1975 to serve as one of
two members of a task force to review, examine, de-
velop and codify our trust examination approach. I felt
that OCC had need of codification of its procedures
and that I could contribute materially toward that end. I
firmly believe in the approach that we have taken, and
I believe you in the industry generally have endorsed
both the approach and the results as your individual
departments have been examined by our staff. How-
ever, prior to setting the stage on why the approach
was taken, I feel it would be beneficial for you to briefly
understand the magnitude of our examination respon-
sibility.

Nationwide, on December 31, 1978, there were
1,962 national banks with trust powers, of which 1,763
were active. Based on the latest trust department an-
nual report data, which was for December 31, 1977,
these departments administered assets with market
value of $281,851,809 divided into 874,981 accounts,
excluding corporate activities. These assets are cur-
rently examined by a total of 162 trust examiners of
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which 14 are regional directors and another 51 are
fully commissioned trust examiners. Our records show
that as of February 28, 1979, 1,659 trust departments
had been examined under the new procedures for the
first time, 345 more for the second time and eight for
the third time. Of the 14 regions nationwide, six had
examined all trust departments at least once under the
new procedures, and an additional seven regions had
very nearly completed their assigned examinations.
We had set as our goal the completion of all trust de-
partments under the new examination procedures by
December 31, 1978, and this was either accomplished
or nearly so in all regions with one exception.

While preparing this speech and thinking of the
Mardi Gras theme and pondering its meaning, "Fat
Tuesday," and the fact that Mardi Gras is often repre-
sented by Bacchus, it occurred to me that perhaps
Janus, the ancient Roman god of gates and doorways,
which was depicted with two faces looking in opposite
directions, might also serve to emphasize the point I
wish to make. The ancient god had a distinct advan-
tage over us mortals, for he could look backwards and
forwards at the same time. Perhaps his image would
have been appropriate for a logo for the Trust Opera-
tions Division of the Comptroller's Office.

We tried to use our examining experiences of the
past to retain those items that were beneficial with
proven results and to discard the examination proc-
esses that produced only limited results or provided
statistical data that were not used to the fullest extent.
We also recognized that OCC must operate within the
constraints imposed by manpower and budgetary
considerations. We recognized that to achieve supe-
rior performance we had to rely in a more significant
degree on verification procedures performed by
others. Therefore, it was decided that to optimize the
efficiency and effectiveness of the examinations, the
examiner must evaluate the adequacy of the trust de-
partments' policies, practices and controls. Implemen-
tation of improved policies, practices and control
would be necessary where none or inadequate con-
trols existed in national banks. We also knew that we
had to determine the nature and scope of the exami-
nation procedures that would be applied and eventu-
ally we would attempt to do this in full or limited scope
dependent on the condition of the trust department un-
der examination. Our examination procedures up to
this time had not been codified and while they were
progressive in some areas, they continued to be heav-
ily based on the proof of the entire department and
verification of procedures rather than on determining
the adequacy of the policies.

We also knew that if we dispensed with the heavy
verification procedures that it would be necessary to
employ other measures to test the policies promul-
gated by the banks. It was realized that this could only
be done by using statistical sampling which eventually
resulted in giving the examiner another tool.

We felt that a new examination report concept was
needed, since for many years we had a question and
answer type of examination report. We were aware that
greater documentation would be needed in our work-
ing papers to support the examination approach. We

also needed an improved way to communicate with
our field staff from the Washington Office.

The need was great for qualified trust personnel to
advise regional administrators in our regional offices
on trust matters and to eventually handle fiduciary mat-
ters from the examination report. Eventually, this gave
birth to the regional director for trust operations posi-
tion which has had very positive results in most of our
regional offices.

While trying to focus on all these matters, it was nec-
essary that we keep in mind the role of the
Comptroller's Office in trust supervision. These were
and are basically that the Comptroller has the respon-
sibility for promoting and assuring the soundness of
national banks. In keeping with this responsibility, we
knew that the examination process had to have the fol-
lowing essential objectives: (1) to provide an objective
evaluation of a bank's soundness, (2) to permit OCC to
appraise the quality of management and directors and
(3) to identify those areas where corrective action must
be required to strengthen the bank, to improve the
quality of its performance and to enable it to comply
with the applicable laws, rules and regulations. We
also felt that the OCC had a responsibility to ensure
that fiduciary powers were exercised by national
banks in a manner consistent with the best interests of
fiduciary beneficiaries and other parties at interest and
to conform with the applicable federal and local law,
Regulation 9 and sound fiduciary principles. We be-
lieved firmly, then as now, that the protection of the in-
terests of the beneficiaries and other parties at interest
is essential to the protection of the bank, its depositors
and its shareholders.

The stage has been set by the above outline of our
major problems at the time. Without describing all of
the milestones, I will briefly say the following was ac-
complished.

The new examination report format that was devel-
oped segregates the major and more minor problems
the examiner finds during his examination. It also pro-
vides a resume of the examiner's conclusions con-
cerning the condition of your department and its future
prospects. New examination materials were developed
in the form of a policies, practices and control ques-
tionnaire, an examination procedures checklist and a
verification procedures checklist. A new handbook
was written to replace the 1962 Representatives in
Trusts Manual. New criteria were developed for exam-
iners' working papers, and field testing of the entire
program was done in early 1976. After establishing the
regional director for trust operations position in each of
our 14 regions, training programs were implemented
before we put the system on line. In October 1976, we
began examining trust departments under our new
procedures, and in June 1977, we met with regional
directors to learn from their experiences so that we
could make adjustments, if necessary.

In the interim, we also instituted an internal newslet-
ter to keep examiners informed about office policy and
decisions concerning particular fiduciary and regula-
tory problems.

Through all of that, we attempted to keep you in-
formed through the media, or by speeches or nation-
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wide seminars given by our staff members. Early on,
the decision was made that we would fully disclose to
you our examination procedures, and as you are
aware, these are fully set forth through the 1978 modi-
fications in our Comptroller's Handbook for National
Trust Examiners.

The more recently announced specialized and small
bank examination will, in all probability, also appear in
the next revision of our own handbook scheduled by
year's end.

You may recall that earlier I stated that in applying
the examination procedures, we eventually would at-
tempt to insert more flexibility into our examination ap-
proach depending on the condition of the trust depart-
ment under examination. We did not wish to do this
until all trust departments had been examined at least
once under the full procedures. It was felt that a full
general examination was necessary for we were aware
that in some cases many small, medium and, indeed,
some of the large trust departments did not have ade-
quate policies and procedures, particularly in the in-
vestment and securities trading areas. All trust depart-
ments needed to become aware of our new
examination approach, and this only could be
achieved through use of the full procedures where ap-
plicable. Small departments, of course, do not usually
administer complex accounts or invest in unusual
types of assets. For these latter departments, the ex-
aminer would perform as much of a given work pro-
gram as possible.

In a speech before the Massachusetts Trust Bankers
in spring 1978, I announced that a uniform interagency
trust rating system had been conceived and field
tested for 3 months; furthermore, early adoption was
planned. After polishing and further refining, the sys-
tem was announced in a joint press release on Sep-
tember 21, 1978. Copies were available to interested
persons as a part of the press release. It did not seem
to make the best seller list then, although it has been
the subject of much interest of late. It has been on the
discussion program at the National Trust Conference,
the National Trust and Automation Conference and
several state conferences.

It was generally known that national banks were
rated and indeed each federal supervisory agency
had a system of rating the banks it supervised. It was
not well known that each trust department was rated
by the respective agency. Each agency had its own
system that had been developed separately over the
years to meet its individual internal needs. Preston P.
Kellogg, former chief representative in trusts, was the
author of the OCC trust rating.

The rating applied by the Comptroller's Office origi-
nated on the chief trust examiner's desk in Washing-
ton, but I believe with the other agencies, the rating
was fixed by the field examiner. The OCC trust rating
was a system of letters and numbers which combined
the capitalization condition of a bank with the actual
valuation of (1) trust department condition, (2) its man-
agement and (3) quality of fiduciary assets. These
were taken from both the trust and commercial exami-
nation reports which were reviewed prior to writing to

you regarding correction of trust examination report
criticisms.

However, when the three federal bank supervisory
agencies came together to conceive a uniform inter-
agency approach, it soon became apparent that all
looked at much of the same basic criteria in arriving at
the individual agency ratings. Due to your interest in
our rating system, let me take a minute in passing and
review the composite ratings and then comment fur-
ther on its use.

The trust rating system is based on an evaluation of
six critical areas of trust departments' administration
and operations that encompass in comprehensive
fashion the capability of the departments' manage-
ment, soundness of adopted policies and procedures,
quality of service rendered to the public and effect of
trust activities on the soundness of the bank. These
areas are (1) supervision and organization, (2) opera-
tions, controls and audits, (3) asset administration, (4)
account administration, (5) conflicts of interest and (6)
earnings, volume trends and prospects. Each of these
areas are rated on a scale of one through five in de-
scending order of performance quality. Thus " 1 " rep-
resents the highest and "5" the lowest (and most criti-
cally deficient) level of performance. Each trust
department is then accorded a summary or composite
rating to signify its general position. The composite rat-
ing is predicated on the rating assigned to each area
and is determined by the sum of the individual numeri-
cal ratings. We then defined and distinguished each
composite rating by an appropriate paragraph, which I
will reduce for the sake of brevity.

Composite 1 is trust departments that are superior in
almost every respect; composite 2 is fundamentally
sound but does not measure up in one or more re-
spects to the standards of the top rating; composite 3
conducts affairs in a generally adequate manner but
may have relatively significant problems that do not af-
fect the soundness of the bank or trust beneficiaries.
Composite 4 is marginal overall with problems that if
left unchecked could ultimately undermine public
confidence in the bank and harm account beneficia-
ries. Lastly, composite 5 departments are critically de-
ficient in numerous major respects arising from incom-
petent or neglectful administration, flagrant and/or
repeated disregard of applicable laws and regulations,
or willful departure from sound fiduciary principles and
practices. Such conditions evidence a flagrant disre-
gard for interests of account beneficiaries and may
pose a threat to the soundness of the bank.

All departments normally require some degree of ex-
amination report criticism correction, but composites
3, 4 and 5 require much more attention. Composites 4
and 5 require immediate attention.

To the Comptroller's Office, this means special
board of directors' meetings, 60- to 90-day visitations
by the examiner, more frequent report follow-up atten-
tion if success is not achieved and additional enforce-
ment action.

The additional enforcement action is the placing of
an agreement or a cease and desist order by our en-
forcement division. Several banks with trust depart-
ments are now either parties to such agreements or
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are in the initial stages of the enforcement actions. We
are pleased that the major portion of you who exercise
fiduciary powers operate on very high professional
standards, but there are some few bank managements
which devote too little time and resources to the
proper operation of a trust department based on
sound legal, accounting and fiduciary standards. For
those latter few, additional enforcement action other
than moral suasion can be expected.

One of the most frequently asked questions is "Will
the examiner disclose to the bank the trust department
rating?" Under ordinary circumstances, the answer is
"no." I have heard arguments on both sides, for I, too,
have sat as a listener and spectator at conferences
where the subject was discussed. Our basic reasons
for not disclosing the rating to a particular bank or the
public is that the rating is a device that we use for our
internal purposes. Secondly, we fear that should the
rating become known, that either directly or indirectly
competing banks could use it to hurt the new business
efforts of the examined bank. Lastly, we feel that con-
siderable argument might ensue between the OCC ex-
aminer and the examined bank should they disagree
with the rating compiled by the examiner.

The examiner is instructed to discuss all matters of
criticism with the appropriate person before leaving
the bank, and we believe that since the bank knows all
of the components of the uniform interagency trust
rating system and will be knowledgeable on matters
discussed by the examiner, the bank managers can
realistically arrive at the approximate rating.

The law does provide that the Comptroller can, un-
der some circumstances, publish or disclose examina-
tion information. The possibility exists that the rating
could become known through this method, but this is
usually highly remote.

You may recall I earlier stated that we wished even-
tually to insert more flexibility into our examination ap-
proach, depending on the condition of the trust de-
partment under examination. The uniform interagency
trust rating system has provided us with a sound basis
for making a decision as to the trust departments
where we need to concentrate our supervisory atten-
tion. The trust division put into effect on April 2 two
new examination approaches closely tied to the uni-
form interagency trust rating system. Using the same
philosophy and approach previously discussed, the
trust division developed a specialized examination
and a small trust department examination.

It was recognized that after the full general examina-
tion approach most trust departments had adopted
adequate policies and instituted satisfactory proce-
dures for those that had been nonexistent or deficient.
It was recognized that due to the high standards and
lack of internal deficiencies some departments did not
require a full general examination. Additionally, in rec-
ognition of the significant differences that exist be-
tween large trust departments and services offered by
small community bank trust departments, OCC found it
desirable to implement a small trust department exam-
ination. Of secondary importance, the implementation
of these two new viable approaches could make it

possible to improve our use of manpower and reduce
the overall cost to you for trust examinations.

Let's focus on the specialized trust examination. The
specialized examination approach will be used for all
examinations of non-problem trust departments having
over $20 million in trust assets. Keeping that basic cri-
teria in mind, the following parameters and require-
ments must be followed by the regional office and the
trust examining staff.

Specialized trust examinations may not be used if
the trust department was rated under the uniform inter-
agency trust rating system as either a 4 or 5 at the
prior trust examination. Our general policy is that spe-
cialized examinations should be alternated with gen-
eral examinations in trust departments rated 1, 2 or 3.
The director for trust operations may authorize consec-
utive specialized examinations should the region de-
cide that the condition of the department continues to
warrant a specialized rather than a full general exami-
nation.

The basic concept is that the examiner will perform
fully certain mandatory specialized examination work
programs. A portion of the work programs cited on
page 2 of our practices, policies and controls ques-
tionnaire was made mandatory as part of the special-
ized examination. The field examiner must request
special permission of the regional administrator or the
regional director for trust operations if it's found during
the specialized examination that the performance of
one or all of the non-mandatory programs is necessary
due to special problems or that an overall general de-
terioration of the trust department has resulted. How-
ever, the scope of the specialized trust examination
may not be reduced without Washington approval.

The mandatory work programs are designed to give
the examiner an overview of the trust department. In
the specialized examination, the designated work pro-
grams permit the examiner an opportunity to review
the major areas of fiduciary and investment interests
which will provide a basis for deciding the soundness
of the management process. Our goal is to provide in-
sight into changes which may have occurred since the
previous general trust examination. As with the general
trust examination process, the examiner is instructed
to be keenly alert for any indication that the goals, ob-
jectives, policies and general philosophy of the direc-
tors, management and others in the bank have not det-
rimentally changed.

The examiner is further given factors to weigh
should the specialized examination approach be ex-
panded into a general examination. Considerations are
(1) results of the most recent general examination, (2)
level of risk attributable to policies and practices em-
ployed, (3) quality of management and board of direc-
tors, (4) internal audit functions, (5) scope of the most
recent audit conducted by external or internal auditors
and its results, (6) significant adverse changes in fidu-
ciary investment qualities or policies, earnings, per-
sonnel or other significant factors which come to the
examiner's attention when performing specialized trust
examination procedures, (7) lack of compliance with
laws, regulations, rules and precedents and opinions
of OCC and generally recognized sound fiduciary prin-
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ciples, (8) anticipated impact of local or national eco-
nomic factors of fiduciary assets and (9) manage-
ment's failure to recognize conflicts of interest and to
adopt sound policies to eliminate these and like condi-
tions.

The examination report will indicate if a specialized
trust examination should be performed in your bank.
Should two consecutive specialized examinations be
performed, with my approval, certain work programs
will be alternated to prevent some areas of your trust
department from being unexamined for an undue
length of time.

Perhaps of more interest to those of you who come
from smaller banks is the newly developed small ex-
amination approach. We have heard extensively from
our examiners and the banks with small trust depart-
ments that while the general examination approach in
small departments is very beneficial, it also is costly to
the banks. However, we did not wish to institute a
small bank examination until we had an opportunity
through the general examination approach to deter-
mine how great existing deficiencies might be. We felt
the general examination approach would serve to up-
grade these small departments, and we believe, over-
all, such have been the results.

Nevertheless, we were fully cognizant that many of
our work program sections and individual procedures
were not applicable to small trust departments with
limited spheres of operation. Furthermore, we also re-
alized that it would be impossible to design examina-
tion work programs perfectly suited to accommodate
all individual trust departments. Therefore, it was de-
cided that our approach should be preparation of a
"core examination."

The small trust department examination is a basic
modification of the general examination procedures
with certain designated questions and steps in our
practices, policies and controls questionnaire and our
examination procedures checklist. Also introduced
was a series of special or overriding instructions to the
existing general examination procedures to make ad-
justments in the examination approach more compati-
ble with small trust department environments. The des-
ignated procedures, while not all inclusive, are
designed to address policies, practices and controls
which would typically offer the greatest protection
against potential liability to the bank. The procedures
are not intended to foster a dual standard of fiduciary
performance for trust departments of differing sizes.

Examiners are instructed to be alert to any situation
beyond the scope addressed by the designated ques-
tions and procedures which could expose a small trust
department to unacceptable levels of risks. When ex-
aminers become aware of violations of law, regulations
or OCC rulings and/or deficiencies in bank policies,
practices or controls, they should continue citing such
situations regardless of whether or not they relate to a
specifically designated small trust department exami-
nation procedure.

The small trust department examination will be used
for all trust departments with $20 million or less in fidu-
ciary assets. This is based on column 7 of the most re-
cent trust department annual report that is filed with

OCC. This cutoff may be adjusted periodically by Trust
Operations in Washington. A study was made of the
number of national bank trust departments that are
$20 million or less in size. There are 1,152 trust depart-
ments or approximately 65 per cent of those active
trust departments in national banks that fall below the
$20 million size. Additionally, with today's technology,
most of the banks above $20 million in fiduciary assets
are automated. Therefore, we believe that this is a real-
istic break point for use of the small trust department
"core" examination.

Ordinarily, the performance of only the designated
small trust department procedures will provide a suf-
ficient scope of the examination for small trust depart-
ments. However, the examiners may at their own dis-
cretion expand individual sections of the designated
work programs.

The examiners have been instructed to use their
professional judgment relative to expansion of any in-
dividual work program and that the decision should
not be arbitrarily made but based on the examiners'
evaluations of the risks. A more comprehensive exami-
nation of a particular section may be warranted. How-
ever, the examiners must be prepared to support to
their regional administrators or the regional directors
any decision to expand a particular work program.
They have been given guidelines to assist them in
making decisions on expansion or non-expansion of
the small examination approach. The guidelines con-
tain such factors as: (1) Is the department unusually
active in a particular area of examination interest?; (2)
Are the responsible departmental personnel for a par-
ticular area of trust interest deemed to be knowledge-
able and experienced?; (3) Do previous audit reports
of examination or the audit program indicate weak-
nesses or deficiencies of sufficient magnitude or of the
chronic nature in that particular area of examination in-
terest?; (4) Does the review of the previous examina-
tion working papers indicate less than satisfactory cov-
erage of the area?; (5) Does employee turnover
suggest the need for a more comprehensive review of
the area?; (6) Are there serious peculiarities in the
bank's policies, practices, operations or administration
that suggest an expanded scope would be benefi-
cial?; (7) Does management provide reasonable su-
pervision of fiduciary activities based on the size and
complexity of the accounts administered?; (8) By not
expanding the examination, are the risks reasonable in
relation to the capital structure of the bank?; and (9)
Does the overall evaluation of these or any other perti-
nent factors suggest that an expanded scope is war-
ranted and can be accomplished within a reasonable
time frame?

The manner in which the examiner replies to ques-
tions on the practices, policies and controls question-
naire was also altered for these small trust depart-
ments. This should reduce the time spent in preparing
support documentation but still provide the examiner
with sufficient information and documentation for bas-
ing an informed decision as to the condition of the de-
partment..

For the small trust departments, the examiner has
also been provided with an alternate means of prepar-
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ing the working paper file. This .should reduce the
amount of indexing and facilitate reviewing and subse-
quent updating. The examiner has also been in-
structed to encourage the discriminate use of docu-
mentation to support the work program. The examiner
has been given more discretion in deleting flow charts,
organizational charts and supporting schedules for
these small trust departments. The examiner is also in-
structed to be certain to document all criticisms, ex-
ceptions or unorthodox methods that may either be
further criticized in the examination report or about
which future questions may arise.

The small trust department examination was initially
worked on while we were writing the general proce-
dures in 1976. However, for reasons previously stated,
we did not pursue the completion of the approach until
most all trust departments had been examined at least
once under the new procedures. The small trust de-
partment procedures were field tested by different ex-
aminers in six east coast banks in different geographi-
cal areas. We feel that the viability of the general
procedures has made it possible to draft several varia-
tions, such as the specialized and small trust depart-
ment examinations. We believe that this small trust de-
partment examination will enhance the efficiency of the
examination process without material deviation from
the basic philosophy of the new examination ap-
proach.

I would be remiss if I did not stress to you who are
from trust departments of national banks that it is in
your best interest to continue to upgrade the handling
of fiduciary activities in your bank. Other than the usual
competitive, profitability and efficiency reasons, there
are at least two other factors that I will stress today.
The first reason stems from my introduction to you this
morning of the specialized and small trust department
procedures. Simply put, it is that the scope of the ex-
amination will be largely predicated on the condition of
your trust department. Generally, hereafter, the better
the department, the less the scope of the examination.

Secondly, you probably are aware that the Financial
Institutions Regulatory and Interest Rate Control Act
was passed on the last night of the past congressional
session. It provides that the Comptroller has the au-
thority to impose civil money penalties of up to $1,000
per day for violations of certain laws and regulations
and cease and desist orders. The penalties may be
assessed against banks and/or individuals. Regulation
9, which stems from 12 USC 92a, is included as part
of the law and regulations to which the civil penalties
are applicable. The civil money penalty provisions of
the act apply only to violations occurring or continuing
after the enactment date of the bill which was Novem-
ber 10, 1978. Already, our examiners have been in-

structed as to the format they should use in reporting
violations of law and regulations in the examination re-
port. OCC has under study when and in what amount
such penalties will be applied to fiduciary activities in
your bank. Certainly, it would seem that such will be
applied to Section 12 of Regulation 9, which applies to
conflicts of interest, self-dealing and breaches of fidu-
ciary duties. Another area that may well be affected is
the breach of your "Chinese Wall" which is covered un-
der 12 CFR 9.7(d). This may also cause additional
sections to be eventually included in Regulation 9 to
promote better enforcement.

As to the future, we believe that this viable examina-
tion approach implemented in 1976 can be further ex-
panded to give the examiner additional tools that will
make application of the procedures even more flexi-
ble. We are working now to develop a mini small trust
department examination which may be used in the
very small trust departments, as for example, those
that have $2 million or less in assets. These proce-
dures would be a mini-core type of examination and
could be performed in a minimum period of time. We
are also giving some thought to using another variation
for the extremely large trust department. Recently, the
Comptroller's Office established a Multinational Bank
Examination Division which currently is handling the
commercial examination of approximately 10 of the
largest national banks in the country. We believe that a
viable trust examination approach can be worked out
for examinations of the trust departments of those
banks.

Lastly, on December 19, 1978, the trust division of
the Comptroller's Office requested information from all
large national banks concerning their overseas' trust
operations. We now have that information and are de-
termining the location of the recordkeeping facilities for
these operations. We intend to begin examining such
facilities prior to the end of 1979.

In closing, I wish to return once again to that afore-
mentioned ancient Roman Deity, Janus, after whom
the first month of our calendar year is named. In 1976,
when we implemented a fresh approach to trust super-
vision, we attempted to not only look back but to look
to the future as to the viability of our examination ap-
proach. We believe that the system developed lends
itself to deletion of procedures that are no longer appli-
cable and insertion of new procedures as technology,
investment procedures and laws change. Collectively,
all of us must always remember that "internal* vigilance
is the price of safety." We believe that our trust exami-
nation approach and system has proven that the Of-
fice of the Comptroller of the Currency is in the van-
guard of trust supervision, and we shall continue our
efforts to provide you with a high quality examination at
a reasonable cost.
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Statement of John G. Heimann, Comptroller of the Currency, before the
Subcommittee on Financial Institutions Supervision, Regulation and Insurance of
the House Committee on Banking, Finance and Urban Affairs, Washington, D.C.,
May 15, 1979

The subject of these hearings—repeal of the prohi-
bition on the payment of interest on demand deposits
and extension of demand deposit powers to thrift insti-
tutions—is important to consumers, businesses, de-
pository institutions, the financial system and the econ-
omy. These hearings are especially timely in light of
the U.S. Court of Appeals' April 20, 1979, ruling that
automatic transfer of funds in commercial and savings
banks, remote service units of savings and loan asso-
ciations and share draft accounts of federal credit un-
ions violate the prohibition on the payment of interest
on demand deposits. We appreciate this opportunity
to discuss issues raised by H.R. 3864, the Consumer
Checking Account Equity Act of 1979, and to present
the views of the Office of the Comptroller of the Cur-
rency. This testimony does not necessarily reflect ad-
ministration policy.

Provisions of H.R. 3864
This proposed legislation would repeal those provi-

sions of federal law which prohibit the payment of in-
terest on transactions accounts. In addition, it would
give federally insured savings and loan associations,
mutual savings banks and credit unions authority to re-
ceive demand deposits. The bill would require Federal
Home Loan Bank (FHLB) members and federal credit
unions to maintain reserves against their demand ac-
counts or deposits as defined by the Federal Home
Loan Bank Board (FHLBB) and the National Credit Un-
ion Administration (NCUA), respectively, and in such
amounts as prescribed by the FHLBB and the NCUA
after consultation with the Board of Governors of the
Federal Reserve System. Reserves of FHLB members
would be in the form of balances maintained in a FHLB
or in cash. Reserves of federal credit unions would be
in a form specified by the NCUA. The bill is silent on
reserve requirements for savings banks, state non-
member commercial banks and state chartered credit
unions. At the present time, state law governs reserve
requirements in these institutions. H.R. 3864 is also si-
lent on regulatory agency interest rate ceiling setting
authority for demand deposits. However, it appears
the bill contemplates that the agencies will use existing
statutory authority to establish interest rate ceilings on
demand deposits after the statutory prohibition is re-
pealed.

The provisions of H.R. 3864 are constructive and re-
flect the direction in which our financial system must
move. Elimination of the prohibition on payment of in-
terest on demand deposits and extension of the power
to thrift institutions to receive such deposits is a desir-
able goal—one we should commit ourselves to achiev-
ing. The public, the financial system and the economy
will be served better once this goal has been attained.
Therefore, we support prompt enactment of H.R. 3864.
However, we recommend that the bill be amended to

provide for uniform reserve requirements on transac-
tions balances in all depository institutions.

The provisions of the Consumer Checking Account
Equity Act of 1979 and existing regulatory authority will
enable the appropriate federal agencies to set interest
rate ceilings on demand deposits and to establish re-
serve requirements for most institutions. These agen-
cies can and should develop an approach with a defi-
nite timetable to phase in interest on transactions
accounts and reserve requirements that minimizes
transitional dislocations and provides to the extent
possible competitive equality among depository insti-
tutions. In light of the NOW account experience, the
initial interest rate ceiling on demand deposits should
be the same for all depository institutions and should
be equal to the rate on regular savings accounts at
commercial banks.

It must be realized, however, that enactment of H.R.
3864 has important implications for two other issues
which the Congress has frequently considered—
interest rate ceilings on time and savings deposits and
the differential favoring thrift institutions (Regulation Q)
and Federal Reserve membership. While these two is-
sues need not be linked with H.R. 3864, they should
be considered within the context of the provisions of
this bill.

Need to Act
Although H.R. 3864 would permit commercial banks

to pay interest on the demand deposits of their busi-
ness customers, the principal beneficiaries, as the title
of the bill suggests, would be consumers who find it
difficult, inconvenient and sometimes impossible to
take advantage of various techniques for earning inter-
est on their demand deposits. Small businesses with
transactions balances less than $100,000 would bene-
fit as well. Larger businesses already can obtain inter-
est on such balances, often at market rates, by pur-
chasing negotiable large denomination'certificates of
deposit, by entering into securities repurchase agree-
ments and by negotiating below-cost prices on other
banking and financial services they use. Enactment of
H.R. 3864 should provide the same opportunities for
small depositors that now exist for large depositors.

Whether to repeal the prohibition of interest on de-
mand deposits is not a new issue for the Congress.
The Financial Institutions Act of 1975, as passed by
the Senate, contained a provision providing for the re-
peal of the prohibition not sooner than January 1,
1978, nor later than January 1, 1980. The Financial Re-
form Act of 1976, the result of the study on "Financial
Institutions in the Nation's Economy" conducted by
this subcommittee, contained a provision which would
have repealed the prohibition effective January 1,
1978. Neither of these pieces of legislation became
law. During 1977, hearings were held in both the
House and the Senate on the extension of NOW ac-

263Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



counts nationwide to all depository institutions. This
legislation also failed to receive congressional ap-
proval.

Failure to act on H.R. 3864 will mean a continuation
and perhaps the exacerbation of existing inequities, in-
efficiencies and other market distortions. For example:

• Unsophisticated depositors and those of mod-
est means do not have the opportunity to earn
as large a return as wealthier and more sophis-
ticated depositors;

• Depository institutions are forced to resort to in-
efficient and wasteful forms of nonprice compe-
tition and to devise roundabout strategies to cir-
cumvent ceilings;

• Costly and unnecessary transactions occur as
depositors, seeking the best rate of return,
move funds in and out of depository institutions
or move funds back and forth between interest-
bearing and noninterest-bearing accounts; and

• The deposit base of depository institutions is
eroded due to the inability to respond fully to
the competition of unregulated institutions for
funds in the marketplace.

However, if H.R. 3864 is enacted, we should recog-
nize that there will be transitional adjustments in mov-
ing from the present state of affairs to an environment
in which all depository institutions can offer interest-
bearing transactions accounts. It is difficult to predict
precisely the exact nature and extent of the transitional
problems that may develop. Fear of the unknown leads
naturally to a resistance to change and a reluctance to
move forward quickly.

Nevertheless, such concerns should not serve as
excuses for failing to act. Experience shows that de-
pository institutions have responded effectively and
capably to change. There is little reason to expect the
changes that would flow from enactment of H.R. 3864
to have a different result. Sticking with the status quo
and reinforcing the effectiveness of the prohibition of
interest payments on demand deposits will not contain
depositors' desire to get a market rate of return in an
inflationary environment. It will only lead to greater in-
centives to find ways to avoid the prohibition. If depos-
itory institutions are effectively precluded from offering
interest on transactions accounts, it is only natural to
expect that other unregulated businesses will step in
to fill the void.

Reasons for Prohibition of Interest Payments on De-
mand Deposits

Depression era fears that led to the enactment of the
prohibition on payment of interest on demand deposits
by Federal Reserve member banks in the Banking Act
of 1933 no longer seem important, if they ever were.
Although the legislative history of the Banking Act of
1933 is silent on this point, several reasons for the pro-
hibition have been advanced. Some have argued that
interest payments on demand deposits led banks to
cover the cost of these payments by seeking high-
yield, high-risk assets, thereby increasing the likeli-
hood of failure. Another reason that has been offered

is that payment of interest on interbank balances en-
couraged rural banks to place funds in money center
banks in excess of those needed for liquidity and cor-
respondent purposes rather than making them availa-
ble to their local communities. It was thought that the
prohibition of interest payments would prevent both of
these undesirable practices. Another reason put forth
for the prohibition is that it was intended to reduce
banks' costs so as to enable them to pay deposit in-
surance assessments.

Several studies have found no evidence that interest
rate competition for demand deposits contributed to
unsafe and unsound banking practices or led to bank
failures prior to the enactment of the prohibition. With
respect to the movement of demand deposit balances
from small banks to money center banks, it is doubtful
that interest payments had much to do with that phe-
nomenon. At the time the Banking Act of 1933 was en-
acted, bankers' balances were the primary way in
which smaller banks held liquid funds. These balances
were also held to facilitate check clearing and other
transactions with large money center banks. Tech-
niques for holding liquid funds, such as U.S. Treasury
securities and federal funds, were extremely limited. In
fact, Treasury bills were not introduced until 1929, and
the federal funds market did not gain a significant
presence until after World War II. Finally, the cost of
deposit insurance assessments in today's environment
does not have an important impact on bank profitabil-
ity. In summary, none of these reasons for the prohibi-
tion of interest payments on demand deposits seems
to be valid now, and it is doubtful that any of them
were valid when the prohibition was enacted in 1933.

Erosion of the Prohibition
For nearly two decades, the prohibition had no prac-

tical effect because interest rates were extremely low.
The opportunity cost to depositors of holding demand
deposit balances was low or nonexistent. However, as
interest rates began to rise in the early 1950's, the ef-
fectiveness of the prohibition began to erode. One
manifestation of this was the rapid decline of demand
deposits as a proportion of total deposits.

To keep their deposits, competition in the market-
place forced commercial banks to devise various tech-
niques for evading the prohibition of interest payments
on demand deposits. One technique was to provide
free checking services, premiums, more convenient
banking locations and banking hours, and other kinds
of nondeposit services free or at prices substantially
below cost. In 1977, implicit interest payments ranged
from 4 to 6 percent on a typical personal checking ac-
count according to figures compiled by the federal
reserve's functional cost surveys.

In addition, banks have been able to earn interest on
inter-bank balances by investing in negotiable certifi-
cates of deposit, federal funds and securities repur-
chase agreements. A substantial portion of federal
funds and repurchase agreements have maturities of 1
day. Funds are shifted in and out of demand accounts
on a daily basis. The practical effect is that interest is
earned on demand deposits. Large corporate deposi-
tors, although precluded from the federal funds mar-
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ket, actively engage in repurchase agreements. They
can also invest temporarily idle funds in large denomi-
nation negotiable certificates of deposit. Most knowl-
edgeable observers believe that large corporate ac-
counts earn a market rate of interest through a
combination of explicit and implicit interest payments.

Paralleling these developments, competition of non-
depository institutions for demand deposit balances
has been developing. For example, money market mu-
tual funds, which were established in 1974, have initial
investments as low as $500 and many provide check
writing privileges. More recently, Merrill Lynch has en-
tered the competitive fray through its cash manage-
ment account. For many individuals, use of the credit
card has become an effective substitute for cash and
undoubtedly has contributed to the ability of deposi-
tors to minimize balances in checking accounts.

Regulatory Actions
In the last decade, the regulatory agencies have

taken a number of steps that have enabled depositors
to hold transaction balances in interest-bearing ac-
counts. For example, in September 1970 savings and
loan associations were permitted to make pre-
authorized non-negotiable transfers from savings ac-
counts for household-related expenditures. In 1972,
state-chartered savings banks in Massachusetts and
New Hampshire began offering NOW accounts. NOW
accounts were authorized in 1974 for all depository in-
stitutions in these two states. They were extended to all
of New England in 1976 and then to New York in late
1978. In January 1974, First Federal Savings and Loan
of Lincoln, Nebr., installed remote service units in two
supermarkets allowing its customers to make deposits
to or withdrawals from savings accounts. The first ex-
perimental share draft accounts in credit unions began
in August 1974. Telephone transfer accounts were au-
thorized for commercial banks in April 1975. In No-
vember 1978, commercial banks and mutual savings
banks were authorized to transfer funds automatically
from savings to checking accounts.

United States Court of Appeals Decision
These and other regulatory rulings have contributed

to the erosion of the prohibition on the payment of in-
terest on demand deposits. However, in a decision on
three cases challenging the legality of several of these
regulatory rulings released on April 20, 1979, the U.S.
Court of Appeals stated that "agency regulations have
outpaced the methods and technology of fund trans-
fers authorized by the existing statutes." The court
ruled that:

. . . the development of fund transfers as now uti-
lized by each type of financial institution involved
herein, commercial banks with "Automatic Fund
Transfers," savings and loan associations with
"Remote Service Units," and federal credit unions
with "Share Drafts," in each instance represents
the use of a device or technique which was not
and is not authorized by the relevant statutes, al-
though permitted by regulations of the respective
institutions' regulatory agencies.

Specifically, the court determined that automatic

transfers of deposits from interest-bearing accounts to
noninterest-bearing demand accounts in commercial
banks and savings banks; withdrawal of funds from an
interest-bearing savings deposit account by a device
functionally equivalent to a check, such as remote
service units operated by savings and loan associa-
tions; and the withdrawal of funds from share accounts
in federal credit unions through the use of drafts are
prohibited by existing law.

Impact of Decision on Depositors
However, the court, recognizing that the "wisdom of

the transfer procedures permitted by the regulations of
the several agencies is a matter of high public finan-
cial policy," stayed the effective date of its ruling until
January 1, 1980. Further appellate proceedings are, of
course, possible. In the meantime, however, it is a fact
that automatic transfer accounts, remote service units
and share draft accounts afford the public a substan-
tial benefit. Elimination of them would affect adversely
a substantial number of depositors. In addition, termi-
nation of these services would be costly to those finan-
cial institutions that have made substantial investments
in new operating systems and equipment.

For example, at the close of 1978, just 2 months af-
ter the automatic funds transfer service was initiated,
about 5,000 commercial banks held $3.3 billion in
420,000 accounts. As of April 25, 1979, total automatic
transfer account balances had increased to $6.4 bil-
lion. At the close of 1978, there were about 800,000
share draft accounts totaling $720 million in approxi-
mately 740 federal credit unions. In addition, there
were an estimated 400,000 share draft accounts in
600 state credit unions. About 200 federally chartered
savings and loan associations have been approved by
the FHLBB to operate remote service units. These
units have access to $2.6 billion in savings deposits.
During 1978, an estimated 2.25 million transactions
occurred through remote service units with a total of
$172 million being transferred.

It is clear from these figures that large numbers of
depositors have taken advantage of various ways of
drawing interest on their transaction balances. This is
confirmed by statistics in the six New England states
and New York on NOW accounts. At the end of March
1979, there were 2,244,000 accounts totaling $3.7 bil-
lion in the six New England states. In New York, where
NOW accounts were authorized in November 1978,
there were 239,000 accounts with $1 billion at the
close of February 1979. By the end of April, the
amount of deposits in NOW accounts in New York had
increased to $1.6 billion.

Problems Created by the Prohibition
If the court's ruling becomes effective on January 1,

1980, many depositors will lose a benefit. In addition,
problems that the prohibition has created, such as dis-
criminatory treatment of different depositors and ineffi-
cient use of resources, will continue. For example, if
depositors could simply earn interest on their checking
accounts, there would be no need for them to shift
funds back and forth between savings and checking
accounts. There would be less need for corporate de-
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positors to put energy into fine-tuning cash manage-
ment. Explicit interest payments and full costing of
checking services also might lead to the more expedi-
tious adoption of electronic funds transfer technology.
Sufficient transactions volume is the only practical de-
terrent to making electronic funds transfer devices
cost effective. Depositors have little incentive to use
these devices so long as fees on check writing are
held below cost.

Another problem caused by the piecemeal erosion
of the prohibition of interest payments on demand de-
posits is the growing unreliability of money supply fig-
ures. The accuracy of such data is important for the ef-
fective implementation of monetary policy. The growth
of securities repurchase agreements, NOW accounts,
automatic funds transfer accounts and other forms of
holding transaction balances in interest-bearing forms
has made measurement and interpretation of the mon-
etary aggregates difficult. For example, debate exists
at the present time as to whether monetary policy is
too tight, as reflected in the recent low-growth rates of
M-, and M2, or whether monetary policy is too easy be-
cause a substantial amount of balances is being di-
verted to so-called "invisible money" and unreserved
deposit substitutes, and, hence, the monetary aggre-
gates are really growing at a rapid rate. Repeal of the
prohibition of interest on demand deposits and clearer
separation of transaction balances from time and sav-
ings balances ought to have a salutary effect on the
conduct of monetary policy, if only by making the mon-
etary aggregates more reliable.

Transitional Problems
Given these problems and the consequences that

may result from failure to take action, H.R. 3864 should
be adopted. However, there are at least three transi-
tional problems related to repealing the prohibition of
interest on demand deposits and extending demand
deposit powers to all depository institutions. First, serv-
icing transactions accounts requires a substantial in-
vestment in equipment and a large number of em-
ployees. This would require a major adjustment on the
part of thrift institutions that decided to compete for
transactions balances. Thus, thrift institutions would
need some time to prepare themselves, although a
major share of check clearing services could be pur-
chased from commercial banks.

Second, both commercial banks and thrift institu-
tions have relatively little experience in pricing transac-
tions services. Institutions that have been offering
NOW accounts have gained some experience and,
more recently, the automatic transfer service has
prompted many commercial banks to look at the cost
of providing services and to develop appropriate serv-
ice charge schedules. The 6-month delay in imple-
menting automatic funds transfer regulations was done
purposely to allow banks an opportunity to develop
operating and marketing programs. Even then, the 6-
month period was apparently not sufficient for many
small banks.

Third, allowing thrift institutions to offer transactions
services will add a substantial number of suppliers of
these services all at once. However, demand for trans-

actions services is likely to change only gradually.
Thrifts, as new entrants, are likely to follow strategies
aimed at building a market share, while commercial
banks will follow strategies aimed at holding on to ex-
isting demand deposits. Thrift institutions may price
these services initially below cost. If commercial
banks, in an attempt to hold deposits, meet prices set
by thrift institutions, their profitability could be ad-
versely affected in the short run. However, the NOW
account experience in New England demonstrates that
commercial banks in a highly competitive market do
not necessarily lower service charges to meet those
set by thrifts. Further, studies suggest that commercial
bank profits have been affected relatively little by NOW
accounts. To the extent that profits may have been af-
fected adversely, other adjustments in operating poli-
cies apparently have had offsetting effects.

In time, as market shares stabilize, it is likely that
prices for checking services will be adjusted to re-
cover full costs. This pattern of experience has oc-
curred in New England as thrifts sought to draw de-
mand deposits balances into NOW accounts. Many
thrifts initially offered 5 percent interest on NOW ac-
counts and levied no service charges. However, there
has been a trend on the part of thrift institutions over
the last 2 years to institute service charges.

Guiding Principles
Application of several principles would ease these

transitional problems. First, all depository institutions
offering identical products and services should be
able to compete on as equal a footing as possible for
those products and services. This principle implies
that ceiling interest rates and reserve requirements on
transactions balances and the form in which those re-
serves are held should be the same for all depository
institutions. Second, the capacity of each depository
institution to compete effectively should not be limited
by other restraints. For example, thrift institutions will
require additional lending powers to retain competitive
viability when interest ceilings on deposits are elimi-
nated. Third, depository institutions should be given
the opportunity to minimize administrative and operat-
ing expenses. This argues for minimum regulatory
constraints and sufficient time to do thoughtful plan-
ning.

From the standpoint of depositors, simplicity should
serve as a guide. Equity is another important consider-
ation. All depositors should have the same opportunity
to earn a fair rate of return on their deposit balances.
Finally, from the standpoint of the economy as a whole,
the program for phasing in interest on transactions bal-
ances should promote efficient use of scarce re-
sources.

Related Issues
With these principles in mind, it is important to con-

sider two related issues that will be raised by repeal of
the prohibition of interest payments on demand de-
posits and extension of checking account powers to all
depository institutions.

One issue is Regulation Q—interest rate ceilings on
time and savings deposits. The ceiling for thrift institu-
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tions has been 25 basis points higher on most types of
time and savings deposits. The ostensible purpose of
this differential is to direct savings flows to thrifts for in-
vestment in home mortgages, off-setting the competi-
tive advantage that commercial banks hold by virtue of
their exclusive power to receive demand deposits.
When thrifts obtain demand deposit powers, allowing
them to function more nearly as full-service financial in-
stitutions, one important reason for the differential will
cease to exist. Thus, adoption of H.R. 3864 should
hasten the day when all interest rate controls can be
eliminated.

Total deregulation of Regulation Q ceilings is appro-
priate because, like the prohibition on interest pay-
ments on demand deposits, Regulation Q ceilings lead
to inequities among depositors and inefficiencies in
the economy. However, complete removal of ceilings
in the present economic environment might have ad-
verse consequences for some institutions, particularly
thrifts, because their mix of short-term liabilities and
long-term assets makes their earnings and possibly
their solvency vulnerable when interest rates are rising
rapidly. Thus, to ensure the continued viability of such
institutions in a world without deposit interest rate ceil-
ings, they should have sufficient time to adjust their
portfolio and operating policies, and in the case of
thrift institutions, their powers will have to be expanded
to make them less sensitive to changes in interest
rates.

Specifically, we recommend that thrift institutions be
authorized to:

• Offer a full range of mortgage instruments, in-
cluding variable rate mortgages, with appropri-
ate consumer protection safeguards;

• Issue longer-term liability instruments and certif-
icates to reduce their dependence on short-
term, more interest-sensitive deposits; and

• Offer a range of household services, including
checking accounts and some types of con-
sumer loans, to provide consumers with the
convenience of one-stop banking and to
shorten loan portfolio maturities.

In principle, deregulation of interest rate controls on
liabilities argues for similar action on usury laws that
restrict interest rates on loans. As we testified before
this subcommittee on April 5, 1979, state usury laws
should re repealed, preempted by federal law or modi-
fied substantially, these ceilings reduce the incentive
to make loans and distort the flow of funds by encour-
aging out-of-state investments of funds. When usury
ceilings are below market interest rates, they divert
lending and investment activities to markets where no
controls exist. This injures the very people usury laws
are intended to protect.

A second issue concerns inequities in reserve re-

quirements and the Federal Reserve membership
problem. H.R. 3864 is silent on reserves of commercial
banks. Thus, existing inequities between member and
nonmember banks are perpetuated. While FHLB mem-
bers and federal credit unions that choose to receive
transactions balances will be required to set aside re-
serves, the FHLBB and the NCUA have discretion to
determine the amount and the form in which these re-
serves can be held. Presumably, the FHLBB and the
NCUA could allow these reserves to earn interest.
Member commercial banks will continue to be re-
quired to hold reserves on demand deposits ranging
from 7 to 16 1/4 percent of outstanding balances and
earning no interest.

Although the reserves provisions of H.R. 3864 do not
materially alter existing arrangements, payment of in-
terest on transactions balances will increase cost pres-
sures on all institutions. Thus, the cost to member
banks of holding nonearning reserve balances will be-
come less tenable than it is now. In time, this will exac-
erbate the Federal Reserve membership problem.
While it is not necessary to solve the membership
problem in the context of H.R. 3864, the principle of
competitive equality argues that all institutions offering
transactions accounts be subject to the same require-
ments and restrictions, including those pertaining to
reserves.

Therefore, we recommend that H.R. 3864 be
amended to provide for uniform reserve requirements
on transactions balances in all depository institutions.
We also recommend that the part of such reserves that
is not cash should earn interest. In addition to provid-
ing competitive equality, payment of interest on re-
serves would substantially eliminate the existing incen-
tive to switch funds to accounts on which reserve
requirements are lower.

We support immediate enactment of H.R. 3864, the
Consumer Checking Account Equity Act of 1979. The
passage of H.R. 3864 will benefit the consumers, the
businesses, the financial system and the economy. We
recommend, however, that the bill be amended to pro-
vide for uniform reserve requirements on transactions
balances in all depository institutions.

Enactment of H.R. 3864 will put greater pressure on
us to solve the problems of interest rate ceilings on
time and savings deposits and Federal Reserve mem-
bership attrition; however, total resolution of these two
issues need not be a condition for passage of this leg-
islation. In addition, we believe that the regulatory
agencies can develop an approach for implementing
H.R. 3864 that minimizes transitional problems. More-
over, as the NOW account experiment in New England
and New York has demonstrated, depository institu-
tions have adapted skillfully to the increased competi-
tive pressures stemming from extension of interest-
bearing transactions accounts to all depository
institutions.
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Statement of John G. Heimann, Comptroller of the Currency, before the
Senate Committee on Banking, Housing and Urban Affairs, Washington, D.C.,
May 23, 1979

I welcome the opportunity to present the views of the
Office of the Comptroller of the Currency on the condi-
tion of the national banking system. These annual
hearings provide a unique forum for an open and in-
formative dialogue between the federal bank regula-
tory agencies and the members of this committee. We
believe these hearings contribute to the public's
awareness of the important role of banking in the
nation's financial system.

In response to specific questions posed in a letter
received earlier this year, we have forwarded statistical
and other data to the committee. Rather than restate
the data, I will use this opportunity to present an over-
view of the condition of the banking system and then
review the specific actions our agency is taking in the
areas of supervision and examination. Furthermore, we
will mention those issues we believe the Congress
must address in the coming months to increase the
strength, soundness, flexibility and efficient functioning
of our banking system.

Present Condition of the National Banking System
During 1978, the condition of the national banking

system continued to improve as measured by tradi-
tional standards. This improvement reflected in large
part the continued strength of the economy over the
last 4 years. It must be stressed that the health of our
banking system inevitably reflects the basic strength
or weakness of the economy. While the performance of
individual banks may and does vary independently of
overall economic conditions, the financial condition of
the banking system as a whole is inextricably linked to
the domestic and, increasingly, the international econ-
omy.

The traditional standards of measurement for as-
sessing the condition of the commercial banking sys-
tem are earnings, asset quality, capital adequacy and
liquidity.

National Bank Earnings
National bank earnings continued to increase in

1978, reflecting a significant expansion in total loans
outstanding, improved interest margins as a conse-
quence of the general increase in interest rates and a
reduction in net loan losses.

Asset Quality of National Banks
The improvement in the asset quality of national

banks' portfolios reported in 1977 continued through
1978. The relative level of classified assets, a measure
of asset quality, declined during 1978, as it did in
1977. Many of these loans represent long-term work-
out situations which had their origin prior to the 1974-
1975 recession. Based on our observations through
the examination process, it appears that the proportion
of loans made since the 1974-1975 period, which have
subsequently been classified, has dropped signifi-
cantly from those made in the prior period. We believe
that this improvement in asset quality reflects a more
prudent bank lending policy as well as the favorable
impact of an improved economy. Furthermore, it ap-
pears that national banks have instituted better portfo-
lio risk diversification.

National Bank Classified Assets
($ billions)

1974
1975
1976
1977
1978

Total
classified

assets

$12.8
22.3
24.8
22.5
20.1

Percent
change

91
74
11

- 9
- 1 1

Classified assets
as percent of total

capital funds

35
56
56
47
38

Actual net loan losses last year were also lower,
again reflecting improved asset quality in the national
banking system.

National Bank
Loan Losses and Loan Loss Reserve

($ billions)

1974
1975
1976
1977
1978

Net loan losses
$1.2

2.0
2.1
1.7
1.4

Loan loss reserves
as percent of

total loans

—
0.99
0.93
0.96

1974
1975
1976
1977
1978

National
($

Net
income
$4.1

4.2
4.5
5.1
6.3

Bank Earnings
billions)

Percent
increase

7.3
2.4
7.1

13.3
23.5

Net income
as a percent of
average assets

.68

.68

.70

.70

.76

Capital of National Banks
The decline in capital ratios which occurred in 1977

continued last year. Despite the increased earnings of
national banks, which contributed to substantial in-
creases in retained earnings, equity capital as a per-
centage of assets declined slightly. This decline was
primarily the result of inflation-induced asset growth
outstripping the banks' abilities to generate new capi-
tal through retained earnings and from public and pri-
vate resources.
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Growth of National Bank Assets and Equity

1974
1975
1976
1977
1978

Assets
percent
increase
10.6
4.6
8.2

13.1
12.0

Equity
percent
increase

1.5
9.2

13.5
10.0
10.5

Equity as a
percentage
of assets

5.5
5.8
5.9
5.6
5.5

Liquidity of National Banks
The significant credit demands in 1978 led to a

rapid rise in the loans of national banks. Loan growth
exceeded the rate of deposit growth resulting in a re-
duction in liquidity.

The ratio of loans to deposits in national banks rose
to 69 percent in 1978 compared to 66 percent the pre-
vious year. Banks met their customers' demands for
funds by selling securities and increasing their depen-
dence on purchased funds. Part of this increased de-
pendence on purchased funds may be attributable to
the rapid rise in interest rates last year relative to the
Regulation Q rate ceilings. These ceilings discouraged
savings flows despite the introduction of the money
market certificates, as depositors sought higher com-
petitive yields from nondepository sources.

National Bank Liquidity and Purchased Funds

1974
1975
1976
1977
1978

Ratio of
loans to
deposits

67.5%
65.3
64.6
66.3
69.0

Ratio of
short-term
securities
to assets

—
—

12.5%
10.9
9.2

Ratio of
purchased
funds to

total assets
—
—

35.4%
37.5
41.0

International Activities of U.S. Banks
U.S. banks continued a high level of activity in over-

seas markets. Year-end call report information for all
insured U.S. banks indicates that their international as-
sets grew by over 16 percent during 1978, from $202
billion to $235 billion, and equal nearly 16 percent of
total U.S. commercial banking assets of approximately
$1.5 trillion.

Consolidated Assets of U.S. Insured
Banks, 1976-1978

($ billions)

Foreign

Year Assets

1976 $171.1
1977
1978

201.7
235.0

Percent
change

year to year Assets

— $1,182.4
17.9 1,339.4
16.5 1,500.7

Foreign and Domestic
Percent
change

year to year

13.3
12.0

National banks' international assets as reported in
year-end call reports grew by 14 percent from $160

billion to $182 billion and represented 20 percent of to-
tal national bank assets. These assets contributed an
estimated $1.8 billion pre-tax, or 20.7 percent of the to-
tal 1978 pre-tax income generated by all national
banks.

Consolidated Assets of National Banks
1976-1978
($ billions)

Foreign Foreign and Domestic
Percent
change

year to yearYear

1976
1977
1978

Assets

$133.1
159.5
181.9

Percent
change

year to year

19.8
14.0

Assets

$704.4
796.6
892.3

13.1
12.0

More precise data on international assets as col-
lected from interagency country exposure reports are
not yet available for year-end.

Data for the first 6 months of 1978 indicate little
change in the make-up of banks' aggregate portfolios
in terms of type of borrower or maturity structure. Fifty-
one percent of aggregate international loans continue
to be to borrowers in developed countries, 13 percent
are to entities in offshore banking centers, 8 percent to
OPEC countries, 3 percent to eastern Europe and 25
percent to non-oil exporting developing countries. Fifty
percent of banks' international outstandings are to
other banks, 19 percent to other public sector bor-
rowers, and 31 percent are to other private borrowers.

Foreign Bank Activity in United States
International banking continues to play an important

role in the domestic banking market of the U.S. Al-
though precise reporting data for all activities of for-
eign banks in the U.S. are not readily available, No-
vember 1978 data suggest that the assets of foreign
institutions equal $129 billion, or approximately 9 per-
cent of U.S. commercial bank assets.

The entry and expressed desire for entry of major
foreign institutions suggest a pattern not unlike the
1960's and early 1970's when U.S. banks significantly
expanded their presence in overseas markets. The
United States is the largest banking market in the
world and a logical expansion location for world-wide
banking institutions. The decline in the value of the dol-
lar, the desire for a dollar-based deposit structure and
the book value/market value relationship of U.S. bank
equities have no doubt been contributing factors in the
desire for entry.

Foreign Bank Presence in the United States

End of
period

1974
1975
1976
1977
1978

Number of
institutions

69

134

Number of
reporting
facilities

165
184
202
253
305

Assets
($ billions)

$56
64
76
94

129
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OCC Supervision and Examination
Having reviewed the condition of the national bank-

ing system, I would like now briefly to describe the
OCC activities and policy in the areas of supervision
and examination.

Capital and Earnings
As noted earlier, the traditional capital ratio for the

national banking system declined slightly last year,
and equity capital as a proportion of total assets
equalled 5.5 percent at year-end. Our concern, how-
ever, is directed not at the specific year-end figure for
the national banking system but instead at the trend of
individual bank capital adequacy and earnings.

In last year's testimony before this committee, we
emphasized that there might be a substantial shortfall
in individual bank capital by the early 1980's if asset
growth patterns are maintained at historical levels and
if internally generated capital through retained earn-
ings is not both increased and supplemented by exter-
nal sources. We continue to believe that this statement
is true.

Bank capital has a myriad of uses and purposes. It
allows a bank to gain competitive entry by acquiring
the necessary infra-structure to operate. It provides a
cushion to withstand abnormal losses not covered by
current earnings, enabling the bank to regain equilib-
rium and re-establish a normal earnings pattern. It
serves the important psychological role of maintaining
the confidence of public lenders and investors in the
bank's ability to meet maturing demands in most mar-
ket conditions and to sustain present and contem-
plated growth patterns. In liquidation it provides pro-
tection to both depositors and other creditors.

The purposes and uses of capital in the abstract
are easily defined. Capital adequacy, however, is a
substantially subjective concept. This explains why at-
tempts to measure capital adequacy have been mired
in controversy for years and have resulted in no firm
answers. A historical review of the relationship be-
tween the capital-to-asset ratio and bank failures dem-
onstrates the system's vulnerability to adverse eco-
nomic conditions regardless of the level of capital.

All Commercial Banks
Capital Ratios and Bank Failures

Year

1930-1939
1940-1949
1950-1959
1960-1969

1970
1971
1972
1973
1974
1975
1976
1977
1978

Average
capital to

assets ratio

13.6%
7.5
7.3
7.9
7.5
7.4
7.1
7.0
6.1
6.3
6.6
6.4
6.2

Average
number
of banks

16,907
14,246
13,798
13,630
13,686
13,783
13,927
14,171
14,465
14,384
14,397
14,397
14.302

Total
number

of failures

5,812
22
31
44

7
6
1
6
4

13
16
6
7

Failures during the Depression years were the result
of nationwide economic disturbances, not inadequate
capital. This holds true today. The only other signifi-
cant period of bank failures was during the 1974-1975
recession.

Economic factors also directly influence bank earn-
ings because the banking system reflects the health of
the economy. If bank revenues are sufficient to absorb
most loan and other losses, the relative level of bank
capital becomes less important. Current coverage of
loan losses illustrates why this is true and explains the
ability of the banking industry to withstand the reces-
sion of 1974-1975.

Year

1974
1975
1976
1977
1978

All Insured Commercial
($

Pre-tax income
before provision
for loan losses

$11,537
12,589
13,605
14,867
18,602

millions)

Net loan
losses

$1,957
3,243
3,504
2,797
2,492

Banks

Pre-tax income
before provision
for loan losses

to net loan
losses (times)

5.90 x
3.88
3.88
5.32
7.46

While we think it incautious for either bank regulators
or bankers to assume that current political, fiscal and
monetary policies will fully anticipate and prevent eco-
nomic downturns, the methods of dealing with an eco-
nomic crisis have been vastly improved since the
1930's.

We think it unreasonable to dictate capital levels
which assume periodic wide-scale economic collapse
because available evidence demonstrates that ex-
traordinarily high capital ratios have not insulated fi-
nancial institutions from the effects of enormous eco-
nomic upheavals. So long as periodic economic
downturns of limited depth and duration can be as-
sumed and so long as economic conditions support a
reasonable level of bank earnings, the capital of all ex-
cept the most mismanaged banks should be able to
cushion abnormal losses arising from limited swings in
the economy.

Consistent bank earnings are the key to healthy fi-
nancial institutions and the principal factor influencing
capital adequacy. Earnings affect capital adequacy in
a number of ways:

• Earnings provide the first line of defense in ab-
sorbing loan losses. As long as pre-tax earn-
ings exceed actual loan losses, banks need not
rely on their reserve and equity capital cush-
ions;

• After-tax earnings provide for the payment of
cash#dividends and heavily influence bank
stock'prices. Earnings thus maintain investor in-
terest and significantly impact a bank's ability to
access capital markets; and

• Retained earnings are the major source of bank
capital. Retained earnings contributed $7 billion
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to bank equity accounts in 1978 and equalled
90 percent of the total added to bank equity.

Despite substantial retained earnings and significant
amounts of equity raised in the capital markets
throughout the 1970's, the capital growth of the com-
mercial banking system has not kept pace with the ex-
pansion of the resource base. This concerns us be-
cause the result has been declining levels of capital
relative to assets, particularly risk assets.

The causes of this trend are varied:

• Worldwide inflation;
• Increased competition from foreign banks and

other depository and nondepository financial
institutions;

• Deposit rate controls;
• Geographical barriers; and
• The increased cost and burden of regulation.

As a result of these and a variety of other factors, the
real rate of return on equity adjusted for inflation has
declined during the last decade. The erosion of real
bank earnings has adversely affected the first two of
the following four alternatives banks have of maintain-
ing or increasing equity capital in relation to assets:

• Improving earnings and thus retained earnings;
• Raising new capital;
• Reducing dividends; and
• Curtailing lending and investments.

Improving earnings efficiency in real terms has
proved impossible during the last decade and, if infla-
tion continues, appears unlikely to improve in the near
term.

Because earnings have declined in real terms,
banks have had difficulty attracting sufficient equity
from the capital markets because investors, present
and prospective, are not receiving and do not per-
ceive they will receive an adequate real rate of return
on investment. Other investment opportunities are sim-
ply more attractive to them in the prevailing economic
environment.

To illustrate this problem, only $374 million in com-
mon equity capital and $260 million in preferred equity
capital were raised in the public capital marketplace
by all banks in 1978. The equity capital raised, how-
ever, surpassed all previous years in the 1970's. Con-
trast this amount ($634 million) with the amount of cap-
ital that would be required to raise the equity-to-assets
ratios of the 25 largest commercial banks (which hold
nearly 40 percent of all bank assets) to the following
hypothetical benchmarks:

Largest 25 Commercial Banks
Hypothetical Capital Ratios

($ billions)

Equity capital/total assets Additional capital needed

5% $ 5.5
6 11.2
7 17.1
8 23.0

Using the 6 percent hypothetical benchmark, $11.2
billion in new capital would be required. This is equiva-
lent to:

• Three times the level of 1978 profits for the larg-
est 25 commercial banks;

• Eight times the equity capital publicly raised in
the capital markets by all commercial banks
from 1976 through 1978;

• Eighteen times the equity capital publicly raised
in the capital markets by all commercial banks
in 1978;

• Three times the aggregate dividends paid by all
commercial banks in 1978; and

• 1.2 times the aggregate corporate common and
preferred public stock offerings through the first
11 months of 1978.

Reducing dividends increases retained-earnings
and thus equity capital. However, it is unrealistic to ex-
pect that this alternative could be used in sufficient
amounts to materially offset asset growth and allow
capital growth to keep pace. Any significant reduction
will adversely affect and further aggravate commercial
banks' prospects for raising additional equity capital.

The final alternative for increasing the capital-to-
asset ratio is to restrict growth of loans and invest-
ments. If lending is restricted, economic growth is im-
mediately impacted. The ability of banks to continue
serving efficiently existing product markets, con-
sumers, businesses and state and local governments
is adversely affected. Materially limiting the growth of
commercial bank assets thus could have far reaching
economic consequences and seriously inhibit the
commercial banking system from performing its tradi-
tional intermediary role.

Because of the commercial banking system's dem-
onstrated inability to successfully pursue the above al-
ternatives in the economic circumstances of the
1970's, equity capital in the system has continued to
decrease in relation to assets. Moreover, the trend can
be expected to continue. Seeking solutions to the
earnings and capital dilemma will be one of our big-
gest challenges. The task will be extremely difficult
and fundamental adjustments will have to be made. If
they are not, the ultimate trade-off may well seriously
impair the ability of banks to continue to serve the
nation's credit needs.

OCC's Approach to Capital
The OCC views capital adequacy on an institution-

by-institution basis. Our policy for such evaluations is
outlined in instructions to all personnel in the
Comptroller's Handbook for National Bank Examiners.
The instructions are founded on the premise that no
degree of capitalization can be a substitute for sound
lending and investment policies, good earnings perfor-
mance, experienced and progressive management,
well-planned policies for growth and adequate internal
control. The instructions stress that capital ratio anal-
ysis is but one factor to be considered, and although
usually considered in relation to peer group averages,
these averages are not intended to constitute capital
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standards. Using such averaged ratios as standards
tends to place all banks on the same level, thus disre-
garding such important aspects as local economic
and environmental factors, deposit and asset compo-
sition and diversification, liquidity, risk and quality of
assets and, most importantly, management expertise.
Such ratios are useful screening devices, but just as
the ratios have been proven invalid in assessing the
health of the banking system, similarly, average ratios
cannot be a reliable measure of strength for an individ-
ual bank.

Therefore, believing as we do that capital adequacy
is situational, our instructions rely on the professional
judgment of our examiners to weigh properly the sub-
jective areas that dominate evaluation, i.e., asset qual-
ity and risk diversification; earnings history, retention
and prospects; deposit structure and attendant liquid-
ity position and philosophies; overall quality of opera-
tions; capacity to meet present and future financial
needs; and, of course, management abilities. These
areas cannot be adapted to mathematical formulae,
but rather the analysis of the individual areas must be
performed skillfully to achieve the properly balanced
conclusion.

Bank Failures and Banks Under Special Supervision
During 1978, seven commercial banks failed, one of

which was a national bank. This low number of failures
primarily results from our strong economy and its fa-
vorable impact on banks and bank customers. We are
now seeing the resolution of many situations which
had their origins in the economic decline of 1974 and
1975. Therefore, the number of banks currently in the
special supervisory category should not be taken as
an indication of the impact of the current economic en-
vironment on the banking system. We would caution
that with continued inflation, the possibility of a leveling
off of the economy in the next 12 months and the real
probability of increased competition in the financial
services industry, the low failure rate and the low pro-
portion of banks requiring special supervisory attention
is not expected to continue.

With this caveat, we note that banks rates 4 or 5, the
most serious categories under the uniform inter-
agency rating system, increased slightly in 1978 from
52 to 55. These problem institutions hold 1.75 percent
of the assets of all national banks and equal 1.2 per-
cent of all national banks.

Group 3 - rated banks increased from 207 in 1977
to 251 in 1978. This increase reflects our continuing
commitment to identify banks requiring special super-
visory attention early and to treat potential as well as
existing situations which may pose a threat to the
health of the institutions.

Enforcement Activities
Over the past several years, the formal enforcement

actions taken by this Office have increased substan-
tially. For instance, the number of formal administrative
agreements and cease and desist orders taken in-
creased from 56 in 1977 to 72 in 1978.

Since the passage of the Financial Institutions Regu-
latory and Interest Rate Control Act of 1978, much time

has been spent on developing policies, procedures,
rules and regulations for its implementation. We antici-
pate that much of the effectiveness of these new
powers will come from their deterrent effect, especially
through the use of civil money penalties.

Consequently, we have directed our examiners to
be alert to potential violations of law, regulations or
cease and desist orders which would justify our as-
sessing a civil money penalty against a bank or an in-
dividual. In order that the civil money penalty power
may be used as an effective supervisory tool, we have
told our personnel that they should restrict their recom-
mendations to those violations which are flagrant, will-
ful, recurring or indicative of a disregard for the law or
the safety and soundness of the bank.

We have also established training programs for our
examiners in the investigation and prosecution of bank
fraud cases. Through the assistance of some of these
specially trained examiners, we have been able to as-
sist the Department of Justice in developing and pros-
ecuting a number of significant and important cases.
Our training courses for fraud examiners have been at-
tended by representatives of the other regulatory
agencies as well as other investigative and prosecut-
ing authorities.

Notwithstanding our effectiveness in working with in-
vestigating and prosecuting agencies in the past, the
restrictions imposed on us by the Right to Financial
Privacy Act of 1978 seem likely to impede somewhat
our ability to disclose that information to other federal
agencies on the most efficient and timely basis.

Examinations
At the beginning of this year, the Comptroller's Of-

fice established a national policy to set priorities on the
frequency of on-site examinations with particular em-
phasis on banks requiring special supervisory atten-
tion. All banks requiring special supervisory attention
will be examined on-site at least twice annually, includ-
ing at least one full scope examination.

This policy was adopted in response to the ever in-
creasing demands on examiner time. Over the last 5
years, total domestic and foreign assets of banks su-
pervised by the Comptroller's Office have grown 57
percent. The estimated increase for 1979 is 10.3 per-
cent. The largest national banks continue to expand
the scope of their domestic and international opera-
tions. An increased variety of services offered by other
financial institutions has forced smaller commercial
banks to broaden the range of the services they offer.

In addition, Congress has continued to add new du-
ties for federal bank regulators in response to per-
ceived public concerns. In recent years, we have ex-
panded our efforts in monitoring compliance with
consumer-oriented laws, such as Truth-in-Lending, Fair
Housing Act and Equal Credit Opportunity Act. Our ex-
aminers will be spending additional time assessing
each bank's record of helping to meet the credit needs
of its local community as required by the Community
Reinvestment Act.

The combination of those factors with personnel ceil-
ings has meant that we are simply unable to conduct
full-scale, on-site commercial examinations of national
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banks as frequently as in the past. Programs have
been instituted to address this issue. Changes in ex-
amination approach implemented in 1976, together
with the development and continuing refinement of a
computer-based monitoring system (the National Bank
Surveillance System) have not only increased the ef-
fectiveness of bank supervision but also set the stage
for tailoring the frequency of on-site examinations for
individual banks.

The Federal Reserve and the Federal Deposit Insur-
ance Corporation have the flexibility to examine banks
under their supervision with such frequency as is con-
sidered appropriate. We have sought a similar discre-
tionary authority to enhance our use of limited re-
sources.

In the present environment, information flows outside
the examination process. Remote monitoring is a real-
ity. Examinations no longer serve as the sole means of
gathering financial information. Our examination is now
geared to understanding a bank's system of operation,
including its management processes, policies, prac-
tices, procedures and other controls. With an in-depth
understanding of those factors, we no longer have
need to visit each bank every 8 months on average.

Our housekeeping legislation, included as part of
the Financial Institutions Regulatory and Interest Rate
Control Act of 1978 package in the last Congress (H.R.
13471, Title XIV), would have amended 12 USC 481 to
allow our Office to examine every national bank as of-
ten as we deemed necessary. That portion of the legis-
lation failed to reach a floor vote. The need to amend
the code still remains. An amendment would provide
the needed flexibility to supervise the national banking
system in a more effective and efficient manner. It also
would allow us to reduce the regulatory and supervi-
sory burden on those banks which adhere to the law
and the principles of safe and sound operation.

Other Real Estate Owned
I would also like to mention 12 USC 29, the federal

statute that limits to 5 years the period during which a
national bank may hold real estate. The primary pur-
pose of this provision was to prevent national banks
from becoming monopolistic holders of real estate.
While this law has served its purpose, it has often cre-
ated unnecessary hardships. Section 29 does not take
into account depressed economic conditions which
might prevent disposal of real estate at prices reflect-
ing the bank's investment. It also adversely affects the
market since prospective purchasers are aware that
the sale is compulsory. National banks thus are pre-
vented from mitigating or avoiding their losses, partic-
ularly on large construction projects which often re-
quire a long period of time to complete and sell. In
addition, bankruptcy proceedings or other collection
processes may delay completion of real estate devel-
opment beyond the 5 years allotted.

In our "housekeeping" bill now pending in the
House as H.R. 2229, the Comptroller would be author-
ized to extend the holding period under Section 29
from 5 years to 10 years in those cases which warrant
it. The statute would continue to encourage a national
bank to dispose of property within 5 years. If a good

faith attempt is made and it appears to OCC that the
disposal would be detrimental to the bank, an exten-
sion of the holding period up to 5 additional years
could be granted for specific parcels of real estate.

Supervision of International Banking Activities
Earlier this year, our Office issued a formal interpre-

tive ruling regarding the applicability of the legal lend-
ing limit for national bank loans to foreign governments
and their related entities.

The interpretive ruling established guidelines to as-
sist bankers and examiners in determining whether for-
eign governments and their related entities should be
considered as several borrowers or a single borrower
for purposes of the law. The banks have been aware
for some time of the principles contained in the ruling,
and we do not expect that it will have a significant im-
pact on banks' present portfolios. We will continue to
monitor the effect of the ruling on future lending and to
study other alternatives consistent with the diversifica-
tion principles inherent in the statute and the realities
of the times.

The OCC also participated in establishment of a joint
interagency procedure for the assessment of the
"country risk" aspects of international lending. This ap-
proach emphasizes portfolio diversification as the pri-
mary method of moderating country risk in interna-
tional portfolios. In addition to classification of loans
when warranted, the procedures provide for recogni-
tion of concentrations of credit within individual coun-
tries at varying levels of capital funds in accordance
with the perceived potential for debt service difficulties
within each country. These procedures insure uniform
examination treatment of all insured U.S. banks in-
volved in international lending.

In recognition of the continuing development and
importance of multinational activities we have, as you
know, created a new Multinational Banking Division
within the Office of the Comptroller of the Currency.
The objective of this unit will be to develop technical
and supervisory responses to the changing activities
of multinational banking institutions. Initially, this group
will have supervisory responsibility for the 10 largest
nationally chartered multinational banks as well as the
international activities of other national banks. The
unique characteristics and operation of these multina-
tional institutions will be recognized and examination
procedures refined to permit an improved assessment
of their worldwide activities.

Impact of Recent Legislation
The legal and regulatory structure in which financial

institutions operate has changed significantly. Legisla-
tion in the last 18 months includes the Community Re-
investment Act, the Financial Institutions Regulatory
and Interest Rate Control Act and the International
Banking Act.

The Community Reinvestment Act (CRA) which took
effect on November 6, 1978, represents a new depar-
ture for bankers, for regulators and for the public. The
key phrase in the law is contained in its preamble:
"Regulated financial institutions have a continuing and
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affirmative obligation to help meet the credit needs of
the local communities in which they are chartered."
We believe that the participation of the private sector is
essential if this country is to solve the problems of its
disadvantaged and declining communities. We believe
that this can be done in a fashion that is consistent
with the principles of safe, sound and, indeed, profit-
able banking.

CRA reflects a clear expression by the Congress
that the financial regulators must take certain further
steps to encourage financial institutions to meet local
credit needs. In light of this congressional mandate,
we cannot adopt, and have not adopted, a "business
as usual" approach. Finding the appropriate way to
achieve the goals of the act at minimum cost and gov-
ernment intervention is the challenge before us.

Another significant step resulting from the adoption
of CRA is participation of the public in regulation of fi-
nancial institutions. The CRA notice encourages the
public's involvement; the CRA file is a means to gauge
public reaction, which bank examiners are required to
review and analyze in assessing a lender's record.

As one distinguished commentator has noted:
"Banks must make a commitment to improve commun-
ication with local communities and must be prepared
to demonstrate that commitment."

The Financial Institutions Regulatory and Interest
Rate Control Act of 1978, which took effect on March
10, 1979, is a far-reaching piece of legislation de-
signed, in part, to strengthen the supervisory powers
of the financial regulatory agencies. The act also at-
tempts to solve some of the problems which have
come to the attention of the regulators, the bankers
and the public in recent years.

Specific titles of the act increase the supervisory
powers of the federal regulatory agencies with respect
to cease and desist orders, insider transactions, cor-
respondent relationships, interlocking directorates and
changes in control of federally chartered financial insti-
tutions. We believe that Congress tried to address
these matters without unduly restricting bankers' pri-
vate initiatives.

Title X of FIRA established the Federal Financial In-
stitutions Examination Council made up of the five fi-
nancial regulatory agencies. The council is required to
". . . prescribe uniform principles and standards for the
federal examination of financial institutions . . . and
make recommendations to promote uniformity in the
supervision of these financial institutions." In addition,
it will seek to develop uniform reporting systems for
federally supervised financial institutions, their holding
companies and subsidiaries and to conduct schools
for examiners of the constituent agencies. Such
schools shall be open to the state examiners as well.
The council's first meeting was on March 16, and it has
met three times since that date. Its last meeting was on
May 3 with members of the State Liaison Committee, a
committee appointed pursuant to the act to establish
liaison between the council and the state agencies.
The committee consists of five members who are rep-
resentatives of the state regulatory agencies.

The council expects to conduct its work with a very
small staff, relying primarily on the staffs from the con-

stituent agencies. Staff task forces on supervision,
consumer compliance, reports, examiner education
and surveillance have been established. These task
forces have been meeting regularly to identify proj-
ects, establish work schedules and assign target
dates for the completion of their projects. The council
will report not later than April 1 of next year on its activ-
ities during this calendar year. We have all worked
closely together, as have key staff personnel of the
agencies, and we are confident that the council will be
able to report significant progress.

The International Banking Act of 1978 provides for
the first time a federal role in regulation and supervi-
sion of foreign banks in the United States. The act es-
tablishes a framework for parity of treatment of foreign
banks vis-a-vis domestically chartered institutions in
their operations within the United States. The three fed-
eral banking regulatory agencies are continuing to
work together to develop guidelines and proposed rul-
ings for implementation of the provisions of the act. A
uniform examination report for foreign branches and
agencies has also been developed.

Realities of the Changing Marketplace—Need for Con-
gressional Action

The responsibilities of the Office of the Comptroller
of the Currency include not only the maintenance of a
stable banking system but also the encouragement of
innovative responses by banks to the changing needs
of their customers. The banking system must have the
flexibility to satisfy these needs to facilitate the efficient
functioning of our economic system. We must, there-
fore, express our continuing concern with the way ex-
isting banking laws and regulations are inhibiting the
responsiveness of the commercial banking sector to
fundamental changes taking place in both the domes-
tic and international financial systems. How well the
banking system performs over the long-run is depen-
dent on the competitive environment in which it oper-
ates and its ability to respond efficiently to changing
circumstances vis-a-vis its competitors.

On both counts, the banking system has come un-
der increasing pressure. Competition from other de-
pository institutions has grown intense; the banking
system's share of deposits has decreased from 83
percent in 1946 to 59 percent in 1978. Competition
from nondepository institutions is also increasing.
Large corporations are continuing to tap nonbanking
sources of capital, such as the commercial paper mar-
ket. Investment banking houses, major corporations
and money market funds are competing with banks'
certificates of deposit. Nonbank competitors have
made significant inroads into banking markets. At the
end of World War II, the commercial banking sector's
share of total assets held in the financial services in-
dustry equalled 57 percent; more recently, their share
was less than 40 percent. Many of the services offered
by bank and nonbank financial intermediaries have
become indistinguishable.

Where once banks may have been the sole competi-
tors in particular markets, they must now compete in
these same markets with a host of other domestic and
foreign intermediaries frequently subject to far less
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regulation. Transactions accounts which once were
available only from commercial banks, today, are of-
fered by credit unions, thrift institutions in the North-
east, money market funds and certain brokerage firms.
The large U.S. banks have become truly multinational
in nature, offering a wide variety of banking and finan-
cial services throughout the world; at home these
same banks are finding increased competition from
foreign banks operating in the United States.

The ability of the banks to meet the competition has
been hampered by the retention of laws enacted over
four decades ago when the financial system was far
different. One must recognize that the regulatory
framework governing the operation and supervision
of our financial system has, with only few exceptions,
remained basically unchanged since the 1930's. It is
difficult to keep this entire system in proper perspec-
tive and, thus, worthwhile to step back and take a
broad view of the realities of the marketplace for finan-
cial services.

The legislation enacted in the 1930's reflected the fi-
nancial upheaval that shook the entire country as well
as the banking system. The banking legislation of the
day was basically anti-competitive and sought to pro-
tect and insulate financial institutions from further fail-
ures.

Since the 1930's, the demands and needs of corpo-
rations and households for financial services have ex-
panded rapidly in response to shifting markets, infla-
tion, changing lifestyles, demographic changes,
improvements in transportation and innovations in
electronics and communications. Yet despite a gen-
eral acceptance of the need for a redrafting of our
banking laws by financial and banking experts both
within and outside of government, it has been virtually
impossible to obtain congressional approval of com-
prehensive revisions. Clearly, there is a need for a
thorough and fundamental review of the intent and
competitive impact of the banking laws and a weeding
out of those statutes which are generally anti-
competitive. I would like to note that under the leader-
ship of Chairman Proxmire, this committee did report
out a comprehensive financial institutions reform pro-
posal, the Financial Institutions Act of 1975, which
passed the Senate in December of that year. The
House took no action on this legislation.

The consequence is that the banking system has
been caught between the changing marketplace on
the one hand and inflexible, and in some cases obso-
lete, statutes on the other. Failure to update the statu-
tory framework governing banking operations in this
country has weakened the ability of banks to serve
their customers. The regulators have sought to reflect
changes occurring in the marketplace through revised
interpretations of existing statutes, but there is a nec-
essary limit to their flexibility. Frequently, the results
are compromises at best, which do not adequately re-
spond to the needs of the institutions or the public.

As illustrated by recent court decisions affecting
loan production offices, remote service units, auto-
matic transfer services, credit union share drafts and
branching decisions, interpretations frequently engen-
der an inordinate amount of litigation and uncertainty.

None of us can underestimate the difficulty of enact-
ing comprehensive financial reform legislation. But we
must remember that while these issues are debated,
the financial system is slowly adapting, circumventing
those issues which cannot be resolved. To the extent
that the banking system is unable itself to overcome a
regulatory or statutory obstacle and therefore pre-
vented from filling a need of the public, other nonbank
competitors move in to fill the void. Many of these
competitors are subject to either far less regulation or
more favorable regulation than commercial banks. A
brief review of issues currently being debated illus-
trates this point:

• Geographical Barriers. State and federal anti-
branching laws limit the ability of banks to re-
spond to the increased mobility of their cus-
tomers who may reside and work in different
communities or even states. Larger banks, of-
fering financial services on a nationwide basis
may still be prevented from opening a retail
branch in the suburbs of the metropolitan area
in which they are located. Nonbank competitors
are not so constrained.

Savings and loan associations, major com-
petitors for retail deposits, are generally subject
to far less restrictive branching restrictions and
may soon be able to branch across state lines.
Nondepository institutions seeking to attract
household savings, such as Sears which re-
cently announced its intention to offer $1,000
denomination notes to its credit card holders,
operate on a national basis.

• Deposit Rate Controls. Ceilings on deposit rates
paid by banks and thrift institutions have dis-
torted the competition for funds. Thrift institu-
tions are permitted to pay higher rates of inter-
est than commercial banks on most savings
and time deposits. These ceilings do not extend
to nondepository institutions such as Sears or
Merrill Lynch which are free to pay market rates
of interest.

The ability of an institution to attract deposits
has become a function not of how well it is man-
aged or its profitability, but instead its type of
charter and the relationship between existing
deposit rate ceilings and market rates of inter-
est. Depository institutions are forced to com-
pete for deposits on the basis of free gifts, con-
venient branches and longer hours.

• Thrift Institution Competition. The growing simi-
larity between the powers and activities of thrift
institutions and commercial banks has placed
increased pressure on bank earnings and mar-
ket share. In the northeastern part of the coun-
try, especially, where many thrift institutions can
offer transaction accounts, the banks and thrifts
are in head-to-head competition. The creation
of NOW accounts by thrifts seeking to meet
their customers' demands for interest bearing
transaction accounts has led to the authoriza-
tion of NOW accounts for all depository institu-
tions in New England and in New York. While
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the Regulation Q differential has not been ap-
plied to NOW accounts, it has remained intact
for the majority of other savings and time de-
posits.

• State Usury Ceilings. State usury ceilings lower
bank earnings and fail to help those individuals
in need of protection. When lenders are unable
to charge a rate sufficient to yield a reasonable
return, they generally stop lending to the high
risk and frequently lower income borrowers.
Credit is instead allocated to prime customers
or flows to other states not subject to such re-
strictions. The result may be either an earnings
squeeze on in-state depository institutions or an
artificial and inefficient out-of-state investment
of funds.

• Federal Reserve Membership. Federal Reserve
membership reduces member bank earnings
due to the imposition on members of non-
earning reserve requirements. The result is
higher deposit costs placing member banks at
a competitive disadvantage vis-a-vis nonmem-

ber institutions and causing an increasing num-
ber of banks to leave the national and Federal
Reserve systems.

• Increased Competition from Foreign Banks. Ex-
pansion of foreign banks into the United States
has accelerated considerably in the last dec-
ade, with increased competition for U.S. de-
posits and lending services. While the passage
of the International Banking Act places U.S.
banks and foreign banks operating in the
United States on a more equal competitive foot-
ing, foreign banks may still retain some advan-
tage with respect to deposit insurance and re-
serve requirements.

In closing, Mr. Chairman, I would like to reempha-
size our willingness to work with this committee to
bring about financial reform in a reasoned and orderly
fashion. It is essential that we bring our statutes and
regulations into conformity with the realities of the mar-
ketplace today.

Statement of John G. Heimann, Comptroller of the Currency, before the Senate
Committee on Banking, Housing and Urban Affairs, Washington, D.C., June 14,
1979

I am pleased to have the opportunity to testify on be-
half of the Office of the Comptroller of the Currency on
tie-ins between the sale of insurance and the granting
of credit, abuses which arise from the sale of credit in-
surance by banks and bank holding companies, and
the question of whether limitations should be placed
on the ability of banks and bank holding companies to
market various forms of credit insurance. This testi-
mony does not necessarily reflect administration pol-
icy.

The offering of credit-related insurance by banks
and bank holding companies provides borrowers with
an especially convenient source for a service that ben-
efits borrowers and creditors alike. The Office of the
Comptroller of the Currency, therefore, believes that
the offering of credit-related property and casualty in-
surance as well as credit life and health insurance by
banks and bank holding companies is in the public in-
terest. To the extent that real and potential problems
exist, statutory and regulatory remedies short of prohi-
bition are available or can be adopted.

The most apparent problem associated with credit
insurance sales at financing institutions is the potential
for exercising market power to tie the sale of insurance
with the granting of credit. This problem arises when
borrowers have no alternative sources of credit or
when a lender takes advantage of borrowers' igno-
rance or lack of understanding about alternative credit
insurance options. In addition, there are other trouble-
some practices which may adversely affect bank cus-
tomers, minority stockholders or a bank's safety and
soundness. In the case of banks, the supervisory

process permits monitoring and case-by-case correc-
tion of abusive practices when they occur.

In discussing credit insurance, it is important to dis-
tinguish between the credit life and health insurance
industry and the property and casualty insurance in-
dustry. The competitive structure of these industries is
very different. The credit life and health insurance in-
dustry has relatively few competitors. Thus, the choice
of underwriters available to banks and other firms
wishing to participate in this line of insurance is limited,
and bank customers have virtually no alternative
sources. Credit life and health insurance requires mini-
mal servicing and is oriented to the one-time sale of
the policy.

In contrast, the property and casualty insurance in-
dustry is highly competitive. Independent agents and
numerous institutional sellers, including direct insurers,
compete actively in the same markets since they have
the ability to offer an identical product. Some sellers of
property insurance are also major suppliers of credit
and compete directly with commercial banks.

Furthermore, the service-oriented nature of the prop-
erty and casualty insurance industry contrasts sharply
with the one-time, sale-oriented nature of the credit life
insurance industry. Essentially, a credit life insurance
policy is purchased to provide for payment of a partic-
ular indebtedness should the debtor die or be dis-
abled. The coverage is designed to be co-extensive
with the payment schedule of the loan. No significant
servicing is required for such a policy. In contrast, the
property and casualty insurance industry is character-
ized by the handling and processing of claims. Cover-
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age is rarely long-term and is frequently subject to an-
nual renewal. The insurers' awareness that a
purchaser may shift coverage to another, if service is
inadequate or rates become non-competitive, creates
significant competitive pressures which are reflected
in prices and services.

Because of the substantial competitive differences
between these two industries, it is inappropriate to as-
sume that practices and problems associated with one
exist or will occur in the other. Banks and bank holding
companies should engage actively in both industries.
However, their activity in each should be monitored
closely. If abuses occur, they should be corrected to
the extent possible under existing law, and, if that is
not possible, the supervisory agencies should make
recommendations for appropriate statutory change.

Current Regulation of Credit Insurance
The Bank Holding Company Act Amendments of

1970 prohibit a bank from extending credit or varying
the terms of the credit on the condition that the cus-
tomer obtain some additional service from the bank.
Exceptions were made for "traditional banking serv-
ices;" however, these excepted services are subject to
the other antitrust statutes, such as the Sherman Act.
Prior to 1970, tying arrangements were illegal only if
the bank had appreciable economic power in the mar-
ket for the tying product, i.e., credit. Because most
markets have several financial institutions, one bank
would seldom have sufficient market power to estab-
lish an antitrust violation. The 1970 amendments made
tying arrangements imposed by banks illegal regard-
less of the degree of market power a bank might pos-
sess. Thus, banking is subject to a stricter antitrust
standard on tying arrangements than other industries,
including other competing nonbank lenders.

Under the Truth-in-Lending Act, any lender that re-
quires credit life insurance must include the premiums
in the finance charge and reflect them in the annual
percentage rate. Where credit life is not required but
made available by the lender and the required disclo-
sures are made, the premium need not be included in
the finance charge. Furthermore, the act allows the
premium for property and liability insurance against
loss of property to be excluded from the finance
charge if the lender sets forth the cost and states that
the borrower may choose the person through whom
the insurance is to be obtained.

The statutes governing credit insurance have been
supplemented by various regulatory efforts. In con-
gressional testimony and in its annual reports to Con-
gress, the Federal Reserve Board has recommended
amendments to the Truth-in-Lending Act's credit insur-
ance provisions. Last year the bank regulatory agen-
cies adopted the Uniform Truth-in-Lending Enforce-
ment Guidelines which require reimbursement for
violations involving credit life insurance sales. In two
recent instances, about 850 borrowers were reim-
bursed a total of $5,850 by national banks for violation
of Regulation Z's insurance disclosure provisions. The
Federal Trade Commission has actively pursued abu-
sive insurance sales practices by nonbank lenders.

Experience of the Comptroller's Office with Credit Life
Insurance

In 1977, the Comptroller's Office adopted a regula-
tion prohibiting officials of national banks from retain-
ing for their own use commissions from the sale of
credit life and health insurance to loan customers. This
practice was declared to be an "unsafe and unsound
banking practice" partly on the basis of our concern
about the prospect of illegal tie-ins. When a loan offi-
cer is permitted to retain the commission, the likeli-
hood of a customer being required to purchase credit
life insurance that he may not want or need increases.
This likelihood and the conflict of interest inherent in a
lending officer receiving credit life insurance commis-
sions has been characterized by a court in one case
as an "intolerable situation" which may subject the
lending bank to treble damages under the antitrust
laws.

Shortly after the credit life regulation was adopted,
the Independent Bankers Association of America filed
suit to invalidate it, alleging among other things that
the Comptroller lacks sufficient rulemaking authority to
issue such a regulation. That issue remains unresolved
because the federal district court decided that the
proper forum for challenging the regulation's validity
and the adequacy of the Comptroller's rulemaking au-
thority is in an enforcement proceeding against a na-
tional bank charged with a violation of the regulation.

Although in our judgment the Comptroller's Office
possesses sufficient authority to issue such a regula-
tion, housekeeping legislation introduced in the House
and under consideration by this committee would clar-
ify that authority. So long as doubt lingers about our
rule-making authority, the Comptroller's efforts to mini-
mize self-dealing and other practices injurious to the
safe and sound operation of the national banking sys-
tem will be impeded.

Other Practices Related to Credit Life Insurance
Other troublesome practices not addressed by the

credit life regulation also concern us. We are monitor-
ing these practices and have taken action in some in-
stances. We will continue to do so when appropriate.
For example, the credit life regulation does not explic-
itly bar bonuses keyed to the volume of credit life
sales. Some banks are now offering the officer who
sells the most credit life a free skiing vacation in Colo-
rado while others offer merchandise of the loan
officer's choice from a department store catalogue.
These attractive inducements increase the likelihood of
tie-ins. To minimize this likelihood, we have published
guidelines restricting the amount of bonuses and the
frequency with which they may be paid.

In addition, we are concerned about the growing
use of "captive" credit life reinsurance companies. Un-
der a "captive" reinsurance company arrangement,
the bank pays the premiums to a "front" underwriter
(insurance company) which subtracts its fees and then
passes the balance of the premiums on to the reinsur-
ance company. The reinsurance company then
passes these profits through to its owners who often
are officers in the bank that originally sold the credit
life insurance. Such arrangements appear to circum-
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vent the intent of our regulation to prohibit insider re-
ceipt of credit life commissions. In fact, the officers
have the same incentive to "push" credit life as if they
were receiving the commissions directly. Moreover,
use of this arrangement deprives the bank of flexibility
it should have to change underwriters because the
bank, in effect, is locked into a particular underwriter
by reason of the personal investment of its officers in
the reinsurance company, which usually is a captive of
the underwriter.

Another practice that concerns us relates to the allo-
cation of credit life insurance income within a bank
holding company system. The issue is whether the in-
come should be credited to the bank's income ac-
counts or to the holding company (or its insurance
agency subsidiary). Our credit life regulation allows
credit life income to be paid to the holding company
provided that the minority stockholders' proportionate
share is retained in trust and paid to them periodically.
We are not entirely satisfied^ with this arrangement.
While it protects the interests of all shareholders, the
bank usually receives little if any compensation, even
though the insurance most likely was sold on bank
premises by bank personnel to bank customers.

Cost of Credit Life Insurance
Questions have been raised about the cost of credit

life insurance. Chairman Proxmire has estimated that
consumers are paying far more than necessary for
credit life, health and accident insurance. The
Chairman's analysis attributed high premiums to,
among other things, the phenomenon of "reverse com-
petition" characterized by competition among credit
life underwriters on the basis of how much of the pre-
mium they can refund to the lender. This phenomenon
tends to lead to higher premiums.

Another issue is the wide variation in credit life insur-
ance rates from state to state, ranging from as much
as $1 per $100 of coverage to $0.43 per $100. Some
states are actively studying the feasibility of reducing
their rates. To the extent that some rates are exces-
sive, failure of the states to take action may eventually
lead to pressure for federal regulation in an area tradi-
tionally reserved to the states.

Evidence of Tie-in Sales of Credit-Related Insurance
Available evidence suggests that certain lenders

have used their market power to coerce borrowers into
purchasing various types of credit-related insurance
from them. However, a recent study by the staff of the
Federal Reserve Board, entitled "Tie-ins Between the
Granting of Credit and Sale of Insurance by Bank
Holding Companies and Other Lenders," concludes,
in part, that "explicit tying between the granting of
credit and the sale of credit-related insurance is practi-
cally nonexistent and that implicit pressures brought
by lenders on the borrower are neither very strong nor
widespread in the industry."

This conclusion was based largely on data from a
survey of credit customers. The survey did not distin-
guish between various types of credit insurance. In
support of its conclusion, the Federal Reserve Board
staff noted that only 23.5 percent of all bank credit

customers felt that credit insurance was either strongly
recommended or required. However, 35.9 percent of
those bank borrowers who also purchased credit in-
surance responded that the insurance was either
strongly recommended or required. If, in fact, as many
as 35.9 percent of borrowers who took credit insur-
ance felt significant sales pressure (defined as those
responding that insurance was required or strongly
recommended), the case that some type of tying is
prevalent in the market is substantially strengthened.
The difference between the percentages depends on
what interpretation is placed on those bank borrowers
who did not purchase credit insurance. If this group of
borrowers obtained credit primarily from banks not of-
fering credit insurance or doing little to promote the
sale of credit insurance, the 35.9 percent figure takes
an added significance. This would suggest that im-
plicit if not explicit tying is a serious problem in a large
number of individual banks, although appearing to be
somewhat less of a problem when all banks are con-
sidered. Thus, the data presented in the Federal Re-
serve Board staff study are subject to varying interpre-
tations.

More significantly, the data assembled in this study
suggest that legislation to prevent abuses in the credit
insurance industry should not focus solely on banks
and bank holding companies. Of those borrowers who
obtained credit and purchased credit insurance at fi-
nance companies, 44.8 percent felt significant sales
pressure. Similarly, 43.6 percent of credit union cus-
tomers and 37.3 percent of retailers' credit customers
acknowledged significant sales pressure. Banks, with
35.9 percent, had the smallest percentage. Thus, pro-
hibiting banks from selling credit insurance would do
little to address the issue of tie-ins. Indeed, by elimi-
nating one important source of competition among
providers of consumer finance, such an approach
could aggravate the problem. In our view, a better so-
lution would be to provide for adequate disclosure of
credit insurance costs and for prohibition of coercive
practices on the part of all consumer lenders.

Sale of Property and Casualty Insurance by Banks and
Bank Holding Companies

It seems likely that the ready availability of property
and casualty insurance coverage from independent
agents and other institutional insurers will substantially
reduce the likelihood of the kinds of problems and
troublesome practices that have occurred in some in-
stances in the sale of credit life and health insurance
by banks and bank holding companies. Although we
have not conducted a specific study of the public ben-
efits that might be realized from allowing banks and
bank holding companies to sell property and casualty
insurance, it is reasonable to expect that the entrance
of banks and other lenders into this market will give
consumers another alternative to existing sources. This
would probably increase competitive pressures on
prices and services, resulting in improved benefits for
consumers. Additionally, the simple convenience af-
forded by one-stop shopping and combined billing for
a loan .and related insurance coverage at a bank are
important potential benefits. Some nonbank creditors,
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including thrift institutions and retailers, now offer this
convenience to their customers.

Although the Comptroller's Office favors the sale of
credit-related property and casualty insurance by
banks and bank holding companies, we have reserva-
tions about whether they should be permitted to under-
write this type of insurance. To date, the Federal Re-
serve has not allowed this activity, although the matter
is now in the courts. We are concerned about under-
writing principally because most banks and the bank
regulatory agencies are not familiar with this industry.
While the integration of the underwriting and selling
functions in a single organization may lower the cost of
insurance to the consumer, underwriting appears to
entail special risks which banks and bank holding
companies should not assume at this time.

In conclusion, we believe that broad prohibitions on
bank and bank holding company sale of credit-related
property and casualty insurance would be inappro-
priate and contrary to the best interests of consumers.
Instead, such sales should be allowed to continue
subject to monitoring by the appropriate federal bank-
ing agencies. In the absence of federal legislation ad-
dressing perceived abuses in providing such insur-
ance on a broader basis, we would expect to deal
within the scope of our existing authority with trouble-
some practices that might arise in the providing of
such insurance by national banks. We would be
pleased to continue to report to Congress the results
of our regulatory experience and will make recommen-
dations for statutory change if that appears necessary.

Statement of Cantwell F. Muckenfuss, III, Senior Deputy Comptroller for Policy,
before the Subcommittee on Financial Institutions of the Senate Committee on
Banking, Housing and Urban Affairs, Washington, D.C., June 27, 1979

I welcome this opportunity to present the views of
the Office of the Comptroller of the Currency on S.
1347, "The Depository Institutions Deregulation Act of
1979." This bill is an important step in the process of
achieving meaningful reform of financial institutions.
The Office of the Comptroller of the Currency has long
supported comprehensive financial reform. We believe
that the concept of gradual deregulation embodied in
S. 1347 is the correct approach to such reform. More-
over, S. 1347 represents a necessary complement to
the administration's efforts and those of the financial
institution regulatory agencies in this regard. We ap-
plaud these financial reform efforts.

Need for Financial Reform
The need for financial deregulation is clear. The

present system of deposit rate controls represents a
regressive and inequitable tax on many of our citizens.
This is especially so in times of severe inflation and re-
sulting high interest rates. Combined with portfolio re-
strictions and usury ceilings, these controls hamstring
the competitive vitality of many of the nation's financial
institutions and cause substantial disruptions and inef-
ficiencies in the marketplace. The impact of disin-
termediation on the housing and housing finance in-
dustries in times of high interest rates is but one
example of the perverse consequences of interest rate
controls. Because of restrictions on the composition
and character of many institutions' assets, removal of
interest rate controls alone is not sufficient. All institu-
tions must be provided with the tools to compete effec-
tively in a deregulated environment to avoid unfair and
disruptive consequences for institutions which have
served the nation well.

Failure to proceed with phased deregulation of de-
pository institutions will signal a willingness to tolerate
existing inequities, disruptions and inefficiencies. And,
ultimately it will serve to weaken the competitive vitality

of many depository institutions as the unregulated sec-
tors of our financial markets continue to increase their
share of the savings that would normally have gone to
depository institutions.

Response of the Administration

Recognizing the need for action, the President es-
tablished the Interagency Task Force on Deposit Rate
Controls more than a year ago to study the effects of
deposit rate ceilings on depositors, the availability of
housing finance and, more generally, the functioning
of the financial system.

Based on the work of the task force, the President
recommended in a message to the Congress on May
22, 1979, the enactment of comprehensive financial
reform legislation which would provide for an orderly
phasing-out of deposit interest rate ceilings, coupled
with measures to protect the long-run viability of thrift
institutions and to assure continuation of their historic
role as suppliers of housing finance. Specifically, the
President stated that he would ask the Congress to:

• Provide an orderly transition period during
which all deposit interest rates would be permit-
ted to rise to market rate levels. This phase-out
will be subject to emergency action by regula-
tors if the safety and soundness of financial in-
stitutions are threatened or the implementation
of monetary policy so requires;

• Permit all federally chartered savings institu-
tions to invest up to 10 percent of their assets in
consumer loans; and

• Permit all federally insured institutions to offer
interest-bearing transaction accounts to individ-
uals.

In addition, the President indicated his support of
the efforts of the financial regulators to increase the in-
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terest rates payable to small savers, urging them to
pursue the approach begun with authorization of the 6-
month money market certificate.

Response of the Regulators

Paralleling the deliberations of the administration,
the financial regulators in recent months have taken
three significant actions aimed at diminishing the ineq-
uitable and disruptive consequences of interest rate
controls.

To forestall the threat of disintermediation in the face
of rising market interest rates and to maintain the avail-
ability of mortgage and housing credit, the agencies in
May 1978 authorized the $10,000, 6-month money
market certificate with a floating ceiling rate that
closely follows the discount rate on 6-month Treasury
bills. These instruments, attracting $160 billion in funds
in 1 year, have been extremely successful in achieving
the intended objective and indeed have been credited
with avoiding the housing bust which usually accom-
panies interest rates at high levels.

However, the success of the money market certifi-
cate with its market-based rate ceiling served to high-
light the discriminatory treatment of those depositors
who are unable to obtain market-determined rates of
interest on their deposits because of regulator-im-
posed rate ceilings. Such depositors are typically re-
ferred to as "small" depositors, a category that in-
cludes depositors of modest means but also, and
perhaps more importantly, includes those of modest
sophistication in financial matters. These inequities
have been dramatized effectively by the Grey Pan-
thers.

After considerable study, the agencies adopted sev-
eral measures on May 30, 1979, intended to help small
depositors, including:

• An increase of 1A percent in the passbook sav-
ings rate;

• A new 4-year certificate of deposit with a float-
ing ceiling rate tied to the average 4-year yield
on Treasury securities;

• Elimination of most minimum denomination re-
quirements; and

• A reduction in penalties for early withdrawal, es-
pecially on longer-term deposits.

Additionally, the agencies indicated they would
meet toward the end of the year to determine whether
further adjustments in deposit rate ceilings would be
feasible.

In addition to these steps liberalizing the structure of
Regulation Q, the commercial bank regulatory agen-
cies in November 1978 authorized automatic transfer
of funds between the savings and checking accounts
of the same individual. In a related action, the Federal
Home Loan Bank Board effective July 1, 1978 autho-
rized federally chartered thrift institutions to make re-
mote service units available to depositors. Combined
with the provision of NOW accounts in New England
and New York and credit union share drafts, the effect
of these arrangements was to permit individuals to

earn interest on their transaction balances. On April
20, 1979, the District of Columbia Court of Appeals de-
clared that the automatic transfer service in commer-
cial and mutual savings banks, as well as remote serv-
ice units of savings and loan associations and share
draft accounts in credit unions, violate the statutory
prohibition on the payment of interest on demand de-
posits.

Need for Congressional Action

The need for congressional action on financial re-
form was clear before the court of appeals' decision
and has been made even more urgent by that deci-
sion. Without legislation, many bank customers will
lose a valued service on January 1, 1980. This would
be a dramatic example of government controls that
prohibit financial products that institutions are willing to
offer and that customers demand.

Moreover, consumers properly point out that the
actions taken on deposit ceilings and terms fall short
of providing a market-determined return on deposits.
At the same time, many institutions, especially thrifts
subject to binding usury rates, point out that the ef-
fects of even the modest regulatory actions of May 30
will have a significant effect on their earnings. They ar-
gue further that additional relaxation of deposit rate
controls could threaten the solvency of numerous insti-
tutions. These concerns demonstrate the dangers and
problems to which the substitution of regulatory judg-
ments, regarding appropriate deposit rates and de-
posit conditions, for the decisions of competing finan-
cial institutions leads.

Illustrating the bind of many thrift institutions is the
experience with the money market certificates autho-
rized in May 1978. Although these instruments were
successful in preventing disintermediation, their cost
led many in the thrift industry to urge some rollback.
The regulators responded in March of this year by for-
bidding compounding of interest and partially eliminat-
ing the differential on these instruments—actions
taken in response, at least in part, to the pressures on
thrift earnings.

The recent action of the Federal Home Loan Bank
Board authorizing federally chartered thrift institutions
throughout the country to offer variable rate mortgages
responds to the earnings problems of thrifts. This
action is consistent with the recommendations of the
President and will, over time, enhance the ability of
these institutions to pay market rates on deposits by
permitting rates earned on long-term mortgages to in-
crease and decrease as market interest rates increase
and decrease.

More than this is required, however. Action must be
taken to strengthen thrift earnings. In addition, to the
extent that thrift institutions lose the marketing advan-
tage implicit in the differential as we move to a world of
market determined rates, it becomes critical that their
powers be expanded to enable them to provide one-
stop banking services. This has been underscored by
the sharp increase in the commercial bank share of
new money market certificate deposits that occurred in
April and May of this year following the elimination of
the interest rate differential.
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Finally, congressional action is necessary to assure
an orderly adjustment by financial institutions to a new
competitive environment. The NOW account experi-
ence in New England demonstrates that depository in-
stitutions can respond effectively when controls which
restrain competition are lifted. However, such adjust-
ments will not occur until the institutions are convinced
that the controls will be eliminated. Accordingly, a spe-
cific timetable for the end of controls is needed to as-
sure that the requisite preparations for the new envi-
ronment are made.

Although we differ with certain specifics, S. 1347 is
responsive to these needs. Enactment of legislation
along these lines will allow market forces to work pro-
gressively within the depository system and at the
same time shape the results in a manner that tends to
avoid disruptive consequences. Moreover, S. 1347
wisely recognizes that viable financial reform is a
process and not an event.

Guiding Principles
The combined efforts of the administration, the Con-

gress, the regulatory agencies and the depository in-
stitutions to implement financial deregulation should
be guided by several principles.

The existing depository system is based on a host of
governmental restrictions and controls, most of which
were devised in response to the problems of the De-
pression. Many of these restrictions have caused se-
rious problems, while others have been rendered inef-
fective with the passage of time, As in other industries,
the time has come to dismantle governmental restric-
tions which have outlived their usefulness and often
serve only to protect inefficient competitors. We must
come to rely on the market mechanism as the most ef-
ficient allocator of resources and determiner of prices.
Substitution of governmental judgment for that of de-
pository institutions and the marketplace in structuring
financial products is arbitrary. Simply stated, regula-
tors are not the best available designers of financial
products. Government should interpose itself between
the seller and consumer of financial services only
when the public interest clearly demands it.

Fairness among competitors is a second principle.
Depository institutions offering similar products and
services should be able to compete on as equal a
footing as possible in the marketing of these products
and services. This principle implies that interest rate
ceilings, reserve requirements and the return, if any,
on such reserves should be the same for all similar
types of deposits. In essence, the playing field of fi-
nancial competition should be a level one, providing a
fair opportunity for institutions of all types and sizes.

A corollary of this principle of fairness is the notion
that competitors be given sufficient opportunity to
make the required transition to a new environment. At
the same time, fairness to those who have relied on ex-
isting rules must not be allowed to be used as an ex-
cuse for protecting inefficient competitors.

Ultimately and most importantly, it must be remem-
bered that the financial system is meant to serve its
various customers. Here again equity is important. All
consumers should have the same opportunity to earn

a market determined rate of return on their deposit bal-
ances. In addition, the financial reforms adopted
should permit innovations to increase consumer con-
venience—convenient access to financial services
(one-stop banking) and convenient management of
their financial affairs.

The Depository Institutions Deregulation Act of 1979
Although our views do not coincide with the provi-

sions of S. 1347 or with the position of the administra-
tion in every detail, we heartily support the efforts of
the administration and this committee. We believe that
S. 1347 provides a viable vehicle to achieve meaning-
ful financial reform of financial institutions and stand
ready to work with the committee to accomplish that
end.

Phased Deregulation of Deposit Rate Controls

Section 107 of S. 1347 provides for the ultimate de-
control of the maximum deposit interest rates which
depository institutions may pay by December 15,
1989. Although we are not convinced that a transition
period of 10 years is necessary, we believe that estab-
lishment of a certain date and specific schedule for
deregulation is of overriding importance and strongly
support this aspect of S. 1347.

The bill provides that beginning on January 1, 1982,
and every 6 months thereafter until December 15,
1989, rate ceilings on all categories of deposits are to
be raised by the regulators at least VA percent. Flexibil-
ity is provided in the bill to either hasten or slow the
rate of decontrol. If the Federal Reserve Board in con-
sultation with the Federal Deposit Insurance Corpora-
tion, the National Credit Union Administration and the
Federal Home Loan Bank Board, determines that "it is
economically feasible or desirable to accelerate the in-
crease" in the rates then the Board must report the de-
cision to Congress. On the other hand, if the Board in
consultation with the other agencies determines that a
"serious economic emergency exists and that such
action is necessary to avoid a threat to the economic
viability of depository institutions," it may postpone the
scheduled increase but for no longer than 1 year. Here
again, the Board of Governors is required to report this
decision to Congress. In addition, the bill provides that
new categories of deposits may be created only if the
rate of interest is at least equal to rates on deposits of
equivalent maturities.

As we have indicated, establishment of a schedule
of minimum increases leading to total decontrol on a
certain date is of critical importance. Moreover, regula-
tory discretion to modify the schedule where circum-
stances warrant is also important—especially if we are
correct that depository institutions can make the requi-
site adjustment more quickly than we have anticipated.
In this regard, however, we concur with the admin-
istration's recommendation that the standard for delay-
ing the scheduled increase in rates be relaxed some-
what.

In short, assuming necessary flexibility on the part of
the agencies, we believe that enactment of such a
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framework for decontrol is an esse.ntial ingredient in
the process of financial reform.

Interest-bearing Transactions Accounts
S. 1347 provides for the nationwide extension to all

depository institutions of the power to offer interest-
bearing NOW accounts to individuals and nonprofit or-
ganizations. As we have indicated, enactment of this
provision is essential to avoid the loss of valued serv-
ices to many customers. Moreover, authorization of
transactions accounts for all thrifts is an essential com-
ponent of the powers necessary to enable thrifts to
compete for deposits in a world without the benefit of
the differential.

Although we have supported repeal of the prohibi-
tion on the payment of interest on demand deposits,
we recognize that the framework in S. 1347 will ease
the transition as institutions learn to price and market
the new services effectively. To the extent that deposi-
tors perceive NOW accounts to be different and be-
cause they will have to make an affirmative decision to
obtain such an account, NOW accounts will grow
gradually over time. The NOW account transition per-
iod appears to have taken about 4 years in Massachu-
setts and New Hampshire and about 3 years in the
other four New England states. Consistent with the ap-
proach embodied in this bill with respect to the ulti-
mate elimination of controls on time and savings de-
posits, the committee may wish to consider
establishment of a certain date on which the prohibi-
tion of the payment of interest on demand deposits
would be eliminated.

S. 1347 limits NOW accounts to individuals and non-
profit organizations. This is consistent with the
administration's recommendations which were based
on easing the transition for depository institutions. We
support limiting NOW accounts to individuals and non-
profit organizations as an interim step, but feel that this
restriction should be terminated after a reasonable
time period. This could be accomplished at the same
time the prohibition on the payment of interest on de-
mand deposits is repealed.

We concur with the administration's recommenda-
tion that the effective date for NOW accounts be de-
layed for 6 months after enactment to give all deposi-
tory institutions time to determine pricing policies, to
plan implementation and to make necessary adminis-
trative arrangements. The NOW account experience in
New England and New York and the automatic funds
transfer service experience should provide considera-
ble assistance to institutions in making NOW account
plans and preparations. The effective date of the court
of appeals decision should be delayed by the Con-
gress to coincide with the effective implementation
date for NOW account authority.

The NOW Account Interest Rate Ceiling
Section 106(a) requires that the maximum rate of in-

terest shall be uniform for all institutions and equal to
VA percent less than the member commercial bank
passbook rate.

We agree with the administration that the initial inter-
est rate ceiling should be the same for all depository

institutions and should be equal to the rate on pass-
book savings accounts at commercial banks. Further-
more, the ceiling should rise on the same timetable as
that applicable to the passbook rate, and the regula-
tors should have authority to accelerate or restrain
these increases in the same manner as S. 1347 pro-
vides for other deposit instruments.

Restricting the rate ceiling to VA percent below the
commercial bank passbook savings rate operates
against the principles of increasing consumer conven-
ience and minimizing depository institutions' adminis-
trative and operating expenses. The New England
NOW account experience indicates that when rate
ceilings are the same on both NOW and passbook
savings accounts, consumers have a strong incentive
to consolidate checking and savings balances in the
NOW account. This enhances convenience in two re-
spects. First, the consumer has to manage and recon-
cile only one account instead of two. Second, the con-
sumer does not have to worry about minimizing
checking balances and shifting funds back and forth
between his or her checking and savings accounts.
Banks also benefit. Account consolidation leads to a
reduction in account maintenance and transactions
handling expenses.

A lower interest rate ceiling on NOW accounts dis-
courages account consolidation because consumers
will tend to place funds not immediately needed for
transactions purposes in the higher rate savings ac-
count. S. 1347 by providing for a VA percent differential
for commercial banks and a V2 percent differential for
thrifts would negate many of the advantages of exist-
ing NOW arrangements. The recent regulatory VA per-
cent increase in the passbook savings rate ceiling,
which becomes effective July 1, and the absence of a
similar change for NOW accounts will have the same
adverse consequences.

Reserve Requirements
Section 201 of S. 1347 authorizes the Federal Re-

serve to set reserve requirements within the range of 3
to 22 percent against NOW and share draft accounts
for all depository institutions. In principle, NOW ac-
counts should be treated as demand deposits for re-
serve purposes. Nonmember institutions may maintain
their reserves at a Federal Home Loan Bank, the Na-
tional Credit Union Central Liquidity Facility, a member
bank or a Federal Reserve Bank. Pending a broader
resolution of the Federal Reserve membership issue,
we have no objections to the provisions of Section 201.
The principle of competitive equality argues that all in-
stitutions offering NOW accounts be subject to the
same requirement and restrictions, including those
pertaining to reserves.

Consumer Lending Powers
Section 301 of S. 1347 would permit federally char-

tered savings and loan associations to make unse-
cured loans for personal, family or household pur-
poses and to invest in commercial paper, corporate
debt securities and bankers' acceptances up to an ag-
gregate amount not to exceed 10 percent of total as-
sets.
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We support the extension of such authority. This au-
thority will assist the competitive capabilities of federal
savings and loan associations by rounding out the
range of family financial services, including transac-
tions accounts, that they may offer to consumers. This
authority will also reduce the sensitivity of earnings by
reducing the average maturity of assets. Furthermore,
the 10 percent limitation is not so great as to affect
greatly their role as suppliers of housing finance. Con-
sumer lending entails greater administrative costs rela-
tive to the size of the loan and greater risks than mort-
gage lending. Savings and loan associations will need
time to develop experience in making and pricing con-
sumer loans. This also argues in favor of a 10 percent
limitation initially. At a later time, based on experience,
a higher percentage might become appropriate.

Usury Ceilings
Section 303 preempts state constitutional provisions

or laws that limit interest rates charged by any deposi-
tory institution on loans secured by real property. This
provision becomes effective on enactment but may be
overridden by state legislation within 2 years after the
date of enactment.

We support this provision although we would prefer
to see all state usury laws phased out. When market
interest rates are above usury ceilings, low-income
borrowers and higher-risk borrowers generally have
been unable to obtain loans from depository institu-
tions and credit has flowed to markets not subject to

usury ceilings. This has occurred during every period
of high interest rates over the last 15 years. Many
states have revised usury statutes in response to mar-
ket realities, but some have not or could not because
usury ceilings were mandated in their constitutions.

Usury laws are intended to protect small and low-
income borrowers from unscrupulous money lenders
and to limit the power of lenders to charge whatever
interest rate they want. These goals are important, but
usury laws have a poor record of accomplishing them.
Indeed, usury laws have had unintended and adverse
effects on borrowers, financial institutions and the pub-
lic-at-large. There are other means of attaining these
goals which would not create the perverse effects on
credit flows that usury laws do.

Trust Powers for Thrift Institutions
Section 302 of S. 1347 would permit federally char-

tered thrift institutions to exercise fiduciary powers.
This is consistent with enhancing the competitiveness
of thrift institutions through expansion of powers, and
for this reason, we support the thrust of this section.
We note, however, that the National Bank Act contains
a specific statutory framework under which national
banks exercise such powers. And, of course, we have
substantial experience administering these provisions.
The committee may well wish to consider this statutory
pattern and our experience in its deliberations in this
regard.

Statement of John G. Heimann, Comptroller of the Currency, before the
Subcommittee on Commerce, Consumer and Monetary Affairs of the House
Committee on Government Operations, Washington, D.C., August 1, 1979

I appreciate the opportunity to appear before this
subcommittee to present the views of the Office of the
Comptroller of the Currency on foreign investment in
the U.S. banking industry. It is a subject which has our
continuous attention, and these hearings offer an ex-
cellent opportunity for public discussion of some of the
issues raised.

At the outset, it is important to place the subject of
this hearing in the context of the long standing policy
of the U.S. government toward foreign investment. In
1791, Alexander Hamilton urged: "Rather than treating
the foreign investor as a rival, we should consider him
a valuable helper, for he increases our production and
the efficiency of our business." Throughout most of our
history, Hamilton's view has prevailed. Our country has
welcomed, in fact encouraged, foreign investment in
our domestic enterprises, and foreign capital has con-
tributed significantly to our economic development.

The open door policy is rooted in economic princi-
ple. Foreign investment in the U.S. benefits the econ-
omy in the same way as domestic investment, leading

to increased competitive ability, greater employment,
higher production and improved technology. To date,
there is little evidence that foreign ownership of do-
mestic enterprises has been other than beneficial to
the public interest.

A comprehensive review of national policy was con-
ducted following an upsurge of foreign investment in
1973 and 1974. The policy statement issued by the
Department of the Treasury in July 1977 reaffirmed our
government's strong commitment to the free flow of
capital among nations. The nation's policy in the bank-
ing area is consistent with policy toward the invest-
ment of foreign capital generally. In passage of the In-
ternational Bank Act in 1978, restrictions on foreign
investment in banking and policies based on reciproc-
ity were discarded in favor of the principle of national
treatment—that is, equality of competitive opportunity
for all participants in our banking system whether for-
eign or domestic.

In recent months, attention has been focused on for-
eign investment in banks as a result of several pro-
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posed foreign acquisitions of relatively large U.S. insti-
tutions. Because of the pivotal role which commercial
banking plays in our economy and the size of some of
these transactions, special concerns have been
voiced, including those that we have been asked by
the subcommittee to discuss today:

• The factors motivating foreign investment in our
banking system;

• The adequacy of supervisory capabilities; and
• The impact of foreign acquisitions on our banks'

domestic customers.

We recognize that foreign ownership of U.S. banks
can pose special problems. However, we believe that
intervention or restrictions which are inconsistent with
our policies of national treatment and free and open
markets should be adopted only on a clearcut demon-
stration that such intervention is in the national interest:
first, because the existing framework of law and regu-
lation provides significant power and discretion to deal
with both anticipated and unanticipated problems and
second, and most importantly, because in the long-
run, we believe that the policy enunciated by Hamilton
is ultimately the better one. Our capitalistic system, the
freedom of private enterprise to make market-based
investment decisions with but few government re-
straints, has stood the test of two centuries. Those
who, by restricting foreign investment, would tamper
with the underlying precepts of our system must bear
the burden of proof.

The invitation to testify also inquired about the pro-
cedures involved when a state bank makes application
to our Office for conversion to a national charter and
the standards which we use to reach a decision on the
application. While it would be inappropriate to discuss
any specific pending applications, we have attached
to this statement copies of our conversion policy and
forms which indicate the factors weighed in such a
conversion.*

The conversion policies of the federal agencies and
the state authorities have historically been designed to
permit voluntary movement of institutions between fed-
eral and state regulatory systems. Such freedom of
choice by banks to elect state or national charter is an
integral feature of our dual banking system.

Historical Background
Over the last 20 years, international trade has bur-

geoned and robust national economies, especially in
Europe, Japan and United States, have attracted capi-
tal from abroad in search of investment opportunities.
Ever larger flows of capital internationally have eroded
the national markets barriers, and foreign acquisition
of U.S. banks is in many respects just one aspect of
this larger phenomenon—the global integration of fi-
nancial markets.

The process has brought us to a point where the
world's major multinational banks compete head-to-
head across national boundaries, not only in interna-
tional services but also in domestic wholesale and oc-

* The conversion policy and forms are not attached in the annual re-
port because of space limitations. Copies are available elsewhere.

casionally retail banking markets. American banks
operate 888 branches and subsidiaries in over 100
countries. U.S. overseas bank assets were $268 billion
at the end of December 1977, or 8.1 percent of global
banking assets, excluding U.S. domestic banking as-
sets. This is more than five times the size 8 years be-
fore. For some of our largest banks, international as-
sets are more than half of total assets, and
international operating profits more than half of overall
operating profits.

The other side of the integration process from the
U.S. viewpoint is that foreign banks operate 265
branches and subsidiaries in our country, controlling
assets of $116 billion or 9.3 percent of U.S. domestic
bank assets at the end of November 1978. (If the three
presently proposed acquisitions are made, foreign-
controlled domestic bank assets will increase to $136
billion, or 10.9 percent of U.S. domestic bank assets.)
This represents a quadrupling in slightly more than 6
years. Foreign banking presence is found chiefly in
three states: New York accounts for 70 percent of all
foreign-controlled bank assets in the United States,
California for 23 percent and Illinois for 3 percent. (For-
eign-controlled bank assets as a proportion of total do-
mestic bank assets in each of those states at the end
of December 1978 were 36 percent in New York, 20
percent in California and 4 percent in Illinois.)

Banks provide services to commerce and industry;
hence, bank expansion internationally had much of its
original impetus in international trade and investment
activity. In the early 1960's, the annual flow of U.S. di-
rect investments abroad exceeded foreign invest-
ments into the United States by more than nine times,
and world commerce during the 1960's grew at an an-
nual rate of nearly 10 percent.

Between 1960 and 1969, the number of foreign
branches of U.S. banks quadrupled from 124 to 460.
During that time, our largest banks sought international
growth by servicing the foreign units of their U.S.
multinational corporate customers and participating in
the swelling volume of world trade.

Overseas lending limitations were in effect under
U.S. voluntary restraint programs in the 1960's. How-
ever, Federal Reserve regulations permitted banks to
fund a substantial portion of their international busi-
ness offshore, and this further stimulated the foreign
activities of U.S. banks. The process continued into the
1970's as U.S. regional banks expanded internation-
ally and the large multinational banks carried competi-
tion into the domestic markets of host countries.

For a number of reasons, including exchange con-
trols, it was not particularly desirable or feasible for for-
eign interests to invest in the United States in the
1960's, and foreign investment lagged U.S. economic
growth. However, conditions changed in the early
1970's, and foreign investment began to catch up with
economic growth. Now, the result of the U.S. interna-
tional account deficit position is to place excess dol-
lars in the hands of foreigners, virtually "inviting" them
to invest in the United States.

Foreign bank expansion in this decade initially mir-
rored that of U.S. banks in the preceding decade as
foreign banks followed trade patterns and their home
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country corporate customers to the United States. The
1973-1977 foreign direct investment figures indicate
that the major sources of foreign investment in the U.S.
are Europe (66 percent of total), Canada (20 percent)
and Japan (3 percent). It is not surprising, then, that
the preponderance of U.S. domestic bank assets con-
trolled by foreign banking institutions are accounted
for by the banks from Europe (50 percent), Japan (32
percent) and Canada (13 percent).

As has been the case with many U.S. banks over-
seas, foreign banks in the United States have broad-
ened their activities and expanded into some of our
domestic markets. This is reflected by a shift into
branches and subsidiaries which, unlike agencies, can
accept domestic deposits and offer a wider array of
other banking services. The overwhelming portion of
the shift was to branches. From 1972-1979, foreign
branches grew at more than twice the rate of overall
foreign bank activity, increasing their share of total for-
eign bank-controlled U.S. bank assets from 18 to 50
percent. The trend towards foreign bank activity in the
form of subsidiaries was less pronounced. U.S. sub-
sidiaries of foreign banks grew only slightly more than
the rate of foreign bank activity generally, increasing
their share of aggregate foreign bank assets in the
United States from 21 to 23 percent.

The shift from agencies to branches and subsidi-
aries partially reflects the wider complex of motives for
recent foreign bank expansion in the United States:

• Some banks have sought greater diversification
of assets;

• Many foreign banks desired a deposit base in
U.S. dollars, and their customers wanted to
hold dollar deposits in the United States;

• Many foreign banks with U.S. multinational cus-
tomers at home wanted to compete in our mar-
ket for a larger share of U.S. corporate busi-
ness;

• In planning for future growth, foreign banks
have been drawn to the U.S., which is the larg-
est discrete banking market in the world;

• Finally and importantly, the United States, be-
cause of the stability of our political and eco-
nomic systems and our provisions for the free
inflow, outflow and throughflow of private capi-
tal has been viewed as one of the safest invest-
ment havens in the world.

However, important as the foregoing factors are in
helping us understand generally the growth of foreign
banking activity in the United States, they do not fully
explain the recent upsurge in foreign acquisitions of
U.S. banks. Several other factors linked to U.S. eco-
nomic and monetary policies and differences in the
U.S.' and other countries' inflation rates are also re-
sponsible for making our banks unique targets of op-
portunity for foreign interests.

First, the high U.S. inflation rate relative to inflation
rates in other key countries has contributed signifi-
cantly to the depreciation of the dollar. To the extent
that the dollar is perceived to be undervalued (and/or
the home currency overvalued), the attractiveness of

investment in the United States is enhanced by expec-
tations of investment appreciation when the values ad-
just to their true levels.

A second factor is the increase in foreign dollar
holdings. Foreigners may exchange these dollars for
home country currency or invest these holdings in dol-
lar deposits, in securities of U.S. firms or the U.S. gov-
ernment or in direct purchases of equity positions in
U.S. firms. The expected investment value of purchas-
ing U.S. firms may be perceived as being greater than
returns on more passive dollar investments or conver-
sion into home country investments.

Third, the failure in recent years of current and ex-
pected earnings rates in the U.S. banking system to
keep pace with the increasing inflation rate has de-
pressed bank stock values. Market prices of bank
stocks, as measured by one index, have fallen to 5.7
times 1979 estimated earnings, which is close to the
1974 market low. This compares unfavorably with the
average for the Standard and Poor's 500 stocks, which
are currently trading at 7.7 times 1979 estimated earn-
ings. "Cheap" bank stock prices combined with the
dollar depreciation have increased the number of U.S.
banks which foreign banks have resources enough to
acquire.

It should be stressed that the relatively depressed
valuation placed by private investors on banks has its
roots in the economic and monetary policies pursued
by this nation over the past decade. Furthermore, un-
less we as a people come to grips with the overriding
problem and its most obvious distressing symptom—
inflation—there is no reason to predict an upward revi-
sion of bank stock values.

Fourth, low earnings relative to inflation-induced as-
set growth have impaired the capital positions of some
banks. Low stock prices have deterred most U.S.
banks from seeking capital in the equity markets over
the last several years. This, coupled with the need to
strengthen capital positions, has prompted some
banks to seek merger partners. However, restraints on
geographic expansion imposed by the McFadden Act
and the Douglas Amendment to the Bank Holding
Company Act limit the eligible domestic suitors for
larger banks, virtually reserving acquisitions of larger
banks to foreign institutions.

The confluence of conditions which has prompted
the dramatic upsurge in foreign acquisitions in the last
several years seems likely to continue at least in the
short run. However, it would be incorrect to conclude
that this latest spurt of foreign investment in our bank-
ing system confronts us with events which have no
precedents or that we have no historical record from
which we can draw useful inferences.

Foreign banks in one form or another have been with
us since the mid-19th century. Some subsidiaries of
foreign banks antedate their present-day domestic
competitors. Their contributions have been positive,
paralleling those of foreign investments in other enter-
prises. On the whole, their record of good citizenship
may even exceed that of purely domestic banks. Their
presence in our system has brought added manage-
ment strength and international expertise. In a number
of cases, the participation of foreign interests in U.S.
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banks has bolstered equity positions through fresh in-
fusions of capital. Most importantly; the added element
of competition has helped assure the continuing effi-
ciency of our banking system and its responsiveness
to the needs of the market.

Existing Statutory Entry Controls
The integration of world financial markets has been

accomplished largely through the activities of multina-
tional banking institutions. They constitute a growing
fraternity of increasingly diverse national origins. These
complex organizations accommodate within a single
corporate structure numerous entities around the world
which operate under different national laws and keep
their books according to different national accounting
practices.

The relationships between and among the parts of
these farflung organizations preclude the isolated
treatment of any single related entity by bank supervi-
sors, whether in host or home countries. Thus, U.S. su-
pervisory responsibilities are complicated by the ne-
cessity of having to understand and deal with new
complexities presented by both our own large multina-
tional banks and various U.S. entities of foreign
multinational banks.

In terms of foreign acquisition of U.S. banks, the
problem initially emerges when relevant supervisors
discharge their responsibilities to screen and approve
would-be participants in the U.S. banking system un-
der the statutory framework provided by the Bank
Holding Company Act and, more recently, the Change
in Bank Control Act of 1978.

Acquisitions of U.S. banks by foreign companies re-
quire the approval of the Federal Reserve Board under
Section 3(c) of the Bank Holding Company Act. In re-
viewing such an application involving a national bank,
the Board seeks the views and recommendations of
the Comptroller of the Currency. The Board is required
to take into consideration the financial and managerial
resources of the acquiring company, together with the
future prospects and plans of the proposed parent
and the bank. The statute further mandates that in its
deliberations the Board fully consider the convenience
and needs of the community which is served by the
bank.

In making its determination, the board analyzes the
financial condition of the proposed foreign parent,
evaluates the record and integrity of its management,
assesses the role and standing of the acquiring bank
in its home country and requests the views of the bank
regulatory authorities in the home country. Specific in-
formation is required to be submitted by the acquiring
company to permit an adequate assessment of its fi-
nancial strength and operating performance.

The entry controls of the Bank Holding Company Act
have been in place for a number of years, and use of
these controls has continually reinforced our confi-
dence in their effectiveness. During this past decade,
our experience has been that U.S. banks owned by
foreign banking institutions are generally more amena-
ble to normal entry and supervisory procedures than
those owned by foreign individuals. Without exception,
the few problems experienced by our Office have

been with foreign individuals rather than foreign institu-
tional owners. This is at least in part because there are
home country bank regulators from whom we can re-
quest information.

As New York State Superintendent of Banks, I
strongly advocated, endorsed, and used statutory
change of control authority. From the vantage point of
the Office of the Comptroller of the Currency, passage
of such legislation at the national level was especially
significant. Powers under the Change in Bank Control
Act effective March 10, 1979, have given us statutory
means to prevent questionable individuals or groups
of individuals irrespective of national origin from gain-
ing control of U.S. financial institutions.

Under the Change in Bank Control Act of 1978 (Title
VI of the Financial Institutions Regulatory and Interest
Rate Control Act of 1978), the Comptroller of the Cur-
rency has the responsibility to determine the appropri-
ateness of proposed acquisitions of national banks by
a foreign individual or group of individuals not subject
to the Bank Holding Company Act. In contrast to the
application procedures of the Bank Holding Company
Act, the Comptroller is authorized to disapprove a pro-
posed acquisition within 60 days after receipt of notice
of the proposed acquisition. Certain statutory consid-
erations in that law are similar, although not identical,
to the standards of the Bank Holding Company Act re-
lating to the likely effects on bank competition and the
personal financial resources, competence, experience
and integrity of the proposed acquiring person.

The detailed information required to be submitted to
our Office includes personal background and financial
data, information regarding the acquirer's material
business activities and affiliations, detailed information
about the financing of the proposed acquisition, any
plans or proposals for major changes in the business
or management of the bank, terms and conditions of
the proposed acquisition and any additional informa-
tion which we may deem relevant to our determination.

In short, these statutory powers provide substantial
opportunity for federal review of proposed foreign ac-
quisitions of domestic banks.

Ongoing Supervision of Foreign-Controlled Banks
Insofar as the supervision of foreign-controlled U.S.

banks involves understanding and monitoring the ac-
tivities of related non-American organizations, the
process is akin to the ways in which we supervise U.S.
multinational banking institutions with vast overseas
operations. In both cases, access to information is af-
fected by extra-territoriality. Because of differing local
secrecy or privacy laws in other nations as well as dif-
ferences in accounting and reporting requirements
and practices from country to country, the financial in-
formation available to us whether through public docu-
ments or on specific request is not always comparable
to that which we receive from purely domestic banks.

With responsibility for national banks, which as a
group presently hold some 65 percent of the interna-
tional assets of the entire U.S. banking system, the Of-
fice of the Comptroller of the Currency over the last
decade has developed skills in evaluating foreign op-
erations of U.S. banks. This process has afforded us
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the opportunity to assess different accounting prac-
tices and the impacts of different regulatory and legal
environments. As a result, we have developed a valu-
able nucleus of skilled international examiners and a
methodology which can be applied to the examination
of foreign-controlled U.S. banks.

U.S. banks controlled by foreign interests are super-
vised, just as all U.S. banks, by the appropriate federal
and/or state agencies, depending on the bank's char-
ter, deposit insurance status and Federal Reserve
membership. They are subject to the same scrutiny,
standards, regulations and laws as domestically con-
trolled institutions.

On-site examinations are the primary procedure
used in discharging our supervisory responsibility. The
examination procedures of our Office begin at the top,
with an assessment of a bank's management and its
policies. In light of these, we can continue our exami-
nation down through the procedures and practices of
a bank, placing emphasis on selected areas which
warrant extra scrutiny. Evaluation of management is
perhaps most crucial in the supervision of complex
multinational institutions whose safety and soundness
depend on the quality of decisionmaking.

The strength of our Office's top-down approach to
bank examination is that it permits us to tailor our in-
quiries and investigations to the unique characteristics
of individual banks and their affiliates. In the case of
foreign-owned U.S. banks, we are able at the outset to
take into consideration the potential impact of direction
from the foreign owner on a bank's general policies
and goals, and, in turn, we can assess the effect of
these policies on the condition of the bank.

Foreign-controlled U.S. banks are subject to the
same financial and regulatory reporting requirements
as all other U.S. banks. Such reports are used be-
tween on-site examinations to monitor the continuing
operations of these institutions and are used exten-
sively in our computerized National Bank Surveillance
System, which permits early detection of possible
problems, adverse trends and changes in operating
policy as denoted by shifts in asset/liability structure.

A task force of the Federal Financial Institutions Ex-
amination Council is developing uniform special re-
ports on intercompany activities of U.S. subsidiaries of
foreign banks to supplement the standard U.S. com-
mercial bank reports of condition and income which all
commercial banks in the United States now regularly
file. Transactions with affiliates come under close sur-
veillance by bank regulators. Some are generally pro-
hibited and/or restricted by statute; those not specifi-
cally controlled by law are evaluated in relation to
prudent banking practice.

To assure ourselves of the soundness of foreign
bank parent organizations, information is collected on
a consolidated basis, and we are expanding our con-
tacts with senior managements of those organizations.
When necessary, data available in public documents
are supplemented by specific direct requests for more
detailed information. Our requirements include specific
information on earnings, reserves and capital and an
explanation of material differences between U.S. and
foreign accounting practices. Our experience in work-

ing with foreign banking institutions has been quite fa-
vorable. In fact, we often find that foreign-controlled
U.S. banks make extra efforts to work closely with U.S.
supervisors to familiarize themselves with our system
and our supervisory needs.

Global integration of financial markets has impelled
efforts toward cooperation among banking supervisors
around the world. Informal bilateral relationships have
developed our confidence in the supervisory strate-
gies of other nations and have provided a communica-
tions link for the exchange of information. Within nor-
mal constraints of confidentiality which govern the
ability of bank supervisors to discuss the affairs of indi-
vidual banks, these contacts have augmented our
knowledge of those foreign banking institutions which
control U.S. banks.

Furthermore, both the Federal Reserve and this Of-
fice are members of the Committee on Bank Regula-
tions and Supervisory Practices (Cooke Committee)
which provides an organized mechanism for bank
supervisors from the major industrial countries to dis-
cuss common problems of bank supervision. Areas
encompassed by the work of the committee are nu-
merous, with concentration on international markets.
For example, ongoing efforts toward developing inter-
national standards for bank auditing and accounting
have recently resulted in preparation by the Interna-
tional Financial Auditing Committee of a standard inter-
bank confirmation report to be used by bank auditors
on an experimental basis.

Impact on Local Communities
For the most part, foreign banks seeking to operate

in the United States have come in pursuit of wholesale
or corporate business. In those markets, their competi-
tive tactics have closely followed those that our own
banks used in their international expansion earlier. It is
our impression that the effects on competition in our
wholesale markets have been salutary, leading to a
breakdown in the preeminent position held by a very
small number of our largest banks and providing more
and better services at lower cost to U.S. corporations.

The beneficial impact of competition among banks
applies no less forcefully to the services available for
small businesses and individual consumers. The best
and, indeed, the only truly effective means of assuring
local communities that their banking needs will be
served is the free play of competitive forces in an open
market. This allows the consumer the final vote on a
particular bank's utility. Those banks that do not pro-
vide desired services will be eclipsed by those that do.

Generally speaking, those relatively few foreign
banks that have purchased U.S. retail banks have
done so in order to participate in lucrative and growing
local markets. In California, there are a number of for-
eign-controlled banks with substantial branch net-
works throughout the state, and penetration coincides
with the areas of greatest population growth. While
providing a high degree of expertise and some em-
phasis on international transactions, the basic orienta-
tion of these banks is retail, and the commercial thrust
is to local business.

A study on foreign banking conducted by the Cali-
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fornia State Superintendent of Banks in 1974 ob-
served: "Additional foreign banks, in whatever capac-
ity they are present, have generated increased
competition, whether by way of specialized services,
more convenient locations, lower costs, or improved
communications, which competition has, so far, been
to the unqualified interest of consumers."

In a number of quarters, the fear has been voiced
that foreign control of a U.S. retail-oriented bank might
lead to diversion of assets from the local market or oth-
erwise be inimical to the acquired bank's immediate
community. It is true that a new owner of a bank has a
certain amount of leeway to change the marketing em-
phasis of the bank; this holds regardless of the na-
tional origins of the new owners. However, neither
logic nor experience convinces us that foreign owners
of U.S. retail banks are any more likely than domestic
owners to shift away from the provision of retail serv-
ices.

We believe that, taken together, the profitability and
growth potential in U.S. retail banking markets, the ob-
ligations imposed by the Community Reinvestment Act
and the Equal Credit Opportunity Act and, most impor-
tantly, the natural play of competitive forces in the mar-
ketplace actively protect and promote the needs of
consumers and of local businesses.

Summary and Conclusions
Rapidly changing communications technology,

transportation advances, and economic interdepen-
dence have worn down barriers between national fi-
nancial markets and fostered the integration of these
markets on a global basis. Expansion by U.S. banks
has carried them into the markets of over 100 coun-
tries around the world. We are witnessing an increased
presence by foreign banks in U.S. domestic markets.

These changes present us with opportunities and
pitfalls. The issues raised in the letter from this sub-
committee and elsewhere reflect legitimate concerns.
While not discounting these concerns, we must not
lose sight of the benefits brought by this change or un-
derestimate the cost of insulating our markets through
restrictive policies on foreign presence. The basic
principle enunciated by Hamilton as to the positive
value of foreign investment remains no less valid today
than in the earliest years of our republic. Similarly, we
must not lose sight of the substantial power and dis-
cretion of the government to deal with these concerns.

What we can and must do is to appraise, carefully
and continually, the effects of these changes, standing
ready to modify law and policy where the need is
clear. For our part, we are not persuaded that existing
tools of law and policy are inadequate to deal with the
concerns presently raised. That being the case, we
are loathe to consider the imposition of restrictions
which would be inconsistent with a policy that has
served this nation and its capital markets well for 200
years.

Statement of Lewis G. Odom, Jr., Senior Deputy Comptroller of the Currency,
before the Subcommittee on Commerce, Consumer and Monetary Affairs of the
House Committee on Government Operations, Washington, D.C., September 12,
1979

I welcome this opportunity to testify on behalf of the
Comptroller's Office regarding the adequacy of exist-
ing federal regulatory supervision of bank advertising
practices. Our staff has prepared specific responses
to each of the enumerated questions of the committee.
Those responses are contained in the document at-
tached to my formal statement. I would like to take this
opportunity to review briefly the most significant issues
which you have raised regarding bank advertising
practices.

The increasing competition both among banks and
between banks and other types of institutions offering
financial services has caused a surge in recent years
in bank advertising efforts. This intensification of com-
petition has resulted from improvements in our trans-
portation and communications technology, and from
the development of alternative financial devices by
nonbanking institutions for capturing savings dollars.
To meet these challenges, banks have made dramatic
changes in both their marketing and advertising prac-
tices. Because the cause of this expanded advertising
is competition, we believe that it is essentially healthy.
It demonstrates the vitality of our financial industry.

Several statutory and regulatory schemes restrict
advertising conduct by financial institutions:

• The Truth-in-Lending Act (15 USC 1601 et seq.)
and implementing Regulation Z (12 CFR 226) of
the Federal Reserve Board require that stand-
ardized finance charge rates and other credit
information be provided in consumer credit and
lease transactions.

• Regulation Q (12 CFR 217) of the Federal Re-
serve Board requires that:

1. Deposit advertising be accurate and not
misleading;

2. Affirmative disclosures be made regarding
early withdrawal penalties and time and
amount requirements; and

3. Bank merchandise programs which involve
either promotional gifts or products in lieu of
prepaid cash interest be restricted as part of
interest rate ceilings which it establishes.

• The Federal Trade Commission Act (15 USC 41
et seq.) prohibits "unfair or deceptive acts or
practices . . . " The act was amended in 1975
specifically to empower the banking agencies
to enforce this general concept of fairness as it
pertains to the institutions the agencies regu-
late.
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As with the rulemaking provisions of Regulations Q
and Z, the substantive rulemaking authority under Sec-
tion 18(f) of the Federal Trade Commission Act regard-
ing commercial banks has been assigned to the Fed-
eral Reserve Board. Congress has recently granted
the Federal Home Loan Bank Board substantially iden-
tical authority regarding savings and loan associa-
tions.

The role of the Comptroller of the Currency has been
limited to interpreting and enforcing existing statutes
and regulations affecting bank conduct and expanded
by Section 18(f) to the extent that it specifically pro-
vides for agency resolution of consumer complaints in-
volving national banks. That is, each of the bank su-
pervisory agencies is empowered under its general
enforcement authority to detect and correct unfair or
deceptive acts or practices on a case-by-case basis,
including false or misleading advertising, but the as-
signed rulemaking responsibilities under these laws
regarding advertising are centralized in the Federal
Reserve Board and the Federal Home Loan Bank
Board.

The Comptroller's Office, even prior to the enact-
ment of the 1975 amendments to the Federal Trade
Commission Act, had established a Consumer Affairs
Division to assure the performance of our regulatory
responsibilities regarding existing consumer protection
laws, including those affecting deceptive advertising
practices by national banks. Since that time we have
expanded and restructured that division so that we
can better perform our consumer protection responsi-
bilities. Under the direction of the Deputy Comptroller
for Customer and Community Programs, we have also
improved our consumer examination techniques and
resolution procedures for individual consumer com-
plaints. Our policies and procedures are designed to
detect and correct, among other things, instances in-
volving misleading or deceptive advertisements by na-
tional banks.

On the whole, our experience does not support the
need for further federal legislation in this area. Less
than 1 percent of the consumer complaints processed
by the Office in 1978 involved allegations concerning
the advertising practices of national banks.

The terms of savings and other deposit accounts are
fairly complex. This, together with the introduction of
many new types of accounts and alternative invest-
ment opportunities, may result in customer confusion
and misunderstanding of differing terms and condi-
tions. Some standardization in deposit advertising and
disclosure terms would be helpful and is desirable. Ex-
isting law would authorize regulations providing for this
standardization.

Recognizing the expanding use of aggressive ad-
vertising practices by competing financial institutions,
the industry itself has recently taken steps to reduce
potential advertising abuses. In 1975, the Comp-
troller's Office participated in development of the Fi-
nancial Advertising Code of Ethics of the Bank Market-
ing Association, which has since been adopted by the
American Bankers Association. This code is provided
to all our consumer examiners as a minimum standard
to aid in determining whether bank advertisements are

inaccurate, misleading or misrepresentative of deposit
contracts. Industry self-regulation and voluntarism
should, in my opinion, be preferred over direct statu-
tory sanctions.

We have undertaken to supplement these industry
efforts by incorporating the code in our revised con-
sumer examination manual. We will specifically remind
all national banks of the significance of the code and
encourage their compliance when the new manual is
distributed.

Should experience with the code prove it to be inef-
fective—and we are not yet so convinced—the agen-
cies have existing statutory authority to correct demon-
strated abuses.

In March 1978, the Federal Reserve Board with the
assistance of the Comptroller and Federal Deposit In-
surance Corporation undertook a survey of selected
bank practices, including advertising and promotional
activities. Specific information was gathered by the
agencies to ascertain the nature and extent of various
bank practices as well as to provide a data base on
which the Board of Governors could rely in fashioning
specific regulatory requirements if a particular practice
was determined to be unfair or deceptive. The staff of
the Federal Reserve Board is analyzing the results of
that survey in light of the Board's rulemaking authority
under Section 18(f) of the Federal Trade Commission
Act, as amended.

I would like specifically to address the issues high-
lighted by your invitation, including (1) misleading or
deceptive advertisements, such as "free" or "no-
charge" checking accounts which actually impose
costs on the customer, (2) merchandise premiums and
giveaways and (3) inadequate advertising which fails
to disclose material and relevant information to bank
customers.

The Comptroller's Office has determined that the
term "free checking account" may be used only if
there are no qualifying conditions or terms attached to
the account. We have objected as a matter of policy to
such advertising on the basis that where qualifying
conditions exist it may be misleading and violative of
federal laws and regulations, including the Federal
Trade Commission Act. Similarly, we have determined
that use of the term "no-charge checking" is appropri-
ate only in those instances in which any other signifi-
cant terms or conditions affecting the account are
clearly and conspicuously disclosed.

Your invitation also expressed concern regarding
certain promotional activities of financial institutions in-
volving free gifts and, secondly, merchandise in lieu of
cash interest on deposits. Competition by depository
institutions on the basis of such merchandising pro-
grams has, unfortunately, been encouraged by gov-
ernment efforts to restrict competition among institu-
tions by controlling deposit rates. Just as the airline
industry when faced with controls on airline fares re-
sorted to competition on the basis of free drinks and
roomy seats, so deposit rate controls have resulted in
institutions-competing for savings deposits on the
basis of blankets and glasses. It is likely that many de-
positors might prefer to receive cash interest income,
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which they can spend as they wish rather than having
to choose among free gifts or accept "free" services.

As might be expected, the Federal Reserve Board
has restrained the ability of member banks, including
all national banks, to give away gifts to encourage de-
posits. The Board has ruled that premiums in the form
of merchandise or cash may be dispensed by banks
as part of their advertising budget only in certain cir-
cumstances and subject to specified cost consider-
ations. Nominal gifts of less than specified dollar value
are considered a legitimate advertising expense in-
curred by the bank in its promotional efforts.

Merchandise given as prepaid interest in lieu of
cash interest is also subject to the provisions of Regu-
lation Q. Provisions of that regulation are designed to
prevent misunderstanding or confusion among deposi-
tors regarding the effect of such products on the pay-
ment of cash interest. Depositors must also be specifi-
cally informed of the early withdrawal penalties
affecting these accounts. In such cases, we have un-
dertaken to assure that sufficient disclosures are in
fact given by banks concerning the terms of such pro-
motional programs.

National banks are not, however, in the business of
selling general merchandise. They may not do so un-
der the existing statutory framework. Merchandise is
offered to the public only in conjunction with the offer-
ing of bank services and then only at the cost of the
merchandise. Banks may not, in fact, realize a profit
from the sale. Although we do not object to their use of
merchandise programs as an advertising or promo-
tional technique, banks are not vendors of general
merchandise.

Banking has itself changed substantially from the
days in which the reputation of an institution for sound-
ness was sufficient to attract deposits. Aggressive
marketing has become commonplace as institutions
increasingly compete to capture and retain their share

of consumer deposits. In these times where we face
the possibility of serious capital shortages, the efforts
of financial institutions to promote consumer savings
should be encouraged and not unduly restrained. In
our opinion, these efforts by the industry to augment
banking resources and thereby expand the economy's
capital base should not be discouraged or under-
mined by unnecessary federal restrictions on competi-
tion. Financial institutions should be permitted reason-
able flexibility to amass deposits by encouraging
consumer savings through advertising and promo-
tional efforts.

It should also be recognized that legitimate mer-
chandise premium campaigns benefit consumers by
providing additional value in return for their deposits.
We cannot concede such promotional efforts by banks
to be inherently unfair or deceptive to the consuming
public.

Finally, you have asked us to address the issue of
advertising by financial institutions which fails to dis-
close material and relevant information on the actual
cost of services, penalties, time requirements, mini-
mum balances and the methods of interest computa-
tion. While we support the principle of fair and mean-
ingful disclosure to depositors of the rates of interest
and other terms and conditions governing their deposit
contracts, we believe that the federal banking agen-
cies presently have sufficient statutory authority to en-
able them to assure the accuracy and adequacy of
disclosures made to bank customers.

The staff of ,the Federal Reserve Board has drafted
proposals for presentation to the Board which would
implement this statutory authority. We shall continue to
cooperate closely with the Fed staff concerning this ef-
fort. We believe such a proposal would provide a
timely vehicle for public discussion of standardization
regarding deposit advertising and disclosure practices
of all financial institutions.

Remarks of Donald R. Johnson, Director for Trust Examinations, before the 53rd
Western Trust Conference, Seattle, Wash., August 8, 1979

Today, for the first time, it is my privilege to address
trust bankers at the 53rd Western Trust Conference.
Indeed, this is my first appearance here, but I know
many of you from having attended the national trust
conferences and from your visits to and correspond-
ence with the Comptroller's Office in Washington, D.C.
Additionally, I know many of your trust banking prob-
lems from your communications with my regional di-
rectors in Denver, Portland and San Francisco. The
welcome extended to me has been warm, even though
we are conscious that at times the regulatory stance
taken may not always be the most popular one at the
moment. However, in the long run, our overall goals
are not contradictory, even though our means of
reaching these goals at times seem to collide or brush
against each other. Indeed, you may feel that some of
my comments today are on matters that best could be

handled by the industry itself. However, your legisla-
tors in Washington have seen fit to institute laws which
they expect and, indeed, direct the regulatory agen-
cies to develop examination procedures for and to
properly monitor.

The title of my comments today, "Vigilance is the
Price of Safety," was chosen for a two-fold purpose.
First, it presents an opportunity to speak with you
about internal vigilance in your own trust departments.
Secondly, it also affords an opportunity to speak with
you about our own trust supervisory procedures, their
current and future impact, some of the changes that
will take place and some of our newer policies.

We all recognize that over the years, trust has be-
come a very complex business. Indeed, it is also a
very serious business, but this is not to say that it
should be looked on as a grim business. Indeed, trust
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banking is viable, and the industry has more vitality to-
day through its service to a greater number of people
than perhaps ever before in its history. It can be ex-
pensive to die without estate planning, but the plan-
ners must be competent and qualified. Competition
has stimulated the training and hiring of investment of-
ficers and account administrative officers with greater
expertise than perhaps ever known before overall
throughout the industry. Indeed, the varied mixture of
responsibilities and activities that bank trust depart-
ments are involved in today emphasize the need for
specialists in many fields, such as investment and fi-
nancial counseling, tax planning, marketing, account-
ing and employee benefit trust administration and, of
course, law. To be effective, these specialists must
have rudimentary knowledge of numerous areas in a
trust department. Some of this rudimentary knowledge
can be gained through training programs within the
banks and some can be gained by further training at
the National Trust School or through attendance at ap-
propriate courses on the college campuses.

Community trust bankers must be generalists first of
all, but, indeed, some areas of specialization are nec-
essary for the trust banker who runs or has a signifi-
cant job in a community bank. These persons must
know estate administration, administration of inter-
vivos trusts and be familiar with the various types of in-
vestments that will meet the needs of account benefi-
ciaries.

As your officers and employees specialize, the exe-
cutive heads of your trust departments ask themselves
and the examiners: How do I keep my people informed
of the overall workings of a trust department? How do
they know when they should perform specified duties?
How do I know when they fail to perform until it is too
late to prevent loss or embarrassment to my depart-
ment? I say to you, that preparing and adopting ade-
quate policies and procedures and assembling these
into a manual that will be distributed to all bank per-
sonnel will go a long way toward solving your prob-
lems. It will provide a means for maintaining internal
vigilance over your department's operation.

Every trust institution in this country has adopted a
philosophy for conducting its business. In the very
small community bank trust departments, these poli-
cies may exist in a somewhat nebulous way, for these
small departments do not handle the variety of ac-
counts and business as do the large urban and metro-
politan trust departments. Nevertheless, even the
smaller trust departments need written policies and
procedures tailored to their individual operations.

In 1975, when we were designing the new trust ex-
amination approach, it was recognized that heavy em-
phasis would have to be placed on determining that
the banks had adequate policies, formally committed
in writing and distributed among their personnel, and
on the procedures to carry out those policies. It was
also recognized that the banks must have adequate
procedures to monitor the effectiveness of its policies.
The Comptroller's Handbook for National Trust Exam-
iners enumerates how the adoption of effective poli-
cies, practices and controls can serve to protect your
bank and make it a more viable organization. The

adoption of a policy manual with adequate procedures
will enable your bank to (1) comply with the law, 12
CFR 9 and sound fiduciary principles, (2) establish
and maintain an effective organizational structure, (3)
employ and retain competent personnel, (4) foster
high quality in investments and portfolio management,
(5) promote high caliber administration and efficient
operation, (6) safeguard fiduciary assets, (7) maintain
reliable accounting records and (8) promote profitabil-
ity. The examiner is further instructed that, using these
points as bases of evaluation, the examiner should as-
sess the overall condition, management and future
prospects of the trust department and report the find-
ings and conclusions to the Comptroller's Office and
the bank's board of directors for correction of any vio-
lations, deficiencies and weaknesses. Therefore, es-
tablishing adequate policies, procedures and controls
within your department should be your foremost tool in
maintaining effective discipline and carrying out your
philosophy for conducting business.

Superficially review with me for a few minutes some
of the areas in which a codification of your policies is
needed and what can be done to help you maintain
the vigilance you need to maintain profitability (how-
ever defined) and avoid embarrassment and possible
losses to your bank. All are essential and desirable to
assist you in obtaining organizational and operational
goals.

The organizational structure, individual responsibility
and the reporting lines of authority need to be made
clear to all bank staff, including, in particular, the trust
department personnel. Misunderstandings can arise
and more things can "fall between the cracks" by hav-
ing inadequate policies in this area than perhaps any
other facet of a trust department. These standards can
be used to improve the performance of your trust staff
and to isolate those personnel who consistently fail to
observe the required standards. Supervision of this
type can reduce possible substantial and costly errors
which may go undetected until outside parties lodge
complaints.

The second major category of policies which should
be treated are those of an administrative nature. These
policies reflect the department's philosophy relating to
trust administrative matters; however, a listing of them
today would take longer than the available time. These
would include defined policies relating to the confiden-
tiality of trust records, retention of legal counsel, impar-
tiality among beneficiaries, relations with co-trustees,
beneficiaries, settlors, other interested parties and the
confidential nature thereof, restitution of accounts un-
der administration, discretionary payments of income
from trust, litigation disclosure and the numerous other
matters of a general nature that are of interest to the
public and of assistance to you as managers.

The third area that should be clearly covered by ad-
equate policies is that of property management. A cor-
porate fiduciary is judged by the public on the effec-
tiveness of management of trust property, both real
and personal. This manual section may be segmented
into the various types of investment vehicles, such as
marketable securities, closely held companies, real es-
tate mortgages, real estate, portfolio management, col-
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lective investment funds and other specialized areas
as needed. It is appropriate to include the statutory or
other local law provisions relating to investment and
retention of these various types of assets. This section
should also enunciate a policy relating to the use of an
approved list of investments and on what basis individ-
ual investment officers can depart from this list without
prior authority from the appropriate committee. Speak-
ing from my own knowledge and observation, trust de-
partments have experienced sizeable losses at times
when employees purchased and sold speculative se-
curities that were not on the approved list. The em-
ployees were sometimes noted for having expertise in
a particular field of investment and because of this,
they were permitted to conduct investment activities
either without sufficient supervision or without proper
subsequent reporting to the appropriate committee. I
emphasize to you that investment activities must be
properly monitored. Only through establishment of ad-
equate policies, procedures and monitoring processes
can you prevent loss and/or embarrassment to your
bank. Policies relevant to documenting investment de-
cisions must be strong and properly enforced.

The fourth major area which necessitates establish-
ing formal policies is operations and administration.
Policies regarding these areas touch the very heart of
your trust operations. They cover such things as the
director's evaluation of the trust department, joint cus-
tody of assets and other protective measures, assets
held by outside depositories, inappropriate guaran-
tees, purchase and sale of securities for customers of
the bank, overdrafts, brokerage allocation policy, ac-
ceptance and termination of accounts and numerous
other like subjects.

Formal written policies should be adopted for sev-
eral other areas of the trust department. These include
the marketing area, which needs a written document
that enunciates management's policies relating to ac-
ceptance and solicitation of new business. The corpo-
rate trusts, transfer agent, registrar, and employee
benefit trusts are among the areas needing treatment.
However, I wish to emphasize today only two addi-
tional areas, one of which receives much attention and
the other not enough.

The first of these areas is a conflict of interest and
self-dealing section. It is easy, particularly for portfolio
managers and investment officers who are trained to
weigh investment performance with risks, to lose sight
of the fact that the bank can be penalized rather se-
verely for self-dealing transactions. I have met invest-
ment officers who believed that performance was par-
amount over other considerations and indeed were
quick to point out that the best available price was ac-
quired even though the security was sold to a director,
officer or employee. While this may be a factor and
used by the bank as a defense, self-dealing and, to a
certain degree, conflicts of interest are indefensible.

The trust department should have a strong policy
that is discussed with all bank employees on the use
of insider information. Often it seems that there is a
tendency to deal with conflicts as they arise more or
less on an ad hoc basis. This may be, and often is,
sufficient to prevent or minimize the occurrence and

reoccurrence of abuse, but the approach lacks credit-
ability in that it cannot be demonstrated that a realistic
system has been put into place to manage conflicts. In
writing the policy section on conflicts, in my view, there
is an obligation on the part of the trust banker to first
think out the extent of the problem and to develop poli-
cies and procedures appropriately tailored to individ-
ual circumstances of the bank. This entails (1) identify-
ing the magnitude of potential conflicts of interest
situations which are or may be faced, (2) putting in
place, constraints (such as a "Chinese Wall") to mini-
mize the occurrence of events that could lead to
abuse, (3) implementing a monitoring system so that
your bank will have knowledge if the constraints put
into place are being observed and (4) establishing an
affirmative course of action to specify how your per-
sonnel are to proceed in the event an actual conflict
arises.

Among other areas that need to be treated in the
conflict of interest section is the local law pertaining to
fiduciary investments. This would include investment,
retention and voting of your own or your bank's holding
company stock. It would cover transactions between
trusts and transactions between fiduciary accounts
and the banking department and directors, officers
and employees. It would also cover loans to fiduciary
accounts and the controlling factors to be considered
when a self-dealing transaction is to the best interest
of the account and is beyond the power of the bank as
trustee to prevent the transaction. In other words,
when should the appropriate court of jurisdiction be
petitioned and approvals sought?

The conflict of interest section can be expanded into
a code of ethics, which numerous trust departments
and banks have done. Treated are such areas as gifts,
bequests, legacies, acceptance of fees and other im-
proper remuneration from customer or fiduciary inter-
ests. It should cover trust department representation
on boards of directors of local and/or closely held
companies from which they receive remuneration. The
improper acceptance of soft dollar services and
equipment from brokerage houses and others can also
be treated under the code of ethics area.

The last area that I wish to emphasize is the bank's
policies concerning compensation and fee schedules.
In the past, the legal requirements of each state pro-
vided the basic foundations on which a trust institution
built its policy of compensation. While this is still true in
a limited sense, the phenomenal growth of the pension
and investment management business and the unbun-
dling of fees have made it necessary that full disclo-
sure of fees be made. This, in my judgment, should be
a part of the trust policy manual even though in the
true sense of the word, deviation from those fees
would not affect the safety of the trust operation. How-
ever, every employee should be made aware that the
trust department should be profitable and that man-
agement philosophy is one that encourages profitabil-
ity so that the department remains viable.

Therefore, before examining other tools that assist
you in maintaining vigilance, let me summarize briefly
what establishment of adequate policies and proce-
dures and their formal promulgation has done for you.
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They have served as a communications vehicle which
is absolutely essential to the smooth functioning of an
organization. Oral pronouncements are often re-
phrased and modified as they are being communi-
cated. Oral policies are often subject to misinterpreta-
tion. The established policies and procedures have
provided you with uniformity and codification. They
have assisted your staff in carrying out its activities
consistently. They have communicated to your staff
their responsibilities, and it is possible to hold your
managers and staff accountable for their perfor-
mances or lack thereof. They have helped train and
orient your staff, which is necessary in growing depart-
ments. They have made it possible to handle revisions
rather easily as policies have become partially or
wholly obsolete. They have also made it easier to com-
municate these changes to your staff. They have fur-
ther made it easier for your banks to comply with the
applicable laws and regulations. They serve you as a
guide in decisionmaking. If policy manuals are kept
current, and they are only effective if they are current,
they eliminate the major task of the examiner in ques-
tioning you as to what your policies are on various
facets of your trust department, which should reduce
examination costs. Preparation is not an easy chore,
but the rewards of having such a document outweigh
the time consumed in compiling it.

Bank management has available to it a second tool
that will assist in maintaining vigilance and, in turn,
provide protection. This is the internal audit depart-
ment and its internal audit program. Briefly, let us look
at this tool and why it is important.

Under 12 CFR 9.9, a committee of directors, exclu-
sive of any active officers of the bank, shall at least
once during each calendar year and within 15 months
of the last audit make suitable audits or cause suitable
audits to be made by auditors responsible only to the
board of directors. The Comptroller's Handbook for
National Trust Examiners devotes a chapter to internal
and external audits. It focuses on the competence and
independence of internal auditors and the adequacy
and effectiveness of the internal audit program. It fur-
ther focuses on external audits that are performed by
certified public accountants and the necessity of the
maintenance of their independence. Perhaps of more
importance is the minimum standards of trust depart-
ment audits for national banks. There are three sepa-
rate functions required by 12 CFR 9.9, which are (1)
audit committee supervision, (2) audit and (3) the re-
port. With the institution of new examination proce-
dures in October 1976, the Comptroller included ad-
ministrative auditing as part of the overall conforming
audit. Until then, OCC had required only the physical
aspects of an audit.

Senior trust management through its policies and
procedures should have put into place proper internal
procedures and controls. Failure to do so can jeopard-
ize the most delicate relationships between the bank
and the account beneficiaries to which high duties and
responsibilities are owed and must be properly dis-
charged. Therefore, in addition to the examiner, the
trust audit committee and the auditor are attempting to
determine that the internal controls are adequate and

being properly followed in all areas. Thus, in my opin-
ion, and I believe in the opinion of many of you, this
Regulation 9 requirement as to audit, is a blessing and
not a curse. It provides management with another tool
that if used properly can be a significant tool in main-
taining vigilance.

Let's look at the other side of the coin for a few mi-
nutes as it pertains to external vigilance as maintained
by the federal bank supervisory agencies and, in par-
ticular, the Comptroller's Office. What is the importance
of a trust department examination? How can you as
bank management and staff use the trust examination
in a meaningful way? Is the trust examination of OCC
more detailed now than prior to the new procedures?
Will the Securities and Exchange Commission and the
Department of Labor visit your bank for examination
and, if so, why? These have all been questions that
have been asked of me, and I shall try to treat these as
part of this brief review of external vigilance and how it
affects you.

The major means used by the bank supervisory
agencies for carrying out their responsibilities dictated
by Congress or the state legislature is the onsite ex-
amination process. A report is written by the examiner
for the supervisory agency and the report remains the
property of that agency but is furnished to the bank for
its confidential use. Nevertheless, bank and trust man-
agement should look on this examination report and
previous discussions with the examiner as a valuable
tool to assist them in maintaining their own vigilance
and, indeed, the safety of the bank.

The importance of a trust examination is twofold.
First, it assists the bank supervisory agency in dis-
charging its responsibility for promoting and assuring
the soundness of the banks under its jurisdiction.
These examinations are programmed to accomplish
the following essential objectives: (1) to provide an ob-
jective evaluation of a bank's and trust department's
soundness, (2) to appraise the quality of management
and directors and (3) to identify those areas where
corrective action might be required to strengthen the
bank, to improve the quality of its performance and to
enable it to comply with applicable laws, rules and
regulations. We have a responsibility to also ensure
that fiduciary powers are exercised in the manner con-
sistent with the best interest of fiduciary beneficiaries.
The protection of the interests of the beneficiaries is
essential to the protection of the bank, its depositors
and shareholders. Secondly, since it is obvious that
you have much of the same responsibilities and duties
to discharge, the examination is programmed to assist
you through the use of our examination materials and
reports in carrying out your responsibilities and in
maintaining the proper vigilance.

The relationship of OCC with your bank is normally
not adversarial. There are times when an adversary re-
lationship arises because of violations of law that re-
main uncorrected or violations of policy that affect the
basic soundness and profitability of your bank. There-
fore, let me review briefly our examination approach so
that you will have a better understanding of how to use
it as a tool in maintaining vigilance.

I would like to point out that the full general examina-
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tion approach is set forth in the Comptroller's Hand-
book for National Trust Examiners. A copy of the hand-
book was furnished to every national bank with trust
powers and is available to all other banks at a very
minimal fee from publications control, OCC. We felt
that full disclosure of our examination procedures were
necessary so that Congress and, in particular, the
banks would be fully cognizant of the approach and
could use some or all of our procedures to assist them
in writing their own policy manuals. This decision, in
my opinion, has proved to be a wise one, for our ap-
proach and procedures are used widely in the trust
banking industry as standard ones. The examination
report was redesigned to make it more readable in that
a narrative approach is used.

Much of the information that was in the confidential
section prior to the new procedures was moved into
the open section of the report so that bank manage-
ment could see the examiner's evaluation of the condi-
tion of the trust department and its future prospects as
disclosed by its marketing efforts. This was another ef-
fort to make the examination more meaningful.

The examination approach has proved exceedingly
viable. Most of you are familar now with the general ex-
amination since it was instituted in October 1976 and
solely used until April 2, 1979. Application of the full
examination was necessary, for we were aware that
many small, medium and, indeed, some of the large
trust departments did not have adequate policies and
procedures, particularly in the investment and securi-
ties trading areas. Small trust departments do not usu-
ally administer complex accounts or invest in unusual
types of assets. For those latter departments, the ex-
aminer performed as much of a given work program
as possible.

On September 21, 1978, the three federal bank su-
pervisory agencies jointly announced a uniform inter-
agency trust rating system. It had generally been
known that national banks were rated and, indeed,
each federal supervisory agency had a system of rat-
ing the banks they supervised. It was not well known
that each trust department was rated by the respective
agency. Each agency had its own system that had
been developed separately over the years to meet its
individual internal needs. Banks were then provided
with a copy of the uniform interagency trust rating
system, which is a tool that we use to assist us in
maintaining vigilance over problem trust departments.
If moral suasion is not successful in effecting correc-
tion of weaknesses and violations of law in your de-
partment, the bank can be placed on a visitation pro-
gram where the examiners will visit your trust
department every 60 to 90 days. Board meetings can
be held, and, if necessary, additional enforcement
action can be taken.

The additional enforcement action of which I speak
is the placing of an agreement or a cease and desist
order by the OCC enforcement division. Several banks
with trust departments are now either parties to such
agreements or in the initial stages of such enforcement
actions. We are pleased that most of you who exer-
cise fiduciary powers operate on very high profes-
sional standards. However, there are some few bank

managements that devote too little time and resources
to the proper operation of a trust department based on
sound legal, accounting and fiduciary standards. For
these latter few, additional enforcement action other
than moral suasion can increasingly be expected.

We wished to insert more flexibility into our examina-
tion approach, depending on the condition of the trust
department under examination. The uniform inter-
agency trust rating system provided us with a sound
basis for making a decision as to the trust departments
on which we needed to concentrate our supervisory
attention. OCC's trust division put into effect on April 2
two new examination approaches closely tied to the
uniform interagency trust rating system. Using the
same philosophy and approach previously discussed,
the trust division developed a specialized examination
and a small trust department examination. Implement-
ing these two viable approaches made it possible to
improve our use of manpower and reduce the overall
cost to you for trust examinations.

Let's focus briefly on the specialized trust examina-
tion. The specialized examination approach will be
used for all trust examinations of non-problem trust de-
partments having over $20 million in trust assets.
Keeping those basic criteria in mind, the following pa-
rameters and requirements must be followed by the re-
gional office and the trust examining staff.

Specialized trust examinations may not be used if
the trust department was rated under the uniform rat-
ing system as a problem at the prior examination.
Our general policy is that specialized examinations
should be alternated with general examinations in trust
departments having the three best ratings. The direc-
tor for trust examinations may authorize consecutive
specialized examinations should the region decide
that the condition of the department continues to war-
rant a specialized rather than full general examination.

The basic concept is that the examiner will perform
fully certain mandatory specialized examination work
programs. The field examiner must request special
permission of the regional administrator or the regional
director for trust operations should he find during the
specialized examination that the performance of one
or all of the nonmandatory programs is necessary due
to special problems or to an overall general deteriora-
tion of the trust department. However, this scope of the
specialized trust examination may not be reduced
without Washington approval.

The mandatory work programs are designed to give
the examiner an overview of the trust department. The
designated work programs permit the examiner an op-
portunity to review the major areas of fiduciary and in-
vestment interests which provide the basis for a deci-
sion on the soundness of the management process.
Our goal is to provide insight into changes which may
have occurred since the previous general trust exami-
nation. As with the general trust examination process,
the examiner is instructed to be keenly alert for any in-
dication that the goals, objectives, policies and gen-
eral philosophy of the directors, management and
others in the bank have detrimentally changed.

Perhaps of more interest to those of you who come
from community banks is also the newly developed
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small examination approach. We were cognizant that
the small trust department examination approach was
needed, but we did not wish to institute a small bank
examination until we had an opportunity through the
general examination approach to determine how great
existing deficiencies might be. We felt that the general
examination approach would serve to upgrade these
small departments and we believe, overall, such have
been the results.

It was decided that our approach should be prepa-
ration of a "core examination." The small trust depart-
ment examination is a basic modification of the gen-
eral examination procedures and consists of certain
designated questions and steps in our practices, poli-
cies and controls questionnaire and our examination
procedures checklists. Also introduced was a series of
special or overriding instructions to the existing gen-
eral examination procedures to make adjustments in
the examination approach more compatible with small
trust department environments. The designated proce-
dures, while not all inclusive, are designated to ad-
dress policies, practices and controls which would
typically offer the greatest protection against potential
liability to the bank. The procedures are not intended
to foster a dual standard of fiduciary performance for
trust departments of different sizes. The examiners are
instructed that they are to be alert to any situations be-
tween the scope addressed by the designated ques-
tions and procedures which would expose a small
trust department to unacceptable levels of risks. The
small trust department examination will be used for all
trust departments with $20 million or less in fiduciary
assets.

We have put in safeguards to control the unwar-
ranted expansion of the small trust department exami-
nation. Other refinements have been made in the small
trust department approach. The manner in which the
examiner replies to questions and the policies, prac-
tices and controls questionnaire have been changed.
An alternate means of preparing a working papers file
has been provided, which should reduce the time on
indexing and facilitate reviewing subsequent updating.
The examiner has also been given more discretion in
the reduction of documentation to the working papers.

The viability of the general procedures has made it
possible to draft several variations, such as the spe-
cialized and small trust department examinations. We
believe that both of these examination approaches will
enhance the efficiency of the examination process
without material deviation from the basic philosophy of
the new examination approach.

I would be remiss if I did not stress to you who are
from trust departments of national banks that it is to
your best interest to continue upgrading the handling
of fiduciary activities in your banks. Other than the
usual competitive, profitability and efficiency reasons,
there are other reasons. The scope of the examination
hereafter will be largely predicated on the condition of
your trust department. Generally, the better the depart-
ment, the less the scope of the examination.

The Financial Institutions Regulatory and Interest
Rate Control Act, enacted effective November 10,
1978, provides that the Comptroller has the authority to

impose civil money penalties of up to $1,000 per day
for violations of certain laws and regulations and cease
and desist orders. The penalties may be assessed
against banks and/or individuals. Regulation 9, which
stems from 12 USC 92a, is inpluded as being among
those regulations to which civil penalties are applica-
ble. Our examiners have been instructed as to the for-
mat they should use in reporting violations of law in the
examination report. The Comptroller's Office is study-
ing when and in what amount such penalties will be
applied to fiduciary activities in your bank.

Title X of the act provides for a Federal Financial In-
stitutions Examination Council. The council is charged
with establishing uniform principles and standards for
federal bank examinations. Comptroller John G.
Heimann is the first Chairman of the council. The coun-
cil has made considerable progress in proceeding on
the congressional directive. A task force has been es-
tablished to work out uniform training for trust exam-
iners. Another task force has been appointed to study
the psychology of each agency's examination ap-
proach and its concepts and procedures. The thrust of
the study will be to suggest long-term goals for the ex-
amination process.

There has been an ongoing committee working on
uniformity for the availability of trust department annual
reports for the public. Overall, the trust divisions of the
three federal bank supervisory agencies have excel-
lent working relationships, but each approaches its
trust examination responsibility with different view-
points and procedures. Regardless of the approach,
these examinations can be used by you as a tool in
maintaining vigilance.

The Securities and Exchange Commission has the
authority to examine registered stock transfer com-
panies. The appropriate federal bank supervisory
agency may also examine them. Joint examinations
have been arranged to reduce the burden on the com-
panies and to increase the effectiveness of the exami-
nations. The Commission, for the most part, has been
most cooperative with OCC, but this is not to say that
they will not, from time to time, visit the stock transfer
department of your bank for examination or investiga-
tive purposes.

The Department of Labor also has the authority to
visit your bank to investigate employee benefit trust
matters. We have not performed joint examinations with
the Department of Labor, but they have reviewed our
examination procedures and are currently in the
process of reviewing the latest modifications. On the
highest level, procedures are being worked out for the
interchange of information concerning violations of the
Employee Retirement Income Security Act of 1974 in
national banks.

The national bank surveillance system, which
serves as an early warning system for potential prob-
lem national banks, will soon be able to provide certain
information on national bank trust departments. You
may recall that the trust department annual report for
the Comptroller of the Currency was amended last
year to provide information on variable amount notes
and trust departments' income expenses. A system
has been devised to include information in the national
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bank surveillance system on the profitability of a
bank's trust department and its impact on the profit-
ability of the bank as a whole. Historically, insofar as
the federal bank supervisory agencies are concerned,
only the Federal Reserve has done studies on the fi-
nancial benefits derived from providing fiduciary serv-
ices and the related costs. The first full production run
will be done within a month, and, hopefully, it will be-
come part of the regular information provided to na-
tional banks prior to the end of 1979.

The Comptroller provides you with another tool in
maintaining internal vigilance. The trust banking circu-
lars do not serve as an early warning system but as
policy statements through which we warn the industry
of abuses.

Trust Banking Circular No. 14 discusses forward
contracts and repurchase agreements in trust ac-
counts. As you are aware, forward placement or firm
commitment contracts may be defined to be an agree-
ment to purchase a security from a seller, usually a
broker/dealer or a mortgage banker, at an extended
delivery date at a stated price. The agreement binds
the seller as to delivery and binds the buyer as to ac-
ceptance. The "standby" commitment for optional de-
livery agreement is a delayed delivery agreement in
which the buyer is contractually bound to adopt de-
livery of a security at a stated price on the exercise of
an option held by the other party at a stated future
date. The buyer receives an individually negotiated,
nonrefundable commitment fee and consideration for
the agreement to "standby" to purchase the obliga-
tion. The agreement is in essence a "put."

We are primarily concerned with the manner in
which the forward contracts are being used. If a trans-
action is entered into by a bank to provide a trading
profit, which can only result if certain interest rate
movements occur, or to provide a modest return at the
risk of large losses, depending on future market condi-
tions, then the practice may be criticized by our exam-
iners as not being in accordance with the applicable
rules and sound fiduciary principles. Our examiners
will be concerned with the policies and controls being
followed.

In those banks in which a separation of functions is
appropriate, they will criticize arrangements whereby
the parties making trust department investment deci-
sions also execute securities transactions for accounts
involved. They will criticize arrangements where
traders can execute transactions for accounts without
such transactions being initiated by account man-
agers. They will criticize the execution of transactions
without designation of particular accounts for which
the contracts were being made. They will criticize
transactions which are not reflected on the books of
the accounts involved. They will criticize operational
arrangements which do not permit receipt of incoming
confirmations by someone totally independent of the
person executing the trade. They will criticize reporting
systems that do not reflect, in value, forward positions.
They will criticize account supervision practices that
do not provide for regular and frequent management
reviews of all accounts engaging in forward contracts
or repurchase agreement transactions. They will criti-

cize repurchase agreements which are not entered
into pursuant to a written agreement providing for
proper collateralization, collateral control, margin and
continuing maintenance of margin. Finally, they will
criticize transactions entered into for both the commer-
cial and trust sides of the bank at the same time.
Therefore, you can see the necessity of establishing
your own internal controls and procedures which
should serve as an early warning system to you.

The OCC is moving ahead with plans for examining
foreign fiduciary activities of national banks and their
affiliates and subsidiaries. In December 1978, a spe-
cial trust department call was issued soliciting informa-
tion as to the location and dollar amount of such activi-
ties abroad by national banks. Two large national
banks have been targeted for examination during the
last quarter of 1979. The Deputy Comptroller for Spe-
cialized Examinations and I have been supervising our
trust efforts in this area, and we intend to personally
participate in the initial examinations. Out of this pio-
neer effort should come examination procedures that
are tailored to examination of such activities. Thus, we
will not only be fulfilling our congressional mandates
but providing to those of you involved in foreign fiduci-
ary activities our evaluation of the prudence and safety
of your operations.

This speech has not been intended to startle you
about new regulatory changes. It has grown out of my
sincere concern about some of the attitudes being
conveyed to our field examiners by some in the trust
industry that written policies are only being adopted to
please the examiners. Indeed, I overheard a bank's at-
torney conveying this very message to his peers dur-
ing a recent seminar. While the business ethics of your
customers and the integrity of your staff is exceedingly
important, I think we have learned that these are not
enough to protect you and indeed to prevent embar-
rassment both to you and the federal bank supervisory
agencies during these complex and difficult times.

Loren A. Vance, Senior Vice President and Senior
Trust Officer of the United Bank of Denver in the June
25th edition of the American Banker used a quote from
Samuel Johnson which stated "The future is pur-
chased by the present." Vance continued by stating:

The successful trust institution of the 1980's will
not fit in any traditional mold. Challenged by new
forms of competition and the nation's changing
social and economical profile, trust banking as a
business must realign itself with the shifting envi-
ronment. . . . Trust institutions, if they are to sur-
vive, must adapt.

The Comptroller's Office uses both self-appraisal
and input from outside sources in reviewing its exami-
nation approach and concepts. Trust bankers must
continue to recognize the changing parameters of the
trust business and act to meet those challenges. As
you act and react, your policies and procedures must
also change, and you must develop new means of
maintaining vigilance as must we as trust banking
supervisors. As you meet the new trust banking chal-
lenges of the 1980's, there must be a clear under-
standing of your goals and policies, first of all by you

296Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



and secondly by your staff. Without this, your trust de-
partment will be like a ship without a rudder. A ship
without a rudder accomplishes little and can be easily

destroyed. So too can your trust business unless you
set your goals, plan how to accomplish them and mon-
itor and maintain vigilance as you proceed.

Remarks of Dean E. Miller, Deputy Comptroller for Specialized Examinations,
before the 37th Trust Conference, Florida Bankers Association, Lake Buena
Vista, Fla., September 20, 1979

The title of my remarks here today is "Federally
Chartered Trust Companies." Because of the current
applications pending in our Office filed by a number of
out-of-state holding companies to establish such "trust
companies" in Florida—applications which have en-
gendered quite a bit of opposition—this title is some-
thing of an attention getter, and I hope it hasn't misled
any of you as to what I am going to say. Of course, I
am not going to discuss specific applications before
our Office, for obvious reasons. But, in addition, I am
not going to discuss the legality or policy implications
of out-of-state ownership of trust companies or of hold-
ing company ownership of trust companies. These are
issues which have also been raised and will be re-
sponded to by the Comptroller in the appropriate fo-
rum—not this meeting. So, if any of you have been
misled by my title, you may leave at this point, and I'll
understand. For those of you who choose to remain, I
would like to discuss the question of why I think it is
desirable to provide a federal means of chartering and
supervising trust companies.

The terms "federally chartered trust company" or
"national trust company" are something of misnomers.
What we are talking about are national banks which
have voluntarily restricted their activities to operating a
trust department and such activities as are necessary,
incidental or related to such business. As such, they
are still national banks which, of course, are the only
entities which the Comptroller can charter. In their ini-
tial articles of incorporation, these institutions have lim-
ited their permissible activities to those of a trust com-
pany. The Comptroller has imposed no express
limitation, although the Office has in some cases sug-
gested a particular institution include such a limitation
in its articles to be consistent with the representations
made in its application to organize.

This is not a recent innovation. The first such na-
tional bank was approved in 1939. This was the John-
son County National Bank and Trust Company, Prairie
Village, Kans. That institution operated as a trust com-
pany for several years and later became a full service
bank. In 1959, the second such charter was issued
when the City Bank Farmers Trust Company—
basically a trust institution with a very limited deposit
and loan business—converted to the First National
City Trust Company to operate as a corporate fiduciary
under a national bank charter. That institution later
merged into what now is known as Citibank.

In 1965, this Office received its first application to
establish such a limited purpose national bank in Flor-
ida. This was proposed to be named the National Trust

Company of Florida and was to be located in Orlando.
After extensive investigation and a hearing in Washing-
ton, Comptroller James J. Saxon denied the applica-
tion. Subsequently, the state of Florida granted a char-
ter to a group of applicants that was essentially the
same group that had filed with our Office; this is the
present Trust Company of Flordia.

Since that time we have issued charters to three na-
tional bank trust companies in Florida. These are the
Barnett Banks Trust Company and the Southeast
Banks Trust Company, both approved in 1974, and the
Security Trust Company of Sarasota, approved in
1977. The latter, of course, is a holding company affili-
ate of Nortrust in Chicago.

In addition, four other such institutions have been
established elsewhere. These are the First Trust Com-
pany of Ohio, Columbus, Ohio, chartered in 1973; the
Bessemer Trust Company, New York City, approved in
1974; the City Trust Services, Elizabeth, N.J., char-
tered in 1977; and the Marine Trust Company, Milwau-
kee, Wis., approved this year. All of these are affiliated
with or otherwise related to other institutions.

From the beginning of this history there have been
questions of whether the Comptroller could legally ap-
prove an application to establish a national bank which
was going to operate only a trust department and be a
trust company, in effect. This matter was—hopefully—
put to rest in the recent litigation involving City Trust
Services in New Jersey, with some input from the Con-
gress when it passed the Financial Institutions Regula-
tory and Interest Rate Control Act last fall. That act pro-
vided an additional sentence to Section 5169 of the
Revised Statutes (12 USC 27): "A National Bank Asso-
ciation, to which the Comptroller of the Currency has
heretofore issued or hereafter issues such certificate,
is not illegally constituted solely because its operations
are or have been required by the Comptroller of the
Currency to be limited to those of a trust company and
activities related thereto." The Court of Appeals for the
Third Circuit determined that the statute meant what it
said and that, therefore, the Comptroller could issue
charters to institutions which operated only as trust
companies.

The power of the Comptroller to permit establish-
ment of national bank trust companies, therefore,
should be clear. Equally clear is that the City Trust
case did not pass on the question whether such char-
ters can or should be given to groups whose principal
activities are in another state. As noted, that question,
and those related to it, are currently being contested in
other forums, and I won't presume to comment here.
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I would like to offer some opinions of my own, how-
ever, with reference to national trust companies. I be-
lieve that it is desirable to have federally chartered
trust companies and that the Congress and the Third
Circuit acted wisely in confirming that our Office may
approve such institutions. The principal reasons are
twofold: (1) it is desirable that we have corporate fidu-
ciaries and (2) the only existing comprehensive and
uniform system of supervision of non-deposit trust
companies is that afforded by the Office of the Comp-
troller of the Currency.

There are a number of trust companies presently in
existence which, not having deposit-taking functions,
are not insured by the Federal Deposit Insurance Cor-
poration and have not elected to join the Federal Re-
serve System. This means that there is no federal su-
pervisory authority for such companies and that their
only supervisory authority is that afforded by their own
state. Make no mistake—many states have very fine
examination staffs. But it is an unfortunate truth that the
supervisory staffs of most state banking departments
are not very heavy in trust department specialists.
Some have none. Others have but one or two. Most
perform what inquiry is made into state bank trust de-
partments and state trust company activities with com-
mercial examiners. Some states which have had high
quality staffs of trust examiners have lost them to bet-
ter opportunities or through budget cutting.

I make these statements without intent to be critical
of the state banking authorities, and, particularly, I am
not addressing my remarks to the Florida situation,
with which I am not familiar. All state examiners with
whom I have associated have been competent, dedi-
cated public servants. We have had many at our train-
ing schools. But most such departments with which I
have become acquainted have also experienced se-
vere budgetary constrictions—so have we. I know
from experience that when the dollars become scarce,
you look for "frills" to cut out. Unfortunately, some per-
sons in bank supervision—both state and national, I
might add—regard trust department examination as a
"frill."

Yet also in fairness to the budget cutters, when re-
ductions are required, allocation of the remaining re-
sources of supervision has to be based on an analysis
of priorities, which will usually go like this. Where is the
greatest risk? The response to this question invariably
is in the commercial banking functions. There, the bad
loans are identifiable and the losses susceptible to iso-
lation. It is there where the losses have occurred in the
past which have sunk banks. What bank has failed be-
cause of losses in its trust department? As a result, su-
pervision of trust departments has received a lower
priority. This process has had its effect most markedly
in the state supervisory system. It has, for various rea-
sons—I like to think that I am among them—had the
least impact on the Comptroller of the Currency, where
we continue to have a highly qualified complement of
trust examiners—now numbering over 200—sup-
ported by an excellent staff and an attentive manage-
ment in the regional offices and Washington.

The point that I am making is that my experience in
bank supervision has shown that we cannot rely on

some state supervisory systems alone for effective
regulation of trust departments and trust companies.
This is not to say that those entities are unregulated.
Those which are members or insured banks are exam-
ined by the Federal Reserve or the Federal Deposit In-
surance Corporation. Of course, all corporate fiduciar-
ies are subject to the supervision of the courts. They
are also subject to supervision by the Internal Revenue
Service, the Department of Labor, and the Securities
and Exchange Commission, in varying degrees. This, I
submit, does provide for some protection of various
public interests, but it is not the optimal way for gov-
ernment to regulate this business. I think that you
would agree. Many of those federal agencies operate
more on the punishment-detriment theory than do
bank supervisors. That is, violations of the rules en-
forced by one of these groups will be punished after
the fact, if discovered and if it is decided that correc-
tive action should be initiated. Also, the supervision by
a court and, to a degree, that afforded through the se-
curities laws are based in large measure on self-help
by the aggrieved party, who must sue to right the
wrongs in many cases, a lengthy and expensive
process. Further, the supervision-enforcement activi-
ties of the Securities and Exchange Commission and
the Department of Labor are selective. They do not try
to detect and correct every violation but are guided by
resource priorities and the need to set precedents.
Thus, they try to create examples which will both pun-
ish and deter. Indeed, the maximum protection under
Securities and Exchange Commission-administered
laws can only be achieved if trust companies become
investment companies and/or investment advisors.
This is not the way, I submit, to run the corporate fidu-
ciary supervisory railroad—particularly when a better
system is available. The national bank supervisory sys-
tem is better and as a matter of national policy should
be facilitated as an available, ready alternative to that
which prevails for state-chartered non-deposit trust
companies.

Accordingly, I hope that in the controversy now pre-
vailing that we do not lose sight of the fact that corpo-
rate fiduciaries serve very desirable functions. Be-
cause of their immortality and ability to provide
specialized expertise combined with efficiencies of op-
erations, trust companies provide the best means of
administration of trusts and estates. They are prefera-
ble by far to individual fiduciaries. In addition, they
provide at the least a desirable alternative to insurance
companies, investment companies or investment man-
agers in the management of investments for both indi-
viduals and pension funds. I think that the public inter-
est is served by this competition.

One further consideration favors fostering a federal
supervisory system for trust companies along present
bank trust department regulatory lines, although it is a
consideration that some of you may not wish to dis-
cuss. We have heard it advocated from time to time
that banks should be required to divorce themselves
from their trust departments. I am not stating that this
is desirable, necessary or inevitable. But it might hap-
pen. And if that comes to pass and this nation is faced
with'a widespread movement of trust assets out of
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banks, it would be most desirable as a matter of na-
tional policy and in the public interest to have availa-
ble, as a vehicle to receive these assets, nationally
chartered trust companies.

Let me now leave this subject for a few minutes and
deal with some items of possible interest to you. There
are a number of significant processes currently occur-
ring which will affect your business and, therefore,
mine as well, in the future. One of the most significant
of these, in my opinion, is the effect of continuing dou-
ble-digit inflation. The annual rate for some time now
has been 13 percent. Many persons who are more
learned than I are saying that this is going to continue
for an extended period. This may or may not be—I am
offering no opinion on that. I hope that it will decline, of
course. I am, however, recognizing the fact that the
high inflation is with us and that many learned people
have said that this situation will not abate in the near
future. Given this situation, what does the prudent man
do who is trustee of an account whose principal bene-
ficiary needs income. Or, in what medium does he in-
vest if he wishes to carry out his duty to preserve the
principal in an estate with significant remainder inter-
ests? Where does he equal or better 13 percent? Isn't
he under a duty to try? While one might make a con-
vincing case that the trustee is not required to attempt
to match temporary aberrations, when you have a situ-
ation which persists for an extended period and you
are advised that this situation is not likely to change, I
think that the duty of the trustee to try to cope with the
problem is clear.

How does he do it? Through investment in stocks?
Certainly not blue chips. Bonds? Not likely unless he's
going to risk locking himself into some bad terms or is-
sues. Where, then? Without taking you step by step
through all possibilities, I think that I can safely leap
ahead to the conclusion to which this inquiry leads.
The prudent man is going to have to endeavor to carry
out his duties to his trust through the investment of its
funds in media which offer a higher return and bear a
higher risk. Put another way, it means that he will have
to make investments which in another day might have
been labeled—yes—speculative.

Since I have used that word, I think that it should be
analyzed. In the case of Clucas v. Bank of Montclair,
speculation was given a twofold definition. The first is
buying or selling with expectation of profiting by a rise
or fall in price. The second is engaging in hazardous
business transactions for the chance of unusually
large profit. It is that latter definition with which we are
now concerned; I shall leave aside whether the mod-
ern prudent trustee "speculates" in the first sense, al-
though there is no longer an automatic answer to that
one either.

But let us look at the second definition. The key
words are "hazardous" and "unusually large." They
are relative terms, susceptible to variations in interpre-
tation according to conditions which prevail at the
time. Is a profit of 13 percent unusually large when
your money is depreciating at that rate? Further, can
one accurately characterize as hazardous an attempt
to reach such a return, particularly if it is conducted
through research and analysis—which the prudent

trustee will always document—of all possible invest-
ment programs which might achieve this objective?
You obviously can guess my answers to these ques-
tions by the manner in which I phrased them.

If I am right, this course of events is not going to
make our life easier. When we had the label "specula-
tive" to rely on, supervision was much less difficult.
Now, it may be that nothing is automatically deemed
speculative. That is my understanding of the rule of
prudence, applicable to all accounts subject to the
Employee Retirement Income Security Act of 1974. If
so, we are going to have to raise the level of our ana-
lytical capabilities or simply abandon any attempt at
supervision of investments. This latter course, I be-
lieve, would not be acceptable.

This is not to say that bank examiners will now have
to be made into investment experts who will second
guess the decisions made by the banks. First of all, it
would be impossible to train and maintain a force of
examiners so qualified. We do not have the time or fa-
cilities to do so, and, more critically, we do not have
the resources necessary to maintain a corps of invest-
ment analysts. To keep them, we'd have to pay them
more than the Comptroller and the Congress—and I
can assure you that could never happen. However, I
do think that we'll have to improve our capabilities in
this field in the Washington Office and in at least some
of the regional offices—also without the benefit of any
salary advantage over our superiors, I hasten to add.

A more basic reason why we shall not be actively
participating in your investment decisions is one of
role. It is not a proper function of the government to in-
terfere with the decisionmaking process of our private
trustees. Ours is not to quibble about relative rates of
return, relative propriety of different investment media
or whether particular risks are justified. The supervisor
should intervene only when it is obvious that the bank
has not carried out its responsibility. In terms of evalu-
ation of the appropriateness of a particular investment
program, only the obvious case of abuse should be
criticized. However, an examiner should either be fa-
miliar with, or have readily available, advice as to all
types of investment and particularly the more sophisti-
cated ones where experience shows us problems may
arise. Supervision by banks of complex transactions
sometimes breaks down. Examples which come to
mind are foreign exchange or futures transactions. Put
frankly, in such areas it is sometimes possible for an
expert to "snow" his superiors and the bank exam-
iners. We must minimize this possibility by raising the
level of expertise possessed by, or available to, our
examiners. However, this can only be one of several
approaches to the problem.

The primary area of examination inquiry wili have to
be the existence of adequate and appropriate con-
trols, policies and procedures; the training and qualifi-
cations of personnel; and the quality of documentation
of investment procedures. A bank which expects to
administer its responsibilities as a modern prudent
person would do must be solid in these areas. And a
bank supervisor who is administering the bank's re-
sponsibilities must focus on them. That is why our ex-
amination procedures dwell so heavily on controls,
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policies and procedures: That is why the securities
transaction recordkeeping regulations which will go
into effect next January should receive your careful at-
tention—they will receive that of our examiners, I can
assure you. That is why, while the other agencies did
not agree, we are going to be very concerned with the
training of bank investment personnel in our examina-
tions. And, as the U.S. Trust case appeared to confirm,
documentation of all investment decisions—
particularly those involving novel or more hazardous
media—may assist a trustee in avoiding later being
judged solely according to the unfailing wisdom of
hindsight. We are going to be very interested in seeing
your documentation—particularly for the unusual in-
vestment. If it reflects a reasoned effort to accomplish
the needs of the account through the chosen means,
we'll go ho further. If, on the other hand, all that it re-
flects is that the trust officer was sold a bill of goods
from some "supersalesman," we may call it imprudent,
among other things.

In closing, let me make a request of you—for your
understanding and assistance. We frequently receive
the comment nowadays that the relationship between
bankers and examiners has changed—that it now is
characterized by antagonism and that a previous atti-
tude of cooperation and constructiveness has been
lost. Let me explain one reason why I think this is hap-
pening. We, as examiners, have been .given a number
of new duties, the performance of which has led us
into new lines of inquiries that have not been popular
with banks. This has been most notable in consumer
examinations but has also been experienced in trust
examinations.

I think it is occasionally forgotten that we aren't
dreaming up these things. When the Congress acts,
we have to follow. They are our bosses. When new
regulations are proposed, it serves no purpose for you
to tell us things like "This is terrible, don't do it," for by
that time, not doing anything is not an option available
to us. Instead, if you tell us something like "This is stu-
pid and won't work; here is how to accomplish what
you have to do," you are helping mold your regulatory
environment in a constructive manner—and, speaking
practically, in the only way that you can affect matters
when they have reached the point of proposed regula-
tions.

By the time the poor examiner reaches your bank to
enforce the regulation that might have been better,
dictated by the congressional directive over which we
had no control, the antagonisms, I suppose, are inevi-
table. It is unfortunate, but I hope with greater under-
standing of what is happening, the situation may be
improved. For we do need your help in seeing that in
carrying out our responsibilities we don't impose un-
necessary or even impossible burdens. I realize that
as trust persons you are overworked and underpaid.
But, in case you haven't guessed it by now, we—
collectively—in your government are not infallible or
omniscient. Some of the things we—collectively—
have done have been mistakes. And I can assure you
that unless and until you participate actively and con-
structively with us in the supervisory process, it may
occur again. None of us want that to happen. I assure
you that we are going to do a better job on our side
because that is the tradition of the Office of the Comp-
troller of the Currency.

Statement of John G. Heimann, Ccpmptroller of the Currency, before the
Subcommittee on Financial Institutions Supervision, Regulation and Insurance of
the House Committee on Banking, Finance and Urban Affairs, Washington, D.C.,
September 25, 1979

It is a pleasure for me to appear before the commit-
tee today to testify once again in support of legislation
which we believe to be important to the administration
of the responsibilities of the Comptroller's Office and
the national banking system. H.R. 5280, the Depository
Institutions Act of 1979, contains four titles, one relat-
ing to savings and loan association powers, which I do
not intend to address, and one on regulatory simplifi-
cation, which I will discuss briefly. The remaining two
titles embody essentially the same "housekeeping"
provisions as were contained in Titles XIV and XV of
the Financial Institutions Regulatory and Interest Rate
Control Act reported to the House floor just over a year
ago.

We continue to be convinced that enactment of the
housekeeping legislation, now contained in Titles I and
II of H.R. 5280, will significantly benefit the administra-
tion of the national banking laws and the banking pub-
lic. As we have previously testified, the majority of
these amendments will provide procedural flexibility

with respect to national bank activities and enhance
operating efficiency in the Comptroller's Office. In the
interest of time and to avoid unnecessary repetition,
we attach for the convenience of the committee a sec-
tion-by-section analysis* which treats in some detail
each of the amendments taken from the original legis-
lation.

These provisions may warrant special emphasis:

• Section 107 corrects a troublesome ambiguity
arising from the age of the Comptroller's ena-
bling statute: lack of clear, express authority for
the Comptroller to delegate certain powers
vested in the office. In confirming the
Comptroller's authority to delegate, Section 107
borrows the approach of Federal Deposit Insur-
ance Corporation (FDIC) and Federal Reserve
statutes and provides certainty to steps taken

* The analysis section is not included because of space constraints.
It is available from other sources.
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and contemplated by the Comptroller to im-
prove office efficiency.

• Section 108 clarifies the Comptroller's general
rulemaking authority for all laws which the Of-
fice must administer. Similar clarification was af-
forded the FDIC last fall in the Financial Institu-
tions Regulatory and Interest Rate Control Act.

• Section 109 recognizes the growing length and
complexity of national bank examinations by re-
moving the increasingly unrealistic requirement
that every bank be examined at least three
times every 2 years. Today, individual bank
problems frequently are pinpointed by com-
puter and staff analysis before onsite examina-
tion is conducted. Thus, we are better
equipped to determine which banks require
closer supervision and to allocate resources ac-
cordingly. The mandatory examination fre-
quency required in the present statute compels
enormously wasteful misallocations of scarce
examination resources. We note that this
amendment to the National Bank Act was given
full support by the General Accounting Office in
its 1977 report. Moreover, the Federal Reserve
and FDIC always have had such scheduling
flexibility.

Some modifications to the housekeeping portion of
the bill appear for the first time in H.R. 5280.

Section 101 amends the National Bank Act to allow
the Comptroller in extraordinary circumstances to ex-
tend for up to 5 additional years the period during
which a national bank may hold real estate if acquired
prior to July 1 of this year.

Originally, this amendment was designed to give the
Comptroller discretion to ease the holding limitation in
selected cases without regard to date of acquisition. In
other words, Section 101 was intended to be an ongo-
ing regulatory tool, enabling the Comptroller to work
with national banks forced to cope with unexpected
shifts in economic conditions. It was never intended to
breach the traditional 5-year statutory restriction in the
majority of cases. Indeed, we continue to believe that
some such restriction is entirely appropriate.

As now drafted, the amendment would provide addi-
tional flexibility only with respect to those banks strain- <
ing to divest themselves of real estate acquired during
the mid-decade downturn. It would not provide similar
flexibility for the future. If history is a guide, the proba-
bility is high that future economic slides will pose simi-
lar difficulties for other institutions. Thus, continuing
statutory authority, which would provide the Office with
some flexibility to deal with distress situations, could
be valuable. On balance, however, we are comfortable
with the changes which the Committee has seen fit to
make.

Section 112 is of some concern to us. This amend-
ment seeks to clarify the congressional intent behind
the provision in the Financial Institutions Regulatory
and Interest Rate Control Act (FIRA) of 1978, Section
1504, which confirmed that the Comptroller may char-
ter national banks engaged exclusively in the provision
of trust services. As you know, under authority long

contained in the National Bank Act, the Comptroller
has chartered six such banks since 1973 without any
questions being raised as to the authority of the Office
to do so. However, as a result of litigation challenging
the exercise of this authority in the context of a New
Jersey charter application, the clarifying and confirm-
ing language in Section 1504 of FIRA was introduced
and enacted as an amendment to a provision of the
National Bank Act, located at Section 27 of Title 12,
U.S. Code.

In apparent response to some suggestions that this
language had inadvertently permitted establishment of
national bank trust companies in other states by out-of-
state holding companies, Section 112 proposes to add
additional language to Section 27 providing:

Section 5169 of the Revised Statutes (12 USC 27)
is amended by adding at the end thereof the fol-
lowing new sentence: 'Notwithstanding the provi-
sions of the preceding sentence, a national bank
association the operations of which are limited as
provided in the preceding sentence shall be
deemed an additional bank within the contempla-
tion of section 1842(d) of this title.'

We believe that the concern which led to this pro-
posed amendment is misplaced. The authority of bank
holding companies to establish trust companies—
either state or federally chartered—on an interstate
basis is derived entirely from the provisions of the
Bank Holding Company Act. That law effectively pro-
hibits bank holding companies from establishing out-
of-state commercial banks, i.e., banks which accept
demand deposits and make commercial loans, but the
law does permit their engaging across state lines in a
limited range of other activities commonly associated
with banking, including establishment of state or feder-
ally chartered trust companies. In our view, Section
1504 of FIRA was not intended to affect—and does
not affect—this authority one way or the other. Indeed,
prior to the adoption of Section 1504 at least two hold-
ing companies with Federal Reserve Board approval
had established such facilities on an interstate basis,
one under a national and two under state charters.

Currently, the level of interstate activity by bank
holding companies in the trust area is relatively insig-
nificant. In view of this, we believe that congressional
consideration of additional statutory restrictions on this
sort of activity should not be a part of the present leg-
islation. Rather, the issue should be fully explored by
Congress in connection with overall bank holding com-
pany activity and market structure.

As a technical matter, should the committee decide
to proceed with its consideration of this provision, we
note that the more appropriate statutory placement of
the restriction would appear to be in the Bank Holding
Company Act. Moreover, the committee presumably
would wish to address the expansion issue without re-
gard to which type of charter—federal or state—is
carried by a trust company established on an inter-
state basis.

Before concluding, we wish to applaud Title II of the
bill, the "Financial Regulation Simplification Act." With-
out question, one of the central themes shared by the
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current administration and the Congress in regulatory
reform. Title HI is wholly consistent with the purposes
underlying Executive Order 12044, "Improving Gov-
ernment Regulations," and the Federal Financial Insti-
tutions Examination Council Act of 1978, Title X of
FIRA. In keeping with its existing obligations under the
executive order, the Comptroller's Office already is ac-
tively engaged in careful analysis and review of our
regulatory actions. And together with the other agen-
cies on the examination council, we are mounting a
broad effort to streamline procedures, eliminate waste-

ful duplication and clarify the principles of financial in-
stitution supervision.

Mr. Chairman, that concludes my remarks. Aside
from the few reservations we have expressed, we are
anxious that H.R. 5280 be reported to the floor as
promptly as possible. Its provisions will benefit not only
the Comptroller's Office and the national banking sys-
tem but, even more importantly, the banking public.
We look forward to continuing our work with the com-
mittee in furtherance of our mutual concern for more
efficient and responsive banking regulation.

Statement of Lewis G. Odom, Jr., Senior Deputy Comptroller of the Currency,
before the Subcommittee on Financial Institutions Supervision, Regulation and
Insurance of the House Committee on Banking, Finance and Urban Affairs,
Washington, D.C., October 16, 1979

I am pleased to have the opportunity to testify on be-
half of the Office of the Comptroller of the Currency
and to present our views on H.R: 2747, H.R. 2856,
H.R. 4004 and H.R. 1539. The first three bills propose
various amendments to the Bank Holding Company
Act and the Bank Merger Act dealing principally with
acquisitions by holding companies and banks and
would create new restrictions on the activities in which
bank holding companies and national banks may en-
gage. H.R. 1539 would permit bank underwriting of
revenue bonds.

The essential thrust of H.R. 2747 and 2856 is to pro-
tect certain financial institutions from the rigors of com-
petition through the arbitrary imposition of statutory
limits on growth and the creation of new barriers to en-
try in areas now generally viewed as being closely re-
lated to banking. We concur with the objectives of pre-
venting excessive concentration of banking resources
and assuring competition among financial institutions.
On balance, however, we do not believe that these two
bills contribute positively to the attainment of these ob-
jectives. In fact, the potential exists, if these bills are
enacted, for reduced competition.

Over the last decade, the business of banking, or
more accurately the business of providing financial
services, has changed radically and is continuing to
change at an extraordinary pace. More and more,
banks are confronted with direct competition from
other banks, thrift institutions and nonbank entities.
These developments have been positive. The U.S. fi-
nancial intermediary system is healthier and more effi-
cient as a result and customers are being served bet-
ter.

Nevertheless, many existing laws and regulations
still serve more to protect competitors than to promote
competition. Many of these restrictions on competition
were believed nearly 50 years ago to be essential to
maintaining economic stability. Today, however, it is
clear that the maintenance of economic stability does
not depend on such restrictions. Furthermore, these
restraints are becoming less and less effective be-
cause rapid advances in telecommunications and data

processing technology have provided the means to
expand competitive markets, and inflation has pro-
vided the incentive. We are concerned that continua-
tion of these laws and regulations in the face of
present market realities will lead to a diminished role
for banks. Imposition of further restraints as proposed
in H.R. 2747 and H.R. 2856 would worsen matters.

We believe existing statutes provide ample protec-
tion from undue concentration of banking resources
and effectively separate banking activities from non-
banking activities that clearly involve potential conflicts
of interest.

Proposed 20 Percent Standard
H.R. 2747 and H.R. 2856 would similarly amend

Section 3(c) of the Bank Holding Company Act of 1956
to prohibit without further inquiry into other competitive
considerations any acquisition by a bank holding com-
pany, if as a result of such a transaction the acquiring
or resulting company would control over 20 percent of
the total banking assets held by all banks and bank
holding companies in the state. H.R. 2856 would also
amend Section 18(c)(5) of the Bank Merger Act of
1966 to prohibit a merger transaction by a bank, if as a
result of the transaction the acquiring or resulting bank
would hold more than 20 percent of the total assets
held by all banks in the state.

These amendments are presumably premised on a
desire to prevent the indiscriminate acquisition of inde-
pendent banks by holding companies or larger banks
merely for the sake of expansion and the belief that un-
due levels of economic concentration occur when a
single institution achieves a greater than 20 percent
market share.

We do not believe any rigid numerical constraint,
such as the proposed 20 percent figure, should be
used in restraining the economic growth of banking in-
stitutions. The existing antitrust laws specifically recog-
nize the need to inquire into the unique market condi-
tions of any enterprise in determining the competitive
effects of a particular corporate merger or acquisition.
In our view, a rigid statutory limitation cannot ade-
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quately reflect the many market variables which must
be considered in reviewing any given transaction and
is not an appropriate device to assure -the mainte-
nance of competitive banking markets. Moreover, reg-
ulatory authorities have substantial influence under the
existing laws in shaping the structure of banking mar-
kets through their actions upon charter, branch, mer-
ger and holding company applications. Our policies
regarding the disposition of such structural applica-
tions are designed to achieve a maximum degree of
competition between financial institutions consistent
with the maintenance of a sound banking system.

Additionally, the proposed 20 percent market test
unrealistically assumes that statewide concentration
figures provide a relevant measure of banking compe-
tition. We believe that such a broad test cannot reflect
the power of a particular banking organization in its
unique geographic and product markets and fails to
consider the size and strength of other bank or non-
bank competitors in the financial sector—factors
which should be considered in determining the eco-
nomic concentration in a particular market.

Under the existing statutes, the Bank Holding Com-
pany Act and the Bank Merger Act incorporate with
minor modifications the antitrust standards applied to
all businesses in the United States as the relevant cri-
teria for determining whether unwarranted economic
concentration will result in a particular market from a
merger or acquisition. The banking industry should
not, in our opinion, be subject to more stringent anti-
trust regulations than that required by other lines of
commerce.

As a practical concern, administration of the pro-
posed asset size tests may prove to be very difficult, it
may be wholly unrealistic to include all assets of an in-
stitution in the calculation of its relative size without re-
gard to a particular asset's location.

Proposed Constraints Upon Bank-Related Activities
Section 3 of H.R. 2747 and Section 6 of H.R. 2856

would amend Section 4(c)(8) of the Bank Holding
Company Act to significantly constrain the authority of
the Federal Reserve Board to authorize bank-related
conduct by holding companies. The proposed legisla-
tion provides that nonbank companies may be ac-
quired by holding companies only after the Federal
Reserve Board has specifically determined the partic-
ular activity is so "closely and directly" related to bank-
ing or managing or controlling banks as to be a
"proper and necessary" incident thereto, and, is likely
to produce substantial benefits to the public which
clearly and significantly outweigh possible adverse ef-
fects. Proposed negative "laundry lists" in these bills
variously provide that certain specified types of activi-
ties, including insurance (under H.R. 2856) and securi-
ties underwriting, motor vehicle leasing, investment
advisory and real estate services (under H.R. 2747)
would not be permissible for holding companies and
their subsidiaries.

Additional restrictions upon the entry of bank hold-
ing companies in bank-related activities are unneces-
sary in view of the existing regulatory scheme and
should not be implemented through any statutory

"laundry list" of prohibitions. There has been no con-
vincing showing, in our opinion, that the Federal Re-
serve Board has improperly permitted holding com-
panies to engage in a nonbank-related activity.
Banking, like other service industries, is constantly
changing to meet the expanding needs and demands
of its customers and to adopt new technology to as-
sure the delivery of better and more efficient services
to the public. A negative "laundry list" will not allow the
Federal Reserve Board sufficient flexibility to adjust the
boundaries separating banking and commerce to ac-
commodate such changes.

Moreover, any further narrowing of the possibilities
for expansion by bank holding companies may actu-
ally lead to a concentration of financial resources in
nonbank competitors, rather than deconcentration as
the legislation intends.

Section 6 of H.R. 2747 and Section 7 of H.R. 2856
would effectively provide that national banks be
treated as bank holding companies for the purposes of
Section 4(c)(8) of the Bank Holding Company Act.
That is, national banks would be prohibited from en-
gaging in those bank-related activities in which bank
holding companies are not permitted to engage. Such
legislation would undeniably result in a basic change
in the National Bank Act. The enactment of these pro-
visions would have the effect of prohibiting national
banks from participating in several currently permissi-
ble bank-related activities that under the National Bank
Act include any activity which is held by the Comptrol-
ler to be "incidental" to carrying out the business of
banking.

We are unable to determine without further review
the full implications of these proposed amendments.
The most obvious impact of one of the proposed re-
strictions, however, would be to adversely affect the
availability of financing to state and local governments
by precluding the underwriting of general government
obligations by national banks. Moreover, because the
proposed provisions affecting national bank activities
and the prohibition of insurance activities by holding
companies currently contain no grandfathering clause,
the legislation if enacted in its proposed form could
have the disastrous effect of requiring immediate di-
vestiture of bank-related activities by certain institu-
tions, possibly at substantial losses.

We do not believe that the Federal Reserve Board
should be empowered to determine the permissible
scope of the activities of national banks. The proposed
legislation will, in our opinion, only cloud the regulatory
authority over national banks. We believe that the Of-
fice of the Comptroller of the Currency, as the regula-
tor of national banks, should retain the authority to de-
termine which activities are incidental to the business
of banking in the national banking system.

One of the primary features in the evolution of the
dual banking system has been the ability of institutions
to elect a charter which allows a bank the authority to
best serve the needs of its customers. While the con-
cept of competitive equality to a large extent perme-
ates banking, certain distinct differences exist be-
tween the powers of national banks and some
state-chartered institutions. This diversity among insti-
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tutions has encouraged change and innovation. How-
ever, the proposed legislation would bar national
banks from competing in certain activities, while state
institutions may yet be permitted to continue in those
activities under their state regulatory schemes.

Unnecessary Regulatory Duplication
Section 4 of H.R. 2747 further entangles the regula-

tory responsibilities of this Office and the Federal Re-
serve Board. That provision would amend Section
3(a)(4) of the Bank Holding Company Act to provide
that bank mergers involving a subsidiary bank of a
bank holding company would be subject to approval
of the Federal Reserve Board. Under this provision, a
bank merger involving a national bank subsidiary of a
holding company would be subject to the approval of
the Federal Reserve Board in addition to approval of
this Office.

Under the Bank Merger Act of 1966, the
Comptroller's Office must determine whether national
banks should be allowed to acquire another institution.
Although the purpose of this provision has been ex-
plained by its proponents as intended to close a per-
ceived "loophole" of the Douglas Amendment, it would
have the effect of significantly altering the regulatory
scheme of the Bank Merger Act of 1966 and creating
an additional layer of unnecessary regulation. We be-
lieve that this proposal would undesirably limit the stat-
utory authority of our Office to supervise national
banks.

Section 8 of H.R. 2856 would amend Section 4 of the
Bank Holding Company Act by adding a new subsec-
tion to require that the Federal Reserve Board, in con-
nection with a holding company's application to en-
gage in a particular activity and the ongoing
supervision of bank holding companies, determine that
the holding company and its subsidiaries are ade-
quately capitalized and financed in a sound manner.
In addition, the bill would require that holding com-
pany subsidiaries refrain from preferential lending in
favor of their parent corporations or other affiliated
subsidiaries. In our opinion, this provision is unneces-
sary. The Federal Reserve Board already undertakes
to review these matters in the performance of its re-
sponsibilities. Moreover, the uncertain language of the
proposed provision may inadvertently confuse the is-
sue of regulatory responsibility regarding the capitali-
zation of national banks. We firmly believe that the
Comptroller's Office, as the chartering authority and on-
going supervisor of national banks, should have the
sole responsibility in this matter.

The proposed provision regarding preferential lend-
ing practices is duplicative of existing statutes and
regulations. As you know, legislation enacted by the
Congress last year (Title I of the Financial Institutions
Regulatory and Interest Rate Control Act, FIRA) pro-
hibits preferential lending by banks to insiders, includ-
ing their parent holding companies and their nonbank
affiliates. Any further restrictions on inter-affiliate trans-
actions by nonbank subsidiaries should, in our opin-
ion, be carefully considered in light of the need for a
free flow of funds within a holding company organiza-

tion. We do not believe that the proposed additional
restrictions have been demonstrated to be justified.

Holding Company Approval
H.R. 4004 and Section 1 of H.R. 2747 would prohibit

the Federal Reserve Board from denying an applica-
tion for the formation of a one-bank holding company
when the primary supervisor of the bank has approved
the reorganization. More particularly, the Board would
also be prohibited from disapproving the creation of a
holding company in a case involving a bank stock loan
which is not over 25 years, if the loan is made on sub-
stantially the same terms as those prevailing for com-
mercial loans to businesses other than banks. These
proposals are designed to facilitate small ownership of
bank holding companies and to ease the retirement of
debts contracted as the result of acquiring control of a
bank.

They also relate to a problem with which this Office
has long been concerned—the regulation of various
parts of a bank holding company system by different
agencies. Many bank holding companies are now sub-
ject to supervision by all three federal banking agen-
cies. The difficulty of coordinating supervision and ex-
amination of such systems significantly interferes with
our effectiveness in supervising either the systems or
the banks within them. This Office has consistently rec-
ommended that a single agency supervise the bank
holding company and its affiliates. Specifically, we had
recommended that the federal regulatory agency
which has responsibility for supervising the bank or
banks that hold a majority of assets of a bank holding
company serve as the principal supervisor.

In this respect, we find the proposed amendment to
be in the right direction. However, it is limited to appli-
cations only and does not address the more basic su-
pervisory question. The Federal Financial Institutions
Examination Council in response to its clear congres-
sional mandate has undertaken a review of this issue. I
would hope that in this context we can come up with a
legislative approach that all the agencies can agree on
and that Congress will see fit to act on expeditiously.

Commercial Bank Underwriting of Revenue Bonds
I would like to turn now to H.R. 1539, a bill which

would permit commercial banks to underwrite and
deal in revenue bonds. Revenue bonds have become
an increasingly important method of state and local
government financing. Whereas in 1940, revenue
bonds accounted for just 12 percent of all municipal
bonds, in 1968, this percentage had jumped to about
one-third of all municipals. By 1978, revenue bonds
accounted for about two-thirds of the municipal bond
market. Certainly, the roles of revenue and general ob-
ligation bonds have been reversed over the years.

Pertinent to this reversal is the question of whether it
is still appropriate to restrict revenue bond underwrit-
ing to investment bankers. Limiting the underwriters of
revenue bonds eliminates an important potential
source of competition represented by commercial
banks. By allowing commercial banks to underwrite
revenue bonds, competition in the negotiation, bidding
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and distribution of these bonds will increase, resulting
in savings to the issuing political entity.

Opponents of this legislation fear that bank under-
writing of revenue bonds will increase bank risks, in-
duce bank conflicts of interest and tempt banks to sell
their underwritten securities to their trust accounts. We
believe, however, that the proposed legislation is a
satisfactory answer to the specific matter of revenue
bond underwriting by banks. The provisions contained
in H.R. 1539 and recent rulings by the Municipal Secu-
rities Rulemaking Board safeguard against potential
conflicts of interest and unsound banking practices
and ensure the monitoring of competitive effects within
the securities industry.

This Office continues to believe that the specific
question of whether commercial banks should be al-
lowed to underwrite revenue bonds is only one part of
a larger issue at hand. For instance, the ability of
banks to deduct the interest cost of borrowed funds
used to carry municipal bond inventories and the com-
petitive advantage this may provide over investment
banks should be included in any reconsideration of
Glass-Steagall. The roles of commercial banks and in-
vestment banks should be considered in light of the
evolution of the various forms of financing by govern-
mental and corporate customers, and we would sup-
port a comprehensive congressional re-examination of
the financial intermediary structure which has evolved
within the confines of the Glass-Steagall Act of 1933.
This examination should focus on the appropriateness
of the Glass-Steagall prohibitions and on the lines of
demarcation which make sense with respect to the fi-
nancial needs and the regulatory environment of to-
day.

Interstate Operation of Trust Companies
In response to the issue of trust company subsidi-

aries of bank holding companies, the Comptroller testi-
fied before this subcommittee on September 25, 1979,
regarding the provision formerly designated as Section
112 of H.R. 5280. A similar proposal is being consid-
ered to be incorporated into the legislation before the
subcommittee today.

The earlier Section 112 was intended to clarify Sec-
tion 1504 of the Financial Institutions Regulatory and
Interest Rate Control Act of 1978, which confirmed that
the Comptroller has authority to charter national bank-
ing associations to offer trust services exclusively. As
the Comptroller earlier indicated, our office has, in fact,
chartered seven such institutions since 1973. How-
ever, as a result of litigation challenging this authority
in the context of a New Jersey charter application, the

confirming language in Section 1504 of FIRA was ulti-
mately enacted.

The chartering of national trust companies is, how-
ever, a matter wholly separate from the establishment
of bank holding company subsidiaries across state
lines. The authority of bank holding companies to es-
tablish trust companies—either state or federally
chartered—on an interstate basis is derived entirely
from the provisions of the Bank Holding Company Act.
That law bars bank holding companies from acquiring
out-of-state commercial banks, that is, banks which ac-
cept deposits and make commercial loans, but does
permit their engaging across state lines in a limited
range of other activities commonly associated with
banking, including trust services. Section 1504 of FIRA
does not affect this authority in any way. In fact, before
the enactment of FIRA, at least two holding companies
with Federal Reserve approval had established trust
company subsidiaries on an interstate basis, under
both national and state charters.

We are pleased that the subcommittee has removed
the national bank trust company provision from H.R.
5280 and is considering it, more appropriately, along
with other legislative proposals concerning bank hold-
ing company activities.

We remain unconvinced, however, that the issue of
the interstate establishment of trust company subsidi-
aries has been afforded sufficient congressional con-
sideration, especially as it relates to the broader ques-
tions involving all forms of interstate bank holding
company activities and the existing market structure.
In fact, the administration is nearing completion of a
study undertaken at the request of Congress to review
the entire issue of geographic restrictions on bank and
holding company activities. We recommend that any
legislative action on the issue of interstate trust opera-
tions at least await the completion of that report.

In our opinion, it would be most premature at this
time to enact a new restrictive prohibition against one
form of holding company activity without re-evaluating
the principles which long have been applied equally to
other types of permissible interstate activities of hold-
ing companies. As you know, this Office has a long
standing policy of favoring a free and open system of
competition among all providers of financial services.
We believe that any geographical restraints on compe-
tition should over time be eliminated.

In conclusion, we believe that unfettered competition
is the best assurance against undue concentrations of
economic power. In our opinion, the proposed legisla-
tion is in many ways overly restrictive, and, therefore,
essentially anticompetitive.

Statement of Jo Ann S. Barefoot, Deputy Comptroller for Customer and
Community Programs, before the Subcommittee on Consumer Affairs of the
Senate Committee on Banking, Housing and Urban Affairs, Washington, D.C.,
December 11,1979

I am pleased to have the opportunity to present the
views of the Office of the Comptroller of the Currency
on S. 2002, a bill which proposes to amend the Truth-

in-Lending Act regarding the use of the Rule of 78's.
We welcome these hearings, believing they will con-
tribute to the public understanding of this widely mis-
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understood method of computing earnings and re-
bates on loans.

The stated purpose of the Truth-in-Lending Act is to
assure a meaningful disclosure of credit terms so that
the consumer can compare more readily the various
credit terms available in the marketplace and avoid the
uninformed use of credit. This Office has consistently
and strongly supported the purpose of the act.

With respect to S. 2002, we believe that the use of
the Rule of 78's may, under circumstances when a
loan is paid in full before its scheduled maturity date,
contribute to consumer confusion about the cost of
that loan. Further, use of the Rule of 78's can increase
a lender's yield on a loan significantly beyond the con-
tract rate and the annual percentage rate originally
disclosed to the consumer. To the extent a consumer
is unaware of the adverse impact that the Rule of 78's
may have on the ultimate cost of a loan, we believe
that its use conflicts with the purpose of the Truth-in-
Lending Act and results in inequities which must be
addressed.

Background
Before discussing the merits of S. 2002 or other al-

ternatives which might ameliorate these problems, I
would like to define some of the financial terms rele-
vant to a discussion of the Rule of 78's, recognizing
that these terms have caused considerable confusion.
I believe it is necessary to review the difference be-
tween nonprecomputed and precomputed loans,
since the Rule of 78's applies only to the latter. It is
also important that I address the methods generally
used by lenders to precompute and accrue interest on
loans in order to emphasize the impact which the Rule
of 78's has on the rebate of unearned interest. These
methods include the use of simple interest, add-on,
discount and annual percentage rates.

Non-Precomputed Loans
Since the use of the Rule of 78's applies only to pre-

computed loans, it is important to make a distinction
between precomputed and nonprecomputed loans. A
nonprecomputed loan is one in which the amount of
the debt obligation, or note amount, represents the
principal only. It is the amount which the potential bor-
rower originally requests and may include additional
charges such as insurance premiums or a credit re-
port charge, if the lender agrees to finance them. The
note amount, in this case, does not include the amount
of interest which will be earned on the principal bal-
ance. Generally, this type of loan accrues interest, i.e.,
it earned interest on the basis of a contractual simple
interest rate. First, earnings are accrued. The annual
interest rate is applied to the outstanding principal bal-
ance on a daily or monthly basis. Then the earned in-
terest, as it is accrued, is periodically paid by the bor-
rower. The borrower's periodic payment, usually made
monthly, is applied to the earned interest and the re-
sidual is applied to principal, thereby reducing the out-
standing balance of the loan. Residential real estate
loans generally earn interest in this manner.

Nonprecomputed, simple interest loans can be eas-
ily understood, and they accurately reflect the contract

rate regardless of when the debt is paid in full by the
borrower. Whenever the loan is paid in full, the bor-
rower is obligated to pay only the outstanding principal
balance and any unpaid earned interest as of the date
of prepayment. Thus, when the loan is prepaid in full,
the yield on the loan to the lender and the cost to the
borrower remains at the rate stated in the contract.

Precomputed Loans
A precomputed loan, in contrast, is one in which the

debt obligation, or note amount, represents both prin-
cipal and anticipated interest. The amount of interest
included in the note amount is generally precomputed
on the basis of one of four commonly used methods,
although it is not always accrued on the same basis.
All of these methods begin with a percentage rate per
annum. These rates per annum are referred to as the
simple interest, add-on, discount and annual percent-
age rates. I will describe each of these methods.

• Simple Interest

Simple interest earnings computations for precom-
puted loans are similar to the simple interest computa-
tions for nonprecomputed loans. The difference is that
with precomputed simple interest loans the total antici-
pated interest to be accrued over the life of the loan is
precomputed and added to the amount of the princi-
pal to arrive at the note amount.

As with the nonprecomputed simple interest loan,
the precomputed simple interest loan accrues interest
on a daily or monthly basis up to the date of prepay-
ment, so that the borrower would be obligated to pay
the outstanding principal balance and any unpaid
earned interest as of that date. The unearned precom-
puted interest, depending on the terms of the contract,
may be rebated to the borrower.

If the borrower makes payments as scheduled and
the loan is prepaid or matures as agreed, the yield on
the loan to the lender and the cost to the borrower is
equivalent to the simple interest rate stated in the con-
tract, assuming unearned interest is rebated. Addition-
ally, in either case, the dollar interest cost to the bor-
rower would be the same with the precomputed loan
as with the nonprecomputed loan.

• Add-on and Discount Rates

Add-on and discount rates are both annual interest
rates which, when used to precompute interest earn-
ings, do not take into account the outstanding princi-
pal balances of a loan. They relate only to the original
principal amount of the loan, without recognizing that
payments periodically reduce that balance. Earnings
are precomputed on an annual rather than a daily or
monthly basis. For example, if the add-on rate or dis-
count rate is 8 percent per annum, each would gener-
ate precomputed interest of $1,200 on a 3-year $5,000
loan. The principal amount of the loan, $5,000, is multi-
plied by the annual interest rate, 8 percent, to gener-
ate the amount of interest to be earned in 1 year, or
$400. This amount is multiplied by three, the number of
years the loan is to be outstanding, to generate the to-
tal'precomputed interest amount, or $1,200. Both rates
operate under the assumption that the entire principal
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balance will be outstanding for 3 years. They generate
the total amount of interest to be earned but are not
used to determine how that interest is to be accrued
periodically.

In the case of add-on interest, the precomputed in-
terest amount is added to the loan principal to arrive at
the note amount. Given the previous example, the note
amount would be $5,000 plus $1,200, or $6,200. Since
the contract is not written with a simple interest rate,
the lender will generally accrue earnings on the basis
of some other method, usually the Rule of 78's. If the
borrower prepays the loan in full, a portion of the total
interest included in the note amount is considered un-
earned interest. The amount of that unearned interest
and whether it will be rebated to the borrower depends
on the accrual method used and the terms of the con-
tract.

In the case of discounted interest, the precomputed
interest amount-is subtracted from the note amount to
arrive at the amount of money actually disbursed by
the lender. In the example given earlier, if the borrower
requests a 3-year loan at $5,000 and the discount rate
is 8 percent, the note amount will be $5,000 and the
borrower will receive $5,000 less $1,200, or $3,800. As
with the add-on rate approach, the lender will gener-
ally accrue earnings on a basis other than the simple
interest rate method, usually the Rule of 78's.

• Annual Percentage Rate

In the case of an annual percentage rate (APR),
earnings computations can be considerably more
complex. While an APR can mechanically operate in a
manner identical to simple interest rates, one very im-
portant distinction is that an APR is not applied period-
ically to the loan principal to generate interest. Rather,
an APR, as defined by Supplement I to Regulation Z, is
applied periodically to the amount financed to accrue
the finance charge. I will elaborate on this distinction,
because it is important to understanding the difference
between the actuarial accrual method proposed in S.
2002 and the simple interest approach.

The amount financed may be equal to but is often
less than the principal amount of a loan. It is a mathe-
matical construction defined by Regulation Z which
represents the amount of credit actually used by the
borrower. If the borrower is required to pay finance
charges in addition to interest and those additional
charges are paid separately at the time the loan is
consummated or are deducted from loan proceeds,
the loan principal must be reduced by the amount of
such charges in order to arrive at the value of the
amount financed. Thus, if the only charge in connec-
tion with a loan is interest and the interest is paid after
it is earned, the amount financed will equal the princi-
pal amount of the loan.

Similarly, the finance charge may be equal to, but is
often more, than the amount of interest on a loan. It is
the sum of individual loan charges identified by Regu-
lation Z which represent the dollar cost of credit. The
finance charge includes interest, but it may also in-
clude loan charges such as credit report or* loan origi-
nation fees. While finance charges may be part of the
principal balance of a loan, as when the lender fi-

nances a credit report fee, they may not be part of the
amount financed.

With a simple interest loan, the simple interest rate is
applied to the principal balance and that balance will
be reduced and fully amortized by the payments. The
APR on that loan is applied to the balance of the
amount financed, and that balance will be reduced
and fully amortized by those same payments, by a
process known as the actuarial method. If the principal
balance equals the balance of the amount financed
when the loan is consummated, the simple interest
rate will normally equal the APR. If the principal does
not equal the amount financed, then the simple interest
rate will not equal the APR. It will always be less in that
case.

For example, let us again use the 3-year $5,000 loan
with an 8 percent add-on rate. Assume that the bor-
rower is required to pay in addition to principal and in-
terest a credit report fee in the amount of $35. The fee
is paid separately in cash when the loan is consum-
mated.

In this example, the note amount is the total of the
principal and add-on rate interest, or $6,199.92. The
$1,200 interest amount has been slightly reduced to
compute equal monthly payment amounts. If the bor-
rower is to make 36 monthly payments, each payment
will be $6,199.92 divided by 36, or $172.22. The total
cost of the loan, or finance charge, is the interest
amount of $1,199.92 plus the $35 credit report fee, or
$1,234.92. The borrower pays the $35 at the time the
loan is consummated, so the amount financed is the
$5,000 principal balance less the $35, or $4,965. While
the simple interest rate for this loan is 14.55 percent,
the APR is 15.04 percent, which may be disclosed as
15 percent. Under the actuarial method, the first
month's finance charge is earned by multiplying the
monthly equivalent of the APR by the original amount
financed. The first monthly payment is first allocated to
the accrued finance charge, and the residual reduces
the amount financed. The monthly equivalent of the
APR is then applied to the reduced balance of the
amount financed to accrue the finance charge for the
second month.

This procedure continues each month until the loan
is paid in full. As a result, the total finance charge to be
earned by the total of payments will be $35 plus
$1,199.92, or $1,234.92. The amount financed, $4,965,
plus the total finance charge, $1,234.92, thus equals
the total of payments. If earnings are accrued on the
basis of the APR, a borrower prepaying the loan will
owe only the outstanding balance of the amount fi-
nanced plus any accrued but unpaid finance charge
as of the date of prepayment.

For example, if the borrower prepays the previous
loan 10 days after it is made, the payoff amount will be
approximately $4,985.74, which does not even equal
the $5,000 principal amount of the loan. While it is true
that the lender did receive in addition to a finance
charge of $20.74 accrued over the 10-day period a
cash payment of $35, that cash payment was for an
expense actually incurred, a credit report fee. Under
the simple interest method, the lender would be enti-
tled to the $35 fee and the $5,000 principal balance
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plus $20.21 in accrued interest over the 10-day period.
The payoff amount would be $5,020.21, the sum of the
principal and accrued interest. Under the actuarial
method, however, the lender would receive less than
$5,000 when the loan is paid in full, since the amount
financed plus the accrued finance charge equals
$4,985.74.

Rebate Methods
Whether earnings on precomputed loans are calcu-

lated by simple interest, add-on, discount or annual
percentage rates, the total earnings precomputed over
the life of the loan are included in the amount of the
note in each case. In each case also, the lender se-
lects an accrual method, such as simple interest, actu-
arial or the Rule of 78's, to determine how much of the
total earnings are earned periodically, such as on a
monthly basis. The accrual method selected will deter-
mine the amount of the unearned income at the time a
loan is prepaid in full.

In the case of the simple interest and Rule of 78's
accrual methods, the lender will compute the amount
of unearned interest which is to be rebated to the bor-
rower. In the case of the actuarial method, the lender
will compute the amount of the unearned finance
charge which will be rebated to the borrower.

The Rule of 78's can be used in conjunction with any
loan in which earnings are precomputed, regardless of
which type of interest rate is used to precompute those
anticipated earnings. For example, in the previous
case where the borrower receives $5,000 which is to
be repaid in 36 monthly instalments at $172.22 each,
the precomputed interest will reflect an 8 percent add-
on rate, a 6.5 percent discount rate or a 14.55 percent
simple interest rate. The APR will equal the simple in-
terest rate unless the borrower pays other finance
charges in addition to interest. In the case where the
borrower pays a $35 credit report fee, total earnings
are computed on the basis of a 15.04 percent APR.
Thus, any method can be used to compute earnings, if
authorized by state law. The use of the Rule of 78's re-
lates to how those earnings can be accrued, i.e., how
much of the total earnings can be considered earned
at any one time.

Under the Rule of 78's, the lender first determines
the total amount of interest to be earned on a loan.
This precomputed interest is included in the note
amount. As the borrower makes monthly payments,
the total payment amount is subtracted from the note
amount. Since the total of payments equals the note
amount, which is also the sum of principal plus inter-
est, the final payment will reduce the note amount to
zero and the loan will be paid as agreed. Internally,
however, the lender will allocate each month a portion
of the total precomputed unearned interest to earn-
ings. Thus, throughout the life of the loan, the precom-
puted interest, which is all unearned on the day the
loan is made, is allocated to earned and unearned
amounts. The earned portion periodically increases,
while the unearned portion decreases. If the borrower
prepays the loan, the unearned portion of the precom-
puted interest may be rebated by the lender.

The Rule of 78's allocates the principal amount of a

loan into units of debt. It also makes a unit allocation of
the precomputed interest. The total number of units is
derived by assigning consecutive numbers to the
months over which the loan is to be repaid and adding
those numbers together. If a monthly payment loan is
to mature in 12 months, the first month is assigned the
number one, the second month is assigned the num-
ber two, and so on, with each number representing the
actual month during which the loan is still outstanding.
The sum of those numbers in the case of a 12-month
loan is 78, hence the name Rule of 78's. Another name
attributed to this method is the Sum of the Digits.

The Rule of 78's further assumes that for 12-month
loans the principal balance is reduced by 12 units af-
ter the first monthly payment is made. Thus, after the
first month, 12/78 of principal have been repaid. Addi-
tionally, 12/78 of the precomputed interest have been
earned. When the borrower makes the second pay-
ment, 11 more units of principal are repaid and 11/78
of the total precomputed interest are earned. This
process continues over the life of the loan, with the
lender earning 12/78 of the total precomputed interest
the first month, 11/78 the second, 10/78 the third, and
so on until the last month when 1/78 is earned. The
sum of the fractions earned each month is 78/78, or
100 percent of the total precomputed interest.

The Rule of 78's obviously permits the lender to earn
more interest during the earlier months of a loan than
in the later months. This is also true, of course, under
the simple interest method of accruing earnings. In
both cases, the accrual methods recognize that more
principal is outstanding during the earlier months, re-
sulting in greater cost to the borrower for the use of
more money than during the later months of the loan
when less money is outstanding. Additionally, under
both the simple interest method and the Rule of 78's,
the total interest the borrower will have paid is identical
to the amount of interest originally agreed upon and
originally stated in disclosures required by the Truth-in-
Lending Act if a loan runs to maturity. In both cases, if
the loan is not prepaid, the lender's yield on the loan
will not exceed the contractual rate or the APR dis-
closed. The borrower is, therefore, fully informed of the
cost of the loan in dollars and as an APR and is able to
make an informed economic decision before entering
into the contract.

However, on a precomputed installment loan which
does not run to maturity, one which is prepaid by the
borrower, the use of the Rule of 78's will always result
in a greater dollar yield to the lender than the actuarial
or the simple interest methods. Perhaps more impor-
tantly, under such circumstances, the rate of income to
the lender and the resulting cost to the borrower can
significantly exceed the simple interest rate or the APR
originally disclosed. Under the simple interest method
of calculating rebates, in contrast, the interest yield/
cost would be equivalent to the rate stated in the con-
tract. Under the actuarial method, the finance charge
yield/cost would be equivalent to the APR disclosed.

Using our earlier 3-year $5,000 loan again as an ex-
ample, assume the borrower prepays the loan at the
end of the first year. The simple interest rate and APR
on the loan is originally 14.55 percent. If it is paid in full
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at the end of 1 year and the Rule of 78's is used, the
lender's effective yield is 15.08 percent APR, an in-
crease of more than one-half of 1 percent over the
APR originally disclosed. Yet, the APR originally dis-
closed is considered accurate, since it was based on
the assumption the loan would be paid as agreed. Un-
der the same circumstances, using either the actuarial
or the simple interest rate method instead of the Rule
of 78's to compute the borrower's rebate, the effective
yield to the lender and cost to the borrower remains at
14.55 percent, both in terms of simple interest and an-
nual percentage rates.

To simplify comparisons between the Rule of 78's
and the simple interest and actuarial methods, I will
provide examples in which the simple interest rate is
the same as the APR. I will refer to the simple interest
rebate method rather than the actuarial, although in
those examples the results would be the same.

The difference in rebates between the Rule of 78's
and the simple interest method is a function of four
variables: the interest rate, the amount of principal, the
maturity of the original contract and the date on which
the loan is prepaid. On many loans, the rebate differ-
ence between the two methods is insignificant. The
disparity in the amount of the rebate under the two
methods generally becomes significant when the bor-
rower prepays a relatively long-term precomputed loan
with a relatively high interest rate. Significantly, this
type of loan is becoming quite typical in today's mar-
ketplace. For example, 4- and 5-year automobile
loans are increasingly popular, and lenders are fre-
quently making home improvement and mobile home
loans at an APR of 15 percent or higher with maturities
of 10 years or longer. In those situations, a lender us-
ing the Rule of 78's will rebate significantly less un-
earned interest during the earlier months of a loan than
a lender using the simple interest method.

It is worth emphasizing that the Rule of 78's can, in
fact, result in negative amortization of the loan, with the
lender's monthly interest earnings actually exceeding
the consumer's monthly payment amount. As unpaid
interest accumulates, the principal balance is not re-
duced, and the borrower instead becomes further in-
debted, even though the monthly payments are being
made as agreed upon.

Let me illustrate the points I have raised using two
examples which show the rebate differential between
the use of the Rule of 78's and the use of the simple in-
terest method. The first example focuses on the differ-
ential resulting from an increase in rates. The second
example shows the discrepancy resulting from a long-
term maturity.

Assume a consumer borrows $5,000 for 36 months
at a simple interest rate of 8 percent. Interest is pre-
computed at $640.48. If the borrower prepays the loan
during the fifth month, the rebate under the simple in-
terest method would be $482.15, and under the Rule
of 78's, would be $476.99. The use of the Rule of 78's
reflects an unfavorable rebate difference to the con-
sumer of $5.16.

If the same loan were to have a 15 percent simple
interest rate instead of 8 percent, prepayment during
the fifth month would result in a rebate of $941.30 un-

der the simple interest method and $923.39 under the
Rule of 78's. This reflects a rebate difference to the
consumer of $17.91. While the simple interest rate in-
creases almost twice as much, from 8 to 15 percent,
the differential between the two rebates more than tri-
ples.

The differential resulting from a loan with a longer
maturity can be even more dramatic than that resulting
from a rate increase. An example of a long-term loan
might be a 15-year mobile home loan in the amount of
$10,000 with a simple interest rate of 15 percent. Inter-
est is precomputed at $15,192.80. Prepayment of the
loan in full during the 30th month will result in a closing
loan balance of $9,459.64 under the simple interest
method and of $10,431.79 under the Rule of 78's. This
situation produces the negative amortization effect.
Under both rebate methods, the borrower has made
the same monthly payment amounts, and payments
have been made as scheduled. In the simple interest
situation, the borrower reduces the loan principal by
$540.36. However, under the Rule of 78's, the loan
principal is effectively increased by $431.79. The dol-
lar difference between the two rebates of unearned in-
terest is a staggering $972.15.

If this same mobile home loan had been paid off 21
months earlier, during the ninth month, the closing loan
balance would have been $10,217.67 under the Rule
of 78's. The balance is, itself, in excess of the amount
originally borrowed. It actually increases to $10,431.79
after 21 additional payments are made. Thus, the bor-
rower makes 21 additional payments totaling
$2,939.16, and yet the closing loan balance increases
by $214.12. It becomes difficult to rationalize these ac-
cruals of earnings as fair and equitable.

The consumer is in all likelihood unaware of the dol-
lars at issue under the different rebate procedures.
Under Regulation Z, the lender must disclose to the
potential borrower an identification of the method
which will be used to compute a rebate of the un-
earned finance charge. Thus, lenders using the Rule of
78's must disclose the fact but need not explain how
that method works or its impact on the ultimate cost of
a prepaid loan. Unless the potential borrower has a
strong background in financial computational
methods, disclosure of the Rule of 78's as the rebate
method to be used may be meaningless.

A review of our consumer complaint data shows that
many consumers clearly do not understand the impact
of the Rule of 78's until they pay off their loans. When
they have it explained to them by the bank or our staff,
consumers are often surprised to learn that the rebate
amount is much less than the amount calculated using
the simple interest or annual percentage rates. They
are also frequently upset to learn that little or none of
the loan principal has been reduced in value or that
they owe more than the principal balance after having
made many payments.

One of the consumer complaints received by our Of-
fice is a good illustration. The consumer had prepaid a
mobile home loan and alleged that he was required by
the bank to pay a prepayment penalty. The Rule of
78's rebate method and its impact were explained to
the consumer. It was also pointed out to the consumer
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that the rebate method was identified on the truth-in-
lending disclosure statement and that under existing
statutes and interpretations the use of the Rule of 78's
is not considered to be a prepayment penalty or a vio-
lation of law. The consumer claimed that the effect of
the bank's use of the Rule of 78's was to impose a
penalty which should have originally been disclosed.
He also stated that the rule has a strictly legal meaning
which is not understood by the majority of consumers.
He told us that his attorney did not know how the
method works; that a banker erroneously told him the
method is a complicated calculation performed by a
computer which produces the same results as the
APR; and that a dealer erroneously stated that since
the sum of the digits is 78, the consumer will receive
78 percent of the total interest on prepayment of the
loan.

While complaints regarding the Rule of 78's account
for less than 1 percent of the complaints which we re-
ceive, we believe that the low volume may well indi-
cate that many consumers are too confused by this is-
sue even to understand that their rebates might have
been larger under a simple interest approach.

Recommendations
It is particularly timely to consider legislation which

proposes to restrict the use of the Rule of 78's be-
cause, as I indicated earlier, it appears that the rule is
being used with increasing frequency on longer-term
loans. In 1935, when the Rule of 78's was first statuto-
rily permitted in the United States, it was applied to
short-term loans with low interest rates or small loan
fees. For such loans, the Rule of 78's approximates the
simple interest approach and is not significantly ineq-
uitable. Today, however, the term of maturity for the
types of loans to which the Rule of 78's has been tradi-
tionally applied has been lengthened as a result of
higher interest rates and larger loan amounts. Of par-
ticular concern to us is the use of the Rule of 78's in
connection with home improvement and mobile home
loans, which often have maturities of 10 years or more,
and which are frequently prepaid. We believe that it is
appropriate to consider methods for restricting the use
of the Rule of 78's on these longer-term loans, before
the practice has become well established.

Concern about these effects of the Rule of 78's has
prompted the Chairman of this subcommittee, Senator
Tsongas, to introduce S. 2002 to remedy some of the
problems presented by its use. The bill would provide
for the mandatory refunding of unearned finance
charges and unearned insurance premiums and would
require, for loan transactions with terms exceeding 36
months, use of a computational method to calculate a
rebate which is at least as favorable to the consumer
as the actuarial method.

We believe that the proposed legislation is a step in
the direction of balancing the inequities which result
from the use of the Rule of 78's. At the same time,
however, we believe there are potential problems with
the implementation of the actuarial method and feel
that a more complete examination of the issues is war-
ranted. Accordingly, we suggest that the Congress re-
quest the financial regulatory agencies, perhaps under

the auspices of the Federal Financial Institutions Ex-
amination Council, to undertake a study of the use of
the Rule of 78's and remedies for mitigating its unde-
sirable effects.

Such a study should include an assessment of the
reasons that the Rule of 78's is used by lenders and
the consequences which would result from restricting
its use. These consequences might include an ad-
verse impact on earnings; effects on the safety and
soundness of lending institutions; creation of alterna-
tive pricing methods to offset the loss of earnings,
such as higher interest rates or prepayment penalties;
large conversion costs to the lender; and the signifi-
cant amount of dollars that might be saved by con-
sumers. The balance of my testimony will describe
some of the issues which we believe should be ex-
plored.

First, the study should take account of the advan-
tages to lenders from using the Rule of 78's, aside
from the income which may be generated. Perhaps the
most important of these is administrative efficiency.
The rule permits the lender to put all loans maturing in
the same month into a single category and make a sin-
gle, aggregate calculation of earnings. For example, if
a 36-month loan is written in January, then the next
year in January a 24-month loan could be put in with it
for calculation purposes. Additionally, loans with odd
terms, such as 11 months or 17 months, need not be
placed in a separate and new category. They can al-
ways be combined with a group of other loans having
the same maturity date. Such advantages particularly
benefit many small lenders who do not have sophisti-
cated computer systems for processing loan accounts
under the actuarial rebate method.

We believe that caution should always be exercised
when adopting legislative changes which might signifi-
cantly increase the administrative burdens on small in-
stitutions. Such burdens can undermine the viability of
those small institutions and, as a result, can weaken
competition in the financial sector.

The study we are proposing should evaluate the
costs to lenders of having to convert to the actuarial
method, against the benefits which may be provided
consumers. It would certainly be counterproductive to
impose such costs on lenders, only to have those
costs passed on in a way that results in a net loss to
the consumer. The study may reveal a significant need
for a reasonable phase-in period, during which lenders
may effect conversion to the actuarial method at rea-
sonable cost and without undue administrative burden.

Second, the study should also address potential
conflicts with state laws. Aside from the sensitive prob-
lem of federal preemption of those state laws which al-
ready set forth currently acceptable methods of accru-
ing earnings, the study should also examine the
impact S. 2002 would have on a lender's ability to
comply with state usury laws. Many usury laws set
forth ceilings or earnings in terms of an add-on or dis-
count rate per annum. Earnings are thus calculated on
the basis of one of those rates. The lender must then
calculate the APR for Truth-in-Lending Act disclosures.
If the simple interest rebate method is ultimately deter-
mined to be more desirable than the actuarial method,
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the lender would then have to initiate a third step of
determining the simple interest rate on the loan. This
process could become quite complicated and result in
many miscalculations. The Federal Financial Institu-
tions Examination Council's recently organized state li-
aison committee may be able to provide very useful
assistance in this area.

Third, the study should also consider whether or not
36 months is the maximum loan maturity which can be
permitted under the Rule of 78's without significant ad-
verse impact on the borrower's rebate. Perhaps a 4- or
5-year period may be more desirable.

Fourth, aside from our uncertainty as to what matu-
rity period would be most desirable, we are concerned
with the proposal in S. 2002 that earnings under the
actuarial method which are less than $7.50 may be in-
creased only to that amount when a loan is prepaid. It
would seem appropriate for a lender to impose loan
charges for necessary services rendered, such as pro-
ducing a credit report. A lender should also be permit-
ted to recover at least the cost of processing a loan, a
cost which is currently estimated at between $25 and
$50. While these fees may be collected separately at
the time the loan is consummated, the actuarial
method can result in an amount financed balance at
the time the loan is prepaid which is actually less than
the principal amount of the loan. Such a situation;
which was illustrated in one of my earlier examples,
would necessitate the lender's having to apply a por-
tion of the bona fide fees collected separately to help
liquidate the principal balance of the loan.

Fifth, in exploring alternative ways of resolving the

problems created by the use of the Rule of 78's, the
study could focus on an option to require more com-
plete disclosure to borrowers. Additional disclosure
could inform the borrower of the effect the use of the
Rule of 78's would have on prepaid loans. One model
for such disclosure might be the recently adopted dis-
closure requirements for variable rate mortgages,
which provide the consumer with average and "worst
case" scenarios. This type of disclosure may enable
consumers to protect their interests by providing them
with sufficient information to enable comparative shop-
ping for credit.

Finally, we believe a study should explore the ques-
tion of whether it is preferable to use the actuarial ac-
crual method prescribed by S. 2002, or the simple in-
terest approach.

A study of all of these issues should greatly benefit
from the recent trend in some areas of the country to-
ward the use of the simple interest method. Recently
California and Florida, among other states, restricted
the use of the Rule of 78's. Lenders in those states have
adopted, or will adopt, some form of simple interest
accrual system for installment loans. A review of the
states' reasons for converting and of the lenders' con-
version costs should greatly benefit such a study.

In conclusion, the Comptroller's Office supports the
efforts of the Congress to restrict the use of the Rule of
78's. However, we suggest that a study be undertaken
to determine the costs and side effects of such action
and to explore methods for accomplising this goal with
a minimal increase in federal regulation of the banking
industry.

Statement of John G. Heimann, Comptroller of the Currency, before the
Subcommittee on International Finance of the Senate Committee on Banking,
Housing and Urban Affairs, Washington, D.C., December 12, 1979

I am pleased to appear before the subcommittee to-
day to testify at these oversight hearings on interna-
tional financial conditions. We have been requested to
summarize the findings and recommendations of the
Report to Congress on Foreign Government Treatment
of U.S. Commercial Banking Organizations which was
transmitted to Congress by the Secretary of the Trea-
sury on September 17, 1979, pursuant to Section 9 of
the International Banking Act of 1978. Several addi-
tional questions have been posed, and I will try to re-
spond from the vantage point of the Office of the
Comptroller of the Currency (OCC).

Report to Congress on Foreign Government Treatment
of U.S. Banks

The underlying principle of the International Banking
Act, national treatment, is consistent with the long-
standing U.S. policy of fostering competition on an
equitable basis and promoting free world trade and
capital flows. The national treatment principle means
that foreign banks should have equal competitive op-
portunity in the United States with U.S. banks.

A national treatment policy is rooted in the belief that
fair, open competition among enterprises from differ-
ent nations will produce economically beneficial
results both at home and abroad. The United States
and other countries have benefited from the interna-
tional expansion of banking. Host countries, including
the United States, have gained from improved effi-
ciency and performance of financial markets and en-
hanced financing opportunities that result from a for-
eign banking presence.

Assessment of the degree to which U.S. banks enjoy
equality of competitive opportunity in their overseas
operations must be based on a clear understanding of
the banking systems and regulatory frameworks of dif-
ferent host countries.

Overview of the Report
The report was an extensive undertaking, coordi-

nated by the OCC and involving substantial effort by
other agencies, particularly the Federal Reserve and
the Treasury and State departments. The report con-
tains a substantial amount of background material. The
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early chapters include a discussion of the concepts of
national treatment and equality of competitive opportu-
nity and their application in practice; a survey of U.S.
banks' overseas expansion in the post-World War II
years; and a review of the sparse earlier research on
host governments' official treatment of foreign banks.
An overview of the rationale and impact of the different
types of entry restrictions and operating restraints is
also provided.

The main body of the report consists of studies of
the official treatment of U.S. and other foreign banks in
21 countries and six groups of countries (Andean Pact
nations, Arab countries, COMECON nations, members
of the European Economic Community, developing
countries and offshore banking centers). Summary in-
formation on U.S. bank presence and regulatory treat-
ment in a total of more than 110 countries is included
in an appendix.* In accordance with the congressional
mandate, the report also includes chapters which ex-
amine whether discriminatory treatment of U.S. banks
abroad affects U.S. exports to the host countries and
which describe remedial efforts undertaken by the
U.S. government in response to official treatment that
discriminates against U.S. banks.

A substantial effort was undertaken to gather new
primary information. Basic information on laws, regula-
tions, policies and practices affecting U.S. bank entry
and operations in foreign countries was supplied by
U.S. diplomatic posts throughout the world. That infor-
mation was supplemented through a detailed ques-
tionnaire that was sent to all U.S. banks with overseas
operations. Responses providing information on official
treatment in 86 countries were received from nearly
120 U.S. banking organizations, representing over 98
percent of U.S. banking assets held overseas. The
bank questionnaire also highlighted countries where
U.S. banks have an interest in conducting or expand-
ing operations. U.S. embassies worked closely with
host government officials and also conferred with U.S.
bankers to compile and verify information and also to
solicit views on a wide range of matters pertinent to the
report.

Rather than recapitulate in detail the report's conclu-
sions, which are presented in chapter 37, the com-
ments which follow are restricted to certain points that
warrant particular emphasis.

U.S. banks currently have some form of banking
presence in more than 130 different foreign nations
and have sought the opportunity to compete in others.
In each nation, there are unique circumstances which
bear on the relative competitive opportunity of foreign
banks. Recognizing such differences and respecting
the particular policy objectives of sovereign nations,
some essential standards for extension of competitive
opportunities to foreign banks may nonetheless be
identified, i.e., reasonable opportunity for entry, choice
of organizational form and subsequent expansion
within the host country's banking market and the op-

* Space limitations prevent publication of summary information and
other data for this statement. They are available from other sources.

portunity for established foreign banks to pursue es-
sentially the same activities as like-situated domestic
institutions in a nondiscriminatory regulatory environ-
ment.

Equality of competitive opportunity can only be
judged after a detailed examination of the circum-
stances of foreign banks in each country. The process
does not always yield a clear picture. Differential treat-
ment may be restraining or, on occasion, may even be
favorable to foreign banks. The effects of explicit dis-
criminatory treatment may be trivial or serious, de-
pending on the actual or desired operations of the
banks involved. Also, a host government's policies
may have deleterious effects on foreign banks whether
or not any discrimination is intended, again depending
on particular circumstances. The report focuses on sit-
uations where U.S. banks' ability to compete in foreign
countries is significantly impaired because of differen-
tial treatment vis-a-vis indigenous banks.

Results of the report indicate that the circumstances
of a particular case are more important than broad
generalizations.

Opportunities for Entry
Opportunities for entry and generally unencumbered

operations are available to U.S. banks in most foreign
financial markets of importance. There are exceptions,
of course, and U.S. government remedial actions have
focused on those situations. Restrictive conditions ap-
pear mostly in developing nations which do not repre-
sent markets of key interest. Where restrictions on en-
try exist, they are usually intended to protect
indigenous financial institutions or to maintain national
control of the financial system. U.S. banks have gener-
ally established foreign operations in the form of
branches or de novo, wholly owned subsidiaries.
Many foreign countries discourage, prohibit or strictly
limit foreign acquisition of equity interests in their indig-
enous banks, either by law or unwritten policy. Evi-
dence of impediments to foreign (including U.S.) ac-
quisition of the largest indigenous banks in the major
industrial nations is largely impressionistic, but in-
formed judgment suggests that such acquisitions
would be discouraged by most governments. Some
observers have argued that it is unfair that U.S. banks
are denied comparable acquisition opportunities over-
seas and have on this basis questioned foreign ac-
quistion of significant U.S. banks. While this observa-
tion is seemingly accurate, the claim of inequity
ignores salient structural differences between the U.S.
and other national banking markets.

The United States is unique in having such a large
number of banks, including many banks of substantial
size. In other countries, the large banks are few in
number, and the markets are generally very highly
concentrated; acquisition of any one of the few large
banks would imply immediate nondomestic control of
a substantial aggregate share of the national market
and presence throughout the country.

Opportunity for foreign acquisitions of U.S. banks
arises in part from restrictions imposed on U.S. bank-
ing organizations by the antitrust laws and from re-
straints on multistate operations. Many of the largest
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foreign-acquired U.S. banks could not have been ac-
quired by domestic banks. Most other major banking
countries do not have comparable antitrust or geo-
graphic limitations.

Operating Restrictions
Restrictions on operations of established foreign

banks are sometimes imposed by host governments to
confine them principally to certain segments of the fi-
nancial market, such as trade and foreign currency fi-
nancing, or to reserve certain segments to domestic
banks, such as household savings or government de-
posits. Even when explicit discriminatory operating re-
straints are imposed, they are in many instances of mi-
nor concern or consequence to foreign banks
because of the nature of their operations and principal
business interests in the country. Operating restraints
are not often an overriding concern to U.S. banks that
perceive sound business opportunities in a foreign
market.

Most industrialized nations and some developing
countries apply identical laws and regulatory require-
ments to the operations of foreign and domestic banks
as a matter of clearly stated policy. Yet, even where no
explicit discrimination exists, the report describes how
operating restraints or national economic policy mea-
sures, applied equally to foreign and domestic banks,
sometimes have a differential competitive impact on
foreign banks because of the nature of their opera-
tions. Some governments have deliberately reduced
competitive inequities by flexible application of regula-
tory requirements to foreign banks or by granting them
privileges not extended to domestic banks to compen-
sate for the differential impact of restrictive regulations.

Effect on U.S. Exports
Another finding of the report is that U.S. exports do

not appear to be significantly impeded, either directly
or indirectly, by discriminatory treatment of U.S. banks
abroad. This matter was the subject of a careful inves-
tigation by a working group including representatives
from the Commerce Department and the Export-Import
Bank. In fact, the bank questionnaire elicited a number
of comments about inadequate flexibility for banks un-
der U.S. law and regulation.

Remedial Action
An interagency study group surveyed actions taken

by the U.S. government to ameliorate or eliminate dis-
criminatory treatment of U.S. banks by foreign govern-
ments. The chapter on such "remedial efforts" de-
scribes the approaches available to the U.S.
government and examines their application in specific
cases. U.S. banks themselves are often in the best po-
sition to resolve regulatory problems. When an official
action is deemed appropriate, it should be tailored to a
whole complex of circumstances affecting U.S. banks
in the country involved.

The report recommends, first, that U.S. government
efforts to promote competitive opportunities for U.S.
banks abroad be undertaken on a case-by-case basis,
using existing statutory authority of the variously con-
cerned federal agencies. Second, the principle of na-

tional treatment is endorsed as the "best foundation for
further growth of international banking and efficient
capital markets." We share this view and plan to en-
courage adherence to this principle when the occa-
sion arises through international contacts, meetings
and forums. To facilitate identification of emerging
problems in foreign official treatment of U.S. banks
and to channel U.S. government action, where appro-
priate, the report recommends that the "Department of
Treasury, in collaboration with other U.S. Government
agencies, should direct continuing review and mainte-
nance of information on official policies, practices, and
regulatory and legislative developments affecting op-
erations of U.S. banks in foreign countries."

Reciprocity of Equal Competitive Opportunity
In accordance with the principle of national treat-

ment, we have implemented through the International
Banking Act a federal regulatory framework according
equality of competitive opportunity to foreign banks
operating or desiring to operate here; we seek,
through our various remedial efforts and continuing en-
couragement by all available means, similar results for
our banks in foreign markets. We have seen progress
in some areas as a result of past activity, and we ex-
pect progress will continue.

Any rule for regulatory action based on reciprocity
would be antithetical to this national treatment ap-
proach. Reciprocity implies a country-by-country dif-
ferentiation of policy which is essentially negative.
Rules tend to become rigid, and rules of reciprocity
can be especially complicated in their application and
administration. These problems characterize recipro-
cal rules in general and would be exacerbated by at-
tempting through reciprocity to achieve equality of
competitive opportunity for U.S. banks in over 130
vastly different countries.

One result of such a rule can be anticipated with
confidence: There would be a great deal of contro-
versy surrounding its interpretation. In applying the
rule, the U.S. would perhaps be vulnerable to criticism
because of state law restrictions and because of re-
straints on interstate banking which have no analog
abroad. Even apart from this special factor, there are
differences of opinion now about whether foreign
banks are accorded equal competitive opportunity in
this country vis-a-vis domestic banks. Some observers
argue that foreign bank operations in the U.S. enjoy
differential advantages relative to U.S. banks; others
claim they suffer competitive disadvantages.

We would also be concerned about possible undue
rigidity in applying such a rule. Would we require a de-
tailing of competitive equality at the operational level?
For example, if country A allowed entry to our banks
but prohibited their engaging in activity X, would we
bar entry to A's banks? If our banks enjoyed certain
differential advantages in A, possibly of greater impact
than prohibition of X, would that matter? How would we
treat banks from a country whose policies were per-
fectly open to U.S. bank operations generally, except
that entry by banks from states that prohibit foreign
branches was excluded? Would banks from develop-
ing countries be excluded altogether because their
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governments imposed certain restrictions designed to
protect their fragile, emerging indigenous financial
systems? Such questions point up the disquieting
prospect of an administrative system either bogging
down in the details of different rules for each different
country or stuck in a rigid pattern producing unreason-
able results.

Country Risk Exposure of U.S. Banking System
Country risk trends and exposures within the bank-

ing system are monitored through a semiannual report
initiated in June 1977. All commercial banks which
have substantial foreign operations provide details by
individual country on their foreign credit extensions, in-
cluding information on maturities, guarantees and cus-
tomers. A measure of exposure is the total of cross-
border and cross-currency loans and interbank
placements with foreign borrowers adjusted for any
guarantees from another country. This measure in-
cludes loans to customers in a foreign country by a
U.S. bank, or to customers in a different foreign coun-
try by a foreign branch of a U.S. bank, or to customers
in the country where the U.S. bank's foreign branch is
located but where the loans are denominated in a non-
local currency.

As of June 30, 1979, these claims totalled $196 bil-
lion, virtually unchanged from the year-end 1978 total
of $196.4 billion. However, these claims increased 12
percent from the previous year figure of $175 billion.
Total assets of all U.S.-insured commercial banks in-
creased 13 percent during the same period to
$1,574.8 billion as of June 30, 1979. Foreign exposure
currently accounts for about 12.5 percent of the U.S.
banking system's total assets. The commercial banks
reporting these foreign claims had total assets of
$861.5 billion as of June 30, 1979. Thus, country risk
assets represent about 23 percent of total assets for
these banks.

The total of foreign claims on those banks is higher
than the $196 billion in cross-border and nonlocal cur-
rency claims adjusted for guarantees for two reasons.
First, $25.3 billion of foreign loans, which are guaran-
teed by U.S. residents, are excluded. Second, local
currency claims on foreign offices of U.S. banks are
not included. Such local currency loans tend to be bal-
anced by local currency liabilities. For example, on
December 30, 1978, those loans and interbank place-
ments amounted to $58 billion and were mostly cov-
ered by local currency deposits and other liabilities of
$48 billion.

Distribution Across Countries
The international asset portfolio of the U.S. banking

system is diversified between developed and non-
developed nations and on a country-by-country basis.
A majority (56 percent) of the cross-border and cross-
currency claims consists of credit extended by the
U.S. banking system to developed countries. Credits
extended to the nonoil exporting developing countries
comprise slightly more than 27 percent of the total.
The Organization of Petroleum Exporting Countries
comprise 10 percent of total claims, and the Eastern
European Bloc represents only 4 percent. No one

country, with the exception of Japan, comprises more
than 10 percent of total cross-currency and cross-
border claims. There are only five countries which ex-
ceed 5 percent.

Maturity Structure
The maturity composition of the loans and place-

ments that comprise the majority of the U.S. banking
system claims on foreign residents appears balanced:
68 percent of the total cross-currency and cross-
border claims mature within 1 year; and 92 percent
mature within 5 years. Short-term claims are especially
prominent in the Group of Ten plus Switzerland coun-
tries and the offshore banking centers where a large
volume of interbank placing is conducted. Placements
of deposits are usually for very short periods. For most
other groups of countries, short-term claims account
for slightly less than one-half of total claims, although
the proportion varies among countries.

Types of Borrowers
Business with other banks (54 percent) comprises

the majority of claims on foreign residents. Private
commercial enterprises represent another 28 percent,
and the public sector represents 18 percent. The pub-
lic sector category includes foreign governments, their
agencies and commercial nonbank enterprises that
are majority government owned.

Legal Lending Limit and Country Risk Exposure
Portfolio diversification is a long recognized practi-

cal and prudent principle of sound lending. Lenders
diversify their portfolios to the extent possible to avoid
undue reliance on a single source of repayment. Con-
gress recognized this principle by including a specific
provision (12 USC 84) in the National Banking Act,
which generally prohibits a national bank from lending
an amount greater than 10 percent of its capital and
surplus to any one borrower. Statutory lending limits
have the effect of buttressing the concept of diversifi-
cation of source of repayment. In April 1979, OCC
adopted an interpretive ruling regarding the applica-
tion of statutory lending limits for loans to foreign gov-
ernments and their agencies. A feature of the ruling
recognizes the fact that a single source of repayment
exists in some circumstances even though a govern-
ment may use many different borrowing entities. The
interpretive ruling sets forth publicly the criteria which
will be applied in determining whether foreign public
agencies and instrumentalities are relying on a com-
mon source of repayment and warrant treatment as a
single borrower.

Lending limitations, however, are not directly related
to country exposure. In the national banking system,
there are no statutory limits that restrict aggregate ex-
posure in any one country. The general principles of
diversification; however, are particularly relevant to in-
ternational lending because assessment of country
risk is subject to a considerable margin of error.

To address diversification among countries, OCC
formed a committee of examiners in the early 1970's to
assess the specific risks involved in lending to bor-
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rowers in each individual country. Last year, this com-
mittee was expanded to include members from the
Federal Reserve System and the Federal Deposit In-
surance Corporation. This Interagency Country Expo-
sure Review Committee meets three times a year to
discuss the current status of particular countries. The
committee attempts to measure when a particular
country warrants comment regarding its level of expo-
sure to the U.S. banking system in general. The
committee's determinations are used when evaluating
a bank's international loan portfolio. Aggregate expo-
sures to borrowers in a particular country are related to
certain capital thresholds and, when exceeded, are
listed in the report of examination. Additionally, where
circumstances warrant, the committee determines
classifications based on the degree of credit risk in-
volved. Such classifications are used in the bank ex-
amination process to help determine the overall condi-
tion of the loan portfolio.

Another important aspect of risk concerns concen-
trations within a portfolio. Concentrations exist when
repayment is dependent on an identified common
source of repayment. There are situations where loans
are made to varied borrowers, well dispersed individu-
ally and geographically; yet, repayment rests, for ex-
ample, with the export of a common commodity.
Therefore, repayment of all the loans is dependent on
the common factor of the borrowers' exports of the
same commodity at a certain price level. Assessments
of the bank's diversification of economic risk are an-
other aspect of our program of supervision.

Our system of bank examination and prudential su-
pervision on a case-by-case basis has revealed some
banks with exposures in some countries which stretch
the limits. Our response to such cases is to use the su-
pervisory tools at our disposal to try to instill more pru-
dent country lending postures in the banks involved.

The OCC has considered the question of whether
Congress should impose limits on country exposure in
relation to a bank's capital. We have not considered
this a practical course of action for a number of rea-
sons.

It is virtually impossible to arrive at any threshold
percentage of capital figure that is meaningful and
can be applied rationally to each and every country.
Each country has a unique political, economic and so-
cial structure. The interplay of all these factors gives
rise to country risk. It is not logical to assume that the
degree of risk is the same in lending to each country.
Moreover, the risk varies in each country as events
and conditions change over time. One limit cannot be
set that is sensible to every country in every circum-
stance.

As an alternative, it has been suggested that differ-
ing capital limits be set that would be applicable to
particular categories of nations. Capital limits would
theoretically be set at higher levels for developed na-
tions and lower levels for nondeveloped nations. This
could lead to allocation of global resources in an in-
verse proportion to needs. We cannot advocate initiat-
ing such credit allocation for foreign countries through
the banking system.

Moreover, the ratio of a bank's gross outstandings to

borrowers in a given country to the bank's capital does
not by itself accurately portray a bank's exposure. This
is the case particularly because this statistic ignores or
submerges such considerations as diversification on a
portfolio-wide basis, maturity structure of the loans to
the country and any potentially offsetting deposits or
other liabilities due to customers in the country. These
factors may alter entirely the judgment an observer
would reach as between gross and net exposure.

Effects of Oil Price Increases
The Treasury Department is testifying in these hear-

ings on the possible effects of further oil price in-
creases. We have one observation. Any current ac-
count surplus in the oil-exporting countries that results
from an increase in the price of oil must be balanced
by equal current account deficits in other countries.
Private commercial banks, including U.S. banks, have
participated in the process of recycling such surpluses
in the past, and we expect that role to continue. We
will continue to emphasize national bank adherence to
prudential lending standards in the financing of current
account deficits.

Effect of Using Other Currencies for International
Transactions

We do not anticipate that a decrease in the use of
the dollar as an international transaction currency
would adversely affect U.S. banks. There appears to
be underway a gradual diversification involving some-
what greater reliance on other currencies. If this trend
continues, it seems likely that banks from those coun-
tries whose currencies are receiving more international
use will benefit. However, U.S. banks have developed
a wide international presence and expertise in dealing
in all major currencies and can be expected to remain
a potent competitive force in the international banking
marketplace. Moreover, the evidence of non-U.S.
banks' participation in dollar transactions suggests
that U.S. banks will be able to participate on a large
scale in nondollar transactions.

Profitability of International Loans
Published interest rate spreads on international

loans have narrowed over the last few years. Figures in
the October 1979 issue of the OECD Financial Market
Trends show that the average interest rate spread has
narrowed from 1.05 percent in the first quarter of 1978
to 0.74 percent in the third quarter of 1979.

1978

1979

Published spreads on international loans are not
truly reflective of the overall profitability of international
lending. Many factors, some of which are discussed

Period
Q1
Q2
Q3
Q4
Q1
Q2
Q3

Spread
1.05%
1.10%
0.90%
0.87%
0.87%
0.76%
0.74%
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below, must be considered when analyzing profits on
international loans.

One factor involves the calculation of the London In-
terbank Offering Rate (LIBOR). Syndicated loans are
priced at a given percent above LIBOR. Syndication
agreements specify how LIBOR is to be calculated. It
is usually an average of rates quoted by a sampling of
specified banks. Although an attempt is made to make
the sample representative, it may not, in fact, reflect
the cost of funds for all the banks involved. Thus, the
LIBOR rate may be set higher or lower than the actual
cost of funds to some of the participants.

Furthermore, the borrower in a syndicated credit
normally pays a front-end management fee to the
agent bank. This fee is generally in the neighborhood
of one-half of 1 percent of the total credit. Although it
has been customary for the agent bank to retain the
entire fee, participating banks have begun to insist on
sharing this fee. It is common for syndicated loans also
to include fees for the undrawn portion of the credit.
Participants receive a fee for insuring that funds will be
available to the borrower when needed. These fees,
shared by the participants, also increase profitability.
Compensating balances, although diminishing in im-
portance, are still required of the borrower in some
syndicated loan agreements. A compensating balance
reduces the cost of funds for an institution. These bal-
ances are used to make additional loans and further
enhance a bank's profitability.

It should be clear from this partial listing of factors
that the interest rate spread by itself is not a reliable in-
dicator of a bank's true profit.

Furthermore, acceptable profit margins differ among
banks, borrowers and loans. Profitability depends on
pricing loans to cover a bank's cost of funds and oper-
ating costs and to compensate a bank adequately for
the risks involved. For example, interest rate spreads
are sensitive to risks associated with different sover-
eign borrowers. The October issue of Euromoney con-
tained an analysis of terms and conditions for sover-
eign borrowers that have tapped the Eurodollar and
floating rate deutschemark syndicated loan market in
the first 7 months of 1979. A weighted average spread
was calculated for each sovereign borrower. Spreads
range from a low of .48 percent for France to a high of
2.15 percent for Pakistan.

Bank pricing policy is one of several matters to
which U.S. bank supervisory agencies pay particular
attention in evaluating a bank's international lending
acitivities. We use the supervisory tools available to us
to call to the bank's attention any instance where we
believe the bank's lending policy has gone beyond the
limits of prudence.

Financing U.S. Exports
OCC does not collect figures on the proportion of

U.S. exports financed by U.S. banks. The Department
of Commerce may have the necessary data.

According to some available evidence that bears on
this issue, exporters have consistently indicated that
lack of adequate financing is not a problem. In a No-
vember 1977 survey conducted by the Department of
Commerce, less than 1 percent of approximately 1,300

manufacturing and export trading firms surveyed re-
ported that lack of financing presented a problem.
Those findings were supported by another more infor-
mal survey taken by the President's 1978 National Ex-
port Policy Task Force in which major trade and indus-
try associations and exporting firms participated.
There were no complaints of inadequate financing
support by private institutions from over 200 re-
sponses.

Larger American manufacturers and producers in
general sell finished products directly to foreign cus-
tomers rather than through a trading company per se.
It is our opinion that U.S. banks are actively involved in
financing the export activities of larger American man-
ufacturers. Small to medium sized American manufac-
turers, however, may engage the services of U.S. ex-
port management companies. These companies are
small, tend to specialize in a particular industry and/or
overseas market and perform a more limited range of
functions than, say, Japanese or Korean trading com-
panies. U.S. banks apparently do not perceive many
American export management companies to be attrac-
tive borrowers because of their small size, their high
leverage and their tendency to be transaction oriented
rather than maintaining continuing relationships with
foreign buyers.

U.S. banks outside the money centers and major
port cities are becoming more aware of the opportuni-
ties open to them regarding direct financing of ex-
ports. Increased use of letters of credit and accept-
ances may indicate that smaller banks are becoming
more involved in financing the exports of their cus-
tomers. Smaller banks are generally hampered from fi-
nancing a significant portion of export activities be-
cause there are limitations with respect to a bank's
capital on the total amount of acceptances it may is-
sue. As companies grow larger and wish to enter over-
seas markets, they have frequently outgrown their lo-
cal banks. They need the sophistication and the capital
base that money center and major port city banks
have to offer. When a commercial concern reaches a
certain size, it frequently either solicits or is solicited by
a larger bank that can offer a fuller range of exporting
services to meet the company's growing needs.

While financing is not a major obstacle to U.S. ex-
ports, orientation toward exports and knowledge of the
requirements for trade arrangements may be lacking
in many U.S. firms which could be successful ex-
porters. Recognition of this fact is, of course, the basis
for the U.S. government's export promotion and assist-
ance efforts as well as programs operated by various
state and local governments and private sector organi-
zations such as the chamber of commerce.

There may also be a need for greater incentives for
exports by U.S. commercial and industrial enterprises.
If such incentives were created, we are confident that
U.S. banks would provide the necessary finance for
exports just as they would for any other potentially
profitable activity. Many large U.S. banks have sepa-
rate departments that advise U.S. companies on how
to export their goods and services to overseas mar-
kets. In a very general way, they serve in certain ca-
pacities like a trading company. They provide not only
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the financing, but the expertise as well. However, with
respect to providing exporters with complete trade fi-
nance and service packages, banks in some foreign
countries are way ahead of those in the United States.

Many major foreign banks own trading companies
and confirming houses and can provide convenient
one-stop service for exports, including financing,
credit checks, foreign exchange, advice on markets
and connections to vital distribution channels. In order
for U.S. banks to provide such one-stop service, they
might need broader authority to undertake some activi-
ties that may not be considered incidental or closely
related to banking under present rules. There are obvi-

ously important policy and technical questions in-
volved here. We are not prepared to deal with them to-
day except to propose that it would be a fruitful inquiry
to determine exactly what legal changes would be
necessary to authorize U.S. bank establishment of
one-stop trade finance and service facilities. We are
confident that multinational banks would seize any new
opportunity in this area. Moreover, they could offer
such a facility to smaller banks through correspondent
networks and thereby deliver a product which could
be very effective in assisting exports by medium-sized
or smaller firms.

Statement of Cantwell F. Muckenfuss, III, Senior Deputy Comptroller for Policy,
before the Senate Committee on Banking, Housing and Urban Affairs, December
21, 1979

I appreciate this opportunity to participate in the
committee's oversight hearings on the enforcement of
fair mortgage lending laws and regulations. These
laws and regulations represent important steps taken
by the Congress to assure that all of the citizens of our
country have fair access to credit. The Comptroller's
Office supported the enactment of these laws and has
made substantial efforts to assure that they are en-
forced.

We believe that these hearings serve a constructive
purpose at this time. In times of monetary restraint and
resulting credit stringency, it is critical that access to
credit be based on rational and objective factors and
not prejudice. Moreover, the timing of these hearings
is opportune for our Office. We are planning to con-
duct a comprehensive review of our civil rights and
consumer examination and enforcement efforts during
1980. Responding to the committee staff's questions
has assisted us in framing the agenda for this review.

Addressing these questions and attempting to con-
vey to the committee both our priorities and the full
range of our civil rights examination and enforcement
functions, this testimony addresses:

• The principles which we believe should guide
responsible efforts to implement the civil rights
laws;

• Institution building efforts within our Office dur-
ing 1978 and 1979 aimed at buttressing the ef-
fective and efficient enforcement of these laws;

• Other principal priorities during 1978 and 1979
(development of a computerized data analysis
system to assist in detection of discriminatory
home lending practices and patterns and im-
plementation of the Community Reinvestment
Act (CRA); and

• Finally, our goals for 1980, focusing on areas of
concern suggested by the committee staff's
questions.

Since the passage of the Fair Housing Act in 1968,

implementation of the civil rights laws vis-a-vis finan-
cial institutions has evolved. Our experience indicates
that systematic and blatantly discriminatory practices,
which were relatively common 10 years ago, have
been all but eradicated. For example, while not un-
heard of, it is extremely rare to find evidence that it is a
bank's policy to refuse to extend credit to minority citi-
zens. Assessing where we are today, we often forget
the route we have traveled. Real and concrete pro-
gress has occurred.

At the same time, further work remains. While most
systematic and blatantly discriminatory conduct has
been eliminated, more subtle, yet pernicious, forms of
discrimination do persist—often at institutions that
have no intention whatsoever of treating protected
classes unfairly. In many cases, such conduct results
from the use of time-honored, but ultimately irrational,
credit standards and practices without awareness of
their possible discriminatory effects. In other in-
stances, illegal discrimination may occur where man-
agement is committed to fair lending policies but indi-
vidual employees, consciously or unconsciously, apply
their own biases in screening applicants or recom-
mending credit decisions.

The shift in agency focus from direct to indirect and
more subtle forms of discrimination has many conse-
quences. Most importantly, the task of identifying indi-
rect discrimination is much more difficult. However fac-
ile the phrases lawyers may use to describe a
doctrine, the line between justifiable and, therefore,
appropriate conduct and indirect but illegal discrimi-
natory conduct is often a hazy one, requiring judgment
that is both complicated and subjective. Moreover,
even when the determination is relatively clear, the ap-
propriate government response may be to educate,
not punish. And, finally, we must underscore that the
degree of difficulty for our examiners is increased by
the fact that lawyers, legislators, bankers, public inter-
est groups and regulators disagree fundamentally as
to the appropriate governmental response to more
subtle forms of discrimination.

317Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Guiding Principles
Because the role of the government in this area is

evolving and, indeed, becoming more difficult, we be-
lieve that it is useful to articulate clearly the principles
which have guided and will continue to guide our ap-
proach in this area:

• First, where direct, conscious and illegal dis-
crimination continues to exist it must be rooted
out. Such conduct must be dealt with firmly;

• Second, conduct which is not overtly discrimi-
natory but which has a disparate impact on a
class protected by the civil rights laws and
which lacks sufficient business justification
should be identified and eliminated;

• Third, scarce agency resources—both human
and financial—must be targeted so as to
achieve the maximum benefits. Accordingly,
priorities must be established, with the neces-
sary result that desirable but less pressing ac-
tivities be put aside in the short run. Our new
computerized fair housing home loan data sys-
tem, which we will discuss in some detail, rep-
resents an experimental effort to achieve this
goal;

• Fourth, government compliance and enforce-
ment efforts should result in the minimum cost
and dislocation in the regulated institutions con-
sistent with achieving compliance with the law.
To do otherwise is to pass unnecessary cost
through to consumers. A corollary of this princi-
ple is the notion that the burdens of regulation
should fall most heavily on those institutions
whose record of compliance is poorest. Ac-
cordingly, we believe government has a re-
sponsibility to think through cost impacts before
we establish new regulations, procedures,
forms or requirements and then to select the
least burdensome methods which will accom-
plish the task;

• Fifth, adversarial aspects of the discussion of
these issues should be minimized, especially
as we attempt to address the subtler forms of
discrimination. When in an adversary posture,
the natural tendency of the banker, the regula-
tor or the public interest lawyer is to resort to
hyperbole and, thus, to antagonize. In this con-
text, where the issues are often genuinely diffi-
cult and where the ultimate answer lies in sensi-
tivity and understanding, we believe that
education and firm encouragement are prefera-
ble to confrontation and litigation. Indeed, one
of the great virtues of the new CRA is that it
lends itself to this approach; and

• Sixth, and perhaps most importantly, a major
focus of our efforts must be institution building.
All too often in Washington, energies are totally
absorbed with the necessary concerns of the
lawyer—the development of laws, regulations,
policies and procedures. However, we must not
lose sight that effective and efficient implemen-
tation of policy is dependent on the skills, re-

sources and dedication of organizations of peo-
ple who must be trained (and retrained when
new legislation is passed), motivated and sup-
ported. This is particularly true in relatively new
or rapidly evolving areas of government con-
cern.

Institution Building Effort in 1978 and 1979
The process of institution building, which has been

accorded highest priority in 1978-79, has been a com-
plex one. Our efforts have included organizational and
program design; recruiting (both within and outside
the organization); training and sensitization; and, per-
haps most importantly, active, demonstrable support
by the most senior officials in the agency. Although the
payoff for these efforts are difficult to quantify in the
short-run, we are confident that the long-run benefits in
assuring fair treatment to all citizens will be substantial.

The Foundation
Before outlining in brief some of the steps that we

have taken in the last 2 years, it is important to note the
firm foundation upon which we have built. In 1974, the
Comptroller established the Consumer Affairs Division.
The division, under the leadership of Thomas W.
Taylor, was responsible for developing consumer ex-
amination procedures and handling consumer com-
plaints. The consumer complaint information system
was developed in 1975 and a separate consumer ex-
amination was implemented in 1976. The division was
also responsible for developing and implementing pro-
grams to train examiners in the consumer examination
procedures. Mr. Taylor is now the Office's regional ad-
ministrator in New York, a tribute to the outstanding job
he did and indicative of the extent to which our con-
sumer and civil rights functions have been integrated
into the overall operation of the Office.

Establishment of Position of Deputy Comptroller
for Customer and Community Programs

In further recognition of the importance of our re-
sponsibilities under the consumer and civil rights laws,
our new responsibilities under the CRA and the need
to pursue community development objectives in a non-
regulatory approach, an Office of Customer and Com-
munity Programs, headed by a deputy comptroller,
was created. Reporting to this deputy comptroller are
three divisions: the newly created Community Devel-
opment Division, the newly created Customer Pro-
grams Division and the Customer, Community and Fair
Lending Examinations Division. Major responsibilities
of the latter office, which was formerly the Consumer
Affairs Division, include establishing consumer exami-
nation procedures, helping to train consumer exam-
iners, reviewing examination reports, handling con-
sumer complaints, monitoring complaint resolutions
and bank responses to examination findings, advising
regional offices on examination problems, reviewing
bank applications with respect to the CRA and imple-
menting the new fair housing home loan data collec-
tion and analysis system. The managerial capacity of
the Office of Customer and Community Programs has
been further augmented by the creation of the position
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of Assistant Deputy Comptroller and the appointment
of a senior national bank examiner to that position.

Creation of the Customer Programs Division
and the Community Development Division

An important aspect of the creation of the Office of
Customer and Community Programs was the creation
of the Customer Programs and the Community Devel-
opment divisions. A primary purpose of both is to de-
velop, foster and facilitate constructive nonregulatory
approaches to problems in consumer protection, civil
rights and community reinvestment. Successful attain-
ment of this objective will go a long way in achieving
the principle of reducing the adversarial and confron-
tational nature of consumer protection and civil rights
regulation.

Specifically, the purpose of the Community Develop-
ment Division is to encourage and facilitate commer-
cial bank participation in the development process in
local communities and neighborhoods through nonreg-
ulatory means. It serves as a clearing house for infor-
mation pertaining to community reinvestment pro-
grams of various financial institutions; it informs
national banks of governmental programs in the com-
munity development area; it will develop model com-
munity development programs; and it facilitates com-
munication between community groups and banks.

The Customer Programs Division is responsible for
policy initiation and formulation with respect to con-
sumer protection and civil rights. Other tasks include
oversight and monitoring in these areas, regulatory re-
form, outreach to public interest and banking groups,
internal advocacy of the interests those whom con-
sumer and civil rights laws seek to protect, and special
educational programs.

In addition, a Special Assistant for Civil Rights, who
reports to the Deputy Comptroller, is responsible for
monitoring, coordinating and strengthening OCC pro-
grams and activities involving the fair lending laws and
regulations.

Consumer Examiner Career Path
Our efforts at institution building have extended be-

yond reorganization and enhancement of our staff in
Washington. To assure the development of a highly
skilled and committed corps of examiners in the con-
sumer protection, civil rights and community reinvest-
ment areas, we recently established a consumer ex-
aminer career path which provides for specialization in
these areas by both assistant and commissioned na-
tional bank examiners, while still allowing career pro-
gression and maintenance of proficiency in commer-
cial examining. The position of regional director for
customer and community programs, involving speciali-
zation at an administrative level with high visibility, has
been established as a part of the career path in each
of our 14 regional offices. Regional consumer com-
plaint specialist positions have also been established
in most regional offices.

Training
Recognizing that the fulfillment of our statutory re-

sponsibilities for enforcing compliance with the con-

sumer protection and civil rights laws is best accom-
plished through a well-trained and adequately
supported examiner force, we have placed major em-
phasis on training. Since we began the specialized
consumer examination in 1976, we have trained well
over 1,000 individuals in 2-week schools aimed at the
assistant examiner level. Update schools are con-
ducted at the field examiner level and regional director
levels on a regular basis. We have strengthened the
content and format of these training programs in 1979.
Nearly 300 examiners have received training this fall,
and plans have already been made to train another
450 to 500 people next year.

Although our first priority was to train field examiners
to perform consumer examinations, we have ex-
panded our training efforts with a special school for
senior-level commissioned national bank examiners
during 1979. We view this as a long needed and im-
portant step toward full integration of our efforts in
these areas into the overall operation of the office.

The first of these senior-level schools was held this
week for 90 percent of our examiners-in-charge, as
well as many of our other senior-level field examiners.
Senior policy officials within the agency were also
present at the school to demonstrate the importance of
the consumer area as a part of the overall examination
function of the OCC. The school proved to be very
successful. We believe it will provide the basis for
rapid progress next year in the quality of examinations
performed in the consumer area.

Other Priorities During 1978 and 1979
In addition to concentrating on institution building

over the last 2 years, we have also devoted considera-
ble efforts toward developing a fair housing home loan
data collection regulation and data analysis system
and toward developing and implementing the CRA
regulation. We will address each of these in some de-
tail. However, because we have provided the commit-
tee with materials which describe in detail all of our
other current efforts to implement the fair lending laws,
we will not attempt to describe these programs here.
We will instead respond to the questions posed by the
committee staff regarding our current activities after
discussing our fair housing data analysis and CRA ef-
forts.

Fair Housing Home Loan Data System
Developing the fair housing home loan data sys-

tem was a major priority during 1978 and 1979. The
system we now have establishes a procedure to moni-
tor national bank compliance with the Fair Housing
and Equal Credit Opportunity acts. It is designed to
improve the enforcement capabilities of the
Comptroller's Office while minimizing paperwork and
red tape through a computer-based analysis system
which can identify banks with potential discrimination
problems. Recordkeeping requirements have been es-
tablished to assure that adequate information about
home loan applications is available for review by bank
examiners. The most prominent features of our system,
including its objectives, development and primary
characteristics, are set forth in greater detail below.
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Objectives
We determined at the outset that our overriding ob-

jective in developing a data analysis system should be
to supply to the examiner, prior to an examination, an
analysis of a bank's home lending practices. Such in-
formation permits him or her to focus on potential
problems, thereby enhancing the effectiveness of the
examiner in detecting direct and indirect discrimina-
tory home lending practices. In other words, we be-
lieved it to be essential to develop a system that could
be integrated easily with the examination process.
There were two reasons for this emphasis. First, it is
sensible to continue using well-trained individuals who
are familiar with bank lending procedures. Second, al-
though a data system can process a great deal of in-
formation and point out potential problems, it cannot
by itself conclusively prove the existence of illegal dis-
criminatory practices.

Recognizing the twin goals of maximizing efficiency
in government while minimizing regulatory burdens
consistent with effective enforcement, we consider it
essential to attempt to develop a data system that min-
imizes costs both to the Comptroller's Office and to na-
tional banks while simultaneously enabling us to en-
force fair mortgage lending laws more effectively.

In summary, as we developed the fair housing rec-
ordkeeping regulation and the data system, our objec-
tives were to:

• Develop analytical tools and techniques that as-
sist and focus the examiner's onsite investiga-
tion;

• Provide for the collection and retention of suffic-
ient information by banks to enable evaluation
of compliance;

• Minimize additional recordkeeping burdens on
commercial banks;

• Minimize the use of human and financial re-
sources of the Comptroller's Office; and

• Maximize the effectiveness of enforcement.

Development of an analysis system that successfully
melds all of these objectives has proved to be a long
and arduous process. Although we have not yet com-
pleted this task, substantial progress has been made.
We anticipate that this careful and deliberate ap-
proach will result in more effective supervision of bank
compliance with fair mortgage lending laws and less
of a regulatory burden in the long run.

Initial Development of the Data System
During the first 3 months of 1979, we engaged in

several activities which culminated in the release of a
proposed rule and guideline for comment on April 13,
1979. One of these activities involved review and study
of similar fair housing programs established and oper-
ated by the Federal Deposit Insurance Corporation
and the Federal Home Loan Bank Board. We have
benefited greatly from the experience of both agen-
cies.

Second, we surveyed a sample of 28 national banks
of various sizes and from all regions of the country to
determine current variations and similarities in home

loan application processing procedures and in under-
writing criteria used to make lending decisions.

Third, banks located in urban and suburban areas in
both unit and branch banking states were asked to
conduct a study of the costs of meeting the data sub-
mission requirements under the proposed regulation.
Each bank assigned personnel to retrieve files and
record data on a special form for a sample of ac-
cepted and rejected applications. Total costs per ac-
cepted application ranged from $1.16 to $4.79. Total
costs for processing denied loan applications ranged
from $1.53 to $3.47 per file. Thus, the cost to the bank
would range between $300 and $1,200 for 250 appli-
cations, the maximum number that ordinarily would be
required for our sample. The cost would be lower for
most small banks which have fewer than 250 home
loan applications per year.

Fourth, we collected data on several hundred ac-
cepted and rejected home loans from a few banks.
These data, after editing, served as the basis for ex-
perimental development of a data analysis system.

Scope of the Analysis
Discriminatory practices can occur before an appli-

cation is filed (prescreening), in the decision to accept
or reject a loan, or in the establishment of the terms
(such as interest rate, downpayment and maturity) of a
loan. Generally, information from applications is useful
in determining whether discrimination occurs in the
lending decision or in the setting of terms but not for
detecting prescreening. In regard to the committee
staff's question about use of data analysis to detect
prescreening, information will be collected as a part of
the data system on the number of accepted and the
number of rejected applications. This will enable us to
look for low overall rejection rates. Furthermore, exces-
sively tight standards for accepting loan applications
will be revealed by consistently low values of the loan-
to-house price ratio and monthly-housing-payment-to-
gross-monthly-income ratio. Both low rejection rates
and tight lending standards may reflect the presence
of prescreening or discouragement, but neither can be
taken as conclusive proof. Such measures could be
used to trigger other more intensive prescreening in-
vestigation procedures. (Prescreening is discussed in
greater detail later.)

For the reasons stated, work on the data analysis
system to date has been confined to the lending deci-
sion and the terms granted. To use our resources most
effectively, we concentrated initially on the lending de-
cision. Developmental work on this part has been com-
pleted. We have now turned our attention toward de-
veloping the data analysis techniques, about which
you have inquired, for determining possible discrimi-
natory practices in the setting of loan terms. We ex-
pect to complete development of this part of the anal-
ysis system by April 1980.

Analytical Approach for Detecting Possible Discrimina-
tion

The general approach pursued in developing analyt-
ical procedures for evaluating a bank's decision to ac-
cept or reject applications is to eliminate from further
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consideration as many applications as possible that
are consistent with the bank's credit granting decision
standards. Applications involving decisions which ap-
pear to be inconsistent will be referred to the examiner
for further investigation during the onsite examination.
That is, the data analysis system searches for possible
discriminatory treatment (rejected loans which have
characteristics more nearly like accepted loans) and
for possible preferential treatment (accepted loans
which have characteristics more nearly like rejected
loans).

Using three measures—the ratio of the loan re-
quested to the price of the property, the ratio of the
monthly housing payment to gross monthly income
and the ratio of total monthly debt repayments to gross
monthly income—our analysis indicates that 80 to 90
percent of application decisions would generally re-
quire no further consideration. This technique assumes
that the bank's standards for these three measures are
appropriate and are not unduly restrictive so that pro-
spective applicants from protected classes are dis-
couraged, or actual applicants from protected classes
are rejected. One of the staff questions asked whether
these standards may themselves tend to have a dis-
criminatory effect. Summary statistics by race and
other groupings can be produced by the data system
which will aid in evaluating whether this is a
problem. The remaining 10 to 20 percent of the loans
which were inconsistently classified are analyzed ac-
cording to race, sex, marital status, age and percent-
age of gross monthly income earned by any coappli-
cant. (These applications can also be analyzed
according to gross monthly income and house age.)
Individual misclassified loans falling into protected
classes are singled out for indepth review during the
examination. Using standard statistical tests, we can
also determine whether a pattern or practice may exist
with respect to a specific protected class. In response
to the committee staff's questions about data analysis
of certain forms of age, sex or marital status discrimi-
nation, the data analysis system will identify particular
applications which involve possible discriminatory ef-
fects on protected classes, including those house-
holds in which the wife earns more than 50 percent of
the income or the borrower is 55 or older.

It is important to reiterate that the data analysis sys-
tem does not prove the existence of discriminatory
practices. The bank may have legitimate reasons for
its conduct which were not considered in the data
analysis system. For example, the applicant might
have a poor credit history or might have falsified infor-
mation. We found that it is too costly to collect and
process information such as this in relation to the im-
provement in the ability of the data system to detect
discrimination. However, these reasons can be investi-
gated by onsite examination of selected loans. Con-
sequently, the bank is required to maintain such infor-
mation in the loan file for review by our examiners but
is not requested to submit it to us for computerized
data analysis. In the case of rejected loans targeted
for examination review, the examiner first checks the
file to determine whether in his or her opinion the rea-
son given for rejection was bona fide. To assist the ex-

aminer in conducting the review, we anticipate provid-
ing a list of consistently classified loan applications, a
list of inconsistently classified applications, a list of in-
dividual loan applications for review, and an indepth
summary of each case for review.

Corrective action will be required in cases where il-
legal discrimination, either direct or indirect, is deter-
mined to have occurred. In addition, based on the
findings of the examination and using standard statisti-
cal tests, it will be possible to determine whether a pat-
tern or practice of violations occurred with respect to
any protected class. If it is clear that only isolated in-
stances involved discrimination, no further data anal-
ysis may be undertaken. Otherwise, the bank will be
required to submit data for other applications not al-
ready evaluated by the data analysis system and may
be required to maintain an inquiry/application log to
closely monitor future lending activity.

Another committee staff question asked about our
approach in analyzing discrimination in the setting of
lending terms. It is our intent to use a similar approach
in developing data analysis procedures for evaluating
lending terms of accepted loans for possible discrimi-
natory treatment. First, as many of these accepted
loans as possible will be eliminated from further spe-
cific review by the examiner. During the onsite examina-
tion, the examiner will review the files of those remain-
ing loans that belong to at least one of the protected
classes to determine whether sound reasons exist for
the terms granted on any of these loans. Corrective
action, as appropriate, will then be required.

One of the committee staff's questions asked
whether the data analysis system would identify possi-
ble discrimination by underappraisal. There are two
ways in which underappraisal could lead to a discrimi-
natory effect. First, it may lead to the improper rejec-
tion of an application. Second, it could lead to the re-
quest for a higher down payment than warranted. We
have no way of learning through the analysis system it-
self whether an underappraisal has occurred. We do
have information which will indicate how close the ap-
praisal is to the price offered for the property. If the ap-
praisal was substantially less than the price of the
property, of course, there may be reason to believe
that an underappraisal may have occurred. In the case
of a rejected loan, the examiner, during the course of
the examination, could review the appraisal methods of
the bank. We have not yet progressed far enough in
our development of the analysis system with respect to
lending terms to indicate how possible discrimination
stemming from the appraisal may be identified.

Attention to Efficiency and Cost Reductions
The final fair housing home loan data system reg-

ulation was adopted on November 2, 1979, with con-
siderable changes from the proposed regulation in re-
sponse to 144 written public comments and as a result
of our further development of the data analysis system.
These changes illustrate our commitment to the princi-
ples that we must use our own resources efficiently
and seek to minimize compliance burdens on lenders.

• First, the inquiry/application log was eliminated,
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except as an enforcement tool. Most banks felt
that this log would create an excessive burden.
It was argued that banks which prescreen ille-
gally might not list inquiries, while banks which
do not discriminate would be unjustly bur-
dened. Furthermore, it was determined that the
log would be very costly for the OCC to
process. Part of the intended purpose of the log
was to assist the OCC to designate a sample.
However, it was determined that the sample
could be determined satisfactorily at far less
cost to the banks and to the OCC by using
home loan application volume information. As a
result, the monthly home loan activity format
was substituted for a requirement of a complete
log of all inquiries and applications;

• Second, certain categories of home loans, par-
ticularly mobile home loans and home improve-
ment loans, were excluded from recordkeeping
and data submission requirements because the
lack of consistency among banks in how these
loans are processed limits the effective use of a
data analysis system. As we gain proficiency in
the use of data analysis, this decision will be re-
viewed. Home loan applications for purchase,
construction, permanent financing or refinanc-
ing of residential real property are covered by
the regulation. Each type will be evaluated by
the analysis system provided there are enough
cases;

• Third, banks which receive fewer than 50 home
loan applications a year are exempted from
maintaining the monthly home loan activity
form. In addition, banks with fewer than 75 ap-
plications a year will generally not be requested
to submit home data submission forms because
statistical data analysis is difficult to perform on
a small number of loan applications. The num-
ber of home loan data submission forms re-
quested will not exceed 250 per decision cen-
ter or 2,000 per bank with multiple decision
centers, unless there is cause to believe that a
bank is not in compliance with fair housing
laws. A decision center is the place where
home loan applications are accepted or re-
jected.

Sampling Procedures
All loans accepted and rejected during a short time

period will be selected by OCC as the loan sample
based on information about the volume of applications
submitted by the bank on the monthly home loan activ-
ity form. Sampling on the basis of protected classes
would have required costly maintenance of a more de-
tailed log of all applicants. A time-determined sample,
of course, could include too few applications from a
particular protected class for data analysis to occur
with respect to that class. In such instances, the inci-
dence of that protected group among all applications
processed by the bank in question is unlikely to be of
sufficient overall size to warrant extraordinary proce-
dures. In any event, our tests to date have indicated
that if there is evidence that a bank may be engaging

in discriminatory practices, it is likely that it is doing so
for more than one protected class. It is also likely that
the system will detect possible discrimination toward
at least one and possibly more such classes. If such is
the case, the bank may be required to submit addi-
tional applications for analysis. For these reasons, we
believe the sampling procedure is not only the least
costly one but will also detect discriminatory practices
in most instances where they actually exist.

Monitoring Costs and Benefits
Our Regulations Analysis Division will monitor the

costs and benefits of the fair housing home loan data
system as part of our overall program of regulations
analysis. In addition, we intend to review and evaluate
the system continually and will modify it to improve ef-
fectiveness and reduce costs to the extent possible.

Discrimination Based on Neighborhood
The committee staff also inquired whether the num-

ber of applications filed would be compared to the ex-
pected flow of applications from a neighborhood with
certain demographic characteristics. We have no
plans at this time to do so and suspect such an anal-
ysis would be extremely costly and burdensome. A
soundly based analysis would require gathering infor-
mation for all home lending institutions in the neighbor-
hood.

In response to the question about analysis based on
the age of the house, there may be a way to approach
this within the confines of the data analysis system as
currently designed at virtually no additional cost.
Banks are required to submit information on the year
the house was built. The age of a house is closely cor-
related with the type of its neighborhood. Houses are
generally older in inner-city neighborhoods and newer
farther away from the center of the city. House age, in
a manner similar to protected class data, can be ana-
lyzed for inconsistently classified applications to deter-
mine whether a pattern exists. Although this procedure
does not readily permit the evaluation of lending prac-
tices in a specific neighborhood, we believe that the
information is especially useful in checking for compli-
ance with the CRA. Accordingly, we intend to include
an analysis of house age as part of the fair housing
home loan data analysis system.

Implementation of the Community Reinvestment Act
Substantial effort was required during 1978-1979 to

implement the CRA. Following the act's passage in
October 1977, six public hearings were held around
the country, and proposed regulations were issued in
July 1978. After reviewing over 530 public comments,
final regulations were issued in November 1978. Joint
examination procedures were developed with the
other federal financial regulatory agencies which we
then incorporated into the Office's consumer examina-
tion handbook and examiner training materials. Spe-
cial training sessions were held for our consumer ex-
aminers and the regional office directors for corporate
activities, who must consider CRA performance in re-
viewing applications for new banking facilities. Train-
ing materials were developed and provided to banks.
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From November 1978 to June 1979, we conducted
1,121 consumer examinations in which a CRA perfor-
mance assessment was made. We have held three
public hearings about applications for banking privi-
leges on which a significant protest on CRA grounds
was filed. In addition, 1,113 banking applications have
been reviewed for community lending performance un-
der CRA during the first 11 months of 1979.

This effort has directly contributed to our ability to re-
duce discrimination in mortgage lending. The exami-
nation procedures and implementing regulations un-
der CRA are clearly useful in detecting and correcting
many discrimination problems. Moreover, the law pro-
vides us with a highly flexible, supplementary tool for
dealing with certain fair lending problems in the con-
text of various licensing proceedings.

This is true for two reasons. First, the CRA examina-
tion procedures can be very effective for detecting ge-
ographic and possibly racially motivated "redlining."
Since CRA requires us to assess a bank's record of
meeting the credit needs of its entire community, spe-
cifically including low and moderate income neigh-
borhoods, the examination procedures involve a geo-
graphic analysis of the bank's lending patterns in
those specific areas. In many instances, low and
moderate income census tracts are highly correlated
with predominantly minority census tracts. This anal-
ysis, therefore, can easily be used to uncover patterns
which may reflect racial, as well as income-based,
lending practices. Furthermore, the analysis readily al-
lows the comparison of minority census tract informa-
tion with middle and upper income populations within
a bank's service area. The discovery and correction of
disproportionate patterns of bank services under the
CRA procedures has obvious utility for advancing both
Equal Credit Opportunity Act (ECOA) and Fair Housing
Act enforcement policies.

Second, the CRA regulations and examination pro-
cedures explicitly reinforce the interaction of CRA and
fair lending laws by citing evidence of discriminatory
practices as one of the explicit assessment factors
used in evaluating CRA performance. The agency may
thereby use the application denial sanctions provided
by CRA as a supplementary tool in dealing with banks
which have problems under ECOA or the Fair Housing
Act.

In short, CRA can be a backup to the Fair Housing
Act and ECOA, and the latter two laws in turn readily
supplement CRA. The three laws, used in conjunction
with the critically important data base provided by the
Home Mortgage Disclosure Act, provide substantial
regulatory flexibility to deal with geographically based
illegal discrimination. In response to your specific
question about issuing substantive regulations or
guidelines on neighborhood discrimination, we believe
that this combination of statutory tools should be given
time to work before the agencies consider adopting
additional regulations. After further regulatory experi-
ence has been gained under these laws, Congress
may wish to consider consolidating the statutes into a
single law which could be, at once, more effective and
simple.

Ongoing Enforcement Activities During 1978 and 1979
In addition to developing the fair housing home loan

data system and implementing the CRA, we have con-
tinued our ongoing enforcement activities during 1978-
79. These activities are primarily directed toward con-
ducting consumer examinations but also involve
investigating and resolving individual consumer com-
plaints. We have sent numerous documents and other
materials to the committee staff fully explaining our on-
going enforcement program. Rather than describing
the program here, let me respond to the particular
questions which were posed by the committee staff.

Enforcement Actions
The fundamental tool of bank supervision is the bank

examination process. This process relies primarily on
informal discussions to encourage voluntary bank
compliance. It involves the reporting of violations dis-
covered by examiners to bank management and the
board of directors both orally and in writing, the solicit-
ing and noting of management's plans for corrective
action and the monitoring of bank efforts in taking such
corrective action. The field examiner is our most effec-
tive tool in this regard because he or she has direct
contact with the bank. The consumer examiner not
only directs the bank during its examination to cease
particular illegal conduct and to initiate corrective
action but also provides assistance and advice re-
garding possible methods to implement necessary
corrective action.

We believe we have been successful through this
essentially nonadversarial approach in accomplishing
substantial voluntary compliance. For example, in 83
percent of the banks which had second consumer ex-
aminations between July 1978 and June 1979, there
was no repetition in violations of fair lending laws. Of
the total 1,026 banks which received such a second
examination during that period, only 174 (or 17 per-
cent) had repeat violations of one or more of the provi-
sions of ECOA. The only significant concentration of
repeated violations concerned two specific areas of
the application process which involved improper re-
quests for marital status or the failure to disclose the
optional nature of reporting income from alimony, child
support or separate maintenance payments. Neither of
these violations necessarily demonstrates that actual
discrimination against any applicant has occurred in
the bank lending determinations. Only seven viola-
tions, or 2 percent of all repeat violations, of the gen-
eral rule prohibiting discrimination were noted during
that period.

In instances in which corrective action is not ob-
tained through the regular supervisory process, we will
use our formal enforcement procedures to eliminate vi-
olations.

Uniform Enforcement Guidelines
The committee staff asked questions about correct-

ing the effects of past violations and the status of the
proposed uniform enforcement guidelines. The five
federal regulatory agencies have published proposed
guidelines for enforcement of the Equal Credit Oppor-
tunity Act and Fair Housing Act which call for remedial
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actions to correct the effects of past violations. Public
comments were solicited on the proposed guidelines.
An interagency task force subsequently considered
those comments in its preparation of final guidelines.
In addition, the regulatory agencies conducted a field
survey in 1979 to identify potential problems in imple-
mentation for banks and regulators. The results of this
survey have not yet been completely compiled, but
preliminary results indicate that several substantive is-
sues, which remain unresolved, concern correcting the
effects of past violations. These include:

• How to identify affected customers in banks
with inadequate records and documentation;

• Whether to recognize changes in credit policies
and developments in the marketplace in requir-
ing consideration of reapplications; and

• The costs of implementation to agencies and
banks when retroactive correction is required.

The agencies will review the issues identified in the
completed survey early in 1980. We will proceed in the
meantime with regular enforcement activities, fashion-
ing corrective action requirements on a case-by-case
basis.

System for Monitoring Violations
The committee staff asked about plans to change

our system of monitoring violations discovered by ex-
aminers. Our present computerized monitoring system
records all violations by citation to specific sections of
the regulations for each examined bank. Our full-scale
review of fair lending enforcement efforts during 1980
will include a review of this current reporting method
and the methods used by other agencies to determine
whether improvements should be made in the con-
sumer examination information system. We will con-
sider such things as:

• Reporting, by category, effects test problems
noted during examinations;

• Reviewing our definition of substantive viola-
tions to include all repeated violations; and

• Categorizing types of violations where specific
citations do not adequately define the nature of
violations.

Complaint Processing
The committee staff has specifically inquired about

the possibility of developing intermediate investigation
procedures, in addition to those procedures set forth
in Examining Circular 158, which pertain to the in-
vestigation of fair housing complaints. Such proce-
dures would be used in appropriate consumer com-
plaint cases for the review of a bank's policies and
particular loan applications prior to a more extensive
onsite examination. Recognizing the possibility that
some consumer complaints may be evidence of sys-
tematic discrimination in a bank's policies or proce-
dures which may not otherwise be documented in a
bank's records, we intend to implement in early 1980
detailed complaint investigation techniques and pro-
cedures which have already been developed. Such in-

termediate techniques should enable us to resolve
more efficiently individual consumer complaints and
better utilize our scarce resources to detect and cor-
rect bank policies and practices which violate the fair
lending laws or have the effect of precluding protected
borrowers from obtaining necessary credit.

To this end, formal procedures have been devel-
oped for the further investigation of certain types of
complaints—whether or not illegal discrimination has
been specifically alleged—which are most likely to be
indicative of practices that violate the fair lending laws.
Such intermediate procedures will require the review
of bank loan policies and the documentation for a par-
ticular loan in cases which allege, or may reasonably
involve, illegal discrimination or "redl ining"—
particularly regarding credit denials.

Specialized Examination Procedures
One question posed by the committee staff implies

that the newly revised specialized procedures for con-
sumer examinations will in some way allow examiners
to neglect fair lending laws in institutions in which no
conduct in violation of those laws has been previously
found. This is not the case.

Since we began performing separate consumer ex-
aminations in September 1976, nearly 6,000 consumer
examinations have been conducted. Each national
bank has, in fact, received at least one generalized
consumer examination to determine its compliance
with all existing consumer protection laws and regula-
tions which include, among others, the various fair
lending laws. These generalized examinations, how-
ever, cover many other areas of consumer protection.
We have, therefore, developed specialized proce-
dures in 1979 to improve our efficient use of examina-
tion time by narrowing the focus of some examination
areas to the most important issues.

These specialized examinations always include a full
examination of bank compliance with the requirements
of the Equal Credit Opportunity Act, the Fair Housing
Act and the CRA. Those laws, together with the Truth-
in-Lending Act, are the heart of our consumer exami-
nations. Under the new specialized procedures, our
examiners can devote more time to review of a bank's
compliance with these laws.

The new procedures focus on substantive problems
in order to permit the most effective use of examination
time on the more significant and timely concerns. The
examiner is required, however, to review all areas con-
cerning fair lending and expands his or her investiga-
tion if problems are encountered or have been identi-
fied in the prior examination. The specialized
procedures thus structure the examination to fit the sit-
uation in each bank while providing for a complete re-
view of fair lending compliance.

Future Priorities
An overall review and strengthening of our entire fair

housing enforcement effort is a major priority of the
coming year. More particularly, we recognize that con-
tinued improvement is necessary in our staffing, train-
ing and examination materials to ensure the thorough
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integration of fair lending principles with the traditional
bank supervisory functions of our Office. We anticipate
that the task of achieving better fair lending compli-
ance by national banks will require a significant com-
mitment of agency resources, which, in some in-
stances, will require reduced attention to other
concerns.

In 1980, we intend to undertake a complete top-to-
bottom review of the effectiveness of the existing
agency structure and procedures for accomplishing
these purposes. We will appoint a task force with a
cross section of Washington and regional staff to re-
view the content of consumer examinations, training,
organizational structure and implementation and moni-
toring procedures.

The review will seek to set priorities to assist us in
more efficiently focusing our efforts on problem institu-
tions and the most serious, common types of discrimi-
natory conduct. Among the many issues to be consid-
ered are two about which you have specifically asked.
They are detecting and correcting prescreening and
applying the "effects test" to credit granting conduct
by financial institutions. We recognize that a commit-
ment to focus upon any particular discrimination issue
may, however, require significant resource commit-
ments which must reduce resources available for other
regulatory policy priorities.

Prescreening
Illegal prescreening, or discouraging prospective

borrowers from submitting applications for prohibited
reasons, is a continuing problem in fair lending en-
forcement. Such illegal conduct is extremely difficult
either to detect or prove conclusively. Conventional
bank examination techniques are based essentially
upon the review of written records, but prescreening
leaves no such record. By prescreening, therefore, an
institution may illegally discriminate while avoiding the
likelihood of supervisory detection.

Moreover, prescreening by individual employees,
because of their personal prejudices, is similarly diffi-
cult for a bank's own management to monitor or pre-
vent. Prescreening can occur when a prospective bor-
rower inquires about the availability of a particular
loan. The individual with whom a prospective borrower
talks is far removed from the immediate supervision of
bank management, particularly in larger institutions.
Therefore, even in those financial institutions in which
the management is fully committed to fair housing
lending and has established written procedures and
training to implement their policies, each such point-of-
contact individual is in the position to introduce per-
sonal prejudices into the bank's loan transactions. If a
particular loan officer or receptionist paints a mislead-
ing or discouraging picture to turn away an applicant
because of personal biases, conscious or uncon-
scious, the prospective borrower may never submit a
formal application. It is unlikely in such instances that
either the supervisory agency or the bank's manage-
ment itself will know about the discouraged inquiry.

In addition to our resolution procedures for individ-
ual complaints about prescreening, our present exami-
nation procedures for detecting prescreening consist

largely of detailed interviews with bank personnel. In
some instances, our procedures for reviewing individ-
ual loan application forms have also revealed blatant
prescreening practices, such as the use of non-neutral
terminology which tends to discourage potential appli-
cants from protected classes. Those examination ef-
forts, however, have produced results which are less
than conclusive with respect to the practice of pre-
screening.

Although our new specialized examination proce-
dures focus on prescreening practices, we are con-
cerned that current examination techniques are not
adequate to test some subtle methods of discrimi-
nation. We intend, therefore, to implement further pro-
cedures to assure more effective enforcement in this
area, including the possible adoption of outside inves-
tigative techniques. The committee specifically asked
about contacting real estate brokers. We plan to revise
our existing examination procedures to call for con-
tacts with individuals outside the bank, such as real
estate brokers, to investigate possible instances of ille-
gal prescreening. This change in our examining proce-
dures will parallel those currently used with regard to
the CRA.

The committee staff has specifically asked whether
we currently plan to use "testers" to detect prescreen-
ing by posing as applicants. We have no plans to do
so at this time.

However, to enhance our abilities to detect pre-
screening, we recognize that further study will be nec-
essary to determine the extent and nature of discrimi-
nation in the pre-application processes of lenders. A
prescreening study, proposed by the Department of
Housing and Urban Development and the Ford Foun-
dation, could provide new insights into the extent of
prescreening and the potential value of such testing
techniques. It may yield a methodology which could
be employed by civil rights organizations in substanti-
ating instances of discriminatory prescreening con-
duct.

Effects Test
The committee staff raised several questions con-

cerning our enforcement efforts with respect to the "ef-
fects test." As a part of our comprehensive review in
1980 of fair lending law enforcement, one of the issues
we will consider is how to identify and correct more
subtle forms of unjustifiable discrimination such as
those which would be found to be illegal under the "ef-
fects test" doctrine. Resolution of this issue is difficult,
because practices which have discriminatory effects
may be legitimately designed to evaluate risk or to
minimize loan processing costs. Perhaps the greatest
challenges today in the fair lending field are (1) to
identify which of the myriad, endlessly varied, credit
standards in common use have a disparate impact on
protected classes, and (2) once these practices are
identified, to decide whether the business value of
these practices justifies their use in spite of their dis-
parate impact. Despite the inherent difficulty of making
regulatory judgments about disparate impact and of
balancing business justification against disparate im-
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pact, we are committed to improving our enforcement
methods.

In response to the committee staff's question, we do
not currently plan to issue regulations or formal guide-
lines unless, and until we find through experience that
certain policies or practices usually have a disparate
impact and lack sufficient business justification for
continued use. Rather, our approach will be to evalu-
ate and correct problems on an individual case basis,
while educating and sensitizing our examiners and the
banks to potentially discriminatory practices.

In this regard, a major fair lending priority in 1980
will be to review all of our examination materials, in-
cluding those which were the focus of the committee
staff's questions, to strengthen our incorporation of the
effects test principle in our enforcement procedures.
These revisions will cover the examination handbook,
the training materials, the circulars, the format of the
examination report and the monitoring through our
computer system of problems discovered by examina-
tions or complaints. The revisions will make it clear that
examiners are to review credit practices which may
have a discriminatory effect as a normal part of the

consumer examination and report potential problems
to the bank and its board in the written examination re-
port process. When problems do exist, corrective
action will be sought and enforcement actions will be
used where appropriate. The committee asked about
our plans to provide illustrative examples of possible
problem areas. We intend to provide such examples to
our examiners and, as we gain experience, expect to
issue increasingly explicit guidance.

Finally, we believe that prescreening and the effects
test are particular issues in which it is important to de-
velop an approach that minimizes adversarial relation-
ships in favor of a cooperative approach. Indirect or in-
advertent discrimination is often so subtle that the
most effective tool against it in the long run may be to
increase the sensitivity of lenders and consumers alike
to those practices which lead to it. Thus, we will also
make it a priority for 1980 to encourage a public dia-
logue to develop a consensus on which practices are
most likely to have unjustifiable discriminatory effects
and to enhance understanding of these important is-
sues.

Remarks of John G. Heimann, Comptroller of the Currency, before the Joint
Luncheon of the American Economic Association and the American Finance
Association, Atlanta, Ga., December 28, 1979

This season of the year is a traditional time for reflec-
tion and prediction. We look back over the events and
lessons of the past and, simultaneously, gaze into our
clouded crystal balls and try to predict the future. The
end of 1979 gives rise to more than the usual amount
of indulgence in the popular exercise known as "put-
ting things in proper perspective." This year has been
unusually eventful; it marks the transition between dec-
ades, always a time for prognostication, and it cele-
brates the 50th anniversary of one of the most crucial
periods in modern economic history. The temptation
for retrospectives on the Crash of '29 and the Great
Depression has proven irresistible. Even this scholary
assembly could not resist holding a session this morn-
ing with the epigraph: "To mark the 50th anniversary of
the onset of the Great Depression." I, too, have fallen
victim to the urge to take the historical perspective.

Inflation and the Need for Capital Investment
The dubious distinction of being named "economic

watchwords of the 1970's" would, of course, go to in-
flation and energy.

Various pundits and students of the subject have of-
fered different explanations for the price inflation expe-
rience of the 1970's. Some have seen the genesis in
excessively stimulative fiscal and monetary policy in
the joint pursuit of the war on poverty and the war in
Vietnam. Some have faulted the conduct of monetary
policy in general. Others have pointed to the unusually
synchronous business cycle expansions of major in-

dustrial countries in the early 1970's as overheating
world demand, particularly for raw materials, and thus
permitting inflation. The depreciation of the dollar in
the foreign exchange markets following the adoption of
the floating rate regime in the early part of the decade
is seen as another piece of the puzzle, as U.S. import
prices were bid up in dollar terms causing direct infla-
tionary pressure and a lessening of the restraining in-
fluence of imports on prices of substitute domestic
items. Some provocative research indicates that the
experiment with wage-price controls in the early
1970's itself contributed to the succeeding round of in-
flationary steam. The dramatic oil price increases from
mid-decade on are, of course, identified, in the popu-
lar mind at least, as the most potent source of inflation-
ary pressure over this period. There is undoubtedly
some truth in each of these, as well as other explana-
tions that have been offered.

A classic definition of inflation is too much money
chasing too few goods. This definition implies two pos-
sible remedies—less money or more goods. Given our
druthers, we would almost all agree to more goods as
the preferable remedy.

While there is lively debate on details, more goods
and services come from applying greater quantities of
labor and/or greater quantities of capital and/or im-
proved technology to the various production proc-
esses. And, despite some serious bumps along the
way, the 1970's have indeed witnessed a fairly sub-
stantial increase in the volume of goods and services
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produced by the U.S. economy. Measured in dollars of
constant purchasing power, GNP this year will come in
at a level close to one-third higher than 10 years ago.

This was accomplished in part through a truly phe-
nomenal increase in labor input, which resulted from
the coming of age of the bumper crops of the post-war
baby boom and a significant increase in labor force
participation rates. To give some sense of the magni-
tude of these efforts, consider that in the decade of the
1970's the U.S. labor force expanded by about 20 mil-
lion people; the expansion of the labor force for the
preceding two decades combined amounted to only
18.5 million.

The 1970's were also a period of substantial in-
crease in capital input. Capital investment over the
decade aggregated $1.85 trillion in 1972 dollars, over
$3 trillion in dollars of 1978 purchasing power. Al-
though displaying more variability in the 1970's than in
earlier decades, the ratio of gross private domestic in-
vestment to GNP has been about the same on average
in this decade as in the 1950's and 1960's.

Given these increases in inputs, the increase in out-
put has seemed less than satisfactory. The problem
can be seen in the allowed rate of productivity im-
provement in our economy in recent years. From 1948
to 1967, output per unit of labor input expanded by an
average annual compound growth rate of 3.2 percent.
From 1967 to 1978, this rate was almost halved, aver-
aging only 1.7 percent per year. Indeed, productivity
change was actually negative during the sharp 1974-
75 recession and again this year.

This means that our real standard of living has been
increasing at a slower pace in recent years than we
expected on the basis of earlier experience. Resist-
ance to accepting this has added upward pressure on
nominal wage rates in excess of productivity growth,
thereby raising unit labor costs and putting inflationary
pressure on prices.

Historically, one of the most powerful engines of pro-
ductivity growth has been capital deepening—
increases in the capital/labor ratio. The capital/labor
ratio expanded by only 13 percent during the 1970's.
Over the preceding decade, it had risen by 21 per-
cent.

It is a fascinating exercise to calculate future invest-
ment needs consistent with various capital/labor ratios.
We can expect an influx of about 7.75 million more
workers between now and 1984, as the tail end of the
baby boom generation reaches maturity and enters
the labor force. Simply equipping those workers at cur-
rent levels, that is covering depreciation and giving the
new workers the same amount of capital to work with
that today's workers use on average, will require over
the next 5 years a flow of gross nonresidential invest-
ment of about $840 billion, again measured in 1978
dollars. This is about $168 billion a year, roughly three-
quarters of the gross volume of nonresidential invest-
ment we actually accomplished in 1978. And remem-
ber, ignoring embodied technological progress, this
$168 billion per year does not buy us any improvement
in productivity; it just keeps us even.

Achieving again the 2 percent level of average an-
nual growth in capital per worker we enjoyed during

the great American growth spurt of the 1960's would
require an average annual investment flow of $246 bil-
lion between now and 1984, fully 10 percent more than
the actual volume of investment we accomplished last
year. Note that this figure of $246 billion per year is at
1978 prices; pick whatever rate of inflation you think is
most likely over the next 5 years and increase the
nominal flows accordingly.

This sort of calculation tends to understate the need
for capital widening expenditures to sustain productiv-
ity levels. It ignores the composition of the labor force,
the fact that additions to the labor force come mostly in
the form of young, inexperienced workers and women
returning to the labor force in mid-life. One might
therefore expect the need for higher capital/labor ra-
tios just to hold labor productivity constant. Addition-
ally, it ignores the composition of investment, the fact
that expenditures for pollution abatement and similar
purposes, which have been running above one-eighth
of nonresidential investment, contribute nothing to our
measured indices of output, which is not to say that
they have no value. Again, one would expect higher
levels of capital investment required for any level of la-
bor productivity.

The capital demands of other national goals in such
areas as energy independence, environmental im-
provement, and improvements to our defense posture
add further sizeable numbers to the investment flows
which will be "needed" in the coming years. Discus-
sions of capital needs and investment flows often lead
to discussion of the financial system and proposals for
its reform if we are to achieve our capital investment
needs.

The Role of the Capital Markets
The capital markets, of which you are students and

practitioners, perform two important economic func-
tions. By far the larger in terms of volume is intermedi-
ating the change of ownership of existing assets. The
significance of this for economic growth is that by pro-
viding broad and deep opportunities for exchange of
existing assets, i.e., liquidity, the financial markets en-
courage flows of new capital investment. This is the
link to the second key function, to channel the re-
sources not consumed, savings, into new capital as-
sets, investment.

How well can we expect the financial system to per-
form these functions, and especially the latter one, in
the face of the heavy capital investment needs of the
1980's? I think the lessons of recent history are reas-
suring, for the capital markets have proven resilient
and adaptable.

In my view public policy should focus on where the
problem is, and in my view the problem is not in the fi-
nancial sector. In the face of some substantial regula-
tory constraints and hidden or explicit efforts at gov-
ernment credit allocation, the private financial sector
has found its way to satisfying market demands.

The 1970's have been a period of high and variable
inflation. A reflection of this, although also representing
a change in bank pricing practices, has been the be-
havior of the prime rate. In the two decades of the
1950's and 1960's combined, the prime rate changed
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a total of 32 times. In the single decade of the 1970's,
the prime rate has changed about 132 times.

Not unexpectedly, the variability of interest rates re-
flected by the behavior of the prime has increased the
demand for liquidity and for devices to hedge against
interest rate risk. The capital markets have proven
highly adaptable in creating financial instruments to
satisfy these demands. If adequate incentives exist to
create demand for capital assets in the amount of the
needs to meet our social goals, I am confident the fi-
nancial system can accomplish the channeling of real
resources, just as it successfully met the demand for li-
quidity and hedging in this decade.

The liquidity of an asset like real estate, for example,
has been enhanced by developments in the mortgage
market. In 1978, new residential mortgage debt out-
paced the value of new residential construction by
$22.5 billion. This means that some $22.5 billion of the
increased value of existing residential real estate was
converted to cash by the mortgage market last year.

In its turn, the mortgage instrument itself has become
more liquid by innovations such as the GNMA pass-
through certificate, mortgage-backed bonds and so
forth. Total outstandings of GNMA certificates, for ex-
ample, grew from $450 million in 1970 to $77 billion in
mid-1979. The fact that government had a hand in
standardizing the underlying mortgages in the GNMA
pool probably speeded the development of this inno-
vation, but the private financial community is ultimately
responsible for its widespread acceptance.

The tax exempt mutual bond fund, which came into
existence only in this decade, has enormously im-
proved the liquidity of state and local debt from the
perspective of the household sector. The municipal
bond fund industry had net assets of less than $30 mil-
lion in mid-1976 and over $3 1/3 billion today.

To give just one more example, the money market
mutual fund, one of the more commented upon finan-
cial innovations of this decade, certainly has increased
the already high liquidity of traditional money market
instruments. It does this by reducing the minimum de-
nominations of a bank certificate of deposit (CD), for
example, from $100,000 to as low as $500 for partici-
pation in a fund. The private financial community has
shown an exemplary responsiveness to profit incen-
tives—today there are over 75 funds which aggregate
net assets of over $44 billion. Three-quarters of the
growth in assets has occurred within the last 12
months. The largest fund, managed by Merrill Lynch,
was started in 1975. It now has approximately $7.8 bil-
lion under management. If it were a commercial bank,
which it is not although it provides some bank-like
functions, it would be the 19th largest bank in the
United States ranked by asset size, all within 5 years.

These examples strike me as convincing evidence
that the financial industries are quite capable of creat-
ing attractive media for channeling the flow of invest-
ment resources. As we contemplate the massive vol-
ume of business capital we "need" in the first half of
the 1980's and beyond, I think we should focus on the
issue of incentives to stimulate investment rather than
the capability of the financial system to channel it.

Public policy should not try to achieve the real in-

vestment we need through further tinkering with the fi-
nancial manifestations of real investment. Indeed,
given the adaptability of the financial system and the
limits of our own knowledge, I think it is better public
policy at this juncture to remove some existing con-
straints on the performance of financial institutions
rather than to add new ones.

Witness, for example, the phenomenal success of
the depository industries with the money market CD.
This relaxation of the Regulation Q constraint attracted
$9.1 billion in the first month. A record $32.4 billion
worth of money market CD's were sold in October of
this year. Over $240 billion worth are outstanding only
18 months after the instrument was first introduced. I
think the free flow of capital is worth not only preserv-
ing but enhancing, and I therefore support efforts to
phase out, in a prudent way of course, the regulatory
mechanisms that constrain it.

All of which is not to say that there is no role for pub-
lic policy in helping to achieve our capital investment
needs. On the contrary, I think this is a true challenge,
which will require the best minds in government, pri-
vate industry, and academia.

Some Policy Options
Clearly the most important policy measure we can

adopt to spur investment is restoring a sense of stabil-
ity through macroeconomic management. High ampli-
tude business cycles increase perceptions of risk and
therefore add a premium to required rates of return.
High rates of inflation combined with progressive in-
come taxation raise required rates of return on invest-
ment more than proportionately. Variable rates of infla-
tion add a risk premium to required rates of return,
therefore rationing out some projects which, but for
this, would be attractive. In short, a stable macroeco-
nomic environment encourages investment activity.

Beyond this I think there are some specific policy
areas where investment incentives can be enhanced. I
offer these proposals not for the sake of advocating
them in detail, but rather to stimulate thinking about the
specific steps which should be taken on the invest-
ment front.

I am concerned with the incentive for risk-taking in
our economy. In 1970, American corporations raised
15.6 percent of their net new financing through equity
issues. This amounted to $6.8 billion. In 1978, Ameri-
can corporations raised only 4.1 percent of their net
new financing in the form of equity, amounting to only
$4.7 billion. For the sake of comparability, note that
when the 1970 and 1978 figures are recast in dollars
of equal purchasing power, the equity raised in 1978 is
worth only about 40 percent of that raised in 1970.
Turning to the smaller business sector, in 1970 there
were 198 stock issues, which raised $375 million, for
companies with net worth of less than $5 million. In
1978, there were only 21 stock issues for companies in
this size class, which raised only $129 million. The
1978 performance was actually an improvement over
some of the years in mid-decade, perhaps as a result
of the capital gains tax liberalization in the 1978 tax re-
form act.

A modest proposal in this area might be to permit a
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deferral of taxation on realized capital gains on securi-
ties and real business assets if the proceeds are
promptly reinvested in a suitable way. We have just
such a mechanism in place in the personal income tax
treatment of sales of residential property. If the pro-
ceeds of sale of a principal residence are reinvested in
another home within 18 months, taxation of any capital
gain that may have been realized on the sale is de-
ferred. Perhaps an analogous rule for common stock
or real business assets would give greater incentive
for risk-taking. Certainly, it will improve liquidity.

There is growing recognition of the need to do
something about the double taxation of corporate in-
come distributed to stockholders as dividends. Dis-
cussion of this subject has not yet resulted in a solu-
tion which is at once practical and politically
acceptable.

New policy measures are also needed in the area of
depreciation accounting for both balance sheet and
tax purposes. We cannot ignore the mounting evi-
dence of capital-intensive companies' self-liquidation
through payments of taxes and dividends which ex-
ceed true economic profit because historical cost de-
preciation vastly understates replacement value. This
problem is, of course, a product of inflation. A related
problem with regard to inventories has been amelio-
rated by appropriate choices of first-in-first-out or last-
in-first-out accounting. I am confident that within the
realm of what the treasury can afford there exist useful
ways to reflect more accurately the true depreciation
experience of American companies.

One possibility is to permit each corporation to
choose its own depreciation schedule. Once having
chosen a schedule, of course, the firm would have to
stick with it over the life of the assets; it could write off
the asset only once. Presumably, each firm would at-
tempt to choose that depreciation schedule which
maximized its long-run, after-tax profitability. Moreover,
the firm should be required to use the same deprecia-
tion schedule in reporting its income statements and
balance sheets to stockholders that it uses for tax pur-
poses. This would provide market discipline to encour-
age the firm to reflect true economic depreciation and
not just short-run tax or earnings management consid-
erations. Such treatment of depreciation would surely
enhance incentives for investment as well as provide
internal cash flow to finance it.

Research and development (R&D) expenditures can
have tremendous payoffs in terms of improving the
productivity of existing capital and labor combined in
new and more efficient ways. It can also give rise to
new or improved products which add enormously to
our economic well-being. R&D expenditure in the U.S.
has lagged relative to other industrial countries. The
share of patents issued by the U.S. government to res-
idents of foreign countries has risen from about 20 per-
cent in the 1960's to over 35 percent in recent years.

The truly successful innovation which results from
R&D activity often spreads so rapidly that some of the
profits are earned by entities other than the one which
bore the expense. The excess of total benefit over the
benefit which can be captured by a private firm mak-

ing an R&D investment tends to restrain the amount of
privately financed R&D below socially optimal levels.
This point is perhaps even more true at the basic re-
search stage than at the development and implemen-
tation stage. This argues for government involvement
in encouraging research activities. One possibility here
would be to give firms an added incentive by permit-
ting research expenditures to qualify for the investment
tax credit.

At this juncture in economic history the energy field
is clearly a prime candidate for increased R&D activity.
I would expect increases in the price of energy to pro-
vide incentives for private sector exploitation of new
opportunities at the development and implementation
stage. However, in view of the private sector's difficulty
in supporting optimal levels of basic research, I think
the government should provide substantial financial
support, especially in the areas of energy conservation
and substitution, new energy sources and technolo-
gies. The results of basic research are, of course, very
difficult to predict, but historical experience, in terms of
new products and indeed whole new industries, sug-
gests the likelihood of high social rates of return.

In discussing public policy, it is often as important to
note what we should not do as it is to suggest what we
ought to do. One thing we should not do, as I men-
tioned earlier, is to hamper artificially the ability of a fi-
nancial industry to fulfill its role in the capital allocation
process, as we seem to have done with some of our
regulation of depository institutions. The efforts of the
marketplace to find its way around these constraints
represent dead-weight losses.

Another thing we should not do is to hamper arbi-
trarily the free flow of capital from any source. In 1977,
for example, net foreign investment in the U.S. added
$19.6 billion to gross private domestic investment; in
1978, it added $23.5 billion. These flows of net foreign
investment represented the equivalent of almost one-
third of savings from the household sector in those
years, and boosted gross private domestic investment
by about 6.5 percent. The American tradition of permit-
ting relatively free inflows of foreign capital has served
us well over our history and should not be jettisoned.

Finally, while a pro-investment effect is a favorable
aspect of a policy proposal, it is not dispositive. Our
society has other goals to satisfy. In particular, it might
not be worthwhile to sacrifice substantial equity as-
pects of our progressive tax system for marginal gains
in efficiency. It all depends on the relative magnitudes
of the effects and our willingness to trade off among
competing goals. This is where the role of careful, dis-
passionate, and disinterested analysis is most crucial.

Vast flows of new capital investment will be needed
to achieve our economic and social goals in the com-
ing years—especially increased productivity and sus-
tainable improvements in our standard of living. Pro-
viding proper incentives to achieve the necessary
levels of investment is a topic of vital concern. The ac-
ademic community has much to contribute in formulat-
ing these incentives, and I commend this to you as a
subject worthy of your research efforts and public ad-
vocacy.
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