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Profits and Balance Sheet Developments
at U.S. Commercial Banks in 1996

William R. Nelson and Ann L. Owen, of the Board’s
Division of Monetary Affairs, prepared this article.
Thomas C. Allard assisted in the preparation of
the data, and Amy M. Tucker provided research
assistance.

U.S. commercial banks had another very good year in
1996. Profits posted strong growth, preserving the
high levels of return on equity and return on assets
that have prevailed over the past four years (chart 1).
Helping to boost profits were continued strong
growth of interest-earning assets, a slight widening of

the net interest margin, significant gains in noninter- -

est income, and continued containment of noninterest
expense (table 1). Return on assets edged up despite a
slight increase in provisioning for loan and lease
losses relative to assets. Delinquency and charge-off
rates stayed low for business loans but climbed
throughout the year for consumer loans.!

Commercial banks generally were willing lenders
last year, helping to support the strong advance in
US. economic activity. In fact, increased loan
volume was the main contributor to the increase in
assets; banks’ holdings of securities rose only
slightly. Loan growth was funded primarily with
managed liabilities.

Bank stock prices rose more rapidly than prices in
the stock market as a whole, and many bank holding
companies substantially increased their dividends and
their stock repurchases. Banks paid out three-fourths

1. Except where otherwise indicated, data in this article are from
the quarterly Reports of Condition and Income (Call Reports) for
insured domestic commercial banks. The data consolidate information
from foreign and domestic offices and have been adjusted to take
account of mergers. Size categories, based on assets at the start of
each quarter, are as follows: the ten largest banks, large banks (those
ranked 11 through 100 by size), medium-sized banks (those ranked
101 through 1,000 by size), and small banks (those not among the
largest 1,000 banks). At the start of the fourth quarter of 1996, each of
the ten largest banks had assets of more than approximately $50 bil-
lion, each large bank had assets between approximately $7 billion and
$50 billion, each medium-sized bank had assets between approxi-
mately $300 million and $7 billion, and each small bank had assets of
less than approximately $300 million. Many of the data series reported
here begin in 1985 because the Call Report was significantly revised
at the start of that year. Data shown may not match data published in
earlier years because of revisions. In the tables, components may not
sum to totals because of rounding.

of their net income as dividends in 1996, up from
two-thirds in the previous two years. Even so, the
ratio of capital to total assets increased slightly, and
virtually all bank assets were at well-capitalized
banks.

BALANCE SHEET DEVELOPMENTS

Bank assets expanded further in 1996, though at a
somewhat slower pace than in 1995 (table 2).2
Increases in loans and leases, particularly to busi-
nesses, accounted for most of the growth. On the
liability side of the balance sheet, core deposits grew
more slowly than managed liabilities for the fourth
consecutive year, with large time deposits an increas-
ingly important source of funds.

2. Since 1994, reported bank assets have included the market value
of derivatives contracts. As required by Financial Accounting Stan-
dards Board Interpretation No. 39 (FIN 39), derivatives used for
trading purposes that have positive value are recorded as assets and
those that have negative value as liabilities. Before 1994, banks netted
the values of derivatives across counterparties. Total assets excluding
the effects of FIN 39 can be approximately determined from the data
reported in table A.2 by reducing assets by the revaluation losses on
off-balance-sheet items. For a discussion of this issue, see William B.
English and Brian K. Reid, “Profits and Balance Sheet Developments
at U.S. Commercial Banks in 1994, Federal Reserve Bulletin, vol. 81
(June 1995), pp. 548—49.

1. Measures of commercial bank profitability, 1970-96

Note. The data are annual.
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Loans to Businesses

The value of commercial and industrial (C&I) loans
on banks’ balance sheets grew about 74 percent last
year—somewhat less than in the preceding two years
but still a sizable increase. According to the Federal
Reserve’s quarterly Senior Loan Officer Opinion Sur-
vey on Bank Lending Practices (LPS), the demand
for C&I loans remained high throughout the year
(chart 2).3 Banks attributed the strong demand in part
to their customers’ needs to finance inventories and
plant and equipment. Demand was also boosted by
heavy merger and acquisition activity, which in many
cases resulted in a need to finance the retirement of
the acquired firm’s equity.

Not only were banks willing to meet the strong
demand for C&I loans, but they encouraged it by
easing lending terms over the course of the year.
Respondents to the LPS reported having lowered
the cost of credit lines, narrowed spreads of rates
charged on business loans over base rates, and eased
loan covenants, particularly for large firms. In con-
trast, respondents to a second survey, the Federal
Reserve’s quarterly Survey of Terms of Bank Lend-
ing to Business, which involves a larger sample of
banks, indicated that spreads on loans of all sizes
changed very little during 1996.# On average, how-

3. About sixty domestic commercial banks from the twelve Federal
Reserve Districts are surveyed by the LPS. Most of them are large: As
of December 31, 1996, their combined assets totaled $1.3 trillion,
about one-third of the combined assets of all domestic commercial
banks.

4. The Survey of Terms of Bank Lending to Business collects data
on lending rates from a sample of more than 300 commercial banks.
These banks accounted for 64 percent of the dollar value of C&I loans
outstanding at the end of 1996. Data are collected on the terms of C&I
loans made by these banks during the first full week of the middle
month of each quarter.

1. Selected income and expense items

Percentage of average net consolidated assets

s dnd cxﬁéuxqina“ry emns
me (return 'on assets)

~Retainied: income
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Net percentage of seiected commercial banks that
experienced increased demand for commercial and
industrial loans. by size of firms seeking loans, 1992-96

Percent

- Medium-sized firms

Large firms

bl e b l l |

1992 1993 1994 1995 1996

Notke. The data are quarterly. Net percentage is the percentage of banks
reporting an increase less the percentage reporting a decrease. The definition for
firm size suggested for, and generally used by, survey respondents is that
medium firms are those with sales between $50 million and $250 million.

SoURCE. Senior Loan Officer Opinion Survey on Bank Lending Practices.

ever, spreads in this second survey were narrower last
year than in 1995, particularly for large loans
(chart 3).

More aggressive competition from other commer-
cial bank and nonbank lenders was an important
factor influencing the LPS respondents that eased
standards or terms for C&I loans. The bond market
was one source of competition, as yields on corporate
bonds, especially below-investment-grade borrowing
instruments, were low by historical standards com-
pared with rates on Treasury securities. Even so, by
pricing relatively aggressively, commercial banks
were able to capture a larger share of the business
financing market. However, the share of total credit
market debt of nonfinancial businesses provided by
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banks remained well below levels of the early 1980s
(chart 4).

The growth of commercial real estate loans picked
up to 7% percent in 1996, the third consecutive
year in which such lending expanded. Demand was
likely stimulated by improving conditions in the
commercial real estate market, as seen in declining
vacancy rates and rising commercial real estate
prices. Still, at the end of 1996, only about 9 percent
of bank assets were in the form of commercial real
estate loans, down from 11Y% percent in 1991. The
change has not been uniform across banks of differ-
ent sizes, however: The proportion of assets in com-
mercial real estate loans has increased for small banks
(from 11 percent in 1991 to 134 percent in 1996) but

2. Apnual rates of growth of balance sheet items, 1987-96
Percent

tem
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Tnterest-eacning 2ssets
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Nonresxdennal L
Booked in foreign oiﬁces |
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NOTE. Data are from year-end to year-end.

n.a. Not available.

1. Measured as the sum of deposits in foreign offices, large time deposits in
domestic offices, federal funds purchased and securities sold under agreements
to resell, demand notes issued to the U.S. Treasury, subordinated notes and
debentures, and other borrowed money.
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has decreased for large banks (from 11% percent in
1991 to 8% percent in 1996).

Loans to Households

The value of consumer loans on banks’ balance
sheets increased about 5 percent last year, about half
as fast as in 1995. The slowing of growth was likely a
result of several factors: an increase in the pace of
securitization of consumer loans, which removes
loans originated by banks from their balance sheets; a
slight weakening of the growth of demand for such
loans; and less aggressive pursuit of these loans by
banks.

2. Measured as the sum of construction and land development loans securec
by real estate; real estate loans secured by nonfarm nonresidential properties
and loans to finance commercial real estate, construction, and land developmen
activities not secured by real estate.
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The securitized share of bank-originated consumer 4. Outstanding bank loans as a share of total credit
loans rose further last year, to almost 25 percent market debt of nonfinancial businesses, 1970-96
(chart 5). After adjustment for securitization, the
slowing of growth of consumer loans on banks’ bal-
ance sheets is much less pronounced—ifrom a little
more than 17 percent in 1995 to about 144 percent in
1996.

LPS respondents indicated that the demand for
consumer loans dropped off a bit at the end of the
year (chart 6). The decline may have been a result of
higher consumer debt burdens. On the supply side,
banks reported that they had tightened standards for
approving consumer loans, particularly credit card
loans, as well as terms on new or existing credit card

9 1975 1980 1985 1990

3. Spread of C&1 loan rate over intended federal funds rate, NoTE. The data are quarterly.
by size of toan. 1987-96 Sourck. Flow of funds accounts of the United States, table L. 101,

Bagsis points
= loans, most often by reducing credit lines or widen-
= 20 ing the spreads of loan rates over base rates. These
290 reports of tightening are in sharp contrast to the
o picture at the beginning of 1995, when banks reported
- having eased standards for approving credit card
applications as well as terms on credit card accounts,
by narrowing spreads over base rates, raising credit
limits, and reducing annual fees. Despite the reported
tightening of standards in 1996, banks increased lines
of credit on credit cards faster than outstandings
increased, resulting in a slight drop in utilization
rates.

Residential mortgages, which represent 14Y2 per-
cent of commercial bank assets, also grew more
slowly in 1996—about 5 percent, a little less than
half the average for the past three years. Although
the LPS indicated that banks had slightly tightened

. “Allloans '~ Four-quarter moving average

5. Securitized share of consumer loan outstandings
originated by banks, 1988-96

1987 1989 1991 1993 01995

Note. The data are quarterly. "“‘1 3 : 1890 e -
SouRCE. Survey of Terms of Bank Lending to Business, Federal Reserve Ll 1990 1992 b 9 . 199
Board statistical release E.2. Notke. The data are quarterly.
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6. Net percentage of selected commercial banks that
experienced increased demand for consumer loans,
1992-96

Note. The data are quarterly. Net percentage is the percentage of banks
reporting increased demand less the percentage reporting decreased demand.
SOURCE. Senior Loan Officer Opinion Survey on Bank Lending Practices.

lending standards for home mortgages, the slowing
of growth appears to reflect a heavy pace of securiti-
zation rather than a reduced pace of originations:
Total residential mortgages originated by banks and
nonbanks, including mortgages held in pools of mort-
gage securities, expanded 8'4 percent last year, the
fastest rate since 1990.

Loans in one residential real estate category, home
equity loans, increased significantly over the year.
Respondents to the LPS reported stronger demand for
such loans. In addition, some banks increased their
marketing efforts for home equity loans and targeted
specific customers in an effort to encourage a shift
from unsecured consumer loans to secured home
equity lines. Because home equity lines are often
used to pay down unsecured consumer debt, their
expansion likely explains a portion of the slowing of
growth of consumer lending.

Securities

Banks’ securities holdings grew less than 1 percent in
1996 and at year-end represented 21 percent of assets,
the lowest proportion in five years. Banks used a
portion of their investment account securities as a
source of funds, but this decline was about offset by
an increase in the value of securities held in trading
accounts. Small banks held a greater proportion of
their assets in securities than did large banks, nearly
30 percent compared with 17 percent.

An off-balance-sheet item of note is banks’ hold-
ings of derivatives. During 1996, the notional value

of derivatives contracts of all types held by banks
increased about 18V4 percent over 1995’s year-end
value; a large part of the increase occurred at the ten
largest banks, which hold the vast majority of such
contracts.> Most of the holdings were in the form of
interest rate contracts. Of the year-end 1996 notional
value, more than 92 percent was related to contracts
held for trading purposes; these are used primarily to
help customers hedge against the risk of changes in
interest rates, exchange rates, equity prices, and com-
modity prices. The remainder was related to contracts
held for nontrading purposes, primarily to hedge
against risks to the banks themselves.

Liabilities

Core deposits at banks advanced moderately in 1996,
growing more slowly than bank assets. Growth was
sluggish partly because banks set deposit rates low
relative to the rates of return available on alternative
investments (chart 7). On average, rates on money
market mutual funds were 2 percentage points higher
than rates on bank savings accounts, and the return
on most stock mutual funds also significantly
exceeded bank deposit rates.

Within core deposits, transaction deposits fell for
the third year in a row. The decline can be attributed
to the implementation of retail “sweep” accounts,
whereby funds are automatically swept out of trans-

5. The notional value of a derivative is the value of the underlying
financial asset, index, or other investment used to calculate the pay-
ments specified in the contract. Only the payments represent benefits
or risks to the banks.

7. Selected interest rates, 1987-96

=
Note. The data are monthly. Rates are at commercial banks. Savings

accounts include money market deposit accounts.
Sources. Federal Reserve Board statistical releases H.6 and H.15.
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action accounts, against which banks must hold
reserves, and into money market accounts, against
which they need not hold reserves. This arrangement
has no effect on the total amount of retail deposits,
but it does reduce the amount of non-interest-bearing
required reserves a bank must hold at the Federal
Reserve, freeing up these funds to be invested else-
where. In 1996 the volume of new retail sweep
accounts tripled, bringing the cumulative amount
swept out of retail transaction accounts to about
$170 billion (chart 8).

To fund the growth of bank assets in the presence
of the relatively slow expansion of core deposits,
banks relied heavily on managed liabilities, which
grew faster than total bank assets for the fourth
consecutive year. Increases in large time deposits and
in subordinated notes and debentures fueled the
growth in this category, while deposits booked in
foreign offices were a much less important source of
funds for domestic lending. The rates of growth for
different categories of managed liabilities have varied
widely over the past few years, in part because of the
reduction of deposit insurance premiums in 1995 and
the beginning of 1996, which increased the attractive-
ness of large time deposits as a source of funds.®

6. Over this period, deposit insurance premiums for well-
capitalized banks were reduced to zero. Although they are insured up
to only $100,000, large time deposits are included in the assessment
base used to determine insurance premiums, and therefore the cost of
this source of funding varies with the insurance premiums. Deposit
insurance premiums are not paid on foreign deposits. For further
discussion, see William R. Nelson and Brian K. Reid, “Profits and
Balance Sheet Developments at U.S. Commercial Banks in 1995,”
Federal Reserve Bulletin, vol. 82 (June 1996), pp. 483-505.

8. Cumulative amount transferred out of retail transaction
accounts upon initiation of sweep accounts, 1994-96

. Billions of dollars

1904 Tmes 1996

Note. The data are monthly.

Capital

The share of their assets that banks funded with
capital was about the same in 1996 as it was in 1995.
As a result, the leverage ratio remained basically
unchanged last year, on net, although risk-based
capital ratios (tier 1 and total) declined slightly
(chart 9).7 The risk-based capital measures have
fallen a bit over the past two years because of the
relatively more rapid growth of loans, which carry

7. The tier 1 ratio is the ratio of tier 1 capital to risk-weighted
assets, and the total ratio is the ratio of the sum of tier 1 and tier 2
capital to risk-weighted assets. Tier 1 capital consists mainly of
common equity (excluding capital gains and losses on investment
account securities classified as available for sale) and certain perpetual
preferred stock. Tier 2 capital consists primarily of subordinated debt,
non-tier 1 preferred stock, and loan-loss reserves. Risk-weighted
assets are calculated by multiplying the amount of assets and the
credit equivalent amount of off-balance-sheet items by the risk weight
for each category. The leverage ratio is the ratio of tier 1 capital to
total assets.

For a summary of the evolution of risk-based capital standards, see
Allan D. Brunner and William B. English, “‘Profits and Balance Sheet
Developments at U.S. Commercial Banks in 1992, Federal Reserve
Bulletin, vol. 79 (July 1993), pp. 661-62.

9. Regulatory capital ratios, and share of industry assets
at well-capitalized banks, 1991-96

Percent
 Regulatory capital '
' ratios ; ‘
- Total (tier 1+ tier 2) ratio .
o Tier 1 ratio =
e ey 8

‘Leverage ratio

Share of industry assets at ‘

o ‘,vwenkapitalizevdbanks .
. . ‘ : 100
80
69
40

1991 1992 1993 1994 1995 1996

NoTg. The data are quarterly. For definitions of tier 1 and tier 2 capital and
leverage ratio, see text footnote 7.
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Profits and Balance Sheet Developments at U.S. Commercial Banks in 1996 471

higher risk weights than do securities.® Despite the
decline in industry-average capital ratios, the fraction
of bank assets at well-capitalized banks—those with
sound capital ratios and positive examiner ratings—
increased again last year, crowding still closer to
100 percent.

Banks boosted their equity last year even though
they significantly increased the share of income they
paid out as dividends. This high payout by banks
contributed to generous distributions by bank holding
companies. The top fifty bank holding companies
increased their dividends about 20 percent. Further-
more, net expenditures on stock repurchases by these
companies grew more than 50 percent last year and
approached four-fifths of the amount disbursed
through dividends.

TRENDS iIN PROFITABILITY

The net income of U.S. commercial banks grew 8 per-
cent in 1996, the seventh consecutive annual increase.
The return on equity remained in the elevated range it
has occupied since 1993, and the return on assets
posted a new high. The increase in profitability was
widespread: The average return on assets rose for all
four bank size groups, and net income was positive at
95 percent of all banks, accounting for 99 percent of
total bank assets. Profits were boosted a bit by growth
of net interest income but more by higher noninterest
income. Taken together, the gains in net interest and
noninterest income exceeded the increases in non-
interest expense and provisioning for loan and lease
losses. Propelled in part by growth of profits, stocks
of large bank holding companies outperformed the
broader market in 1996, as they had in 1995
(chart 10).

Last year was the fourth consecutive year in which
measures of commercial bank profitability signifi-
cantly exceeded the long-term norms. For example,

8. Banks’ capital situation was not materially affected by holding
companies’ explosive issuance of trust preferred securities last fall.
These securities are created when a bank holding company establishes
a trust that issues cumulative preferred stock and then loans the
proceeds to the parent company. The resulting liability counts as tier 1
capital for the holding company, but the interest payments on the debt
are tax deductible—a combination of features sufficiently attractive
that holding companies issued $6 billion of these securities last year in
the public market and probably several times that amount in the
private market. Nevertheless, these transactions do not show up on
banks’ balance sheets except in the rare instance that the trust issuing
the securities is organized under the bank rather than the holding
company, in which case the preferred stock is classified as tier 2
capital for the bank. In 1996 banks issued about $1.2 billion in trust
preferred securities, only Y3 of 1 percent of total (tier 1 plus tier 2)
bank capital.

1. Stock price indexes, 1996-April 1997

Index, Janhary 3, 1996 = 100

Money center

o bank holding companies | - 175
Saden e e ’ W 150
o o A A A
A /. Repional and money center .
: ‘ bank holding companies
SEPSI0 e e L

199 o

Note. The data are weekly. The bank indexes are for eight money center
bank holding companies and forty-two regional bank holding companies as
defined by Salomon Brothers.

SoURCES. Salomon Brothers and Standard & Poor’s.

the return on assets averaged 63 basis points more
over the past four years than over the preceding seven
years (table 1). The recent improvement is due in part
to a sharp drop in loss provisioning relative to assets,
which has allowed some other longer-term trends
boosting return on assets to show through. First, the
ratio of net interest income to assets has been increas-
ing because banks have been shifting their portfolios
toward riskier assets, which carry higher yields, and
have been funding a larger share of assets with capi-
tal instead of interest-bearing liabilities. Also, ongo-
ing improvements in efficiency have helped banks
lower the ratio of noninterest expense to revenue.
Finally, noninterest income has accounted for a
steadily growing share of revenue, partly because
of the increasing importance of off-balance-sheet
activity.?

Interest Income and Expense

Both interest income and interest expense as a per-
centage of assets fell slightly at commercial banks

9. The increasing importance of off-balance-sheet activity has also
made return on assets as a measure of profitability less meaningful
over time. Nevertheless, a large fraction of banking is still tied to
traditional on-balance-sheet items, and in interpreting changes in net
income, assets remain a useful scaling factor for separating the effects
of growth from those of improved profitability. The other common
measure of profitability—return on equity—is, of course, not affected
by changes in the relative importance of off-balance-sheet activity.
However, interpreting trends in this measure is complicated by the
significant increases in capital-to-assets ratios in recent years in
response, in part, to regulatory changes.
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last year, reflecting the moderately lower market rates
that prevailed, on average, in 1996 relative to 1995.
The decline in expense exceeded the decline in
income, leaving net interest income as a percentage
of assets (the net interest margin) 3 basis points
higher than in 1995 and, despite declines in 1994 and
1995, still elevated relative to the late 1980s.

The net interest margin was held down in the late
1980s by competition among banks for loans and
funding sources. It surged in 1991 and 1992 as banks
widened spreads between loan and deposit rates in
an effort to improve capital ratios by boosting earn-
ings and curbing asset growth (chart 11). The rise
occurred even though loans, which tend to yield more
than securities, declined as a share of assets.

Since 1992, more aggressive loan pricing and
greater reliance on managed liabilities have squeezed
the net interest margin somewhat, but it remains high
for several reasons. First, compared with the early
1990s, banks fund a significantly larger fraction of
assets with capital, and the returns on capital are not
considered an interest expense. Also, rates paid on
retail deposits have been low relative to market rates.
Finally, the margin has been held up significantly by

11. Net interest income and the composition of assets,
1985-96

,1“985\‘, e 008

OTE._The data are annual.

a rebound in the share of assets in loans and a rising
volume of loans to households, a relatively high
yielding category of loans.

Noninterest Income and Expense

Noninterest income provided a hefty boost to return
on assets last year, increasing 17 basis points as a
percentage of assets relative to 1995. Over the past
ten years, noninterest income has accounted for
an expanding share of bank revenue (chart 12). A
small part of the increase has been from fiduci-
ary activities and trading revenue, but most of the
growth has been in the broad category *‘other nonin-
terest income,” which includes merchant credit card
fees, annual cardholder fees, fees for servicing mort-
gages, and income from loans that have been securi-
tized. Thus, the increase in the proportion of revenue
accounted for by noninterest income likely reflects
both the expansion of bank lending to households
and the growing fraction of bank loans that are
securitized.

12.  Noninterest income and its components
as a percentage of total revenue, 1985-96

Percent

 Totalnoninterest income =~

 Depositfees

1985 ~ 1990 . 1995

Note. The data are annual.

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



Profits and Balance Sheet Developments at US. Commercial Banks in 1996  47:

Noninterest expense as a percentage of assets
rose 8 basis points in 1996 even though occupancy
and employee costs were about unchanged. The
increase reflects a rise in “other noninterest expense”’
accounted for by two recent adjustments in deposit
insurance premiums. In 1995, banks received a rebate
of $1'4 billion for overpayment of deposit insurance,
while in 1996, banks that had acquired thrift deposits
paid a $1% billion one-time assessment (0 support
the Savings Association Insurance Fund. Other

noninterest expense was also boosted last year by
higher merger restructuring charges, with the Chase
Manhattan Corporation—-Chemical Banking Corpo-
ration merger alone accounting for $1% billion ir
expenses. (See the accompanying box for a brief
discussion of the continuing consolidation of the
banking industry.)

Over the past ten years, noninterest expense has
been held in check in part by a decline in employ-
ment and occupancy costs as a percentage of revenue

Consolidation of the Banking Industry

The past decade has seen a marked consolidation of the U.S.
commercial banking industry. In 1996, 359 banking organi-
zations with combined assets totaling: about: $450 billion
merged or were acquired, contributing -to the: continuing
decline in the number of banks and bank holding companies
(chart), As a result of this consolidation; the assets held
by -the"fifty largest ‘bank holding companies represent-an
increasing share.of total banking assets (chart).

Regulatory changes have been an important factor in the
consolidation of the banking industry. For many years, legal
restrictions on the geograpliic expansion of banks generally
limited the size of any one bank or bank holding company;
in many cases a banking organization was prohibited from
expanding within-its home state as well as.into other states.
Ower the -past fifteen years, these restrictions have been
eased.-Most states now allow some;-if not all; out-of-state
bank holding: companies to own banks: within their ‘state.
Many statés: have also lifted restrictions on- inirastate
branching ‘of - state-chartered banks, which in’ turn -has
resulted “in- broader: branching powers: being: given to
national banks.

The Riegle-Neal Intérstate Banking and Branching Effi-
ciency - Act of 1994'wcut even fuither. in removing: geo-
graphic restrictions by allowing bank holding companies to

Number-of U.S. commercial banking organizations,
1986-96

purchase banks throughout the United States after Septem-
ber 1995. In June 1997, remaining legal restrictions on
geographic expansion were removed, and all banks are now
allowed .to acquire established branches through interstate
miergers, provided that the state has not opted out of inter-
state banking.! (Only. Texas and Montana have opted out.)

Before -completing a-merger or acquisition, banks and
bank holding companies still must obtain approval from the
appropriate’ reégulatory - agencies. Under the Bank Holding
Company. ‘Act ‘and the Bank Merger ‘Act, the Board of
Governors..of the Federal Reserve - System -oversees the
mergers and acquisitions of bank holding companies and of .|
state member banks. In considering these.applications, the
Board looks at the-effect of the metger or acquisition on.the
competitiveness of-the relevant banking market, the finan-
cial and managerial resources of the firms involved, and the
convenience and rieeds of the community.

1..:Both the purchase-of banks by -out-of-state holding companies and -the
acquisition of established branches through:interstate mergers are subject to
deposit caps. and certain state laws: Specifically, the dombined organization
may. control no-more. than 10 percent: of the insured. deposits in the. United
States- and-is subject to deposit. limits of the relevant state: In addition; the
acquired bank must have ‘been in existence the minimum amount .of ‘time
required by state law.

Share of banking assets-held by the fifty largest bank
holding companies, 198696

Thousands

NN N AN (¥ A ) SO S
1986 1988 1990 1992 1994

Percent

1988
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13.  Noninterest expense and its components
as a percentage of total revenue, 1985-96

Percent

Total noninterest expense

Components

— L ‘ — 3
Salaries and benctits. -
= e — 30
- - ‘ . 75

Other noninterest expenses
£ ‘ o 5h
* Premises and fixed assets -
e . i . 10
LAl el g
1985 1990 o 1995

NotEe. The data are annual.

(chart 13). Employment levels in the industry fell
during the late 1980s and early 1990s and have
since remained about unchanged. Occupancy costs
have likely benefited from the slow growth of the
number of bank offices, which rose only 17 percent
between 1986 and 1996, one-third the increase in
revenue, adjusted for inflation, over that period.
Furthermore, over the ten years, the inflation-adjusted
cost per office fell more than 10 percent. These costs
may have been contained in part by the growing
popularity of low-cost supermarket branches. By
contrast, other noninterest expense, a broad category
that accounts for nearly half of noninterest expense
and includes deposit insurance premiums, losses
on the sale of various assets, amortization of intan-
gible assets, expenditures for information process-
ing services provided by others, and merger
restructuring charges, has risen a bit relative to
revenue. Nevertheless, the ratio of total noninterest
expense to revenue has fallen over the past ten years;
thus, at least by this common measure of efficiency,
banks appear to have significantly streamlined their
operations.

Loss Provisioning and Loan Quality

Since 1992, the banking industry has been setting
aside as a provision against losses on loans and
leases amounts very close to their net charge-offs
(chart 14). In keeping with this pattern, provisioning
rose slightly last year, matching a small increase in
net charge-offs. Although loan-loss provisioning rela-
tive to assets edged higher over the past two years, it
was quite a bit lower at the end of 1996 than earlier
in the 1990s and about the same as at the beginning
of the 1980s. Banks were able to reduce provisioning
in 1992 because improvements in loan quality and
a contraction in loans sharply reduced their need
for loan-loss reserves. In recent years, continued
improvements in measured loan quality have allowed
banks to equalize provisioning and net charge-offs,
leaving the level of reserves unchanged. Although
the ratio of reserves to loans fell in each of the past
four years, the ratio of reserves to delinquent loans
increased until 1995, fell only slightly last year, and
was more than 80 percent at year-end (chart 15).
However, net charge-offs grew faster than delinquen-
cies, and the ratio of reserves to charge-offs fell fairly
sharply in the past two years. Still, in 1996, loan-loss
reserves were 32 times as large as net charge-offs in
that year, a bit above average.

Although the decline in provisioning relative to
the levels in the troubled late 1980s and early 1990s
has helped boost measures of bank profitability,
banks would still be solidly profitable even if provi-
sioning were much higher. For example, if provision-
ing had been double its actual level last year, the ratio
of provisioning to assets would have been about
50 percent higher than its average level since 1970.
Nevertheless, net interest income less provisioning

14.  Reserves for loan and lease losses, loss provisioning, and
net charge-offs as a percentage of loans, 1980-96

- . Net,c'}'zé‘rge-bﬁs “

1980 1985 99 1995

NoTe. The data are annual.
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165, Delinguency and charge-off rates, all loans. 1985-96

Reserves/
Net.charge-offs

T s
Ly

1989 1991 1993 1995

Lol e b b
1985 © 1987

NoTEe. The data are annual.

would have equaled 3 percent of assets, slightly
above the average level for this ratio since 1970. The
return on assets would drop to a bit under 1 percent,
but it would still be a bit above its average over the
period, and the return on equity would fall to
11Y2 percent, about equal to its average over the
period.

Banks were able to keep provisioning low last year
because, overall, the performance of bank loans
remained quite good. Delinquency and charge-off

Credit card

| |
BT i

7.

Pergent

Delinghency rates

Chmge—oﬂ Tates

g o

b oo b b o]
1985 1987 1989 - 1991 1993

NoTe. The data are quarterly and are seasonally adjusted. Delinquent loans
are loans that are not accruing interest and those that are accuring interest but are
more than thirty days past due. The delinquency rate is the end-of-period level
of delinquent loans divided by the end-of-period level of outstanding loans. The
charge-off rate is the annualized amount of charge-offs over the quarter net of
recoveries, divided by the average level of outstanding loans.

rates for loans to businesses remained low even as the
performance of loans to households deteriorated fur-
ther (chart 16). Within the business loan category, the
performance of commercial real estate loans has been
improving dramatically (chart 17). Indeed, the net

. :Chaxge-off rates for loans o businesses

Comimercial yeal estate

Credit card

Note. The data are quarterly and are seasonally adjusted.
See note on chart 16.
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‘that specxahze in credit card lend-
eré’;_nmally estabhshed in states

by concentrating this line of business at a

rcdlt card loans made by these banks Were

roﬁtabﬂlty of credn card banks has been reduced by

charge-oft rate for these loans hovered near zero over
most of last year, as banks recovered amounts similar
to the amounts they charged off. Both delinquency
and charge-off rates for C&I loans remained near
‘record lows in both 1995 and 1996.

By contrast, delinquency rates for loans to house-
holds have risen somewhat since 1994: Delinquency
rates for credit card loans and for ‘““other consumer
loans” have reversed more than half of their declines
from 1991 peaks, and the rate for residential real
estate loans has reversed about one-third of its
decline. Charge-off rates for credit card loans and
other consumer loans also are higher, with the
loss rate for credit card loans in 1996 nearly reaching
the peak levels of the early 1990s. Banks that special-
ize in credit card lending have been particularly hurt
by the rising loss rates (see box ‘“‘Credit Card
Banks™).

Some of the disparity in the performances of
household and businesses loans can be accounted for

Digitized for FRASER
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nk ho}dmg compames have been
_ fourth of credlt card banks, accounting for abeut 10 percent
. ;of the assets held by such banks, posted Tosses in 1996.
,Sﬁll the average return on equny at credit card banks Iastﬁ‘
 year was well abeve the average for commercxal banks asa '
i gs no: lenger restnct des;red - ‘
, bank holding companies eon-
that spec:lahze in credit card
use of the economies of scale that

In 1996 credlt card banks, deﬁned here as ;

; éompared w1th about ene-fourth for the rest of .

xon of « consumer crecht qualn:y Dehnquency and ,

_equity at these banks have fallen dramat:cally Ncarly one— ,

le (chart)

ising. loan-lcss ratﬁs lower the proﬁts of credlt card -
anks in two ways. For loans on their balance sheets,
-offs deplete loan-loss reserves and lead to. hxgherg
visioning. Indeed, provisioning as a percentage of assets
iese banks increased more than | pementage pomt in the :
wo years. Higher charge -off rates need not unply,
ced profitability if interest margins are rising to offset -
e losses. However, intense competition for crednt card
ances has placed downward pressure on net imterest -
gins even as losses have mounted; In sum, net mterestf‘
me less provisioning fell from 5. percent of assets in |
993 103 pcrcent last year o

elected balance sheet items for credxt card banks
all banks, 1996 .

,ntasep‘f,asse's e
All'banks |
e S osrea 61.12

8501 - 1296
§3.98 4*93, -

.........

S s e SR N Den i By

by differences in financial stress experienced by the
two sectors (chart 18). For businesses, the ratio of
interest payments to revenue has been relatively low
in recent years, whereas for households, the ratio of
interest payments and required principal payments to
disposable income has risen steadily to about its
elevated level at the end of the 1980s. In recent years
banks have been aggressively marketing consumer
credit to more-marginal borrowers. This expansion of
credit to households that would not have qualified
previously is probably one of the reasons household
debt burden has gone up and also suggests that banks
may have anticipated some of the rise in the charge-
off rates on these loans.

Another factor influencing delinquency and
charge-off rates may have been changes in the pace
of loan growth. An increase in the rate of growth of
a loan portfolio generally lowers its average age.
Because loans are less likely to go bad soon after
they are made, a reduction in average age may tem-
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-‘backed by credit card loans and the rates earned on the

For loans that have been removed from banks’ balance’f;:‘i
sheets through securitization, charge-offs result in lowerdfee
income. The residual between the rates paid on sectriti

underlying loans' accrues to the-bank as fee income, but
only after loan losses have ‘been covered.! Noninterest
income, which includes fee income, has fallen 1% percent.
age points as a-share of assets since. 1993. If the net
charge-off rate for securitized loans were the same as the |
rate reported for on-balance:sheet loans, nearly -all the
decline in noninterest income could be accounted for by the
increased losses. o

Even as loan quality at ¢redit card banks has detenorated ?;'
increased provisioning has pushed up the:level of loan-loss
reserves relative to- delinquent loans. Net charge-off rates |
have risen more quickly than delinquency rates, however
and the ratio of reserves to charge-offs has fallen.over th
past two years, At the end of last year, reserves equaled
about nine months of losses, down from more than one ye:
of losses at the end of 1994. Even if loss rates worsen, profit
margins at these ban¥s are, on average, wide enough
absorb additional increases in provisioning. Furthermore,
the capital ratios at-credit card banks, although having falle;
slightly over the past few years, rémain high.

1. For more information on the securitization of consumer loans:by b
see Nelson ‘and Reid, *“Profits “and ‘Balance: Sheet Developments at
Commercial Banks in 1995, p: 488,

porarily lower delinquency and charge-off rates. As

the loans in the portfolio mature, or ‘‘season,”
delinquency and charge-off rates tend to rise. The
rapid growth of C&I loans in recent years may
thus be depressing their delinquency and charge-off
rates.

DEVELOPMENTS IN 1997

During the first quarter of 1997, bank asset growth
at domestic offices continued at the robust pace
posted in the preceding quarter. The value of C&I
loans increased sharply, and the value of real estate
loans, which had grown only slowly in 1996,
expanded solidly. By contrast, the value of consumer
loans on banks’ books was little changed over the

18, Business and household debt burden, 1985-96

Percent Pér

17.8
178

Business
165 T
16.0

Household

1985 1987 1989 1991 1993

NoTE. The data are quarterly and are seasonally adjusted.
For businesses (nonfinancial corporations only). the debt burden is calculated
as interest payments as a percentage of revenue; for households. it is an estimate

A dq(ll Aélé F{noderate increases in outstandlng amounts of interest payments and required principal payments as a percentage of dispos-
Digitizecor ated by banks were about matched b able income.
http:/fra©Lk. 9@{@]‘%&) y y SOURCES. National income and product accounts and the Federal Reserve
Federal SeeuritiZations St. Louis System.
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Despite some volatility perhaps resulting from
fears of rising interest rates, indexes of stock prices
of bank holding companies climbed further in 1997,
rising 10 percent by the end of April and outpacing
broader market indexes. Initial reports of bank hold-
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ing company profits showed solid gains in net interest
and noninterest income and reductions in merger-
related costs. Nevertheless, the earnings of several
bank holding companies were again hurt by rising
charge-offs of consumer loans.
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A.l. Report of income, all insured domestic commercial banks, [987-45
Millions of dollars

oo | 1088 99¢ ot 1994 ] 1995 l 1996
USOR9 274144 NIT072 0186 28984 I5T0 24934 257365 02791 3Issh
251085 279714 U217 323827 293072 260020 247816 260127 305431 31802l

180,648~ 202853 037824 " 238680 214,396 - 186,312 178555 189,983 297540 041,445
39,485 47.199 - 46304 - 150,987 52618 152052 - 48732 - 48374 51116 50,853

903 10630 13061 12547 . 9138 S0  4M8 64 9752 9293
1593 18453 19463 17970 © 13745 12948 12848 12588 14383 13062

145166 166345 205007 204822 167870 122789 105697 110956 148115 151,005
115807 130310 157481 161365 138930 99038 79575 79205 105427 107951

15076 18963 24808 22760 14350 . 0279 . 8440 12481 18424 16902
B4k 17073 27i2 20686 14581 44Tl 17674 19260 - 24263 26152

99923 107799 111980 115364 122014 134249 139237 146400 154676 164,547
105919 113369 116185 119005 125202 137231 142119 49171 157316 167016

891 1977 31300 2275 34869 26866 16854 11003 12626 16627

. 41,913 45720 51,598 ¢ 55675 60,650 - 67,163 75 871 71271 83,887 . 057923
8758 .- 9532 . 10272 11,444 12,843 - 14,906 - 15303 16075 17,152
7,145, 7,526 ¢« 8314 . 8881 9,456 - 11203 12,127 12,889 14.230
13,559 3,691 4,051 4,854 5960‘ . 6274 0238 - 6,249 6337 - .7,540
22,451 24, 970; 28961 30,495 32 389, 136237 40524 - 43,592 48,586 56,812

97,857 103 062 108,993 . 116,559 126,061 133,143 - 140,608 - 145074 - 151,260 - 163,364
45405 47134 40413 57082 - 53602 53625 S8542 - 60,988 - - 64,076 68,055
15342 16002 16608 17541 17,906 18190 18587 18,999 19778 20,967
. 37,110 39, 926 o A4DRBD. 46, 934 54,553 .59 329,'," 63479 65087 67407 . 74,342

| ssoM S 51395 G0SM GSAIL 65SB0 64TV 61803 61373 enenl

v 573, » 799 474 2925 395 . 3055 =573 480 - L125

7536 30956 24083 22680 24659 45358 60703 6703 75157 BLAI3
5410 999 9SS . 7740 8284 14476 1985) 2450 2627 28645
W0 WU 33 e 99w ogw D % 91

D237 21Im 14846 15389 1771 44566 48899 52858
10,659 13275 ° 14,129 - 13044 15,080 fg . 281817 35119 . 40,022
B3 EA9 0 76 Ueds 2291 17050 20865 16385 17779 12836

1. Includes provisioning for allocated transfer risk.
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A.2. Portfolio composition. interest rates, and income and expense, all insured domestic commercial banks, 1987-96

A. All banks
ltem 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996
Balance sheet itens as'a percentage of average 1et consolidated assets
;~v‘Intcrpst~earning assets. . Ly : b B7.48 88.00 87.94 87.82 88.04 8833 88.50 7" 8655 86.48 8681 -
Loats;and leases, net chab 5940 $9.80 60.64 60.53 5955 5730+ 56,25 56.06 58.39 59.91
Commercial ‘and industrial . o0 < 19.98 1950 19.09 18:50 17,33 15.78 14.88 1451 15.20 15.59

UsS.addressees ... 0o b vl 16:57 16.55 1654 15.99 15.00 13.54 12,72 12.35 12.87 13.06
Foreign addressees: ... ciee 341 2.95 2:55 2:51 2.33 2240 206 2:16 233 253

COnsumer ..o o doapio 1142 172 11.80 1177 11:45 11027 1100+ 1143 12:11 12126,
Creditcard ..o, el i3y 347 369 3.78 3.88 3.82 389 421 472 493
= Installment and other - sl 826 825 8.20 7.99 7.57 7.20 2122 7.39 7:33
Real estate .00 oo os S 19.00 20.86 22:50 23.86 24.87 24.87 2480 12443 25.00 25.04
In domestic offices . ... voviinra L 1840 20.18 2178 23.10 24.11 24.18 2418 23.81 24:36 2442

- Construction and Tand developmem L300, 4.06 416 4.00 341 264 1.99 1,65 1:59 163
Farmland 000l 47 :49 51 51 53 36 57 156 56 56
One-to four-family residential - 822 9.21 10:15 1121 12.27 12,91 13:49 13.74 14:41 1442
Homie'equity ... .00 AT, 114 142 1.67 1.95 2.09 2.07 191 1.88 1:85
Other . v s oo A4ona 807 873 9.54 10:32 10.82 1142 1184 12.54 12,57
Multifamily residential ... ool 57 59 60 62 .66 715 79 79 81 TS
Nonfarm nonresidential [Vl 1525 5.83 636 6,76 7.23 732 7.33 707 6.97 6.96
In foreign offices o o s L .60 68 32 76 6 69 162 163 65 43
Depository institutions. .. o 228 2.04 116 1,60 142 1.24 1.08 142 :1.88 2.29
Foreign governments.-... . 135 1:22 103 78 75 73 f iy 30 26
Agricultural production: . vl 104 198 96 .96 1.01 1.02 99 1.00 96 92
Othier'loans .. 5. .. 00l Vi sl il 498 4.52 4.31 3.93 3.60 3.50 356 3.34 31544336
Lease financing recetvables ..., cab e 98 e 106 10 1.12 109 1.03 99 103 00 119 151
LEss: Unearned income: on loans. & . =52 =50 =48 —42 =36 “28 =21 =16 =14 =12
Liss: ‘Loss resetves® 14D =161 02157 =157 =162 =160 =151 =136 =127 10
Securities L. vl L ci 1834 1845 18.30 19.09 20:70 23.52 2537 2427 21.94 21,00
Investment account ... b 1700 1717 17,14 17.63 18.93 2118 22.50 2160 1938 18:20
Debt ;. v i 7,00 1717 16.84 17.37 18.62 20.82 2212 2121 18.97 17.74
WS Treasury ... ... oo iy, 602 5.60 4.98 4.57 5.06 649 7.07 6.77 525 419

U.S! government agency and

corporation obligations ..l ok sl ilidi14 4,88 6.04 7.56 8,73 9.86 10.73 10.24 9.81 9.74
Government-backed mortgage pools -1 210 259 327 4.08 4.52 4.52 474 467 4.46 4.80
Collateralized mortgage obligations . nia; na. na. 1:28 207 3.12 030200324 2:67 211
Other, =0 0.0 204 2.29 271 2.20 2,16 221 2727 1233 2.68 2:83

4.40 3.69 315 “2.64 228 2.08 2:06: 202 1.80 1:68
244 2.99 2.68 2.59 2.53 240 225 218 2.11 213
‘n,a; n.4a. 29 27 31 37, 38 39 Al A5
j 1.34 128 1.25 1:46 1.7 234 2.87 267 2.55 2.81
Gross federal funds sold-and reverse RPs 4.57 4:55 4,33 4,46 4,58 4:54 427 382 3.93 3:82

terest-bearing balances at depositories . i 545 5.21 4.58 375 321 297 2.62 240 2:23 2.08
Non-interest-earning assets 5., v 0 i oo 12152 12 00 12:06 12 18 11 96 67 Il 50 13.45 13.52 13:19

State and Tocal government .,
Other

Tradifg aCCOUNL . ..oy 0L i il

. Revaluation gains on off-balance-sheet-items? ... -~ na n.a na. 261 2.90 224
COther.. L i 12.52 12.00 12,06 12v18 11;96 1167 11.50 10:84 10.62 10.95
LAabilities oo Sl 9383 93.84 .70 9364 - 93.60 9333 - 9282 102,18 00092120 09199 . 19173

Tnterest-bearing liabilities 7403 75.40 76.02 76.33 7658 75.32 73.92 71.86 71.87 71.63

Deposits. ............. vy wid]61,26 62.06 62:58 6344 64.45 62.93 60.26 57.34 56:28 55.83
In foreign offices .............0. el TEO2 10.41 968 9.26 8.55 837 832 9,39 10.27 10.01
In domiestic offices ..........0.0 Gaol50:24 51.66 52.90 54:18 55.90 54.56 51.94 47.96 46.0) 45.83

Other checkable deposits ....." Sa 6.04 6.25 6.12 6.19 6.72 7:65 8:24 7.80 6.63 4.76
Savings (including MMDAS) - . vaic i 18.28 17.60 16,28 16:59 18.00 20.28 20,90 19.60 1747 18.69
Small-denomination time deposits ..l 15.06 16.25 18.38 19.96 21.30 19.21 16.98 15:33 16.14 15.96
Largé«denomination time deposits’ ..o 10.86 11.55 1213 1144 9.89 742 5.81 523 597 6.41
Gross federal funds purchased and RPs: .. ) 8.13 8.02 8.22 8.03 7.09 7.02 - 7.47 7:60 790 7.18
Other ... .o ivi el el i 1ol 464 5.31 522 5,07 503 5.37 6.19 6.92 7.88 8.62

19.80 1845 17,62 17.07 16.75 17.30 18.23 2026 2012 20.10
1534 14.25 13:49 1279 12.59 13.24 13.86 13.49 12.68 12.81

Non-interest-bearing liabilities ........
Demand deposits in domestic offices

Revaluation losses on off-balance-sheet items? ; n.a 04 04, n.a. n.a. na. na; 2.32 2.88 2.14

Other Lo i i 4:46 4.20 4.13 4.27 4.16 4,27 4.37 4:45 4.57 5.14
Cépita] ACCOUNT .. vv et ee e e 6:17 6.16 6:36 6.40 6.67 7.18 7.85 7.88 8.01 8.27
MEeMO
Commercial real estate loans .. .........0%. 0000 n.a. n.a. n.a, n.a. 1136 10,59 9.83 9.15 9.01 9.06
Other teal estat¢ owned .35, 39 .39 .50 a5 .82 63 .36 19 14
Managed Habilities ............. ... 0 oavin il 35113 35.74 35.69 34.24 30.99 28.65 2823 2957 32.06 32,73
Avgrage net consolidated assets

(billions of dolars) ........ .. ... ... 2,922 3.048 3,187 3,338 3,379 3,442 3,566 3,863 4,149 4,379
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A2 —Continued
A. All banks

fem 1987 J 1988 1" 1989 | 1990 | 1991 ‘ 1992 | 1993 | 1994 | 1995 | 1996

Effective interest rate (percenty*

Rutes earned
Interest-earning assefs ...
: Taxable equivalent . .

I.oans and leases, gross:

943 1006 1113 10.66 -~ 9.55 329 7.62 762 8.34 8.20
9.67 10.26 1129 10.79 9.66 2,39 772 a1 841 827
1023 1086 1203 1148 1037 7921 8:69 8.63 927 9.10

‘Net of logs provisions w808 9.80 10,44 993 869 7.88 7.87 8:13 8.76 8.47
Secunties ol i S S vl o810 838 . 873 8,79 816 106 6.08 5.97 652 645
"Taxable equivalent . co 895 L 007 9:25 920 ... 854 1.37 6.37 6.21 6.74 6.69
Investment account .. Ul 795 . 807 . 856 8.66 823 744 6.07 5.80 636 6.38
U%. governmient and other debt . i 819 825 8.80 8.92 &40 121 ~6:08 5.81 643 6.50
Staté.and local .0 0 i i 227 7 39 T A4S T3T 28 0 683 i 606 588 5.82 557
Equity? i cirrna AT 7.34 619 532 4.79 4.79 5.51 5.25
Trading account i 10l T G100t 12 63‘ 1111 10,15 753 6,40 6.16 741 7.3 6:87
Giross federal funds sold and reverse RPs .1 1)+ 6,57 952 0007 8.06 5.67 3.59 3.03 426 5.63 522
Interest-bearing balances at deposuones ...... 7.55 871105979967 1844 730 661 570 6:84 622
“Rates: paid ; : i : :
Interest-bearing Habilities. .. i i s 6.76 '1.28 8.53 804 65D 476 4.02 402 4.99 484
Interest:bearing deposits . ool 5800 L 828 1 TR 6,90 1593 4,04 322 302 4.00 402
In-foreign offices .. S S0 801 1087 o 1091 8.54 132 682 5,59, 6:12 5.55

In'domestic offices .
Other checkable. depo
Savings (including. MMDAs) o

538 575 657 630 . 534 350 272 2.71 3.60 3.71
455 471 4.83 4.78 433 21 1:99° 77 <186 2.07 2.05
5.29 5.85 6.18: 598 500 326 12.50 2:58 319 3.01

Large denomination CDs C4688 g4y 67T B0 66T U ASL 400 410 54T 54
Other time deposits - . ... - T rEEET L B e e e
Gross federal funds purchiased and RPs ... 65 743 020 7% 572 365 307 419 - 565 516

Income and expense 4s 4 pmcentége of average et consolidated assets

839 - oph 9085 o 0sy @Sk 741 ea 6.66 7.30 701
850 918 1008 970 867 . 185 695 67y 736 796
6187 665 746 7S 6340 sai e 490 sag 85

Gross-interest income .
Taxable equivalent.

135 138 14y 153 156 1.51 1.37 1.25 1.23 146
31 JAS . ape a3k ey gy 1 a7 24 21
54 61 ‘ 61 54 o il e 33 135032
Gross inferest E)(pense 497 546 644 614 497 003587 2.96 287 3.57 3.45
Deposits : A 39 428 404 483 411 288 223 2.05 2:54 247
Gross federal funds purchased and RPS o 55 62 78 68 A2 0] 24 32 A4 +:39
Other v woivve oot A6 86 0 T 020 - 43 o ad 5D 50 58 60
Net-interest incomé ......... L i i ) 354 A.51 346 361 - 3 90 @390 339 393 376
-~ Taxable equivalent ., : 363 32 365 3:57 3. 399 399 386 3.79 381
Loss provisioning® ... 1.30 65 9% 97 103 78 a7 28 30 38
Noninterestincome .. 143 150 1.62 167 19 0 195 23 2.00 2.02 219
ServiGé chargés on deposlts 30 31 32 34 38 . 41 42 40 39 39
Income from ﬁducxary activitios. . 24 25 26 27 28 ‘30 31 31 31 32
Trading income . 12 12 13 15 18 A8 26 16 15 17
Other oo o 77 82 91 91 96 . 1.05 114 113 117 130
Noninterest expense ./ L.i. i o 335 338 342 3.49 373 387 3.94 376 365 373
< Salaries; wages, and employee benefits 155 155 155 1.56 1.59 162 1.64 1.58 1:54 155
Expenses of premises and fixed assets 53 53 152 53 53 i 53 52 49 48 48
Other . ovn v in e 1271 131 1.35 141 1ol 1.72 1.78 1:68 1.62 L70
Net noninferestexpense ©. 0.l iin o i 1.91 1.‘88, - 180 182 . 1.94 192 gy Y75 1.62 154
Realized gain's on investment account securities’.} .05 oo 01 09 gt g =01 01 03
Tncomé before taxes and extraordinary ilems ... 26 1.02 16 68 73 1.32 1.70 1.74 181 1:86 7
Taxes .ivisdiinning I PR 219+ .33 300 0 23 25 42 56 .58 163 65
Extraordinary items-w ol ol = 01 03 O 02 03 L1 06 * * *
Net income (refurn on assets) 08 a1 47 47 sl 91 1:20 115 118 1.21
Cash dividends declared -, .. P36 ES 44 A2 nedSie he2 73 I3 91
Retained income - 01 io i —29 28 02 05 01 . S0 59 o) 4370 29
MEemO: Return on-equity . T oo o i 1.29 A6l 0830 729 TTY 01266 1534 - 1464 14.71 14:60

e

* In absolute value, less than 0.005 percent.

n.a. Not available. MMDA Money market deposit account. RP Repurchase agreement. CD Certificate of deposit.

. Includes allocated transfer tisk reserve.

. As in the Call Report, equity securities are combined with “other debt securities™ before 1989.

. Before 1994, the netted value of off-balance-sheet items appeared in “trading account securities™ if a gain and “other non-interest-bearing liabilities™ if a loss
. Where possible, based on the average of quarterly balance sheet data reported on schedule RC-K of the quarterly Call Report.

. Includes provisioning for allocated transfer risk.
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A2 Foeniolho oo ey st rates, gnd 1

B. Ten largesl banks by assets

Item 1987

[ 1988 l 1989 [ 1990

1991 | 1992 ! 1993 [ 1994 { 1995 i

Balance sheet items as a percernitage of average net consolidated assets

- Interest-earning assets ,...........

Loans and leases, net .......... ;.
Commercial and industrial ... X
U.S. addressees ............ ;
Foreign addressees ........ i
CONSUMNET . .cisvveynisvnlies ¥
Creditcard ................ ;
Installment and other ...... 2
Realestate . .vi...i....oonis X
In'domestic offices ........... oo iy K
Construction and land development ... . 3.21
Farmland ... . cvve oo il B .06
One- to four-family residenti . 517
Home equity ..........000.cveien il na.
Other .. il i e ik n.a.
Multifamily résidential ... ... 000 61
Nonfarmy nonresidential - ..........0000 263
In foreignoffices™...........00. oo i ii, 2.28
Depository inStitutions ...l e il 5.18
Foreign governments . ............000o00 il 3.64
Apgricultural production . ..... .00 cne i .36
Other 10ans:. . 5 ive o .iaieeauv v indln L b, 6.51
Lease-financing receivables . ...l v i, 1.38
LEss: Unearned income oni-loans: ... 000 =41
LesseLoss reservest .. ... i =222
Securities ..o L L e 12.59
Investment account ............. 0000 L 819
Debt .. ool 8.19
US-Treasiry oo ootveiinionn s iinme i 1.47
U.S. government agency and
corporation obligations .. ... . i 1.54
Government-backed mortgage pools:... 1.47

Collateralized mortgage obligations':..:| . ‘n.a.

Other Liov it il tar it Vs 07
State and local government ; 1.93
Othier .0 oo 3.25
Equity? ... .00l EoR e i =
Trading account ..........ccooo.ooe. e 000 440
Gross federal: funds sold -and reverse RPs . ... o, 3.91
Interest-bearing ‘balances at depositories ....0. ... 9.28
Non-interest-earming assets: ... .. ........ oo i 14,86
Revaluation;gains on' off-balance-sheet items? ...} ‘n.a.
Other 2. i i s 14.86
Liabilities ...... ..o 95.58
Interest-bearing Labilities .................00.. 73.08
Deposits ....... 57.46
1n foreign offices .. 32.60
In-domestic offices ......co.. ..o 24.86
Other checkable deposits ..........0.0000 245
Savings (including MMDAS) ..........0.. 11.04
Small-denomination time deposits -, ..., 4.55
Large-denomination time deposits. ......% 6.82
Gross federal funds purchased and RPs ©....:. 6.89
OHHEr .o vsii i iaiien e eninif oo, 8.74
Non-interest-bearing liabilities .............0..0, 22.50
Demand: deposits in domestic offices .. ...... .. 12,64
Revaluation losses on off-balance-sheet items® .| - na.
Other ... .. cooviviiiiiiiiiiii it 0.86
Capital account ...............oooiiiiiiiiinnd 4,42
Memo
Commiercial real estate loans ....................0 n.a.
Other real estate owned . 21
Managed liabilities ....................... ..l 56.79
Average net consolidated assets
(bnlhons of dollars) .......................... 691

85.22
58.69
23.36
13.01
10,36
6.19
2.08
4.10
1546
12.80
348
.06
583
76
5.07
.65
2.78
266
5.21
3.63
33
6.23
1.44
=43
-2.74
12:.96
8.67
8.67
1.41

1.94
1.84
n.a.
10
1.80
3.52
nia:
429
4.61
8.97
14.78
n.a.
14.78

95.41
73.76
57.67
31.49
26.18

2.68
11.42

7.05
6.40
9.69
21.65
11:93
n.a.
9.71

4.59

n.a:
56.34
685

85.16
59.66
2261
13.18
943
6.21
1.99
422

14:34
14.84

95.11
74,17
57:56
30.08
2749

2.70
11.32

7.82
6.72
9.89
20.94
11,60
n.a,
9.34

4.89

n.a.
56.24
693

84.85
6169
22.91
13:39
9.53
6.87
2.20
4,67
20,56
1136
3.79
08
9.31
131
8.00
168
351
3:20
3.64
2.76
31
6.05

'1,60

=39
-2.63
14.03
9.22
8.98
1.09

2132
10.93

n.a.
1039

4.71

na,

5474
725

85.41 85.16 84:79 7697 77:02
62.14 58.34 55.57, 49,91 50:05
22.42 20:32 18.65 1643 16.16
13,44 12.00 10.75 9:16 8,66
8.97 8.32 7:90 127 7:50
7.20 7.31 733 6.59 6.60
2.53 2,61 2,50 2.28 1.96
4.67 4.70 4.83 431 4.65
21.68 19.93 18.54 16221 15:82
18:37 17.07 15.99 13:80 13:48
3.42 248 1.59 84 .58
108 07 {07 .06 06
10.34 10.08 10.29 9.69 962
1.63 1.63 1.60 140 1.40
871 846 8.68 8.20 8.22
57 .58 53 A1 38
3.95 3.86 3.51 2.79 2.83
332 2.85 2.55 2:41 2:35
3.05 2.56 2.35 337 495
2.88 2.75 2.46 127 90
31 28 27 25 21
561 605 6.82 6.44 5:85
1.68 1.51 1.30 1.14 114
=35 =27 —21 =16 =14
=234 —2.08 ~1.94 -1.63 =145
15:58 19:13 22.74 2043 1953
9.38 10.70 12:45 1168 1065
9.08 10.36 12.08 11.30 10.27
1.35 2:30 2.39 2:17 2.03.
3.46 4.45 6.14 5.16 4,46
2.26 243 3.30 2.79 2.89
112 1.97 2.76 231 150
108 205 08 06 08
7 .66 .59 .60 49
3.50 2.95 2.97 337 329
30 33 36 38 38
6.19 843 10:30 874 8.88
2.96 3.23 271 268 3.20
4.74 4.45 3.76 395 425
14 59 14 84 1521 23.03 22.98
na. 9.89 10:77

14.59 14.84 15.21 13.14 12.21
94.97 94.44 93.24 93.42 93.59
74.62 73.08 71.56 64.33 63.37
57.67 5573 52.91 48.20 4749
2847 27.16 25.51 26:10 28:36
29.19 28.56 2741 22:10 19.12
3.00 338 3.45 291 2.30
13.50 14.91 15.33 12.70 10:56
6.55 5.72 5.09 3.98 4.04
6.14 4.56 3.53 2.51 2.23
6.80 6,19 6.70 5.83 6.17
10:15 11.16 11.94 10,29 9.71
20:35 21:36 21.68 29.09 3022
10.36 11.05 11.27 10.15 8:88
n.a; n.a. na, 8.75 10.68
999 10.30 10.41 10.20 10.66
5.03 5.56 6.76 6.58 6.41
848 743 592 4:24 4,02
.78 1.13 1.02 .58 27
5318 50.76 49.17 46.16 47.89
717 775 818 949 1,051

79.94
17:17

1069
28.59
1159

6.96

4,28
18
47.33
1,189
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Proﬁts and Balance Sheet Dex elopments at U S Commerczal Banks in 1996 483

A2 Cont

B. Ten largest banks by assets

Trem 1987 1988 1989 1996 1991 1992 ’ 1993 l 1994 ! 1995 [ 1996

Effective: interest:rate (percent)*

Rates earned
Interest-catning assets Lol o
Taxable equivalent .0 o0 i
Loans and leases, gross: ...
Net of 10ss provisions

9.56 10.76 12.31 11.65 9.92 8.67 8:16 8.15 820 .. 177
959 1088 12.31 1170 9.95 872 8.20 8.18 8.22 7.79
10:13 1135 13197 712,29 10:46 9.36 9.07 8.89 8.84 8:38

6.63 10.70 10.87: 1110 8.58 7:50 795 8.38 8.62 8.17

Secunties ..ol v e 949 10.54 10,11 9.85 852 7.38 6.69 7.10 741 6.82
Taxable equivalent i . 9.65 7 1106 10:08 10,00 863 7.54 6.77 719 7.47 6.87
Investment account’ o'/ iivi L0y 7870 8.70 920 934 8:99 7:96 6.90 6,58 7.06 6.75

U.S: government aiid other debt . 9.07 895 9.56 9.68 929 8.13 699 6.70 7.22 6.90
State and local Vs 152 774 769 7.54 767 740 6.99 637 6.23 5.73
Equity? o i n.a. na: 6:81 582 422 4:04 3.72 3.27 4.03 3.84
Trading account G 10.96 14.33 12.13 10,75 7.84 6.69 6.45 7.79 7.83 6.91
Gross federal furids sold and reverse RPs 613 731 808 8:01 5.60 3.65 3.02 4.52 520 4,99

Interestibearing balances -at depositories: .- #:7.68 9.13 10:88 11.06 100577 ..9.29 8.34 7.27 7.15 6.71
Rates paid : :
Interest-bearing Habilities . ooviiie it i 783 . 875 10.74 10:18 TL:5026:17 5:60 544 5.88 5.46

662 7.43 879 8.64 6.75 5.05 4.23 4.07 4.76 446
800 - - 900 10.96 11311 876 7.55 6.87 6.04 6.07 5.62

Interest-bearing deposits .
In foreign offices ...

In domesticioffices ;. 5.02 591 6.64 6.22 498 2.92 2.11 2.08 3.06 3.16
Other chéckable-depo: 326, 443 4.40 4:35 393 1.96 1,28 111 1.29 1.39
Savings (including MMDAS) . .. b L5557 649 6.21 5.09 295 2.14 235 700731 2.80
Large-denomination CDs«.0oe 0 72970 775 8RT 7.96 6.50 4.66 3.55 3.14 373 4.65
Other time deposits ... v isn : T 826 7.6 609 3:81 3.01 281 5.08 4.67

Gross federal funds porchased and RPs ...... 6 o 143 9.27 7.75 5.98 4.04 326 4.05 522 4 96

Income and €xpense as a percentage of aveiage net consolidated assets

Gross interest income 845 1952 10,82 1037 8.77 7.68 722 6:38 6.42 6.29
Taxable equivalent:.. . i 847 963 1083 10143 8:80 7.32 7:25 640 6,43 6.31
Loans s aniiviiiass 623 6.93 8.23 7.96 677 565 522 4,45 4.44 452
Secugties Lyl ve i s o T A5 83 86 840 85 B67 Ne 75 T2
Gross federal funds sold and reverse RPs 290 40 :37 25 :17 14 A1 .15 21 .19
Other o o e sy L ok 139 1.30 98 1.05 1.04 97 1.00 .88
Gross interest-eXpense .. Lo A e Sl 8.01 7.65 5.81 4.54 406 352+ 374 353
Deposits 5.37 5.41 423 3:09 248 2.15 243 2:27
Gross federal funds purchased and RPs ... 72 64 43 28 24 24 35 31
Other o L s - 1.92 1.60 115 1.17 1:35 113 95 95
Net inferest inCome . -0, .o il N ; 2.82 29270296 315 3.16 2.86 68 2.76
Taxable equivalent ..., R ! 2l 302 2.82 277 2:99 318 319 2.88 230 2.78
Loss provisioning® .. .o S e 215 40 1.45 =17 1.21 132 64 26 1 At
Noninterest income: ..o, ‘1.‘94‘ 2.0 2.19 227 2.40 259 2.99 2:33 2.16 235
Service charges on deposifs . .:ov.ii: e 18 22 .23 260 30 .30 26 257 28
Income from fidiciary activities . Con23 a3 27 % 31 .33 37 39 37 .30 31
Trading income. . ;... Lo, 400 4l 42 .52 64 06 9 53 A6 52
Other vl el e e . 1.24 129 121 1.16 1.27 1.38 118 1150123
Noninterest expense. /. v i ioii i 3,29 343 3.55 3383 3.86 413 3.56 3.32 3.60
Salaries, wages, and employee beneﬁts 183 1.66 1.74 1799 1.78 1.88 1.65 1.58 1.58
Expenses-of premises and fixed-assets ' 60 62 65 66 65 66 55 50
Other. o i il e 1.05 LIS 1.16 1,38 1:43 1:59 1:36 124 152
Net fnoninterest expense Cmly 1.21 1.24 1.28 Ld4 1.27 114 1.23 1.16 1.24
Realized gains on investment accotint sécurities : 03 ’ 03 02 04 M 13 02 03 05
Income before taxes and extraordmary items. . 143 16 69 34 87 1.50 1.39 1.44 145
Tages st e , 44 38 27 47 26 33 A8 .55 53
Extraordmary 1tems Eivis skl .08 103 06 03 * 16 * * *
Net ificome {refurm om assets) - iiis s 1e0 107 219 48 21 61 Li3 91 88 93
Cash dividends declared .. v oo 28 - .38 37 26 21 18 28 58 57 73
Retained income o Lo s i 08 60 =37 21 * 43 -85 33 31 49
MEMO: Rt On equity i1 i, 5 e dni v ¥ 8112330 =3.92 10,13 0 423 1091 16.75 13:86 13 78 13 34

* In absolute value, less than 0.005 percent.

n.a. Not available. MMDA Money market deposit account. RP Repurchase agreement. CD Certificate of deposit.

1. Includes allocated transfer risk reserve.

. As in the Call Report, equity securities are combined with “other debt securities™ before 1989.

. Before 1994, the netted value of off-balance-sheet items appeared in “trading account securities™ if a gain and “‘other non-interest-bearing liabilities™ if a lot
. Where possible. based on the average of quarterly balance sheet data reported on schedule RC-K of the quarterly Call Report.

. Includes provisioning for allocated transfer risk.
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A2, Pertfelic composition, inferest rates, and incoms estic commercial b

C. Banks ranked 11th through 100th by assets

~"_n NG, i r*‘k“'eo f§

Ttem 1987 i 1988 t 1989 l 1990 ’ 1991 l 1992 [ 1993 ( 1994 ‘ 1995 [ 1996

Balance sheet iteris as-a percentage of average net consolidated ‘assets

87.23 86.91 86.81 86,88 87.97 88.36 88.16 88.31 87.75

/. Lodns and leases, net ... 100 ! 61.99 62.61 61.22 60.08 58:30 57:33 58.56 62.68 64.24
Commercial and mdustnal B 1 23,45 22,75 21.76 20.53 18.83 1803 18.03 19:26 18.95
U.S addressees iy ; 21.43 21.23 2044 19.30 17.78 17.05: 1699 18:10 17271
‘Foreign ‘addressees .. .. 2.02 1.53 133 124 1.05 98 L0o4 1:16 1.24
Consumer il i e i 12.20 12.97 12.25 11.66 11,72 1147 1262 1423 -7 15.66
Crediteard-. .. (70 00 2 4.85 5.82 5.48 5,04 5.16 523 5.99. 7.34 8.26
Installment and other . ;. 7.35 7.16 6.76 6,62 6:56 6.24 6.63 6:89 740
Realestate oo i v 17.94 19.09 20:21 21.51 21.89 22,4 22.26 23.25 2327
In‘domestic offices. ... i il ¥ 17:65 18:85 20.04 21.37 21.78 22.01 22.17 23.10 23.10
“Construction and Iand development ...... 524 5.27 525 491 4.00 3.02 2.08 1.63 1.56 1.35
Farmiland o0 00 00 0 s s L e L 10 J1 12 A2 A2 .14 A3 4 A3 13
One- to four-family residential . ... 5.88 6.85 7.54 8.53 10.17 11:36 12.30 12.98 14.16 14.16
Home equity oo v eed) n.a; 1.17 1.41 1.61 2:.07 2.50 254 12:33 219 2.08
Other: .o lvin na. 5.68 6.13 6. 86 8.10 8.85 9.76 10:65 11.97 1208
Multifamily residential . .. 39 43 45 54 B0 71 Al 77 89
Nonfarm nonresidential - .. 4.22 4.99 5.49 6 01 6.53 6.61 6.79 6.72 6.54 6.37
In foreign offices ... 0. 22 29 .24 18 14 11 :10 09 5 .16
Depository institutions ... .. 2.51 1.84 1.55 1.57 1.58 143 1.30 149 1.59 1.50
Foteign governments: ... . 1.53 1.22 88 .52 39 33 .30 28 20 20
= Agrjcultural production. i :... 30 29 29 28 31 31 29 29 26 28
. Other loans ... uiiisi i, 6.25 554 5.7 4.82 4.55 4.28 4.05 347 3:32 3.30
Leasé:financing receivables 1.52 1.69 1.73 1.67 1.53 1.49 1.47 1.60 1.96 241
Less: Unearned income on:loans. o —40 =37 ~34 ~.26 =22 =17 S =07 =07 =06
o LEss; Loss reservest . oLl =151 -1.80 <148 =160 ~1.76 =1.79 =1.60 =141 =132 =1.27
' Secumles ............................... 1526 15.54 15.21 16.19 17.38 2038 2197 2119 18:64 16.87
Investment account i L L i nn Ll 14.45 1473 14.38 15.32 16.25 19.24 20.60 19.82 17.88 16.06
cooBebt L L T -1 1445 14.73 14.16 1514 16.02 18.99 20,34 19.50 17.51 1562
LS. Treasury: ot i v v i it s 5.06 4.89 4.10 342 378 588 7.05 685 432 3.34

U.S: government agency and
corporation obligations - . .. ... o000 3:13 3.58 5.01 742 843 9.26 9.55 9.28 9.40 912
Government-backed mortgage pools ...1 <. 2.36 2.96 4.03 532 5.38 5.22 5.21 530 5.06 5.42
Collateralized mortgage obligations ...} n.a: na; na. 1:58 248 3:54 371 3.07 2.82 2.16
Other . i s i i e i b 7 61 98 53 57 50 63 91 151 1.54
State and Tocal government .. ..., 407 332 270 2.03 1.63 1.46 1.31 121 L1l 99
i Other . 0o, i . 2:18 2.94 2.35 227 2:19 2.39 2:43 215 2.17 217
7 - Equity? . iil NIRE Y na 22 48 22 25 26 32 37 A4
Tradmg ACEOUNE 2. ot io s ivnin i . .81 .82 83 .88 113 1.14 1.37 1.37 76 .80

. Gross federal funds sold and reverse RP§ .
* Inwerest-bearing balances at depositoties. ...

. NoR-iferesteatning assets ..o, . oors o on v | ~13:80 12 77 13.09 13 191 12 i2 03 1164 1184 11691225
Revaluation gains on off-balance:sheet items®....} " n:a. n.a. n.a. .57 50 51
OBeE [ et i 1380 1277 1300 1319 1302 1203 1164 1128 1119 1174
CLAABTHEES oo 9456 9477 0445 9435 9393 9313 92567 9247 9223 19202
Tnterest-bearing liabilities . .0 00, 0. 7301 7534 076230 7702 16077466 7338 7286 7405 7314

LDepositS L .1 +52:61 55.02 5645 57:46 59.24 56,99 54.22 53.03 5232 51.82
In foreign offices """ 11014 9.68 8.63 7.84 6.69 6.20 6.78 8.05 8:12 7.52

In domestic. offices ', 4248 45.34 47.82 49.62 52.54 50.79 4743 44,98 44.20 44.30
Other checkable depo 4:42 4.68 4.67 4.75 536 6.26 7.21 6.91 5.63 3.09
Savings: (including MMDAS) ", . ... 16.02 15.67 14.58 15.50 17,62 2021 20.60 20:13 18.78 20.73
Sniall-denomination time deposits ... 9.63 11.05 13.49 15.59 17.99 15.98 14.19 13.26 14:24 14.09
Large-denomination time deposits ... 12.40 13.95 15.08 1378 1156 834 544 4.68 5.55 6.39

Gross- federal funds - purchased and RPs . ... 14.52 1372 1322 13,03 10.94 1145 11:93 1148 11.37 10.00

Other ... .0 i v Ll . R 6.59 6.57 6.53 5.89 6:22 7.23 8.34 10.36 11.32
Non-interest-bearing, liabtlities: . ..,.... ... . . 19.44 18.22 17.33 17.87 1847 19:18 19.62 18:18 18.89
Demand deposits in domestic offices 15.04 13.86 13.23 13.76 14.52 1538 15.27 14.26 14:47
Revaluation losses on off-balance-shéet items® .| - n.a. n.a. na. n.a. na: nay n.a. A3 49 49
: Other .00 o i o e e 493 4.40 4.36 4,10 4,10 3.95 3.80 382 3.43 393
Capital accoUnt ... iins e v e s 5.44 523 5.55 5.65 6.07 6.87 7.44 7.53 7.77 7.98
' Mimo

 Commercial real estate loans ... ....ov ... na. na, na; n.a. 11:28 1043 9.58 8.98 8.65 849
. Other real estate owned e 22 31 .30 46 276 JJ0 47 25 .13 .08
Managed Jiabilities .... ... i e, 43.29 44.27 43.81 41.50 35.42 32.53 31.69 32,83 35.64 35.56

Average net consolidated assets

(billions of dollars) ...........00...vin..s 802 870 940 995 1,006 1,003 1,082 1,204 1,338 1,450
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Profits and Balame Sheet Developments at US. Commerual Banks in 1996 485

A2 —Continued

C. Banks ranked 1ith through 100th by assets

1996

Item 1987 } 1988 l 1989 { 1990 ’ 1991 ] 1992 1993 1954 1995
Effective ‘interest rate (petcent)*
Rates earned ;
Interest-earning assets .. ..., 0 919 9.87 11,10 10.41 9.22 8.01 737 7.29 8.31
Taxable equivalent ... .. 940 10.07 11.27 10.50 9.32 8.11 746 7.37 8.37
Lioans and leases, gross’ . ;. 9.78 10.48 11.74 11.04 9.87 871 8.26 8.22 911
Net of loss. provisions 7.33 9.19 9.87 9.03 71.89 7417 7.47 7:68 8.50
SeCURItes i iua i 1.87 821 8.76 8.81 8:16 .0 . -7.08 6.06 5.70 6.38
Taxable equivalent .. 8.67 1892 9:36 9,12 8.49 7.38 6:34 5.92 6.57
Investmerit acCOunt . <1 o i Vi siis 7.93 8.24 877 8:87 8.28 7:21 6.16 570 634
U.S: government and other debt -~ ., 8.25 8:51 9.06 9.13 8§42 7.25 6.16 5.69 6.38
State-and focal 799 7.29 TAL 7.22 7.23 6:81: 632 604 6.06
Equity? ©:ioioseon na; na. 9:19 8.09 7:32 6.75 0523 5.00 5.68
Trading account .. 6.99 7.68 8.66 8.01 6.46 4:73 4,74 5.75 127
Gross-federal funds sold and revérse RPs 6.59 7.61 9.35 8.1 576 391w 31 4.31 591
Interest-bearing balances at depositories ... 7:68 8.87 11:35 9.72 8.15 6.77 650 4.69 €.78
Razés paid :
Interest-bearing liabilittes .. ... ool 6.75 7:34: 8.66 7.93 634 445376 3.72 4.94
Interest-bearing deposits . . .. 00000 591 6.44 7.51 6:95 569 3.90:: 311 2.88 3.93
In foreign offices ... S 7:8 8.92 1108 10.08 8.38 7.26 1737 4.60 6.30
In domestic offices <oy ot iy 5.51 5.97 6.93 6.50 5:39 3.56 2.61 264 3.57
Other checkable deposits: .. vy i 4.44. 4,53 457 4.64 4.16 2457170 1.62 1.89
Savings (iocluding: MMDASY . 4 5:27 5:63 642 603 - 498 3:08 233 246 341
Large-denomination CDs ./, i 7.02 7.65 8.75 8.09 6.72 5437 0 431 4.21 5.70
Other time deposits .. .. i 0oaiii, 707 7.56 8.72 8.02 6.81 541 407 418 5:35
Gross federal funds purchased and RPs 6.63 7.50 9.35 8:11 5.68 357 3.04 4.28 5.86
Income and expense as-a percentage 'of average nef consolidated assets
Gross interest income 8.05 8.72 977 926 8.17 715 6.59 646 740
Taxable equivalent . . : 823 8.90 9:91 9:34 824 722 6.65 6.51 746
Loans. ..o v Jiife 619 6.69 751 6.97 6:09 524 4.85 4.91 5.79.
Securities oy reend s R A Vi 114 1.21 126 1.36 1.35 139 127 =113 113
Gross federal funds sold and reverse RPs Ll 20 25 36 37 .28 19 a5 21 27
Other . b s d P e 51 57 .65 .56 A5 134 32 21 21
Gross.interest eXPense . ... oo ik g 485 545 6.50 6.06 475 328 274 267 362
Deposits 341 3.86 4.59 4:34 3.0 249 1.94 1.73 2:29
Gross federal funds purchased and RPs’ .- .96 103 1.24 1.12 67 43 38 51 67
OB s e e e A8 56 .66 60 38 3548 A3 66
Net ititerest HCOME: . x v {io iyl hins 3.19 3:27 3.28 321 3.42 3.87 “3.85 379 379
Taxable equivalent &/ i bl 338 3:45 3.41 3.29 349 394 391 3.85 3.84
Loss provisioning?, " i wns L elhd s : 1.55 82 1.20 1:27 1:23 T8 A .32 39
Noninterest income 1. 0.0 : 153 1.62 1.86 1.84 2.01 22501229 225 2.38
Service charges on deposits . 29 30 31 .34 A0 45 46 45 44
Income from fiduciary activitie: 36 35 35 33 35 38 38 39 .40
Trading INCOmMe o is i Vi et 07 07 08 08 110 09 a4 08 09
Other. ol L 81 -89 112 108 1.16 1.33 1.32 1,33 1.45
Noninterest-expense 323 3.29 334 343 72 3.99 3.95 386 379
Salaries, wages, and employee benefits 1.48 148 1.47 1.46 1.51 154 152 0 150 147
Expenses of premises.and fixed ‘asséts .49 50 .50 49 50 150 .48 A7 Al
Other oivis it i s 1:26 1.31 137 1.48 172 196 1.95 1,89 185
Net nOTHNterest eXpense ...l it il st w2170 167 147 1.59 L7 174 1.66 Lot 1.41
Realized gains on investment account securities 05 * 04 .03 101 01 14 15 109
Incorme before taxes and extraordinary items .. [ » 7 65 3T 62 151 182 1.85 201
TAXES: o by iai s e s 09 28 .18 A5 19 49 .56 63 70
Extraordinary items- . .00 * 02 * 01 03 03 o * &
Net income (return on.assets) -« =09 31 47 23 A7 1.05 126 1.22 131
Cash dividends declared © . . 34 A1 40 37 47 46 6 86 -85
Retained fncome v wii e s indan nin =43 £09 06 =14 *i 58 49736 A6
MEMO: Retura on equity ... . v o i in i =170 972 8.41 407 TI1° 1528 1691 16,27 16.85

* In absolute value, less than 0.005 percent.
n.a. Not available.
. Includes allocated transfer risk reserve.

[ R N
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MMDA Money market deposit account.

RP Repurchase agreement.

. As in the Call Report, equity securities are combined with “other debt securities” before 1989.
. Before 1994, the netted value of off-balance-sheet items appeared in “trading account securities™ if a gain and ““other non-interest-bearing liabilities” if a loss
. Where possible, based on the average of quarterly balance sheet data reported on schedule RC-K of the quarterly Call Report.

. Includes provisioning for allocated transfer risk.

CD Certificate of deposit.
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s, 1987-490

SHRTCL Tl DoTRamT B T

D. Banks mnked 1013( through 1,000th by assets

Ttem 1987 } 1988 1 1989 ] 1990 { 1991 ‘ 1992 [ 1993 l 1994 | 1995 }
Balance sheet items'as a percentage-of average net-consolidated: assefs
Interest-edrning assets' ... oo.o Lo A | 88.34 88.88 88.98 88.84 8891 +89.02 89.55 90.09 90.13 90:14
Loans and leases, net 1.7 6160 63.03 63.62 63.09 61.03 58.51 57.94 59.74 62.23 62.69
Commeicial and industrial .. 0000 .. o 1812 17.83 17.68 16.69 15.05 1333 12.19 12.07 12.68 12.76
U.S. addressees. ..., iiuisiant i o 4.17:87 17.67 17.53 16.56 14.39 13:15 12:03" 11,90 12:52 12.58
Foreign addressees ..., il il : 24 16 A5 A3 :16 18 16 16 16 18
CONSUMCT . /4 oy ve el i 1534 1591 15.49 15:48 15.10 14.22 14.84 15,85 16:39 16.09
Credit'card ... 0ol o468 521 4.83 5:22 571 542 5.65 6.06 645 6.90
Installment‘and other ..., 2171069 10.70 10.66 10.26 9.40 8:80 9.19 9,79 9,94 9:19
Realestate ... ooiicion ot . v d | 22:25 24.28 25.97 27.01 27.53 2810 128,60 29:42 30.77 31.27
In domestic offices: .-/, .oui v L 12225 24.27 25.95 26:99 2749 28.06 28.58 2940 30.75 31.24
Construction andland ‘development . .. .3 4.57 4.73 4.82 4.37 367 2,86 2:26 2.08 221 238
Farmland o0 00 ie oo, : .26 27 27 28 28 B2 a3 36 40 A6
One:- to four-family residential . w948 10.64 11.56 1249 13.23 14:25 1517 1625 17.47 1728
Home equity. -i'yii nia 1.73 2:08 2:31 253 2.56 2.50 2.33 2:36 2.30
Other ..., [EEOET N “na 8.91 9.48 10.18 10.70 11,69 12:66 1392 15.11 1498
Multifamily, residential - .. 68 67 70 73 .80 .95 107 1,13 121 1.28
Nonfarm nonresidential s W 7.26 797 8.61 911 9.50 9.6% 974 9.57 947 9.84
In foreign offices ..o i i i 201 01 01 03 .05 .04 02 03 .02 02
Depository InStHWHONS . <o ol nats i s 1.13 1.01 92 1.05 93 80 43 3900035 A8
Foreign governmments ... oo e i 25 20 16 09 07 05 .03 02 02 02
Agrjcultural production. oLl e R e A8 47 45 47 49 54 .56 62 69 70
Other loans ..., 00l v e i i 4.94 423 3.77 3.16 2.81 247 2.16 2.00 1.80 1.69
Lease:financing receivables ... vl . L 72 78 82 83 85 78 7 82 90 1.00
< Less: Unearned income onloans . ... A6k =.60 ~:56 =50 40 =30 =21 =15 =12 =10
LESs: Logs réserves! & i g =1.01 ~1.07 ~1.07 =1,20 =142 —1:49 =144 =130 =123 -1:23
Securities .o G182 18.52 1875 19.34 2128 24.12 25.92 25.71 23.06 22,64
Investment accourit oL i :1.18.50 1825 1838 18.87 20:92 2377 2563 253972286 2251
Debt i ssiiien i e ds i vk 118,50 18.25 18.02 18:54 20.55 23.31 25.15 2495 22.39 21.99
VLS, Treasury .. v oiie s vt i i L 7.14 6.52 591 5.44 6.16 7275 8.63 8.26 647 5.59
U.S.“government agency and
corporation obligation§: ...l 4.06 4.81 6.07 7.75 9.35 110771232 12:67 12:21 12:62
Governmeni:-backed mortgage pools: .. .| 1,89 2.33 3.03 3.83 4.51 474 4.97 557 542 567
Collateralized mortgage-obligations 2. .} na: na0 g, 174 274 395 482 4.39 353 3:11
Other, .ol oL i 2.17 2.48 3.04 2,17 241 2.38 2.53 271 325 3.84
State and loca] government . Loa 21 25.03 4.10 3.50 3,11 2.65 227 2:26 2.29 2.13 223
Other ..o i vl 2,26 2.82 2.55 2.25 2.38 222 1.94 174 1.58 1.55
Equity? -, A nag ma 35 32 37 467 4T 4 47 52
Trading ACCOURE i o ia 22 28 38 48 37 i35 29 32 20 13
7Gross federal funds sold and RPs e 4.94 445 441 4.51 471 492 448 3647 391 386
. Interest-bearing balances at dcposnones ..... . 3.08 2.87 249 1.90 1.90 1.47 1.20 1:00 193 96
Non-interest- -eAMBE BSSEIS . L. boail s s i L 11.66 11 12 1] 02 11:16 11 09 10 98 1045 9.91 9.87 9:86
Revaluation gains on-off-balance-sheet items® . ©.1 . nia, n:a; A 02 .05 02
SOther L L e 11,66 11.12 11.02 11,16 1 1‘09 10.98 10.45 9:90 9.83 9.83
Liabilities ..o\ oo i i vt e 93.28 93,34 93.28 93.07 92.89 92.47 91:85 91.62 9136 91.06
U Interest-bearing Tiabilities . L Ll Syl 0 73.92 75.59 7642 77.04 77.25 75.98 7442 7477 1502 75.09
DepOsits ... i b 6243 63,00 63,74 63.05 66:33 6562 63,04 6038 5959 59,82
In foreign offices ... wivan Lo Al i, 1.96 2.04 2.09 1.65 176 156 - 143 169 1.71 133
In domestic offices .. ] o 60:47 60:97 61.65 63.40 64.58 64.06. . 61.61 58.69 57.88 58,49
Other checkable deposits 121 7:39 7.14 7.31 7.83 9.14 9.94 970 8.53 6.20
Savings (includifig MMDAS) . i L 22.83 2127 19.52 19.69 20,79 23.33: 24,05 - 2292 20,72 2243
Small-denomination time deposits’ ... .. 17.75 19:34 2208 24.09 25232355 2077 19:29 21.08 21.55
Large-denomination time. deposits ~....... 12.62 12.96 1291 12.31 10,73 8.06 6.84 6.78 7.54 8.31
Gross' federal funds purchased-and RPs .. ...« 8.46 8.63 921 843 746 747 7.43 8.45 8:30: 847
Other” .. Lo v vy s i e 4. 3.03 396 347 3.56 345 319 3.94 5.94 714 7.10
Non-interest-bearing liabilities © .o 00l .1°.°19.36 1774 16:85 16.03 1564 16.49. 1743 16.85 16:34 1597
Demand deposits in; domigstic offices 17.35 15:834 14.86 14.07 13.57 14.39 15.07 14.58 14.05 13:81
Revaluation: losses on: off-balance-sheet items3 . n.a. naa, n.a n.a, n.a; na: n.a. .02 05 02
Other: . ... o i De e 2.00 1.90 1.99 1.96 2.07 2.10 2.36 225 224 2.14
Capital account ... oo el 6.72 6.66 6:72 693 7.11 753 8.15 8.38 8.64 8.94
MeMo
Commercial real estate:loans . S A, 0.8, A 1384 12.95 12:30 11.92 11.97 12,51
Other real estate owned . ..., . . 42 43 52 7 :80 .57 28 17 13
Managed Habilities ... Ui X 27.51 27.62 25.93 23.40 1997 19.65 22.86 24.69 24.92
Average net consolidated assets :
(billions of dollars) . 771 839 892 937 961 968 977 1,032 1,094 1,078
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»
-

D. Banks ranked 101st through 1,000th by assets

Item 1987 I 1988 ' 1989 ‘ 1990 i 1991 1992 1993 l 1994 I 1995 ] 1996

Effective interest rate {percent)*

Rates earned

Interest-earning assets ... 9.47 9.92 10.75 10.44 9.54 8.17 744 7.61 845 844
Taxable equivalent .. 9.82 10.16 10.96 10.60 9.68 8.29 7.56 7.70 8.54 8.53
Loans and leases; gross vo]10:33 10:77 1162 11.24 10:41 915 8.58 8.67 9.49 9.47
Net of loss provisions =270 s 9.05 9.62 10.45 9.50 8.70 187 737 8.13 8.80 8.65
Securities ... ..., o0 g - 7.68 7.84 8.34 8.54 8.10 6.91 579 5.71 625 6.32
Taxable equivalent . T L 876 8.58 8.98 9.02 8.53 7.22 6.11 5.96 6.51 6.60
Investient account ™% L iidicy i 771 7.85 8.36 8.51 8.12 6.93 5.80 5.72 6.25 6.32
U.S. government and.iother debt .. 7.96 8.05 8:62 877 8.29 6.97 5.7 5.70 6.30 642
State and local w703 717 7:28 7.34 7.25 6.87 6.30 5.94 5.83 5.50
Equity2 .......... fona n.a. 6.90 6.94 6.02 5.06 4.95 5.34 6.06 6.33
Trading account |- 5:80 6.96 7:61 9.92 6.86 5.62 4.82 529 5.55 5.69
Gross federal funds sold and feverse RPs ™ ...| " 6.64 7.47 92.05 7.98 5.63 349 3.02 4.07 545 5.26
Interest-bearing balances at depositories: ... . 7.04 7.82 9.21 8.52 6.82 4.61 3.50 425 6.09 5.55
Rates paid
Interest-bearing labilities . ..o v viionl 6.31 6.72 7.73 7.28 6.09 421 3.33 3:58 4.65 4.59
Interest-bearing deposits .0 osvi it i 5.46 5.82 6.63 6.36 542 3.67 2.82 2.86 3.73 3.87

6.77 7.65 8:08 8.12 6.38 4.25 3.35 4.31 5.93 542
543 5.91 6.56 6.32 539 3.66 2.81 2.83 3.67 3.84
4.65 4.77 4.88 4.77 428 2.68 202 1.87 2.03 1.97
5.29 5.54 6.13 5.99 513 3.35 2:58 2.65 3.24 312
6.83 7.42 8.70 8.05 6.62 437 3.89 424 5.62 5.49

In foreign offices .-
In domestic offices. ..
Other checkable deposit;
Savings (including MMDAs) ..
Large-denomination CDg 2.0

Other time deposits. . ,vs iy s 0 1.36 7.46 8.32 8.06 7.07 537 441 442 5.54 5.60.
Gross federal funds purchased and RPs ... ... 6:35 T7.40 9.01 7.87 5.61 3.47 295 413 5.61 5.15
Incomie and expense as a percentage of ‘average net ¢onsolidated assets
Gross interestincome -, v vu iy i 8.40 8.88 9,68 9.40 8.62 1.39 6.76 6.93 7.71 771
Taxable equivalent .. w872 9:10 9.86 9.53 8.74 749 6.85 7.01 7.79 779
Loans ... .. il ; “ 648 6.89 7.52 723 6,50 5.48 508 5:27 6.01 6.02
Securities .. ... i e N 143 1.54 1.61 1.70 1.65 1,49 1.45 1.43 142
Gross: federal funds sold and réverse RPs. i, 31 32 38 36 27 a7 14 14 21 20
Other . .o i s s s st d i i 22 24 25 20 A5 .08 06 .06 .07 .06
Gross interest eXpense «..uiu i Ly Lo 4.59 5.03 534 5.35 4.67 SR 047 2.66 3.47 3.42
DEPOSIS. - s i tuh i e b e sol 382 4410 470 4.59 4.02 275 2.07 2.02 2.56 2.57
Gross, federal funds purchased and RPs" .05 83 64 .83 67 A2 25 22 35 46 42
(81117 SN RO SO Bt Ce iR e 23 29 31 29 23 17 A7 29 45 42
Ner interest income ..« i sl o il 3.81 385 3,84 3.84 3.95 421 4.29 427 4.25 4.30
Taxable equivalent ... o0l s i i 4.13 407 4.02 3.98 4.07 4.32 4.39 4.36 4.33 437
Loss provisionings ... vl e Tl i e 80 74 15 112 1.07 T 48 33 43 .52
Noninterest IHcome: ;.0 e hin il o136 1.36 1,38 1.50 1.64 1.70 1:84 1.86 1.84 1.87
Service charges on deposits. ... 00 o 134 35 36 37 40 A4 45 42 42 41
Inconie from fiduciary activities .. 25 25 25 .26 27 28 29 .28 27 .28
Trading incoime i 03 03 .04 02 04 02 03 02 .03 02
Other .o i, o I3 74 14 84 94 95 1.08 1.14 1.12 1.16
Noninterést -expense . wif 0 3.54 3.50 3.45 3.51 3.75 3.89 3.93 3.79 3.69 3.69
Salaries; wages, and employee benéfits 104 1.49 148 147 1.48 1.51 152 149 1.44 144
Expenses of premises and fixed assets i SR .50 49 49 A9 250 A48 47 A5 A5
Other: .. L. ey Ldin il T 1.51 1.49 1.55 1.79 1.88 1.93 1:83 1.79 1:80
Net notinterest expense , sk e 28 2.14 2.07 2.01 2.11 2.19 2.09 1.93 1.85 1.82
Realized gains on investment account securities . 04 * 01 01 09 A0 06 =05 —01 02
Income: before taxes and extraordinary -items . 88 98 1.02 T2 86 1.35 179 1.97 1.96 1.98
TAXes il Ll RN o 27 132 32 22 29 A4 61 67 68 69
Extraordinary items=. .. i 02 01 * * 03 * 04 % * ]
Net income (return: on'assets) ..., 7. i 62 67 T 510 .60 92 1.22 1.29 1.28 1.29
Cash dividends declared ..i, . v ¥ 44 48 48 53 58 48 79 81 87 1.04
Retained Income ... .50 bl o vhe s b 18- .18 23 =02 02 43 43 48 41 25
MEeMO: Réturn on equity .. .ii v b il i 925 1001 10.54 741 8.45 12.16 14.94 1545 14.86 14:42

* In absolute value, less than 0.005 percent.

n.a. Not available. MMDA Money market deposit account. RP Repurchase agreement. CD Certificate of deposit.

1. Includes allocated transfer risk reserve.

2. As in the Call Report, equity securities are combined with “other debt securities” before 1989.

3. Before 1994, the netted value of off-balance-sheet items appeared in “trading account securities™ if a gain and “other non-interest-bearing liabilities™ if a loss
4. Where possible, based on the average of quarterly balance sheet data reported on schedule RC-K of the quarterly Call Report.

5. Includes provisioning for allocated transfer risk.
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A2, Portfolio composition, interest rates. and income and expense. ail insured domestic commercial banks. 1987-96
E. Banks not ranked among the 1,000 largest by assets

em 1987 | 1088 | 1980 | 1990 l 1991 ‘ 1992 ‘ 1993 i 1694 l 1595 ‘ 1996

Balance sheet ifems 45 a percentage of average net consolidated assets

Interest-earging assets . ...l iy 90,51 90.81 90.90 91.06 91,24 91.39 91,65 91,72 91.70 91.64
Eoans and leases; et ool w5282 53.88 54.84 54,74 54.05 53,03 52,94 54.64 56.60 57.38
Commercialand industiial . on i s a0 1284 12134 12:10 £1.53 10.59 9.74 9.24 931 9.66 997
U.S. addressees odiiunadosbida it 12.81 12.32 12.07 11.49 10:55 9.70 9:20 927 959 9.90
Foreign addressees ..ooiiori st 03 02 03 04 04 04 04 05 06 07
CONSMMET . .o e o i i L 1174 1148 146 11:20 10.49 9.68 9:17 938 9.54 941
Credit card: ©ooin oot .80 26 .93 1.00 1.08 10O 92 96 1.01 1.03
Installiment and other .. v i i cing o 10.94 10.62 10.53 10.20 9.41 8.68 8.25 8:41 8.53 8.38
Real estafe’ .. oo oy i 24,07 26.02 27:36 2835 29.31 30.15 3110 32.19 33.55 34:11
In domestic offices o i fanin Don 2407 2602 27.36 28.35 2931 3015 31.09 32.18 33.54 34.10
Construction and land development . 1. w219 222 229 2.37 218 1.98 193 2.14 2.38 2.61
Farmland: -, 0.0 o v 159 174 1.82 1.86 1.93 2.06 220 234 2.48 2.55
One- to four-family residential S 12.807000014,06 14.81 1537 15:99 16:44 16.82 16,94 17.45 17.48
Home equity. .. i Jilionia 73 94 116 1:29 1:34 1.27 121 1.20 119
Other: ..ol i, ceavradin il i n.a 13,32 13.86 14,21 14.69 15:10 15.55 15.73 16.25 16.29
Multifamily residential .o a0 5,60 61 62 66 71 e .84 93 95 92
Nonfarm nopfesidential oo oo 6.90 740 182 8.09 8.49 8.91 930 9.83 10.27 1054

In foreign offices . io i vani i ® * * * % # aw * ¥ *
Depository institutions <ooioiian s v 30 31 .26, 23 20 13 A2 03 16 A7

Foreign governments ... oo i 0 i 0l 02001 01 01 01 02 .01 ¥ Lk
Agricultural production’, Uil ks 3.30 3.25 328 3.30 3.48 354 358 3.89 3.95 3.92
“OtherToans .. .d il nn sl 1.90 L7 1.67 141 124 99 87 81 16 T3
Lease-fnancing receivables ... R A9 19 19 18 17 a7 A8 20 w22 23
LEss: Unearned income onloatis .. .0 00w “67 =61 =60 =58 =51 ~43 =36 =31 .30 =27
LEss: Loss reservest ... el =86 =88 —88 =89 ~93 =96 —97 =95 =93 =90
Securitles ;.00 2767 27.98 2792 2838 29:98 32:10 33.06 3290 3051 29.53
Investment dccount. ... 00 st 2959 27,93 27.85 2828 29,92 32.04 3300 '--32.86 30.47 2950
Dbt i ot S T S 27.59 2193 2745 2792 29:55 3160 3255 3242 30.02 29,01
VLS, Treasury. oo oivviiiin g L & 975 884 8.17 9.24 10.25 1048 10.81 9:19 7.85

U.S: government agency and -

corporation obligations . ...0 s 818 9.80 1137 1243 13:81 15.04 .. 1580 15.35 15:13 15.67
Government-backed mortpage pools Ll 2066 322 3.76 4.58 5.59 5.52 538 4.81 4.19 4.21
Collateralized mortgage obligations ... - na na na 92 1.55 2.66 333 3 2.76 246
Other iooiiniiiiinnn: S 5:52 658 7.61 6.94 6.67 6.85 7.09 7.43 818 9.00
State and local govemmem ey 663 5.65 494 4.56 4.26 429 4.70 501 4.69 4.62
Other’:: oL ianli ek 2,72 230 215 2:23 2.03 1.57 1.25 1.0} 86
Equity?2 ... i sl ‘. A0 136 .38 A4 45 A4 45 49
Trading decount . .. i 08 05 07 40 106 05 o7 04 03 03
Grross federal funds sold and reverse RPs ... 6.66 5.76 574 6:13 5.64 510 468 342 392 4.04
Interest-bearing balances at depositories.. .. .00 336 3,19 240 1.81 1.57 1.16 97 76 67 69
Non-jriterest-earning assels oo obfi il 9.49 9:19 9.10 3.94 8.6 8 61 835 8. 28 8 30, 8.36

Revaluation gains on off4 batance—sheet iems? Lo ona n.a; na naa. n.a. na, *
Other &by i n iy Lol e 9.49 9.19:: 9.10 8.94 876 8.61 8.35 8.28 8430 8.36
Liabilities (..o oo 0 Ol i VR 91.74 91.61 91,44 9140 91.38 9107 90.63 90.43 90.03 89.81
Interest-bearing liabilities . oo uiciiiiini iy 76.39 76.94 77:13 1183 78.40 T1.83 76.88 7619 7574 7558
DEPOsits .o s Ui Te e T e 74.39 74,84 75.00 7579 76:41 15.75 74.54 7314 7270 7247
Inforeign offices ..o iovivin i 04 04 06 07 {08 07 08 09 1 ;10
In domestic offices ... 0. i) 7435 74.81 74.93 75,72 76:34 7568 7445 73.05 72.39 7236

Other ‘checkable deposits . i 1033 10.64 10:38 10.45 10.98 12.33 1315 1331 12.37 11,75
Savangs. (including MMDAR) 0 Voo 23.30 21.92 19:51 18.73 19.35 2210 23155 2323 2041 19:56
Small-denomination time deposnts ....... 29.56 30.98 33.66 35.37 35:85 32.85 30.10 28.83 3092 31128
Large-denomination time deposits. ..., 1116 1127 1138 1117 10:15 8.40 7.65 168 8.89 9.77
Gross federal funds purchased and RPs 1.0 127 1.35 135 1.36 1:31 1.36 144 1.89 1:78 170
011, SESREAIRIONONNESARE e e 73 i 18 67 68 2 91 1.16 1.25 141
Noncinterest-bearing Habilities o .oo 00 i iniin 15.34 14.67 14:31 13.57 12,98 13:24 1375 14.24 14:30 1423
Demand deposits-in domestic offices 0 o 14.23 13:58 13:09 12(37 11.83 1223 12.82 13,34 13.23 13:.12
Revaluation:losses on off-balance-sheet items™ ' ‘i n.a; n.a, (2 1 na, n.a, n.a. * # *
[©]117-) e TRNPTIRCRNNIPR RSN S Wt oo e 11 1.09 1.22 121 1.15 101 93 90 1.07 110
Capital account ... ..owiidsei i ia e s 8.26 8.39 856 8.60 8.62 8.93 937 9.57 9.97 10:19

MEMO :
Comimercial real estate loans e, n.al i na. 1103 11.08 11.38 12,10 12.77 13:26
Other real estate owned:. .00 00 i 63 65 163 61 66 65 52 38 125 20
Managed liabilities. .. o0 o0 el ST L 13:14 13.34 13.53 1324 12.18 1053 10.06 10:81 12.04 12.99
Average: net consolidated assets S

(billions of doltars) ... ... il il 659 654 662 681 695 697 688 679 667 661
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A.2.—Continued
E. Banks not ranked among the 1.000 largest by assets

Trem 1987 1988 1989 ' 1990 l 1991 l 1992 } 1993 { 1994 } 1995 l 1996

Effective: interest rate (percent)®

Rates: earned

Interest-earning assets’ :olovn s i e 9.54 9.76 10,50 1032 9.64 8.43 762 7.58 8:39 8.35
Taxable equivalent ;. 20, ; 9.87 1001 1072 10.52 9.82 8359 .- 778 1773 8.54 8.50
Loans and leases, gross /i 10.87 11,03 1176 11.60 11.03 9.83 9.13 9.01 985 9,78
Net of loss provisions: ;- 9.60 9.99 10.86 10.65 10.09 905 8.62 8.66 9.44 9.35
Securities ... lvl 793 793 8.37 8.42 8.03 699 592 5:61 6.10 6.10
Taxable equivalént: ... 8.93 864 9.01 8.99 8.53 TAD 6.33 5.99 6.50 6.52
Investment aCCOURL. . v ia il 7.92 792 8.36 841 803 1 699 593 5.61 610 6.10
US. -government and other debt. ... 0. 8.05 8.01 8.51 859 8.19 7.06 591 3.60 6:19 6.22
State and Toeal 753 7.57 1.57 746 TAT 6] 609 5.69 5.64 544
Equity?: ;o b it n.a. nal 8.19 8.34 713 5.63 516 5:52 6,29 6.06
Trading account 9.04 14.88 1484 12.13 8.52 712 4.83 6.03 6.09 649
Gross federal funds sold and reverse RPs. ... 1 16,82 7.68 925 8.12 5.66 3:51 2.95 4.9 597 534"
Interést-bearing balances at depositories ... . 738 807 - G4 8.55 7.36 560 4.3, 4.64 5.89 6.12
Rates paid 5
Interest:bearing labilities .o R 620 641 7.16 702 6.18 444 3.54 3149 4.47 4.40.
Interest-bearing deposits ..o el 538 . .887 . 674 613 5:39 382 3.00 2.91 376 382
Inforeign offices. oo 729362 . 03§ 157 5:95 397 2.91 3.92 5.73 1130
In domestic offices ..o iiinin i 5.38 557 6.24 6:13 5.38 382 3.00 2.91 3,76 382
Oiher checkable deposits 4.93 499 5.09 5402 4.61 304 - 240 2.30 2.50° 241
Savings (including MMDAS) 537 548 5.81 5:74 518 362 291 2.83 332 3.24
Large-denomination CDs .. 6.57 713 8.36 7.92 6,74 490 . 396 4.12 5560 550
Other time: deposits 6.97: 117 8,03 7.88 698 3.36 439 428 552 5.00
Gross federal fands purchased-and RPs ... 0.26 6.79 8.51 B8.03 5 3.4 317 412 561 5.08

Income and expense as:a percentage of average niet consolidaied assets

8.72 895 065 9:51 8:92 199 . 705 102 79 775

Gross interest income .

‘Taxable equivalent 902 917 . 985 9.68 9.07 794 7.19 7.16 1.92 788
Loans ool 5.82 601 6.53 6.44 605 530 491 4.99 564 561
Securities s i n 2:19 221 - 233 238 240 224 196 1.84 1.86 180"
Gross federal funds sold and reverse RPs: . Al oAl 57 83 e 34 18 14 15 23 24
Other oo il v 25 260028 A7 A2 ; 107 s 04 04 e

Gross interest expense il i i 472 491 5500 5.44 4.83 345 272 265 338 3.39
Deposits & 4.58 476 1 532 5.28 471 336 263 2.52 320032
Gross federal funds purchased and RPs 00w 08 10 12 1 07 05 04 07 10 08
JOther v e e L A 06 ‘.06 . 06 05 050 04 04 06 08 {08

Net inferestincome oo i n i i 40l 404 415 407 4.09 4.34 433 436 441 437

Taxable equivalent . ... s e 430 7426 . 434 4.24 424 0449 447 4.50 4.54 449

Loss provisioning® . iivs e 68 56 80 253 Sl a4 27 18 23 nos

Noninterest-indome .00 b i .88 92 100 1.01 108 110 125 130 1:38 142
Service charges ondeposifs: = (oo i 41 141 coidlc s A A4 A5 A5 A4 A4 A4
Income from fiduciary activities ... oo 0 41 2 14 14 A4 de o6 A7 22 A9
Trading income Lo o e i i * * 01 01 o0 o1 01 * o v
Other i B35 i 30 M 44 A9 . 5B o 60 A a8

Noninterest expense 343 344 348 . 349 3.60 361 0 37 3.8 3.80 3.69
Salaries, wages, and employee benefits 1,62 162 165 - 164 2165 o169 L72 175 180 177
Expenses of premises and fixed assets /i 52 - 31 L S 49 49 49 48 49 50 49
Other o oo LIR30 132 133 136 147 149 153 1.55 151 ' 143

Net noninterest expense ... e Lo 256 253 . 249 2.48 253 25 248 - ouy 242 227

Realized gains on invesiment accodnt securities .~ .03 .01 - 01 * 0609 . =03 * =

Tncome before tixes and extraordmary items Lo b 8L 8 R 1.06 110 1500 led 1.66 1796 185
PRV L 25 29 37 =34 35 ST s St 55 29
Extraordinary items ... 02 02 .02 02 01 a2 05 ® ek *

Net iricomie (retirn on assets) - S8 68 R3 Cogn o g7 104 119 115 128 128
Cash dividends decldared .- ... A0 46 50 A9 AT 51 56 57 62 64
Retained income .00 e A8 21 30 o 30 53 63 58 S8 e

MeMo: Retorn on'equity oo o o0 Ciieaeenee 6.99 809 9.66 8.60 805 164 1266 1203 12:12 12:38

* In absolute value, less than 0.005 percent.
n.a. Not available. MMDA Money market deposit account. RP Repurchase agreement. CD Certificate of deposit.

1. Includes allocated transfer risk reserve.

2. As in the Call Report. equity securities are combined with “other debt securities™ before 1989.

3. Before 1994, the netted value of off-balance-sheet items appeared in “trading account securities” if a gain and “‘other non-interest-bearing liabilities™ if a loss.
4. Where possible, based on the average of quarterly balance sheet data reported on schedule RC-K of the quarterly Call Report.

5. Includes provisioning for allocated transfer risk.
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Treasury and Federal Reserve
Foreign Exchange Operations

This quarterly report describes Treasury and System
foreign exchange operations for the period from
January through March 1997. It was presented by
Peter R. Fisher, Executive Vice President, Federal
Reserve Bank of New York, and Manager for Foreign
Operations, System Open Market Account. Grace
Sone was primarily responsible for preparation of the
report.!

During the first quarter of 1997, the dollar appreci-
ated 8.8 percent against the mark and 6.9 percent
against the yen, at one point reaching thirty-six-

1. The charts for the report are available on request from Publica-
tions Services, Mail Stop 127, Board of Governors of the Federal
Reserve System, Washington, DC 20551.

month and fifty-month highs of DM 1.7209 and
¥124.82 respectively. On a trade-weighted basis
against other Group of Ten currencies, the dollar
strengthened 7.5 percent.? The dollar achieved most
of its gains in January, rising 6.4 percent and 4.9 per-
cent against the mark and the yen, respectively, on
growing market expectations for tighter monetary
policy in the United States and continued steady
monetary policies in Germany and Japan. U.S. eco-
nomic data that were released early in the period
showed signs of stronger growth, contrary to earlier
expectations of moderating activity. Conversely, Ger-

2. The dollar’s movements on a trade-weighted basis against ten
major currencies are measured using an index developed by members
of the staff of the Board of Governors of the Federal Reserve System.

1. Foreign exchange holdings of U.S. monetary authorities based on current exchange rates, 1997:Q1

Millions of doliars

e

Item

FEDERAL RESERVE

Deutsehé marks & 05 130301 O 0 933
~Japgneseyen P RN 6,152,7 0 0 48
Trterest receivables® 1L 8L o
Other cash flow from investments ... =10
Total ... 192635

- U8 U TREASURY :

- EXCHANGE STABILIZATION FUND - ' ‘
Detitsche marks. 6,5946 0 0 47.6
Japanese yen ... 90036 0 0 71
Mexican pesos® 3,500.0 =3,511.9: 0 11.9
Interest receivables® 0, o il 496 L
Other cash flow from investments ... ... =62
Total i 19,1617

Net pnichases :
and sales)

Quarterly changes in balances by source

Investment

Impact of - r
in;omg’ A

sales?

NoTE. Figures may not sum to totals because of rounding.

1. Purchases and sales include foreign currency sales and purchases related to
official activity, swap drawings and repayments, and warehousing.

2. Calculated using marked-to-market exchange rates; represents the differ-
ence between the sale exchange rate and the most recent revaluation exchange
rate. Realized profits and losses on sales of foreign currencies computed as the
difference between the historic cost-of-acquisition exchange rate and the sale
exchange rate are shown in table 2.

3. Foreign currency balances are marked to market monthly at month-end
exchange rates.

4. Interest receivables for the ESF are revalued at month-end exchange rates.
Interest receivables for the Federal Reserve System are carried at average cost
of acquisition and are not marked to market until interest is paid.

5. Cash flow differences from payment and collection of funds between
quarters.

6. See table 4 for a breakdown of Mexican swap activities. Note that the
investment income on Mexican swaps is sold back to the Bank of Mexico.

7. Valuation adjustments on peso balances do not affect profit and loss
because the effect is offset by the unwinding of the forward contract at the
repayment date. Although the ESF does not mark to market its peso holdings,
Mexico is obligated to maintain in dollar terms the value of ESF peso hold-
ings resulting from Mexican drawings under the Medium-Term Stabilization
Agreement.
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man data showed rising unemployment, and market
participants remained focused on weakness in
Japan’s financial sector.

During February and March the dollar’s apprecia-
tion slowed, with U.S. currency gaining 2.2 percent
against the mark and 1.9 percent against the yen.
Comments by U.S. Treasury Secretary Rubin and the
statement by the Group of Seven (G-7) countries,
after their meeting in Berlin were interpreted by
market participants as a shift to a more neutral stance
in exchange markets, given the correction in
exchange rates that had occurred since the April 1995
G-7 statement.> Moreover, demand for marks was
encouraged by somewhat stronger-than-expected
German economic data releases and heightened
prospects of a delayed start date for the European
Monetary Union (EMU). Meanwhile, the dollar—yen
exchange rate was constrained at times by market
expectations of Japanese capital repatriation before
the end of Japan’s fiscal year on March 31, by con-
cerns over the U.S. trade deficit and Japanese trade
surplus, and by market caution about the possibility
of intervention by the Japanese monetary authorities.
The U.S. monetary authorities did not undertake any
intervention operations in the foreign exchange mar-
ket during the quarter. The U.S. Treasury’s Exchange
Stabilization Fund (ESF) received final repay-
ment from Mexico of the remaining 3$3.5 billion
balance outstanding under the medium-term swap
arrangement.

Although the dollar made significant gains during the
first quarter, market volatility remained relatively
muted, with the average daily trading range for the
dollar widening only slightly. On average, the dollar
traded in a daily range of 0.9 percent against both the
mark and the yen, compared with daily ranges of
0.7 percent experienced in both the previous quarter
and the first quarter of 1996. Implied volatility on
one-month options in dollar-mark and dollar~yen
increased early in the period as the dollar moved
higher. However, implied volatility tapered off later

3. On February 7, Secretary Rubin stated, “As we have said many
times, a strong dollar is in the United States’ interest. We have had a
strong dollar for some time now.” Following the G-7 meeting on
February 8, the G-7 press guidance stated, ““We believe that major
misalignments in exchange markets noted in our April 1995 commu-
niqué have been corrected. We reaffirmed our views that exchange
rates should reflect economic fundamentals and that excess volatility
is undesirable.”

491

in the quarter as the dollar lost its upward momentum
and, on net, implied volatility ended the period
littte changed. The probability distribution of future
exchange rates implied by currency options prices
was little changed over the quarter for dollar-mark
but was slightly wider for dollar—yen.

In January, the dollar’s upward movement reflected
market perceptions of stronger U.S. economic funda-
mentals relative to Germany and Japan. This dispar-
ity in growth expectations was reflected in dollar-
favorable yield differentials on ten-year bonds, which
widened to levels not seen since 1989. Upward revi-
sions to fourth-quarter GDP in the United States,
coupled with continued reports of tightening labor
markets and strong retail sales, prompted market
analysts to revise up growth forecasts for the first
quarter and bring forward expectations for higher
U.S. interest rates.

Chairman Greenspan’s Humphrey—Hawkins testi-
mony on February 26, in which he spoke of possible
preemptive tightening by the Federal Reserve, height-
ened anticipation for a near-term interest rate hike.
Implied yields on three-month forward rate agree-

Millions of dollars

‘Federal - ;
Reserve =~ |

Period and 1temt:

- Valuation profits and losses on
vutstanding gssets and llabllmes
Dec.-31,:1996

Deutsche ‘marks
Japanese yen .00

Reallzed profits and losses
from forergn currency sales;

Dec. 31 1996-Mar. 31,1997 -~
Deutsche thatks. 10 in i
Japanese yen oDl

Valuation profits and lossés on. 1 Sl
outstanding assets and tmbdtttes, o

Mar 3119971 oo S
Deutsche marks /oo D el
Japanese yen i it ol e {

Nors.r 'Figures hay not ;um td totals because of roundmg
i. Valuation profits or losses are not affected by peso holdings, which a
canceled by forward contracts.
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ments rose 15 basis points immediately after Chair-
man Greenspan’s testimony. On March 25, the Fed-
eral Open Market Committee (FOMC) announced a
25-basis-point hike in the federal funds target interest
rate, to 5.50 percent. In contrast to the U.S. perfor-
mance, fourth-quarter GDP growth for Germany was
softer than expected, and the level of unemployment
reached a postwar high of 4.7 million in February.
These data releases underpinned market expectations
that German monetary policy would remain steady
and even elicited some discussion of a possible inter-
est rate cut. Also, comments made by various Euro-
pean officials were interpreted by market participants
as implying that currency depreciation would contrib-
ute to Europe’s economic recovery. Meanwhile, mar-
ket participants grew cautious about financial sector
risks in Japan, most notably after Moody’s moved the
outlook of four major Japanese banks to negative
from stable. Japanese equity markets weakened, with
the Nikkei -225 stock index falling 7.0 percent and
the Tokyo Price Index (Topix) ending the quarter
down 6.6 percent. The decline in the Topix was led
by banking and brokerage shares that were down
17 percent and 19 percent respectively. Weakness in
Japan’s financial sector and expectations of fiscal
contraction following the April 1 consumption tax

3. Currency arrangements, March 31, 1997
Millions of dollars
qunt f V,Oﬁmténding,‘
lity | Mar 31,1997
Federal Reserve.
Reciprocal Corrency
Arfangements |

4. Drawings/rollovers and repayments () by Mexican
monetary authorities, 1997:Q1

Millions of dollars

Note. Data are on a value-date basis.

hike reinforced market expectations that Japan would
maintain an accommodative monetary policy, and
Japanese government bonds rallied. The benchmark
ten-year bond yield fell to an intraperiod low of
2.20 percent.

FIRMING OF THE MARK LATER IN PERIOD

In February, reports of slightly stronger-than-
expected economic data in Germany—including sur-
veys of business sentiment, M3 money supply
growth, and wholesale prices—encouraged demand
for marks. Renewed doubt about a timely start for
EMU also supported mark buying. Any lingering
expectations for lower German interest rates dissi-
pated, and interest rates implied by three-month
forward rate agreements rose in the second half of
the quarter. Meanwhile, prices of one-month risk
reversals for dollar-mark continued to favor dollar
call options, reflecting a higher cost for insurance
against a significant dollar appreciation against the
mark.4

INFLUENCE OF JAPANESE CAPITAL
REPATRIATION AND CONCERNS OVER THE U.S.
TRADE IMBALANCE ON DOLLAR-YEN

In mid-February, expectations of Japanese capital
repatriation ahead of Japan’s fiscal year ending on
March 31 led to purchases of yen against a broad
range of currencies. The dollar moved lower against

4. A risk reversal is an option position consisting of a written put
and a purchased call that mature on the same date and are equally out
of the money. The price of a risk reversal indicates whether the dollar
call or the dollar put is more valuable. If the dollar call is at a
premium, the market is willing to pay more to insure against the risk
that the dollar will rise sharply. If the dollar put is at a premium, the
market is willing to pay more to insure against the risk that the dollar
will fall sharply.
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the yen, testing ¥120, and prices of one-month dollar—
yen risk reversals shifted to favor dollar put options,
indicating an increase in the cost for insurance against
a significant dollar depreciation. Subsequently,
however, the dollar moved off its lows, and one-
month risk reversal prices moved closer to neutral as
market concerns over Japanese capital repatriation
moderated.

Toward the end of the quarter, the re-emergence of
a potential for U.S.—Japan trade tensions made market
participants reluctant to extend long dollar positions.
U.S. and Japanese trade data released after mid-
March showed a widening of the U.S. trade deficit
and a slowing in the rate of decline in the Japanese
trade surplus. In addition, the performance of the
Japanese export sector and comments from Japanese
officials raised some expectations for a strong Tankan
survey to be released in early April.

MEXICAN SWAP ACTIVITY

On January 16, Mexico made a final repayment of
$3.5 biltion on its drawings on medium-term swap
arrangements with the ESFE. With this repayment, the
medium-term swap arrangement terminated.

TREASURY AND FEDERAL RESERVE FOREIGN
EXCHANGE RESERVES

The U.S. monetary authorities did not undertake any
intervention operations this quarter. At the end of the
quarter, the current values of the German and Japa-
nese yen reserve holdings of the Federal Reserve
System and the ESF were $17.9 billion and $14.6 bil-
lion respectively. The U.S. monetary authorities
invest all their foreign currency balances in a variety
of instruments that yield market-related rates of
return and have a high degree of liquidity and credit
quality. A significant portion of these balances is
invested in German and Japanese government securi-
ties held either directly or under repurchase agree-
ment. As of March 31, outright holdings of govern-
ment securities by U.S. monetary authorities totaled
$7.0 billion. Japanese and German government secu-
rities held under repurchase agreement are arranged
either through transactions executed directly in the
market or through agreements with official institu-
tions. Government securities held under repurchase
agreements by the U.S. monetary authorities totaled
$11.1 billion at the end of the quarter. Foreign cur-
rency reserves are also invested in deposits at the
Bank for International Settlements and in facilities at
other official institutions. 0
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Industrial Production and Capacity Utilization

for April 1997

Released for publication May 15

Industrial production was unchanged in April after a
downward-revised increase of 0.6 percent in March.
The output of motor vehicles and parts dropped
nearly 7 percent, with strikes causing more than half
of the drop. Excluding the decline in the production
of motor vehicles and parts, the index of industrial
production rose 0.3 percent. Relatively cool tempera-

Industrial production indexes
Twelve-month percent change

Total industry
- -4 5
+
- H40
| - 5
| | | | | |
Materials
— — 10
- - 5
+
- = 0
Products -
- 5
] | I l ] |
1991 1992 1993 1994 1995 1996 1997
Capacity and industrial production
Ratio scale, 1992 production = 100
Total industry — 160
- Capacity ~{ 140
— -~ 120
= — 100
| Production 4 80
B N (S SO [ SO U [ " Y N I S
Percent of capacity
Total industry
- T 90
Utilization T
~ — 80
- —~ 70
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1983 1985 1987 1989 1991 1993 1995 1997

tures led utilities to increase the output of gas and
electricity 2 percent. At 119.0 percent of its 1992
average, industrial production in April was 4.1 per-
cent higher than it had been in April 1996. The
utilization of industrial capacity fell 0.3 percentage
point in April, to 83.4 percent.

When analyzed by market group, the data show
that the output of durable consumer goods fell
3.5 percent in April mainly because the production of

Twelve-month percent change

Manufacturing
- -4 5
+
- +4 0
- 5
| ] ] | | |
Durable
— manufacturing - 10
-4 5
+
70
Nondurable
manufacturing -1 s
| | | ] | |
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- — 120
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Digi tize'al% S?ri_ers%%essgﬁonally adjusted. Latest series, April. Capacity is an index of potential industrial production.
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Industrial production and capacity utilization, April 1997

Industrial production, index, 1992 =100
Percentage change
Category 1997
19971 Apr. 1996
to
Jan.t } Feb.r ] Mar.* ) Apr.® Jan.r { Feb.r ‘ Mar. ‘ Apr.p Apr. 1997
Total ............cooiviiiiii, 117.8 1184 119.0 119.0 B 5 .0 0 4.1
Previous estimate ..................... 117.8 118.5 119.6 1 6 9
Major market groups
Products, total2 ....................... 114.2 114.8 115.5 115.4 -1 5 .6 -1 39
Consumer goods ........... 1117 111.7 112.5 111.8 -9 0 Ni -6 1.8
Business equipment 132.1 133.8 134.9 135.0 1.1 1.3 8 1 79
Construction supplies 117.0 119.5 120.1 120.1 -1 22 5 0 5.1
Materials...........ooooiiiiiiiiiiiii. 1234 124.0 124.6 124.7 2 .5 5 1 44
Major industry groups
Manufacturing 119.3 120.1 120.8 120.5 .1 7 5 -2 4.6
Durable .................... 129.5 130.9 1319 131.5 5 1.1 8 -3 5.6
Nondurable 108.5 108.7 108.9 108.8 -3 2 2 -1 35
Mining .........ooooiiiina 103.6 105.7 106.6 106.1 -9 2.1 9 -5 3.1
Utilities ..o 112.7 109.8 110.8 113.0 1 -2.6 9 2.0 -5
Capacity utilization, percent Memo
’ Capacity,
per-
1996 1997 Chage
Average, Low, High, AC 8"1%"56
1967-96 1982 1988-89 Pt
Apr. Jan.* Feb.* Mar.’ Apr.? Apr. 1997
Total ... 82.1 71.1 85.3 83.1 83.3 83.5 83.7 83.4 3.7
Previous estimate ..................... 83.4 83.6 84.1
Manufacturing ........................ 81.2 69.0 85.7 82.0 824 82.7 82.8 824 4.1
Advanced processing ............... 80.6 70.4 84.2 80.4 80.7 80.8 81.0 80.4 5.0
Primary processing ... 82.3 66.2 88.9 85.6 86.2 86.9 87.0 86.8 23
Mining .. 87.5 80.3 86.8 90.4 91.1 92.9 93.7 93.2 Bt
Utilities 87.2 75.9 92.6 91.3 89.3 86.8 875 89.1 2.0

NotEe. Data seasonally adjusted or calculated from seasonally adjusted
monthly data.
1. Change from preceding month.

automotive products dropped 6.4 percent. In addition,
the production of other durable consumer goods
decreased 1.5 percent; declines in the output of appli-
ances and carpets followed gains in March. Although
recent movements in these latter two series have been
volatile, their April levels remained well within the
past year’s range. The output of consumer nondura-
ble goods advanced 0.2 percent, boosted by increases
in the production of consumer fuels and in resi-
dential gas and electricity sales. The production of
non-energy consumer nondurables declined 0.3 per-
cent, reversing the gain in March; the output for this
group has changed little, on balance, since late last
year.

Apart from the decline in the production of
business autos and light trucks, which more than
accounted for the decline in the output of transit
equipment, the production of business equipment
continued to advance solidly in April. Continued
growth in the production of office and computing

2. Contains components in addition to those shown.
r Revised.
p Preliminary.

craft and parts were factors. In addition, the output o
industrial equipment advanced 0.8 percent after hav-
ing been flat in February and March. The output o
defense and space equipment edged up.

The output of construction supplies held at th
relatively high March level. The output of busines:
supplies, which had registered a cumulative declin
of 1 percent during February and March, rose 0.7 per
cent in April, led by a 1 percent increase in commer
cial energy products. The production of industria
materials edged up after two consecutive monthl
increases of 0.5 percent. The output of both durabl
and nondurable goods materials changed little i
April. The production of energy materials increase:
0.6 percent, however, with the rebound in gas trans
mission and the generation of electricity continuin,
for a second month after the dip in February. Amon
durable materials, the output of parts used to mak
motor vehicles feil, although the production of semi
conductors and other computer parts continued t
grow more than 2 percent per month. The output ¢

Digitize ggog?&esrbtpatelephone apparatus, and commercial air-
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nondurable goods materials changed little in March
and April after a solid rise in February.

When analyzed by industry group, the data show
that manufacturing output declined 0.2 percent after
an increase of 0.5 percent in March; excluding motor
vehicles and parts, factory production rose 0.2 per-
cent in April. Outside the motor vehicle and parts
industry, the output in most other durable manufac-
turing industries rose moderately, while the produc-
tion of computers and semiconductors continued to
grow rapidly. The output of steel and miscellaneous
manufactures eased, however. The output of nondu-
rables edged down; increases in petroleum refining,
printing and publishing, and in chemicals and prod-
ucts largely offset declines in textiles, apparel, foods,
and tobacco products. The production in mining
decreased 0.5 percent, although the output at utilities
gained 2 percent.

The factory operating rate declined 0.4 percentage
point in April, to 82.4 percent. The utilization rate for
motor vehicles and parts—included in the advanced-
processing grouping—fell 5 percentage points, to
67.8 percent, and accounted for much of the decline
in utilization in manufacturing. Rates remain well
above the historical averages for primary-processing
industries such as primary metals, petroleum refining,
and rubber and plastics products. In mining, the utili-
zation rate eased 0.5 percentage point, to 93.2 per-
cent. Unseasonally strong oil and gas well drilling
has boosted utilization in mining in recent months to
arelatively high level. The operating rate for utilities
rose 1.6 percentage points, to 89.1 percent, 1 percent-
age point below its 1996 average.

This release and the history for all published series
are available on the Internet at the Board’s World
Wide Web site, http://www.bog.frb.fed.us. O
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Statement to the Congress

Statement by Susan M. Phillips, Member, Board of
Governors of the Federal Reserve System, before the
Subcommittee on Risk Management and Specialty
Crops of the Committee on Agriculture, US. House of
Representatives, April 15, 1997

I am pleased to be here today to present the Federal
Reserve Board’s views on efforts to clarify and
reform the regulation of derivatives contracts under
the Commodity Exchange Act (CEA). The Board has
been participating actively in discussions of deriva-
tives regulation for the past ten years. In part, the
Board’s interest stems from its responsibilities for the
supervision of banking organizations. Many U.S.
banking organizations, especially the largest, are very
significant participants in derivatives markets. They
use exchange-traded derivatives to manage their
interest rate, foreign exchange, and other market
risks. Some operate subsidiaries that act as futures
commission merchants. In addition, U.S. banking
organizations are among the leading dealers in off-
exchange, privately negotiated derivatives contracts.
The Board also considers it important to address
these issues because, as the nation’s central bank, it
has a broad interest in the integrity and efficiency of
U.S. financial markets.

The Board strongly endorses the Congress’s efforts
to carefully reexamine the existing regulatory frame-
work for derivatives. The key elements of the CEA
were put in place in the 1920s and 1930s to regulate
the trading on exchanges of grain futures by the
general public, including retail investors. Since then,
derivatives markets in the United States have under-
gone profound changes. On the futures exchanges
themselves, financial futures, not agriculitural futures,
now account for the great bulk of the activity, and
retail participation in many of the financial futures
contracts is negligible. OQutside the futures exchanges,
enormous markets have developed in which banks,
corporations, and other institutions privately negoti-
ate customized derivatives contracts, the vast major-
ity of which are based on interest rates or exchange
rates. The cash markets for such financial instruments
were well developed long before the introduction of
exchange-traded futures and options, and, for some
instruments, privately negotiated derivatives also pre-
dated exchange trading.

In my remarks today I shall indicate the types of
amendments to the CEA that the Board believes are
appropriate in light of these profound changes in the
derivatives markets. 1 shall begin by offering some
general observations about government regulation of
financial markets. I shall then evaluate three sets of
issues in which the Board has a particular interest:
(1) the application of the CEA to privately negotiated
transactions between institutions; (2) the regulation
of the marketing of off-exchange derivatives to retail
investors; and (3) the regulation of so-called profes-
sional markets, that is, organized exchanges not open
to the general public.

GOVERNMENT REGULATION
OF FINANCIAL MARKETS

In evaluating the need for government regulation, the
Board believes it essential that the public policy
objectives be identified very clearly. It seems self-
evident that if the goals of regulation are not clearly
articulated, the regulations implemented are unlikely
to best serve the public interest. More likely, they will
prove unnecessary, burdensome, and perhaps have
unintended consequences, including results contrary
to the underlying objectives. In the case of the Com-
modity Exchange Act, the objectives seem quite
clear. Most, perhaps all, would agree that the objec-
tives of public policy in this area are to ensure the
integrity of commodity markets, especially deterring
market manipulation, and to protect market partici-
pants from losses resulting from fraud or the insol-
vency of contract counterparties.

Where there is disagreement is on the need for
government regulation to achieve these objectives
and, where regulation is agreed to be appropriate, on
whether existing provisions of the CEA permit the
best regulatory framework. The Board believes that
before implementing government regulation of a mar-
ket, policymakers should consider whether market
forces by themselves are sufficient to achieve the
relevant public policy objectives. Participants in
financial markets often are fully capable of protecting
their own interests and, in so doing, often serve the
public interest equally well. To be sure, this is not
always the case. Some market participants may lack
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incentives or the ability to protect their interests, or
their private interests may conflict with the public
interest. In such circumstances, government regula-
tion may assist market mechanisms, especially if it is
designed to enhance the capabilities of market partici-
pants or to harmonize private incentives with the
public interest.

The Board believes that a particular market’s char-
acteristics determine whether government regulation
is necessary and, if so, what form of government
regulation is appropriate. Agricultural futures often
tend to be susceptible to manipulation because physi-
cal delivery is required; because the deliverable sup-
ply is relatively price inelastic; and because exchange
rules impose substantial costs on sellers who fail to
deliver. By contrast, many financial derivatives are
much more difficult if not impossible to manipulate,
even when traded on exchanges, because they are
settled in cash or, in any event, are based on under-
lying assets whose supply is highly price elastic.
Similarly, the extent to which market participants are
vulnerable to losses from fraud or counterparty insol-
vencies depends on the types of participants. Retail
participants may lack the knowledge and sophistica-
tion to manage counterparty credit exposures or to
protect themselves effectively against uncompen-
sated losses from fraud. By contrast, institutions typi-
cally are quite adept at managing credit risks and are
more likely to base their investment decisions on
independent judgments and, if defrauded, usually are
quite capable of gaining restitution through use of the
legal system.

Because the need for and appropriate form of gov-
ernment regulation are market specific, the Board
believes that a “‘one-size-fits-all” approach to finan-
cial market regulation is inappropriate. Privately
negotiated transactions between principals should be
regulated differently from transactions on organized
exchanges, where trades often are executed on behalf
of third parties. Institutional markets can and should
be differently regulated from markets open to the
retail public. Moreover, we believe counterparties
should be free to choose whether to seek the protec-
tion and accept the burdens of government regulation
or to opt out of those benefits and burdens and
transact on their own terms.

APPLICATION OF THE CEA
TO PRIVATELY NEGOTIATED TRANSACTIONS
BETWEEN INSTITUTIONS

In the case of privately negotiated derivative transac-
tions between institutions, the Board has supported

exclusion of such transactions from coverage under
the CEA in the past and continues to do so. In these
markets, private market discipline appears to quite
effectively and efficiently achieve the public policy
objectives of the CEA. Counterparties to privately
negotiated transactions have limited their activity to
contracts that are very difficult to manipulate. The
vast majority of privately negotiated contracts are
settled in cash rather than through delivery. Cash
settlement typically is based on a rate or price in a
highly liquid market with a very large or virtually
unlimited deliverable supply, for example, LIBOR
(London interbank offered rate) or the spot dollar—
yen exchange rate. Furthermore, the costs of default
or of failing to deliver typically are limited to actual
damages. Thus, attempts to corner a market, even if
successful, could not induce sellers in privately nego-
tiated transactions to pay significantly higher prices
to offset their contracts or to purchase the underlying
assets. Most important, prices established in privately
negotiated transactions are not used directly or indis-
criminately as the basis for pricing other transactions,
so any price distortions would not affect other buyers
or sellers of the underlying asset. In these respects,
privately negotiated contracts have different charac-
teristics from exchange-traded contracts generally
and agricultural futures in particular.

Institutional counterparties to privately negotiated
contracts also have demonstrated their ability to pro-
tect themselves from losses from fraud and counter-
party insolvencies. They have insisted that dealers
have financial strength sufficient to warrant a credit
rating of A or higher. Consequently, dealers are estab-
lished institutions with substantial assets and signifi-
cant investments in their reputations. When such
dealers have engaged in deceptive practices, institu-
tions that have been victimized have been able to
obtain redress by going to court or directly negotiat-
ing a settlement with the dealer. The threat of legal
damage awards provides dealers with incentives to
avoid misconduct. A far more powerful incentive,
however, is the fear of loss of the dealer’s good
reputation, without which it cannot compete effec-
tively, regardless of its financial strength or financial
engineering capabilities. Institutional counterparties
to privately negotiated transactions have demon-
strated their ability to manage credit risks quite effec-
tively through careful evaluation of counterparties,
the setting of internal credit limits, and the judicious
use of netting agreements and collateral. Actual
losses to institutional counterparties in the United
States from dealer defaults have been negligible.
Recent cooperative international efforts to improve
the quality of public disclosure of financial informa-
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tion by banks and other dealers in privately negoti-
ated transactions should further enhance the effective-
ness of private market discipline.

In the future, counterparties to privately negotiated
transactions may seek to establish some type of cen-
tralized clearing facilities for such transactions. Such
facilities potentially could make management of
counterparty credit risks and liquidity risks even more
effective. At the same time, however, clearing facili-
ties often concentrate and mutualize risk. For this
reason, the Board believes that if counterparties were
to choose to develop such facilities, some type of
government oversight generally would be appropriate
to supplement the private self-regulation that the
counterparties would provide. However, it is not
obvious that in all cases regulation of such clearing
facilities under the CEA would be the best approach.
For example, if a clearing facility were established
for privately negotiated interest rate or exchange rate
contracts between dealers, most of which were banks,
oversight by the federal banking agencies would
seem more appropriate, Likewise, a clearing facility
for privately negotiated derivatives on underlying
assets that are securities might best be regulated by
the Securities and Exchange Commission (SEC).
Thus, if an exclusion of privately negotiated trans-
actions from the CEA were conditioned on govern-
ment supervision or regulation of any centralized
clearing facility, the Board believes that supervision
of the clearing facility by one of the federal banking
agencies, by the SEC, or by the Commodity Futures
Trading Commission should be sufficient for
exclusion.

REGULATION OF THE MARKETING
OF OFF-EXCHANGE DERIVATIVES
TO RETAIL INVESTORS

As I noted earlier, the Board believes it is appropriate
for regulatory purposes to distinguish transactions
between institutions from transactions involving retail
investors. Because many retail investors may lack the
ability to evaluate counterparties and transactions
effectively, some type of government regulation of
off-exchange transactions may be necessary to pro-
tect them against unrecoverable losses from fraud or
dealer insolvencies. But, even for such retail trans-
actions, it is not obvious that the CEA provides the
best regulatory framework. In particular, the Board
believes that the marketing of off-exchange deriva-
tives to retail customers by banks and broker—dealers
is more appropriately regulated by the federal
banking regulatory agencies and the Securities

and Exchange Commission respectively. Such an
approach also would eliminate the undesirable result
of oversight by multiple government entities.

By way of background, in the case of banks, inves-
tigations by our staff and staff of the other banking
agencies indicate that currently there is very little, if
any, marketing of derivative contracts to retail inves-
tors. In any event, the Board and the other banking
agencies already have issued supervisory guidance
on sales practices for securities, mutual funds, and
derivatives that would be broadly applicable to such
transactions. If experience suggested that more spe-
cific or extensive guidance was needed to protect
retail investors and, thereby, also to protect the repu-
tation of banks engaged in retail marketing, the Board
would work with the other banking agencies to
develop and promulgate such guidance.

REGULATION OF PROFESSIONAL MARKETS

The Board believes that it is appropriate for regula-
tory purposes to differentiate between privately nego-
tiated transactions and transactions on exchanges,
especially when transactions on exchanges are
executed on behalf of third parties, rather than solely
between principals. Nonetheless, the Board agrees on
the need to reexamine the regulation of exchange
trading and to consider whether specific regulations
are still necessary in light of the profound changes in
the contracts traded and the intense competitive pres-
sures that the exchanges are experiencing. In particu-
lar, the Board is supportive of the development of an
alternative, less intrusive regulatory regime for
exchanges that limit participation to institutions and
limit contracts traded to those that are not readily
susceptible to manipulation—for example, financial
contracts that are settled in cash or through physical
delivery of assets whose supply is highly price elas-
tic. Some have expressed concerns about the poten-
tial effects of introduction of professional markets on
existing futures markets. In particular, some fear that
if liquidity in existing contracts were transferred to
the professional markets, the general public could be
disadvantaged. Although such concerns, if justified,
might argue against professional markets in instru-
ments in which the general public currently partici-
pates significantly, they would seem to have no
bearing on the case for professional markets for those
contracts for which retail participation currently is
negligible. In addition, alternative regulated market
making systems could develop to facilitate retail
exchange trading as an adjunct to the professional
trading, with the markets linked by arbitrage.
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The Board has not examined existing exchange  currently available under the Commodity Futures
regulations sufficiently carefully to offer comprehen-  Trading Commission’s pilot program for professional
sive suggestions as to which regulations need or need  markets is quite wide and would appear to offer
not be applied to professional markets. We would  ample room for a compromise that would address the
observe, however, that the gap between what the exchanges’ competitive concerns and still be consis-
exchanges are perceived to be seeking and what is  tent with the public interest. O
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Announcements

PUBLIC HEARINGS ON 1994 PROVISIONS
OF THE TRUTH IN LENDING ACT

The Federal Reserve Board announced on April 24,
1997, that it would hold three public hearings in June
to examine the effect of Truth in Lending Act provi-
sions enacted in 1994 on the home equity loan
market.

The hearings were scheduled at the following times
and locations:

» Tuesday, June 3, at the Los Angeles Branch of
the Federal Reserve Bank of San Francisco,
950 South Grand Avenue, Los Angeles, beginning at
8:15 a.m., PDT

* Thursday, June 5, at the Federal Reserve Bank of
Atlanta, 104 Marietta Street, Atlanta, beginning at
8:15 a.m., EDT

» Tuesday, June 17, at the Federal Reserve Board’s
Martin Building, 20th and C Streets, NW, Washing-
ton, D.C., beginning at 8:15 a.m., EDT.

The Federal Reserve hosted these hearings as part
of its directive under provisions of the Home Owner-
ship Equity Protection Act. The Board will also use
the hearings to examine Truth in Lending issues,
primarily on how the finance charge could more
accurately reflect the cost of consumer credit. In the
Truth in Lending Act Amendments of 1995, the
Congress asked the Board to study the finance charge
issue. The Board submitted a preliminary analysis to
the Congress last year, and the hearings will assist in
further deliberations.

STEPS TO EASE FINANCIAL STRESS IN AREAS
AFFECTED BY FLOODING

The Federal Reserve Board announced on April 24,
1997, a series of steps designed to help ease financial
stress in areas affected by the flooding in Minnesota,
North Dakota, and South Dakota. A supervisory
statement adopted by the Board encourages financial
institutions to work constructively with borrowers
who are experiencing difficulty because of the
flooding.

The statement says that banks may find it appropri-
ate to ease credit terms, consistent with prudent bank-

ing practices, to help new borrowers restore their
financial strength and to restructure debt or extend
repayment terms to existing borrowers.

The Board is also considering the need to waive
its appraisal regulation for real-estate-related trans-
actions affected by the flooding to assist disaster-
affected regulated institutions encountering difficul-
ties in obtaining appraisals for transactions that
would aid reconstruction in the areas affected by the
disaster.

For additional information, contact the Federal
Reserve Bank of Minneapolis (612) 340-2279.

PUBLICATION OF A NEW WEEKLY LIST

OF APPLICATIONS AND NOTICES FILED
UNDER THE BANK HOLDING COMPANY ACT
OR THE CHANGE IN BANK CONTROL ACT

The Federal Reserve Board announced on April 30,
1997, the start of a new weekly publication that lists
applications and notices, together with the deadiine
for comment, that have been filed under the Bank
Holding Company Act or the Change in Bank Con-
trol Act.

The new publication is available in three forms:

* By a fax-on-demand call-in facility that is avail-
able twenty-four hours a day, seven days a week, and
will automatically fax a copy of the new publication
to the caller. The call-in number is (202) 452-3655

* On the Board’s Internet home page at
http://www.bog.frb.fed.us

* By mail by contacting the Board’s Publications
Services at (202) 452-3245 or by writing to Publica-
tions Services, Mail Stop 127, Federal Reserve
Board, Washington, DC 20551.

In its recent revision of Regulation Y (Bank Hold-
ing Companies and Change in Bank Control) the
Board announced that it would take steps to improve
the effectiveness and timeliness of public notices of
merger and acquisition proposals. The new publica-
tion, numbered the H.2A, lists applications and
notices alphabetically by applicant together with the
appropriate Federal Reserve Bank where comments
may be filed and whom to contact to receive the
public portion of the application.
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Posting of the publication on the Board’s home
page allows a user to search for a notice by the
applicant’s name, acquiree’s name or activity, section
of law, or by Reserve Bank. The information will be
updated at least every three business days.

Publication of the H.2, which lists actions taken by
the Board on applications plus applications received
and Community Reinvestment Act activities, will
continue.

AVAILABILITY OF REVISED LISTS OF
OVER-THE-COUNTER STOCKS AND OF FOREIGN
STOCKS SUBJECT TO MARGIN REGULATIONS

The Federal Reserve Board published on April 25,
1997, a revised list of over-the-counter (OTC) stocks
that are subject to its margin regulations. It also
published a revised list of foreign equity securities
that meet the margin criteria in Regulation T (Credit
by Brokers and Dealers).

The lists were effective May 12, 1997, and super-
sede the previous lists that were effective Febru-
ary 10, 1997. The next revision of these lists is
scheduled to be effective August 1997. These lists are
published for the information of lenders and the
general public.

The changes that have been made to the revised
OTC list, which now contains 4,849 OTC stocks, are
as follows:

¢ One hundred sixty stocks have been included for
the first time, 136 under National Market System
(NMS) designation

 Forty-one stocks previously on the list have been
removed for substantially failing to meet the require-
ments for continued listing

*» Eighty-four stocks have been removed for rea-
sons such as listing on a national securities exchange
or involvement in an acquisition.

The OTC list is composed of OTC stocks that
have been determined by the Board to be subject to
margin requirements in Regulations G (Securities
Credit by Persons other than Banks, Brokers, or
Dealers), T, and U (Credit by Banks for Purchasing
or Carrying Margin Stocks). It includes OTC stocks
qualifying under Board criteria and also includes all
OTC stocks designated as NMS securities. Addi-
tional NMS securities may be added in the interim
between quarterly Board publications; these securi-
ties are immediately marginable upon designation as
NMS securities.

The foreign list is composed of foreign equity
securities that are eligible for margin treatment at

broker—dealers. Effective July 1, 1996, foreign stocks
that have a ‘“‘ready market” for purposes of the
Securities and Exchange Commission’s (SEC) net
capital rule may be included on the foreign list. The
SEC effectively treats all stocks included on the
Financial Times/Standard & Poor’s Actuaries World
Indices (FT/S&P-AW Indices) as having a “ready
market” for capital purposes. The Board is adding
twenty-three foreign stocks and deleting thirty-two,
based on changes to the FT/S&P-AW Indices. The
revised foreign list now contains 1,965 securities
displayed in country order.

PUBLIC ACCESS DATABASE FROM THE 1993
NATIONAL SURVEY OF SMALL BUSINESS
FINANCES NOW AVAILABLE

A public access data set of the 1993 National Survey
of Small Business Finances (NSSBF) is now avail-
able. The 1993 NSSBF is a survey of small business
enterprises that was conducted during 1994-95 for
the Board of Governors of the Federal Reserve Sys-
tem and the US. Small Business Administration.
Price Waterhouse LLP conducted the interviewing
for the survey.

The 1993 NSSBF covers a wide range of financial
characteristics of small (fewer than 500 employees),
privately owned, nonagricultural and nonfinancial
firms. The survey collected general information on
firms’ business activities and ownership; an inven-
tory of deposit and savings accounts, financing, and
other financial service use; information on the finan-
cial institutions used by firms; use of trade credit;
credit history data; and data from income and balance
sheet statements. Most data are for calendar or fiscal
year 1993; data from the income and balance sheet
statements are for calendar or fiscal year-end 1992.!

The data set, survey codebook, and related docu-
mentation are available on the Board’s World Wide
Web site at http://www.bog.frb.fed.us under Domes-
tic and International Research, Working papers,
Occasional Staff Studies.

1. Additional information on the 1993 NSSBF methods and con-
tent can be found in ‘“National Survey of Small Business Finances
Survey Questionnaire,” mimeo (Price Waterhouse LLP), July 7, 1994;
“National Survey of Small Business Finances: Methodology Report,”
mimeo (Price Waterhouse LLP), July 24, 1996; Rebel A. Cole and
John D. Wolken, “Financial Services Used by Small Businesses:
Evidence from the 1993 National Survey of Small Business
Finances,” Federal Reserve Bulletin, vol. 81 (July 1995), pp. 630-67;
and Rebel A. Cole, John D. Wolken and R. Louise Woodburn, “Bank
and Nonbank Competition for Small Business Credit: Evidence from
the 1987 and 1993 National Surveys of Small Business Finances,”
Federal Reserve Bulletin, vol. 82 (November 1996), pp. 983-95.

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



503

Legal Developments

FINAL RULE—AMENDMENTS TO REGULATIONS G, T, U,
AND X

The Board of Governors is amending 12 C.FR. Parts 207,
220, 221, and 224, its Regulation G, T, U, and X (Securi-
ties Credit Transactions, List of Marginable OTC Stocks;
List of Foreign Margin Stocks). The List of Marginable
OTC Stocks (OTC List) is composed of stocks traded
over-the-counter (OTC) in the United States that have been
determined by the Board of Governors of the Federal
Reserve System to be subject to the margin requirements
under certain Federal Reserve regulations. The List of
Foreign Margin Stocks (Foreign List) is composed of for-
eign equity securities that have met the Board’s eligibility
criteria under Regulation T. The OTC List and the Foreign
List are published four times a year by the Board. This
document sets forth additions to and deletions from the
previous OTC List and the previous Foreign List.

Effective May 12, 1997, 12 C.ER. Parts 207, 220, 221,
and 224 are amended as follows. Accordingly, pursuant to
the authority of sections 7 and 23 of the Securities Ex-
change Act of 1934, as amended (15 U.S.C. 78g and 78w),
and in accordance with 12 C.F.R. 207.2(k) and 207.6 (Reg-
ulation G), 12 C.ER. 220.2 and 220.17 Regulation T), and
12 C.ER. 221.2(j) and 221.7 (Regulation U), there is set
forth below a listing of deletions from and additions to the
OTC List and the Foreign List.

Deletions From The List Of Marginable OTC
Stocks

Stocks Removed For Failing Continued Listing
Requirements

American Educational Products Inc.: $1.01 par common

American Life Holding Company: $.01 par redeemable cumu-
lative preferred

Antares Resources Corporation: $.001 par common

ATS Medical, Inc.: Warrants (expire 03-09-97)

Bank of Los Angeles: Warrants (expire 12-01-98)

Biomagnetic Technologies, Inc.: No par common

Black Hawk Gaming & Development Company, Inc.:
Warrants (expire 06-30-97)

Calloway’s Nursery, Inc.: $.01 par common

Cerplex Group, Inc., The: $.001 par common

Champion Road Machinery, Ltd.: No par common

Chartwell Leisure, Inc.: Rights (expire 03—-13-97)

Cincinnati Microwave, Inc.: No par common; Warrants
(expire 12-31-98)

Community First Bankshares, Inc.: Depositary Sahres
Cytrogen Corporation: Warrants (expire 01-31-97)

Diagnostic Health Services, Inc.: Warrants (expire 06-22-98)
Diamond Technology Partners, Inc.: Rights (expire 03-31-97)

Encore Computer Corporation: $.01 par common
Excel Technology, Inc.: Class B, Warrants (expire 02-08-98)

Forest Oil Corporation: $.75 par convertible preferred

Hariston Corporation: No par common
Harvard Industries, Inc.: Class B, $.01 par common

Industrial Holdings, Inc.: Class A, Warrants (expire
01-16-97)
IWI Holding, Limited: No par common

Kushner-Locke Company, The: Warrants (expire 03—-20-97)

L.A. T Sportswear, Inc.: No par common
Lafayette Industries, Inc.: $.01 par common

Manbhattan Life Insurance Company: $2.00 par common
Meris Laboratories, Inc.: No par common

Microcap Fund, Inc., The: $.01 par common
Microelectronic Packaging, Inc.: No par common
Multimedia Concepts International, Inc.: 4.001 par common

National Mercantile Bancorp (CA): No par common
NationsBank Corporation: Depositary Shares

Quantum Corporation: 6-3/8% convertible subordinated
debentures

Salick Health Care, Inc.: $.001 par common
SMT Health Services, Inc.: Warrants (expire 03-04-97)
Specialty Teleconstructors, Inc.: Warrants (expire 11-02-99)

Teletek, Inc.: $.0001 par common

United Home Life Insurance Co.: $1.00 par common
Urohealth Systems, Inc.: Warrants (expire 03-20-97)

Stocks Removed for Listing on a National
Securities Exchange or Being Involved in an
Acquisition

Affiliated Computer Services, Inc.: Class A, $.01 par common
AHI Healthcare Systems, Inc.: $.01 par common
Allied Bankshares, Inc. (Georgia): $1.00 par common
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American Radio Systems Corporation: Class A, $.01 par
common

American Studios, Inc.: $.001 par common

Argentbank: $2.50 par common

Atlantic Tele-Network, Inc.: $.01 par common

Aztec Manufacturing Co.: $1.00 par common

B.M.J. Financial Corp.: $1.00 par common

Baby Superstore, Inc.: No par common

Barefoot Inc.: $.01 par common

Bridgeville Savings Bank, FSB (Pennsylvania): $.10 par com-
mon

Cable Design Technologies Corporation: $.01 par common
Cavco Industries, Inc.: $.10 par common

Central Tractor Farm & Country Inc.: $.01 par common
Chemfab Corporation: $.10 par common

Chempower, Inc.: $.10 par common

Citi-Bancshares, Inc. (Florida): $.01 par common

Cliffs Drilling Company: $.01 par common

Consolidated Graphics, Inc.: $.01 par common

Dynatech Corporation: $.20 par common

Eastbay, Inc.: $.01 par common

Energy Research Corporation: $.0001 par common
Epic Design Technology, Inc.: No par common

EZ Communications, Inc.: Class A, $.01 par common

FHP International Corporation: $.05 par common; Series A,
$.05 par cumulative convertible preferred

Fibermark, Inc.: $.001 par common

Fidelity Financial Bankshares Corporation: $1.00 par common

First Federal Bancshares of Eau Claire, Inc.: $.01 par common

First Federal Savings Bank of Brunswick, Georgia: $1.00 par
common

First State Financial Services, Inc.: $.01 par common

Florida First Bancorp, Inc.: $1.00 par common

Forasol-Former, N.V.: Common shares (par NLG 0.01)

Great Bay Power Corporation: $.01 par common
Grove Bank (Massachusetts): $.10 par common

Homeland Bankshares Corporation: $12.50 par common
Horizon Bancorp, Inc. (Texas): $.01 par common

Independence Bancorp, Inc. (New Jersey): $1.667 par com-
mon

Innotech, Inc.: $.001 par common

IWC Resources Corporation: No par common

Kindercare Learning Centers, Inc.: $.01 par common;
Warrants (expire 04-01-97)

LaSalle re Holdings, Limited: $1.00 par common
Liberty Bancorp, Inc. (Illinois): $.01 par common

Mastec, Inc.: $.10 par common
Medex, Inc.: $.01 par common

Midland Financial Group, Inc.: No par common
Milgray Electronics, Inc.: $.25 par common

New World Communications Group, Inc.: Class A, $.01 par
common
Norand Corporation: $.01 par common

Osborn Communications Corporation: $.01 par common
Oxford Resources Corporation: Class A, $.01 par common

Panatech Research and Development Corporation: $.01 par
common

Providence and Worcester Railroad Company: $.50 par com-
mon

Quality Food Centers, Inc.: $.001 par common

Research Medical, Inc.: $.50 par common
Riverside National Bank (California): $1.25 par common

SCI Systems, Inc.: $.10 par common

SDNB Financial Corp.: No par common
Security Bancorp (Montana): $1.00 par common
Softdesk Inc.: $.01 par common

Southwest Banks, Inc.: $.10 par common

SQA Inc.: $.01 par common

Suare Industries, Inc.: $.01 par common

Strober Organization, Inc.: $.01 par common
Suiza Foods Corporation: $.01 par common
Systemix, Inc.: $.01 par common

Target Therapeutics, Inc.: $.0025 par common

Theratx, Incorporated: $.001 par common

Tompkins County Trustco, Inc. (New York): $1.66-25 par
common

Tower Automotive, Inc.: $.01 par common

TPI Enterprises, Inc.: $.01 par common

Triad Systems Corporation: $.01 par common

Troy Hill Bancorp, Inc. (Pennsylvania): $.01 par common

TSX Corporation: $.01 par common

Tylan General Inc.: $.001 par common

United Air Specialists, Inc.: No par common

Vallicorp Holdings, Inc.: $.01 par common

Ventura County National Bancorp: No par common
Video Sentry Corporation: $.01 par common
Vitalink Pharmacy Services, Inc.: $.01 par common

Additions to the List of Marginable OTC Stocks

Ist Source Corporation: Fixed rate cumulative trust pre-
ferred securities of 1st Source Capital Trust; Floating
rate cumulative trust preferred securities of 1st Source
Capital Trust

Aastrom Biosciences, Inc.: No par common
Accelgraphics, Inc.: $.001 par common
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Agribiotechn, Inc.: $.001 par common

AHL Services, Inc.: $.01 par common

Alliance Imaging, Inc.: $.01 par common

American Business Financial Services, Inc.: $.001 par com-
mon

Ameritrade Holding Corporation: Class A. $.01 par common

Amerus Life Holdings, Inc.: Class A, no par common

APEX PC Solutions, Inc.: No par common

ATL Products, Inc.: Class A, $.0001 par common

Bank of Santa Clara: No par common

BEA Systems, Inc.: $.001 par common

Biora AB: American Depository Receipts
Biosite Diagnostic, Inc.: $.01 par common
Birman Managed Care, Inc.: $.001 par common
Brunswick Technologies. Inc.: No par common

Capital City Bank Group (Florida): $.01 par common

Cell Therapeutics, Inc.: No par common

Cerus Corporation: $.001 par common

Ciena Corporation: $.01 par common

Citizens Financial Corporation: Class A, no par common

Coast Bancorp (California): No par common

Coast Dental Services, Inc.: $.001 par common

Coldwater Creek, Inc.: $.01 par common

Colonial Downs Holdings, Inc.: Class A. $.01 par common

Community Care Services, Inc.: $.01 par common

Community First Bankshares, Inc.: Cumulative capital securi-
ties $25 liquidation

Community Trust Bancorp. Inc.: No par preferred stock

Coulter Pharmaceutical, Inc.: $.001 par common

Cresud S.A.C.LEY.A.: American Depositary Receipts

Crystal Systems Solutions, Ltd.: Ordinary shares (NIS .01)

Daou Systems, Inc.: $.001 par common

Data Systems Network Corporation: $.01 par common

Datamark Holding, Inc.: $.0001 par common

Deltek Systems, Inc.: $.001 par common

Diamond Technology Partners, Inc.: Class A, $.001 par com-
mon

Digital Lightwave, Inc.: $.0001 par common

Earthlink Network, Inc.: $.01 par common

Edge Petroleum Corporation: $.01 par common

Eltek Ltd.: Ordinary Shares (NIS .6)

Emcore Corporation: No par common

Empire Federal Bancorp, Inc. (Montana): $.01 par common

Encore Medical Corporation: $.001 par common: Warrants
(expire 03-08-2003)

Endocardial Solutions, Inc.: $.01 par common

Enstar, Inc.: $.01 par common

Environment/One Corporation: $.10 par common

EPIX Medical, Inc.: $.01 par common

Ergobilt, Inc.: $.01 par common

Esprit Telecom Group PLC: American Depositary Receipts

Euronet Services, Inc.: $.01 par common

Fieldworks, Incorporated: $.00} par common
First Aviation Services, Inc.: $.01 par common

First Banks, Inc. (Missouri): No par cumulative trust preferred
securities

First Sterling Banks, Inc.: No par common

Firstfed Bancorp, Inc. (Alabama): $.01 par common

Fonix Corporation: $.0001 par common

Four Media Company: $.01 par common

Freepages Group PLC: American Depositary Receipts

Fulton Bancorp, Inc.: $.01 par common

Geographics, Inc.: Warrants (expire 06-01-99)

GFSB Bancorp, Inc.: $.10 par common

Greater Bank Bancorp (California): 9.75% cumulative trust
preferred

Green Mountain Coffee, Inc.: $.01 par common

GS Financial Coproration: $.01 par common

Guaranty Financial Corporation: $1.25 par common

Guitar Center, Inc.: $.01 par common

Gulf Island Fabrication, Inc.: No par common

Hamilton Bancorp, Inc. (Florida): $.01 par common
Hemlock Federal Financial Coproration: $.01 par common
High Point Financial Corporation: No par common
Homeland Holding Corporation: $.01 par common
Hospitality Worldwide Services, Inc.: $.01 par common
Humascan, Inc.: $.01 par common

IAT Multimedia, Inc.: $.01 par common

ICG Communications, Inc.: $.01 par common

ILEX Oncology, Inc.: $.01 par common

ILOG S.A.: American Depositary Receipts

Image Guided Technologies, Inc.: No par common

Interstate National Dealer Services, Inc.: Warrants (expire
07-22-99)

Iona Technologies, PLC: American Depositary Receipts

Jacor Communications, Inc.: Warrants (expire 02-27-2002)

Jakks Pacific, Inc.: $.001 par common

Jeffbanks, Inc.: 9.25% no par preferred securities

Jenna Lane, Inc.: $.01 par common; Class A, Warrants (expire
03-19--2000)

Judge Group, Inc., The: $.01 par common

Knightsbridge Tankers, Ltd.: $.01 par common
KOS Pharmaceuticals, Inc.: $.01 par common

Logitech International S.A.: American Depositary Receipts

Macrovision Corporation: $.01 par common

Mansur Industries, Inc.: $.001 par common

Meade Instruments Corporation: $.01 par common

Medialink Worldwide Incorporated: $.01 par common

Medical Manager Corporation: $.01 par common

Medirisk, Inc.: $.001 par common

Metro Information Services, Inc.: $.01 par common

Micro Therapeutics, Inc.: $.001 par common

Mississippi Valley Bancshares, Inc.: Floating rate cumulative
trust—preferred securities of MVBI Capital Trust

Multimedia Games, Inc.: $.01 par common
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NACT Telecommunications, Inc.: $.01 par common
Namibian Minerals Corporation: No par common

National Auto Finance Company, Inc.: $.01 par common
Neomagic Coproration: $.001 par common

Netcom Systems, AB: American Depositary Receipts
Netsmart Technologies, Inc.: $.01 par common

Newsouth Bancorp, Inc. (North Carolina): $.01 par common
Nexar Technologies, Inc.: $.01 par common

Novatel, Inc.: No par common

Old Guard Group, Inc.: No par common
Omniquip International, Inc.: $.01 par common
Ortec International, Inc.: $.001 par common
Overland Data, Inc.: No par common

Pacificare Health Systems, Inc.: Series A, $1.00 par cumula-
tive convertible preferred

Palex, Inc.: $.01 par common

Peoples Financial Corporation: No par common

Peregrine Systems, Inc.: $.001 par common

Perpetual Bank, A Federal Savings Bank (South Carolina):
$1.00 par common

Photoelectron Corporation: $.01 par common

Physicians® Speciality Coproration: $.001 par common

Premire Research Worldwide, Inc.: $.01 par common

Prime Capital Corporation: $.05 par common

Promedco Management Company: No par common

Qualix Group, Inc.: $.001 par common

Radiant Systems, Inc.: No par common

Rail America, Inc.: $.001 par common

Randgold & Exploration Company Ltd.: American Depositary
Receipts

Royale Energy, Inc.: No par common

Savannah Bancorp, Inc., The: $1.00 par common

Search Capital Group, Inc.: $.01 par common; $.01 par pre-
ferred stock

Semiconductor Laser International Corporation: $.01 par com-
mon

Signature Inns, Inc.: No par common; Series A, cumulative
convertible preferred

Silgan Holdings, Inc.: $.01 par common

Source Capital Corporation: No par common

Southwest Bancorporation of Texas, Inc.: $1.00 par common

Special Metals Corporation: $.01 par common

Speciality Care Network, Inc.: $.001 par common

Spinnaker Industries, Inc.: No par common

Stocker & Yale, Inc.: $.001 par common

Storage Dimensions, Inc.: $.005 par common

Sun Bancorp, Inc. (New Jersey): 9.85% preferred stock

Tangram Enterprise Solutions, Inc.: $.01 par common
Template Software, Inc.: $.01 par common

Total Control Products, Inc.: No par common

Total World Telecommunications, Inc.: $.00001 par common
Transcrypt International, Inc. $.01 par common

Valley National Gases, Inc.: $.001 par common

VDI Media No par common
Vistana, Inc.: $.01 par common
Vyrex Corporation: $.001 par common

Walbro Corporation: Convertibletrust preferred securities
Wesley Jessen Visioncare, Inc.: $.01 par common
Wintrust Financial Corporation: No par common

Yurie Systems, Inc.: $.01 par common
Zindart Limited: American Depositary Receipts

Deletions from the Foreign Margin List
Brazil

Companhia Suzano de Papel Cehilose PN: No par non-voting,
preferred
Lojas Americanas S.A.: No par common

Hong Kong

Winsor Industrial Corporation Ltd.: HKS$.50 par ordinary
shares

Japan

AT&T Global Information Solutions Japan, Ltd.: ¥50 par
common

Central Finance Co., Ltd.: ¥50 par common

Godo Steel, Ltd.: %¥50 par common

Japan Digital Laboratory Co., Ltd.: ¥50 par common

Keiyo Co., Ltd.: ¥50 par common

Mitsui Construction Co., Ltd.: %¥50 par common

Nichiei Construction Co., Ltd.: ¥50 par common

Nihon Nosan Kogyo K.K.: ¥50 par common

Nippon Densetsu Kogyo Co., Ltd.: ¥50 par common

Nissha Printing Co., Ltd.: ¥50 par common

Raito Kogyo Co., Ltd. ¥50 par common

Senshukai Co., Ltd.: ¥50 par common

Shokusan Jutaku Sogo Co., Ltd.: %¥50 par common

Sumitomo Construction Co., Ltd.: %50 par common

Taihei Dangyo Kaisha, Ltd.: ¥50 par common

Takoaoka Electric Mfg. Co., Ltd.: ¥50 par common

TOA Steel Co., Ltd.: ¥50 par common

Toenec Corporation: ¥50 par common

Tokuyama Soda Co., Ltd.: %50 par common

Tsumura & Co.: ¥50 par common

Yaohan Japan Corporation: ¥50 par common

South Africa

Middle Witwatersrang (Western Area) Ltd.: Ordinary
shares, par 0.01 South African rand

Sweden

Stadshypotek AB: A Free Shares, par 10 Swedish krona
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Thailand

Finance One Public Co., Ltd.: Ordinary shares, par 10
Thai baht

International Cosmetics Public Co., Ltd.: Ordinary shares,
par 10 Thai bhat

Univest Land Public Co., Ltd.: Common shares, par 10
Thai baht

United Kingdom

Invesco PLC: Ordinary shares, par 25 p
London Electricity PLC: Ordinary shares, par 50 p
Yorkshire Electricity Group PLC: Ordinary shares, par .568 p

Additions to the Foreign Margin List
Brazil

Centrais Eletricas Brasileiras S.A. (Eletrobras): No par com-
mon

Companhia Siderurgia Nacional: No par common

Light Participacoes, S.A. (Light Par): No par common

Uniao De Bancos Brasileiras S.A.: No par non-voting,
preferred

Hong Kong

China Overseas Land & Investment, Ltd.: HK$.10 par ordi-
nary shares

China Resources Enterprise, Ltd.: HK$1.00 par ordinary
shares .

Cosco Pacific, Ltd.: HK$.50 par ordinary shares

Guandong Investment, Ltd.: HK$.50 par ordinary shares

Kerry Properties, Ltd.: HK$.10 par ordinary shares

Pearl Oriental Holdings, Ltd.: HK$.10 par ordinary shares

Tsim Sha Tsui Properties, Ltd.: HK$.20 par ordinary shares

Italy

H.P.L. SPA: Ordinary shares, par 5000 lira

Japan

Acom Co., Ltd.: ¥50 par common

DDI Corporation: YNichiei Co., Ltd.: ¥50 par common
NTT Data Corporation: ¥50,000 par common

Oriental Land Co., Ltd.: ¥50 par common

Promise Co., Ltd.: %50 par common
West Japan Railway Co.: ¥50,000 par common

South Africa
Avmin Limited: Ordinary shares, par .01 South African rand
Switzerland

CIBA Specialty Chemicals Holdings AG: Registered shares,
par 10 Swiss francs

Thailand

ICC International Public Co., Ltd.: Ordinary shares, par
10 Thai baht

United Kingdom

Amvesco PLC: Ordinary shares, par 25 p

ORDERS ISSUED UNDER BANK HOLDING COMPANY ACT

Orders Issued Under Section 3 of the Bank Holding
Company Act

Amboy Bancorporation
Old Bridge, New Jersey

Order Approving the Acquisition of Shares in a De Novo
Bank

Amboy Bancorporation, Old Bridge, New Jersey, (“Am-
boy”’), a bank holding company within the meaning of the
Bank Holding Company Act (“BHC Act”), has requested
the Board’s approval under section 3 of the BHC Act
(12 US.C. § 1842) to acquire up to 9.9 percent of the
shares of The Community Bank of New Jersey, Freehold,
New Jersey (“CBNIJ"), a de novo state-chartered bank.!

Notice of this proposal, affording interested persons an
opportunity to submit comments, has been published
(62 Federal Register 4534 (1997)). The time for filing
comments has expired, and the Board has considered the
proposal and all comments received in light of the factors
set forth in section 3 of the BHC Act.

Amboy, with total consolidated assets of $1.1 billion, is
a registered bank holding company that operates one sub-
sidiary bank in New Jersey.2 Amboy is the 13th largest
commercial banking organization in New Jersey, control-
ling approximately $871.8 million in deposits, representing
1 percent of all deposits in commercial banking organiza-
tions in the state (‘“‘state deposits”).? CBNJ, a de novo
bank, would control a de minimis percentage of state
deposits during its first few years of operation.*

Amboy proposes to acquire less than 25 percent of the
voting shares of CBNIJ, which is not a normal acquisition

1. CBNJ would be capitalized through an initial public offering of
voting stock, and Amboy proposes to purchase 9.9 percent of the
voting shares. Amboy would alse obtain a non-transferrable ten-year
option to purchase additional CBNIJ shares in future public offerings in
order to maintain shareholdings at 9.9 percent. The option by its terms
may not be exercised if the result would cause Amboy to own, in the
aggregate, more than 9.9 percent of CBNI’s voting shares.

2. Amboy owns Amboy National Bank, Old Bridge, New Jersey
(“Amboy Bank”). Consolidated asset data are as of September 30,
1996.

3. Banking asset data are as of December 31, 1996. State deposit
data are as of June 30, 1996.

4. CBNJ projects that its average deposit balances will reach
$6 million during its first year in operation, and will reach $85 million
by its fifth year in operation.
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for a bank holding company. Nonetheless, the requirement
in section 3(a)(3) of the BHC Act that the Board’s approval
be obtained before a bank holding company acquires more
than 5 percent of the voting shares of a bank suggests that
Congress contemplated the acquisition by bank holding
companies of between 5 and 25 percent of the voting
shares of a bank or bank holding company (a “minority
investment’’).

Amboy contends that the proposed 9.9 percent minority
investment would be passive and would not permit Amboy
to control CBNJ. Amboy has provided a number of the
commitments previously relied on by the Board in deter-
mining that minority investments would not permit the
investing bank holding company to control another bank
holding company or bank.® Unlike other cases, however,
Amboy proposes to engage in loan participation activities
with CBNJ, and contends that this relationship should not
raise control issues.

A company may control a bank or other company for
purposes of the BHC Act if the company is able to exercise
a controlling influence over the management and policies
of the bank or other company.® The Board previously has
concluded that a minority investment could permit the
investing bank holding company to control another bank or
bank holding company.” Whether a minority investment
could result in control necessarily requires a careful review
of the proposal in light of all the facts of record. If control
exists, the Board’s regulations require the bank holding
company to provide financial and managerial support to
the bank or bank holding company it controls.?

The Board has in many prior cases noted its concern that
a proposed minority investment could permit an investing
bank holding company to exercise a controlling influence
over the bank invested in when the investment is coupled
with significant business relationships, particularly rela-
tionships involving a core banking function like lending.®

S. See e.g., Summit Bancorp, Inc., 77 Federal Reserve Bulletin 952
(1991); The Summit Bancorporation, 75 Federal Reserve Bulletin 712
(1989); United Counties Bancorporation, 715 Federal Reserve Bulletin
714 (1989). For example, Amboy has committed not to exercise a
controlling influence over the management or policies of CBNJ; not to
have director. officer, or employee interlocks with CBNJ; not to solicit
or participate in soliciting proxies with respect to any matter presented
to the shareholders of CBNJ; and not to threaten to dispose of shares
of CBNIJ in any manner as a condition of specific action or nonaction
by CBNJ.

6. 12 US.C. § 1841(a)(2)XC).

7. See McLeod Bancshares, Inc., 73 Federal Reserve Bulletin 724
(1987); Hudson Financial Associates, 72 Federal Reserve Bulletin
150 (1986).

8. See, e.g., 12 C.ER. 225.4(a); Flathead Holding Company of
Bigfork, 82 Federal Reserve Bulletin 741 (1996); see also 12 U.S.C.
§ 1815(e) (cross-guaranty provision of the Federal Deposit Insurance
Act).

9. See, e.g., Proposed Investment by Sumitomo Bank, 73 Federal
Reserve Bulletin 24 (1987). In a small number of proposals, the Board
has concluded that a minority investment in combination with busi-
ness relationships would not, in the specific circumstances of that
case, result in the investing bank holding company controlling the
second holding company. In those cases, each of the institutions
involved were large commercial banking organizations with substan-
tial assets and well-established records of independent operations, and

For example, an equity investor has both the means and the
incentive to influence the lending policies of a company
that is a significant partner in lending transactions to insure
a certain amount of loan participations in connection with
the bank’s business plan. In addition, a company may be
less willing to reject loans originated by an investor in the
company or establish loan policies that conflict with the
policies of a company that is a significant investor and
source of business.

In this case, Amboy Bank proposes to underwrite and
originate real estate and construction loans in CBNJ’s
community with the expectation that CBNJ would partici-
pate in these loans. CBNI is a de novo bank with no record
of independent operations. Amboy has not proposed any
limit to the amount of the assets of CBNJ that would
represent loans originated or underwritten by Amboy, and
the amount of such participation could therefore represent
most or all of the loan portfolio of CBNJ during the next
several years.

The Board also has considered these proposed business
relationships in light of the fact that Amboy would be the
largest single shareholder of CBNJ and would be able to
vote 9.9 percent of the bank’s outstanding shares. CBNJ’s
shares are otherwise widely held, with no single share-
holder owning in excess of five percent.'©

Based on all the facts of record, and for the reasons
discussed above, the Board concludes that Amboy would
have the ability to exercise a controlling influence over the
management and policies of CBNJ as a result of the
proposal and, thereby, would control the bank for purposes
of the BHC Act.!! Accordingly, the Board’s action on the
proposal is expressly conditioned on Amboy providing
financial and managerial support for CBNJ in accordance
with the Board’s rules and policies.

Amboy and CBNJ would compete in the Metropolitan
New York/New Jersey banking market.!> Amboy is the
45th largest depository institution in the market, control-
ling approximately $871.8 million in deposits, representing
less than 1 percent of total deposits in depository institu-
tions in the market (“market deposits”).!* The market is

the business relationships were limited. See BOK Financial Corpora-
tion, 81 Federal Reserve Bulletin 1052 (1995); Banco Santander, S.A.,
81 Federal Reserve Bulletin 1139 (1995).

10. Although the bank’s organizers would own approximately
46 percent of the bank’s voting shares, the organizers consist of 31
individuals and there is no evidence in the record that the organizers
are bound together as a cohesive group of sharcholders that could
counterbalance Amboy’s voting power. CBNJ’s remaining voting
shares would be owned by approximately 270 individual shareholders.

11. See 12 C.FR. 225, Subpart D.

12. The Metropolitan New York-New Jersey banking market is
approximated by Bergen, Essex, Hudson, Hunterdon, Middlesex,
Monmouth, Morris, Ocean, Passaic, Somerset, Sussex, Union and
Warren Counties and parts of Mercer County in New Jersey; Bronx,
Dutchess, Kings, Nassau, New York, Orange, Putnam, Queens, Rich-
mond, Rockland, Suffolk, Sullivan, Ulster and Westchester Counties
in New York; Pike County, Pennsylvania; and 24 municipalities in
Fairfield and Litchfield Counties in Connecticut.

13. Market share data are as of June 30, 1995. Market share data are
based on calculations in which the deposits of thrift institutions are
included at 50 percent. The Board has indicated previously that thrift
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unconcentrated, as measured by the Herfindahl-Hirschman
Index (“HHI"),'* and numerous competitors would remain
in the market. Based on all the facts of record, the Board
concludes that consummation of the proposal would not
have a significantly adverse effect on competition or the
concentration of resources in the Metropolitan New York/
New Jersey banking market or any other relevant banking
market. The Board also concludes in light of all the facts of
record that the financial and managerial resources and
future prospects of the companies and banks involved and
the convenience and needs of the community to be served
are consistent with approval as are other supervisory fac-
tors.

Based on the foregoing and all the facts of record, the
Board has determined that the application should be, and
hereby is, approved. The Board’s approval is expressly
conditioned on compliance by Amboy with all the commit-
ments made in connection with the proposal and with the
conditions discussed in this order, including the condition
that Amboy provide financial and managerial support to
CBNIJ in accordance with the Board’s policies. For pur-
poses of this action, the commitments and conditions relied
on by the Board in reaching this decision are deemed to be
conditions imposed in writing and, as such, may be en-
forced in proceedings under applicable law.

The acquisition of shares in CBNJ should not be con-
summated before the fifteenth calendar day following the
effective date of this order or later than three months
following the effective date of this order, and CBNJ shall
be opened for business within six months, unless such
periods are extended for good cause by the Board or by the
Federal Reserve Bank of New York, acting pursuant to
delegated authority.

By order of the Board of Governors, effective April 14,
1997.

Voting for this action: Chairman Greenspan, Vice Chair Rivlin, and
Governors Kelley, Phillips, and Meyer.

WILLIAM W. WILES
Secretary of the Board

institutions have become, or have the potential to become, major
competitors of commercial banks. See WM Bancorp, 76 Federal
Reserve Bulletin 788 (1990); National City Corporation, 70 Federal
Reserve Bulletin 743 (1984).

14. In light of the de novo formation of CBNIJ, the HHI would
remain unchanged at 748 after consummation of the proposal. Under
the revised Department of Justice Merger Guidelines, 49 Federal
Register 26,823 (June 29, 1984), a market in which the post-merger
HHI is less than 1000 is unconcentrated. The Justice Department has
informed the Board that a bank merger or acquisition generally will
not be challenged (in the absence of other factors indicating anticom-
petitive effects) unless the post-merger HHI is at least 1800 and the
merger increases the HHI by more than 200 points. The Justice
Department has stated that the higher than normal HHI thresholds for
screening bank mergers for anticompetitive effects implicitly recog-
nize the competitive effect of lirnited-purpose lenders and other non-

Aanncitnary financial antitiac

G.B. Financial Services, Inc.
Greenbush, Minnesota

Order Approving the Merger of Bank Holding
Companies

G.B. Financial Services, Inc., Greenbush (“G.B. Finan-
cial”}), a bank holding company within the meaning of the
Bank Holding Company Act (“BHC Act”), has requested
the Board’s approval under section 3 of the BHC Act
(12 US.C. § 1842) to merge with Border Bancshares, Inc.,
Greenbush (“Border Bancshares™), and thereby acquire
Border State Bank, Roseau (“‘Border Bank ™), all in Minne-
sota.!

Notice of the proposal, affording interested persons an
opportunity to submit comments, has been published (62
Federal Register 2368 (1997)). The time for filing com-
ments has expired, and the Board has considered the appli-
cation and all comments received in light of the factors set
forth in section 3 of the BHC Act.

G.B. Financial, with total consolidated assets of
$38.2 million, operates one subsidiary bank, Border State
Bank of Greenbush, Greenbush, Minnesota (“‘Greenbush
Bank”™).2 G.B. Financial is the 204th largest commercial
banking organization in Minnesota, controlling deposits of
approximately $30.2 million, representing less than 1 per-
cent of total deposits in commercial banks in the state.’
Border Bancshares is the 238th largest depository institu-
tion in Minnesota, controlling deposits of approximately
$26.7 million, representing less than 1 percent of total
deposits in commercial banking organizations in the state
On consummation of this proposal, G.B. Financial woulc
become the 112th largest commercial banking organizatior
in Minnesota, controlling approximately $56.9 million ir
deposits, representing less than 1 percent of total deposits
in commercial banking organizations in the state.

G.B. Financial and Border Bancshares compete directly
in the Roseau, Minnesota, banking market (“Roseau bank-
ing market””).* Greenbush Bank is the third largest of fow
commercial banks in the Roseau banking market, control-
ling deposits of $30.2 million, representing 15.3 percent ol
total deposits in commercial banking organizations in the
market (‘“‘market deposits”).> Border Bank is the fourtt
largest bank in the market, controlling deposits o
$26.7 million, representing 13.5 percent of market depos:
its. On consummation, Greenbush Bank and Border Ban}
would control total deposits of $56.9 million, representing
28.8 percent of market deposits.

1. After the merger, G.B. Financial will change its name to Borde
Bancshares, Inc.

2. Asset data are as of December 31, 1996.

3. State deposit data are as of June 30, 1996.

4. The Roseau banking market is approximated by Roseau County
Minnesota. No savings associations operate in the market.

S Market data are ac of Tune 30 1004

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



510 Federal Reserve Bulletin OJ June 1997

The market, as measured by the Herfindahl-Hirshman
Index (““HHI™), is and would remain highly concentrated.®
In accordance with the BHC Act, the Board sought com-
ments from the Department of Justice on the competitive
effects of the proposal in the relevant banking market. The
Department of Justice has advised the Board that consum-
mation of the proposal would not likely have any signifi-
cantly adverse effects on competition in the Roseau bank-
ing market or any relevant banking market. The FDIC also
has not objected to the proposal.

G.B. Financial and Border Bancshares have a long his-
tory of affiliation through individual shareholders, and are
under the control of the same individual shareholders.”
Based on all the facts of record, including the history of
affiliation and the System’s prior reviews, and the financial
support provided by the common shareholders to the banks
involved, the Board does not believe that the proposal is
likely to have a significantly adverse effect on competition
or on the concentration of banking resources in the Roseau
banking market, or any other relevant banking market.

The BHC Act also requires the Board to consider the
financial and managerial resources and future prospects of
the companies and banks involved, the convenience and
needs of the community to be served, and certain other
supervisory factors. The Board has carefully reviewed the
factors in light of all the facts of record, including relevant
supervisory reports of examination. The Board concludes
that the financial and managerial resources and future
prospects of the institutions involved in this proposal, and
considerations relating to the convenience and needs of the
communities to be served, are consistent with approval, as
are the other supervisory factors the Board must consider
under section 3 of the BHC Act.

Based on the foregoing and ali the facts of record, the
Board has determined that the application should be, and
hereby is, approved. The Board’s approval of the proposal
is conditioned on compliance by G.B. Financial with the
commitments made in connection with this application.
The commitments and conditions relied on by the Board in
reaching this decision shall be deemed to be conditions
imposed in writing by the Board in connection with its

6. The HHI would increase by 414 points to 3769. Under the revised
Department of Justice Merger Guidelines, 49 Federal Register 26,823
(1984), a market in which the post-merger HHI is above 1800 is
considered highly concentrated. The Department of Justice has in-
formed the Board that a bank merger or acquisition generally will not
be challenged (in the absence of other factors indicating anticompeti-
tive effects) unless the post-merger HHI is at least 1800 and the
merger increases the HHI by more than 200 points. The Justice
Department has stated that the higher than normal HHI thresholds for
screening bank mergers for anticompetitive effects implicitly recog-
nize the competitive effects of limited-purpose lenders and other
non-depository institutions.

7. Common shareholders own a substantial majority in each
organization—77.4 percent of G.B. Financial and 97.3 percent of
Border Bancshares—and both organizations have had identical boards
of directors since 1993. The directors comprise most of the common
shareholders and own approximately 70 percent of G.B. Financial and
approximately 93 percent of Border Bancshares.

findings and decision, and, as such, may be enforced in
proceedings under applicable law.

The acquisition shall not be consummated before the
fifteenth calendar day following the effective date of this
order, or later than three months after the effective date of
this order, unless such period is extended for good cause by
the Board or the Federal Reserve Bank of Minneapolis,
acting pursuant to delegated authority.

By order of the Board of Governors, effective April 21,
1997.

Voting for this action: Chairman Greenspan, Vice Chair Rivlin, and
Governors Kelley, Phillips, and Meyer.

JENNIFER J. JOHNSON
Deputy Secretary of the Board

Orders Issued Under Section 4 of the Bank Holding
Company Act

BOK Financial Corporation
Tulsa, Oklahoma

Order Approving a Notice to Engage in Certain
Nonbanking Activities

BOK Financial Corporation, Tulsa, Oklahoma (‘““Notifi-
cant”), a bank holding company within the meaning of the
Bank Holding Company Act (“BHC Act”), has requested
the Board’s approval under section 4(c)(8) of the BHC Act
(12 U.S.C. § 1843(c)(8)) and section 225.24 of Regula-
tion Y (12 C.FR.225.24) to engage de novo in the follow-
ing nonbanking activities through its wholly owned subsid-
iary, Alliance Securities Corporation, Tulsa, Oklahoma
(*Company”’):
(1) Underwriting and dealing in, to a limited extent,
certain municipal revenue bonds (including certain un-
rated revenue bonds), 1-4 family mortgage-related secu-
rities, consumer receivable-related securities, and com-
mercial paper (“bank-ineligible securities™) (“Tier I
underwriting and dealing activities™);
(2) Acting as agent in the private placement of all types
of securities, pursuant to section 225.28(b)(7)(ii1) of
Regulation Y (see 12 C.ER. 225.28(b)(7)(111));
(3) Providing investment advisory services, pursuant to
section 225.28(b)(6) of Regulation Y (see 12 C.FR.
225.28(b)(6));
(4) Underwriting and dealing in government obligations
and money market instruments in which state member
banks may underwrite and deal under 12 US.C. §§ 335
and 24(7) (“‘bank-eligible securities’), pursuant to sec-
tion 225.28(b)(8)(i) of Regulation Y (see 12 C.FR.
225.28(b)(8)(i)); and
(5) Providing securities brokerage services, pursuant to
section 225.25(b)(7)(i) of Regulation Y (see 12 C.ER.
225.25(bY(7)(1)).

Notice of the proposal, affording interested persons an
opportunity to submit comments, has been published

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



Legal Developments 511

{62 Federal Register 3699 (1997)). The time for filing
comments has expired, and the Board has considered the
notice and all comments received in light of the factors set
forth in section 4(c)(8) of the BHC Act.

Notificant, with total consolidated assets of approxi-
mately $4.5 billion, is the largest banking organization in
Oklahoma and the 94th largest banking organization in the
United States.! Notificant operates commercial bank sub-
sidiaries in Oklahoma, Arkansas, and Texas, and engages,
through its subsidiaries, in various permissible nonbanking
activities.

Prior to commencing the proposed activities, Company
will register as a broker-dealer with the Securities and
Exchange Commission (“SEC”’) under the Securities Ex-
change Act of 1934 (15US.C.§78a et seq.) and will
become a member of the National Association of Securi-
ties Dealers, Inc. (“NASD”). Accordingly, Company will
be subject to the recordkeeping and reporting obligations,
fiduciary standards, and other requirements of the Securi-
ties Exchange Act of 1934, the SEC, and the NASD.

Activities Approved by Regulation

As noted above, Company proposes to engage in invest-
ment advisory services, securities brokerage, bank-eligible
securities underwriting and dealing, and private placement
activities that have been determined by regulation to be
closely related to banking for purposes of section 4(c)(8) of
the BHC Act.? Notificant has committed that Company
will conduct the activities in accordance with the limita-
tions set forth in Regulation Y and the Board’s orders
relating to these activities.?

Underwriting and Dealing in Bank-Ineligible Securities

The Board has determined that—subject to the prudential
framework of limitations established in previous decisions
to address the potential for conflicts of interests, unsound
banking practices, or other adverse effects—the proposed
activities of underwriting and dealing in bank-ineligible
securities are so closely related to banking as to be a proper
incident thereto within the meaning of section 4(c)(8) of

1. Asset and national ranking data are as of September 30, 1996.
Oklahoma ranking data are as of June 30, 1996.

2. See 12 C.ER. 225.28(b)(6), (b)(7)(i1), (b)(7)(ii1), and (b)(8)(i).

3. In order to address the potential conflicts of interests arising from
Company’s conduct of full-service brokerage activities along with
underwriting and dealing in bank-ineligible securities, Notificant has
committed that Company will inform its brokerage customers at the
commencement of the relationship that, as a general matter, Company
may be a principal or may be engaged in underwriting with respect to,
or may purchase from an affiliate, securities for which brokerage and
advisory services are provided. In addition, at the time any brokerage
order is taken, Company will inform brokerage customers (usually
orally) whether Company is acting as agent or principal with respect
to a security. Confirmations sent to customers also will state whether
Company is acting as agent or principal. See PNC Financial Corpora-
tion, 75 Federal Reserve Bulletin 396 (1989).

the BHC Act.# Notificant has committed that Company
will conduct these underwriting and dealing activities us-
ing the same methods and procedures and subject to the
same prudential limitations established by the Board in the
Section 20 Orders.

Notificant proposes that Company would underwrite angd
deal in unrated municipal revenue bonds. The Board previ-
ously has authorized section 20 companies engaged in Tier
I underwriting and dealing activities to engage, to a limited
extent, in underwriting and dealing in unrated municipal
revenue bonds.5 In past cases, the Board approved compa-
nies with Tier I underwriting powers to underwrite munici-
pal revenue bonds in which a single issue of unrated bonds
would not exceed $7.5 million.¢ Notificant proposes that
Company be permitted to underwrite unrated municipal
revenue bonds with no single issue dollar limit. Bank
holding companies with broader debt and equity underwrit-
ing powers may underwrite unrated municipal bond issues
of any size. Based on the Board’s experience in supervis-
ing unrated municipal revenue bond underwriting activi-
ties, and on the basis of the Board’s assessment of the
credit evaluation process that Company would use to re-
view the unrated municipal revenue bonds, the Board
concludes that Notificant’s proposal to underwrite munici-
pal revenue bonds without a single issue limit does nol
raise significant potential adverse effects.

The Board has determined that the conduct of the securi-
ties underwriting and dealing activities proposed by Notifi-
cant is consistent with section 20 of the Glass—Steagall Act
(12 US.C. § 377), provided that Company engages only ir
limited bank-ineligible underwriting and dealing activi-
ties.” Effective March 6, 1997, the Board increased fromr
10 percent to 25 percent the amount of total revenue that ¢
section 20 subsidiary may derive from committed tha
Company will conduct its bank-ineligible securities under-
writing and dealing activities subject to the Board’s reve-
nue test.?

4. See Citicorp, 73 Federal Reserve Bulletin 473 (1987) (“Citi
corp™), aff’'d sub nom. Securities Industry Ass’n v. Board of Gover
nors of the Federal Reserve System, 839 F.2d 47 (2d Cir), cert
denied, 486 U.S. 1059 (1988), as modified by Order Approving
Modifications to Section 20 Orders, 75 Federal Reserve Bulletin 75
(1989), as modified by Review of Restriction on Director, Officer anc
Employee Interlocks, Cross-Marketing Activities, and the Purchas:
and Sale of Financial Assets Between a Section 20 Subsidiary and a)
Affiliated Bank or Thrift, 61 Federal Register 57,679 (1996) (collec
tively, “Section 20 Orders”).

5. See Letter Interpreting Section 20 Orders, 81 Federal Reserv.
Bulletin 198 (1995).

6. See id.

7. See Section 20 Orders. Compliance with the revenue limitatios
shall be calculated in accordance with the method stated in the Sec
tion 20 Orders, as modified by the Order Approving Modifications &
the Section 20 Orders, 719 Federal Reserve Bulletin 226 (1993)
and the Supplement to Order Approving Modifications to Sec
tion 20 Orders, 79 Federal Reserve Bulletin 360 (1993).

8. Company also may engage in activities that are necessary inci
dents to the proposed underwriting and dealing activities, provide
that they are treated as part of the bank-ineligible securities activities
Unless Company receives specific approval under section 4(c)(8) o
the BHC Act to conduct the activities independently, any revenue
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Other Considerations

In order to approve this notice, the Board also must con-
sider whether the performance of the proposed activities is
a proper incident to banking, that is, whether the activities
proposed ““can reasonably be expected to produce benefits
to the public . . . that outweigh possible adverse effects,
such as undue concentration of resources, decreased or
unfair competition, conflicts of interests, or unsound bank-
ing practices.”® As part of its evaluation of these factors,
the Board considers the financial and managerial resources
of the notificant and its subsidiaries and the effect the
transaction would have on such resources.!® Based on all
the facts of record, the Board concludes that financial and
managerial considerations are consistent with approval of
the notice.

As noted above, Notificant has committed that Company
will conduct its bank-ineligible securities underwriting and
dealing activities in accordance with the prudential frame-
work established by the Board’s Section 20 Orders. Under
the framework and conditions established in this order and
the Section 20 Orders, the Board concludes that Compa-
ny’s proposed conduct of limited bank-ineligible securities
underwriting and dealing activities is not likely to result in
significantly adverse effects, such as undue concentration
of resources, decreased or unfair competition, conflicts of
interests, or unsound banking practices. Similarly, the
Board finds no evidence that Company’s private placement
and other activities would likely resuit in any significantly
adverse effects.

The Board expects, moreover, that the de novo entry of
Company into the market for the proposed bank-ineligible
underwriting and dealing services would provide added
convenience to Notificant’s customers, lead to improved
methods of meeting customer financing needs, and in-
crease the level of competition among existing providers of
these services. The Board also expects that Company’s
performance of private placement, financial advisory, and
other activities, in which Notificant’s banking subsidiaries
currently engage to a limited extent, will lead to greater
efficiencies within the Notificant’s corporate system and
thereby permit Notificant to provide better services to its
customers. Accordingly, the Board has determined that the
performance of the proposed activities by Company can
reasonably be expected to produce public benefits that
outweigh possible adverse effects under the proper incident
to banking standard of section 4(c)(8) of the BHC Act.

Based on all the facts of record, and subject to the
commitments made by Notificant, as well as the terms and
conditions set forth in this order and in the Board orders
noted above, the Board has determined that the notice
should be, and hereby is, approved. Approval of the pro-
posal is specifically conditioned on compliance by Notifi-
cant and Company with the commitments made in connec-

from the incidental activities must be counted as ineligible revenues
subject to the revenue limitation.

9. 12 US.C. § 1843(c)(8).

10. See 12 C.FR. 225.26.

tion with the notice and the conditions referenced in this
order and the above-cited Board regulations and orders.
The Board’s determination also is subject to all the terms
and conditions set forth in Regulation Y, including those in
sections 225.7 and 225.25(c) (i2 C.FR.2257 and
225.25(c)), and to the Board’s authority to require modifi-
cation or termination of the activities of a bank holding
company or any of its subsidiaries as the Board finds
necessary to assure compliance with, and to prevent eva-
ston of, the provisions of the BHC Act and the Board’s
regulations and orders issued thereunder. In approving the
proposal, the Board has relied on all the facts of record and
all the representations and commitments made by Notifi-
cant. The commitments and conditions shall be deemed to
be conditions imposed in writing by the Board in connec-
tion with its findings and decisions, and may be enforced in
proceedings under applicable law.

This transaction shall not be consummated later than
three months after the effective date of this order, unless
such period is extended for good cause by the Board or the
Federal Reserve Bank of Kansas City, acting pursuant to
delegated authority.

By order of the Board of Governors, effective April 28,
1997.

Voting for this action: Chairman Greenspan, Vice Chair Rivlin, and
Governors Kelley, Phillips, and Meyer.

JENNIFER J. JOHNSON
Deputy Secretary of the Board

Crestar Financial Corporation
Richmond, Virginia

Order Approving a Notice to Engage in Certain
Nonbanking Activities

Crestar Financial Corporation, Richmond, Virginia (“Ap-
plicant’’), a bank holding company within the meaning of
the Bank Holding Company (“BHC”) Act, has requested
the Board’s approval under section 4(c)(8) of the BHC Act
(12 U.S.C. § 1843(c)(8)) and section 225.23 of the Board’s
Regulation Y (12 C.F.R. 225.23) to engage de novo in the
following nonbanking activities through its wholly owned
subsidiary, Crestar Securities Corporation, Richmond, Vir-
ginia (“Company’’):
(1) Underwriting and dealing in, to a limited extent,
certain municipal revenue bonds (including certain un-
rated and “private ownership” municipal revenue
bonds), 1-4 family mortgage-related securities, con-
sumer receivable-related securities, and commercial pa-
per (collectively, “bank-ineligible securities™); and
(2) Acting as agent in the private placement of all types
of securities, and buying and selling all types of securi-
ties on the order of customers as a “riskless principal.”

Notice of the proposal, affording interested persons an
opportunity to submit comments, has been published
(62 Federal Register 7784 (1997)). The time for filing
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comments has expired, and the Board has considered the
notice and all comments received in light of the factors set
forth in section 4(c)(8) of the BHC Act.

Applicant, with total consolidated assets of approxi-
mately $18.8 billion, is the 43rd largest banking organiza-
tion in the United States.! Applicant owns one commercial
bank subsidiary that operates in Virginia, Maryland, and
the District of Columbia and engages, through other sub-
sidiaries, in various permissible nonbanking activities.
Company is, and wiil continue to be, registered as a broker-
dealer with the Securities and Exchange Commission
(“SEC”) under the Securities Exchange Act of 1934
(15 US.C. § 78a et seq.) and a member of the National
Association of Securities Dealers, Inc. (“NASD”).2 Ac-
cordingly, Company is, and will continue to be, subject to
the recordkeeping and reporting obligations, fiduciary stan-
dards, and other requirements of the Securities Exchange
Act of 1934, the SEC, and the NASD.

Underwriting and Dealing in Bank-Ineligible Securities

The Board previously has determined that, subject to the
prudential framework of limitations established in previous
decisions to address the potential for conflicts of interests,
unsound banking practices, or other adverse effects (“‘sec-
tion 20 firewalls™’), the proposed activities of underwriting
and dealing in bank-ineligible securities are so closely
related to banking as to be a proper incident thereto within
the meaning of section 4(c)(8) of the BHC Act.? Applicant
has committed that Company will conduct these underwrit-
ing and dealing activities using the same methods and
procedures and subject to the same prudential limitations
established by the Board in the Section 20 Orders.*

1. Asset and ranking data are as of December 31, 1996.

2. Company currently engages in a variety of permissible nonbank-
ing activities including lending, advisory, leasing, and securities bro-
kerage activities and underwriting and dealing in obligations of the
United States, general obligations of states and their political subdivi-
sions, and other obligations that state member banks may underwrite
and deal in under 12 US.C. §§ 335 and 24(7). See 12 C.FR.
225.25(b)(1), (4), (5), (15), and (16). Company also engages in
insurance agency activities pursuant to section 225.25(b)(8)(vit) of the
Board’s Regulation Y (“Exemption G”). Exemption G is one of
seven specific exemptions enacted by Title VI of the Garn-St. Ger-
main Depository Institutions Act of 1982 to that Act’s general prohibi-
tion on insurance activities by bank holding companies. The exemp-
tion authorizes those bank holding companies that engaged in
insurance agency activities prior to 1971 with prior Board approval to
engage or control a company engaged in insurance agency activities.

3. See Citicorp et al., 73 Federal Reserve Bulletin 473 (1987), aff'd
sub nom. Securities Industry Ass'n v. Board of Governors of the
Federal Reserve System, 839 F.2d 47 (2d Cir.), cert. denied, 486 U.S.
1059 (1988), as modified by Review of Restrictions on Director,
Officer and Employee Interlocks, Cross-Marketing Activities, and the
Purchase and Sale of Financial Assets Between a Section 20 Subsid-
iary and an Affiliated Bank or Thrift, 61 Federal Register 57,679
(1996) (collectively, “Section 20 Orders™).

4. To address potential conflicts of interests arising from Company’s
conduct of full-service brokerage activities together with underwriting
and dealing in bank-ineligible securities, Applicant has committed
that Company will inform its full-service brokerage customers at the
commencement of the relationship that, as a general matter, Company

The Board also has previously concluded that underwrit-
ing and dealing in ““private ownership” industrial develop-
ment bonds that qualify as “exempt facility bonds” under
section 142 of the Internal Revenue Code (““Code’)’ is a
permissible activity under section 4(c)(8) of the BHC Act.¢
Company will conduct this activity according to the pru-
dential limitations set forth in the Section 20 Orders.”

In addition, the Board has determined that the conduct of
the securities underwriting and dealing activities proposed
by Applicant is consistent with section 20 of the Glass—
Steagall Act (12 U.S.C. § 377), provided that the company
engaged in the underwriting and dealing activities derives
no more than 25 percent of its total gross revenues from
underwriting and dealing in bank-ineligible securities over
any two-year period.® Applicant has committed that Com-
pany will conduct its bank-ineligible securities underwrit-

may be a principal or may be engaged in underwriting with respect to,
or may purchase from an affiliate, those securities for which brokerage
and advisory services are provided. In addition, at the time any
brokerage order is taken, the customer will be informed (usually
orally) whether Company is acting as agent or principal with respect
to a security. Confirmations sent to customers also will state whether
Company is acting as agent or principal. See PNC Financial Corp.. 75
Federal Reserve Bulletin 396 (1989).

5.85ee 26 US.C. § 142.

6. See The Bank of New York Company, Inc., 82 Federal Reserve
Bulletin 748 (1996) (“‘Bank of New York™'); Bank South Corporation,
81 Federal Reserve Bulletin 1116 (1995). In addition to the private
ownership bonds discussed in these previous orders, Applicant pro-
poses that Company be permitted to engage to a limited extent in
underwriting and dealing in private ownership bonds that are issued
for the following traditional government services: qualified residential
rental projects, qualified hazardous waste facilities, and environmental
enhancements for existing hydroelectric generating facilities, all of
which qualify as “exempt facility bonds” under the Code. Exempt
facility bonds are issued to finance the acquisition or construction of
facilities that provide certain types of traditional government services.

7. In connection with its proposal to underwrite and deal in unrated
municipal revenue bonds, including unrated public ownership and
“private ownership” industrial development bonds, Applicant has
committed that Company will not underwrite any unrated municipal
revenue bonds until Company conducts an independent credit review
to determine that the securities are of investment grade quality and
that no single issue of unrated municipal revenue bonds, including
unrated public ownership and *‘private ownership” industrial develop-
ment bonds, underwritten by Company would exceed $7.5 million.
Applicant also has provided other commitments previously relied
upon by the Board in authorizing a section 20 company to engage to a
limited extent in underwriting and dealing in unrated municipal reve-
nue bonds.

8. See Section 20 Orders. Effective March 6, 1997, the Board
increased from 10 percent to 25 percent the proportion of total
revenue that a section 20 subsidiary may derive from underwriting
and dealing in bank-ineligible securities. See Revenue Limit on Bank-
Ineligible Activities of Subsidiaries of Bank Holding Companies En-
gaged in Underwriting and Dealing in Securities, 61 Federal Register
68,750 (1996). Compliance with the revenue limitation shall be calcu-
lated in accordance with the method stated in the Section 20 Orders,
as modified by the Order Approving Modifications to Section 20
Orders, 75 Federal Reserve Bulletin 751 (1989), and 10 Percent
Revenue Limit on Bank-Ineligible Activities of Subsidiaries of Bank
Holding Companies Engaged in Underwriting and Dealing in Securi-
ties, 61 Federal Register 48,953 (1996} (collectively, “Modification
Orders™).
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ing and dealing activities subject to the Board’s revenue
test.”

Privarte Placement and ““Riskless Principal” Activities

Private placement involves the placement of new issues of
securities with a limited number of sophisticated purchas-
ers in a nonpublic offering. A financial intermediary in a
private placement transaction acts solely as an agent of the
issuer in soliciting purchasers and does not purchase the
securities and attempt to resell them. Securities that are
privately placed are not subject to the registration require-
ments of the Securities Act of 1933 and are offered only to
financially sophisticated institutions and individuals and
not to the public. Company will not privately place regis-
tered securities and will only place securities with custom-
ers that qualify as accredited investors.

“Riskless principal” is the term used in the securities
business to refer to a transaction in which a broker-dealer,
after receiving an order to buy (or sell) a security for a
customer, purchases (or sells) the security for its own
account to offset a contemporaneous sale to (or purchase
from) the customer.’® A broker-dealer acting as a riskless
principal is not obligated to enter into a transaction with its
customer until after the broker-dealer executes the offset-
ting transaction for its own account. Riskless principal
transactions are understood in the industry to include only
transactions in the secondary market. Thus, Company
would not act as a riskless principal in selling bank-
ineligible securities at the order of a customer that is the
issuer of the securities to be sold, or in any transaction
where Company has a contractual agreement to place the
securities as agent of the issuer. Company also would not
act as a riskless principal in any transaction involving a
bank-ineligible security for which it or an affiliate makes a
market.

The Board has determined that, subject to the limitations
established by the Board in prior orders, the proposed
private placement and riskless principal activities are so
closely related to banking as to be a proper incident thereto
within the meaning of section 4(c)(8) of the BHC Act.!!
The Board also has determined that acting as agent in the
private placement of securities, and purchasing and selling
securities on the order of investors as a riskless principal,
do not constitute underwriting and dealing in securities for

9. Company also may engage in activities that are necessary inci-
dents to the proposed underwriting and dealing activities. Unless
Company receives specific approval under section 4(c)(8) of the BHC
Act to conduct the activities independently, any revenues from the
incidental activities must be counted as ineligible revenues subject to
the Board’s revenue limitation.

10. See SEC Rule 10b-10(a)(8)(1) (17 C.FR. 240.10b-10(a)(8)(i)).
The Board notes that Company, as a registered broker-dealer, must
conduct its riskless principal activities in accordance with the cus-
tomer disclosure and other requirements of federal securities laws and
regulations.

11. See J.P. Morgan & Company Incorporated, 76 Federal Reserve
Bulletin 26 (1990) (“*J.P. Morgan™); Bankers Trust New York Corpo-
ration, 75 Federal Reserve Bulletin 829 (1989) (“*Bankers Trust”).

purposes of section 20 of the Glass—Steagall Act, and,
therefore, that revenue derived from these activities is not
subject to the revenue limitation on bank-ineligible securi-
ties underwriting and dealing activities.!?

Applicant has committed that Company will conduct its
private placement activities using the same methods and
procedures and subject to the same prudential limitations
as those established by the Board in Bankers Trust and J .P.
Morgan, including the comprehensive framework of re-
strictions imposed by the Board in connection with under-
writing and dealing in bank-ineligible securities, which
were designed to avoid potential conflicts of interests,
unsound banking practices, and other adverse effects.!?
Applicant also has committed that Company will conduct
its riskless principal activities subject to the limitations
previously established by the Board.'* Among the limita-
tions discussed more fully in Bank of New York and the
Riskless Principal Order, Applicant has committed that
Company will not act as riskless principal for registered
investment company securities or for any securities of
investment companies that are advised by Applicant or any
of its affiliates. Also, neither Company nor its affiliates will
hold themselves out as making a market in the bank-
ineligible securities that Company buys and sells as risk-
less principal, or enter quotes for specific bank-ineligible
securities in any dealer quotation system in connection
with Company’s riskless principal transactions, except that
Company and its affiliates may enter bid or ask quotations,
or publish “offering wanted” or “‘bid wanted” notices on
trading systems other than NASDAQ or an exchange, if
Company or an affiliate does not enter price quotations on
different sides of the market for a particular security for
two business days.!?

Other Considerations

In order to approve this notice, the Board also must deter-
mine that the proposed activities are a proper incident to
banking, that is that the proposal “can reasonably be
expected to produce benefits to the public, such as greater
convenience, increased competition, or gains in efficiency,
that outweigh possible adverse effects, such as undue con-
centration of resources, decreased or unfair competition,

12. See Bankers Trust.

13. Among the prudential limitations discussed more fully in Bank-
ers Trust and J.P. Morgan are that Company will not privately place
open-end investment company securities or securities of investment
companies that are advised by Applicant or any of its affiliates. In
addition, Company will make no general solicitation or general adver-
tising for securities it places.

14. See Bank of New York; Order Revising the Limitations Applica-
ble to Riskless Principal Activities, 82 Federal Reserve Bulletin 759
(1996) (“Riskless Principal Order”).

15. Effective April 21, 1997, the proposed private placement and
riskless principal activities will be included in the “laundry list” of
nonbanking activities permissible for bank holding companies that is
set forth in Regulation Y. See 62 Federal Register 9290 (1997) (to be
codified at 12 C.F.R. 225.28(b)(7)(ii) and (iii)). Accordingly, from and
after that date, Company may engage in such activities subject only to
those conditions set forth in Regulation Y, as amended.
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conflicts of interests, or unsound banking practices.”’¢ As
part of the Board’s evaluation of these factors, the Board
considers the financial and managerial resources of the
notificant and its subsidiaries and the effect the transaction
would have on such resources.'” The Board has reviewed
the capitalization of Applicant and Company in accordance
with the standards set forth in the Section 20 Orders and
finds the capitalization of each to be consistent with ap-
proval. The determination of the capitalization of Com-
pany is based on all the facts of record, including Appli-
cant’s projections of the volume of Company’s
underwriting and dealing activities in bank-ineligible secu-
rities. Based on all the facts of record, the Board has
concluded that financial and managerial considerations are
consistent with approval of the notice.

As noted above, Applicant has committed that Company
will conduct its bank-ineligible securities underwriting and
dealing activities in accordance with the prudential frame-
work established by the Board’s Section 20 Orders. The
Board has concluded that, under the framework and condi-
tions established in this order and prior orders, Company’s
conduct of the proposed limited securities underwriting
and dealing, private placement, and riskless principal activ-
ities is not likely to result in significantly adverse effects,
such as undue concentration of resources, decreased or
unfair competition, conflicts of interests, or unsound bank-
ing practices. The Board expects, moreover, that the
de novo entry of Company into the market for the proposed
services would provide added convenience to Applicant’s
customers, would lead to improved methods of meeting

. customer financing needs, and would increase the level of
competition among providers of these services. The Board
has determined, therefore, that the performance of the
proposed activities by Company can reasonably be ex-
pected to produce public benefits that outweigh possible
adverse effects under the proper incident to banking stan-
dard of section 4(c)(8) of the BHC Act.

Accordingly, and for the reasons set forth in this order
and in the Section 20 Orders, the Board has concluded that
Applicant’s proposal to engage in the proposed activities is
consistent with the Glass—Steagall Act, and that the pro-
posed activities are so closely related to banking as to be
proper incidents thereto within the meaning of sec-
tion 4(c)(8) of the BHC Act, provided that Applicant limits
Company’s activities as specified in this order, the Sec-
tion 20 Orders (as modified by the Modification Orders),
and the other orders referenced herein.

Based on all the facts of record, and subject to the
commitments made by Applicant, as well as the terms and
conditions set forth in this order and in the Board orders
noted above, the Board has determined that the notice
should be, and hereby is, approved. The Board’s approval
of the proposal extends only to the activities conducted
within the limitations of those orders and this order, includ-

16. 12 US.C. § 1843(c)(8).
17. See 12 C.FR. 225.24. See also The Fuji Bank, Limited,
75 Federal Reserve Bulletin 94 (1989); Bayerische Vereinsbank AG,

ing the Board’s reservation of authority to establish addi-
tional limitations to ensure that Company’s activities are
consistent with safety and soundness, avoidance of con-
flicts of interests, and other relevant considerations under
the BHC Act. Underwriting and dealing in any manner
other than as approved in this order and the Section 20
Orders, as modified by the Modification Orders, is not
authorized for Company.

The Board’s determination also is subject to all the terms
and conditions set forth in Regulation Y, including those in
sections 225.7 and 225.23(g) of Regulation Y (12 C.ER.
225.7 and 225.23(g)), and to the Board’s authority to
require such modification or termination of the activities of
a bank holding company or any of its subsidiaries as the
Board finds necessary to ensure compliance with, and to
prevent evasion of, the provisions of the BHC Act and the
Board’s regulations and orders issued thereunder. The
Board’s decision is specifically conditioned on compliance
by Applicant and Company with all the commitments
made in connection with the notice, including the commit-
ments referenced in this order and the Board’s regulations
and orders noted above. These commitments and condi-
tions shall be deemed to be conditions imposed in writing
by the Board in connection with its findings and decision,
and, as such, may be enforced in proceedings under appli-
cable law.

This transaction shall not be consummated later than
three months after the effective date of this order, unless
such period is extended for good cause by the Board or the
Federal Reserve Bank of Richmond, acting pursuant to
delegated authority.

By order of the Board of Governors, effective April 14,
1997.

Voting for this action: Chairman Greenspan, Vice Chair Rivlin, and
Governors Kelley, Phillips, and Meyer.

JENNIFER J. JOHNSON
Deputy Secretary of the Board

Shoreline Financial Corporation
Benton Harbor, Michigan

Order Approving the Acquisition of a Savings
Association

Shoreline Financial Corporation, Benton Harbor, Michigar
(“Shoreline”), a bank holding company within the mean-
ing of the Bank Holding Company Act (“BHC Act”), has
requested the Board’s approval under section 4(c)(8) of the
BHC Act (12 U.S.C. § 1843(c)(8)) and section 225.24 o
the Board’s Regulation Y (12 C.FR. 225.24) to acquire:
(1) SJS Bancorp, Inc., St. Joseph, Michigan, and it
wholly owned subsidiary, SIS Federal Savings Banl
(“SJS Bank™), and thereby engage in operating a sav
ings association; and
(2) SIS Financial Corporation, a nonbanking subsidiar
of SIS Bank, and thereby engage in the reinsurance o
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the outstanding balance due on mortgages made by SJS
Bank on the death of the mortgagor (“credit-related life
insurance”).

Notice of the proposal, affording interested persons an
opportunity to submit comments, has been published
(62 Federal Register 8960 (1997)). The time for filing
comments has expired, and the Board has considered the
proposal and all comments received in light of the factors
set forth in section 4(c)(8) of the BHC Act.

The Board previously has determined by regulation that
operating a savings association and acting as a principal for
credit-related life insurance are activities closely related to
banking for purposes of section 4(c)(8) of the BHC Act.!
The Board requires savings associations acquired by bank
holding companies to conform their direct and indirect
activities to those permissible for bank holding companies
under section 4 of the BHC Act and Regulation Y. Shore-
line has indicated that SJS Bank does not engage in any
activities that are not permissible for bank holding compa-
nies under the BHC Act.?

Shoreline is the 19th largest depository institution in
Michigan, controlling deposits of $605.9 million, repre-
senting less than 1 percent of total deposits in depository
institutions in the state.3> SJS Bancorp is the 65th largest
depository institution in the state, controlling deposits of
$110.2 million. On consummation of the proposal, Shore-
line would become the 15th largest depository institution
in Michigan, controlling total deposits of $716.1 million,
representing less than 1 percent of the total deposits in
depository institutions in the state.

Competitive Considerations

Under section 4(c)(8) of the BHC Act, the Board is re-
quired to consider whether a proposal is likely to result in
public benefits that outweigh any significantly adverse
effects, such as undue concentration of resources, de-
creased or unfair competition, conflicts of interests, or
unsound banking practices. As part of this consideration,
the Board weighs the effects of the proposal on competition
in the relevant markets. Shoreline’s bank subsidiary, Shore-
line Bank, Benton Harbor, Michigan (““Shoreline Bank™),
and SJS Bank compete directly in the Benton Harbor-
St. Joseph banking market (“Benton Harbor banking mar-
ket).4

1. 12 C.ER. 225.28(b)}(4)(ii) and (b)(11).

2. Shoreline would conduct thrift insurance activity in accordance
with the Board’s regulations.

3. Deposit data are as of June 30, 1996. In this context, the term
depository institutions includes commercial banks, savings banks, and
savings associations.

4. The Benton Harbor banking market is approximated by Van
Buren County, Michigan, excluding the western townships of Bloom-
ingdale, Pine Grove, Waverly, Almena, Paw Paw, Antwerp, Decatur,
and Porter; plus the northwestern portion of Berrien County, Michi-
gan, including the townships of Watervliet, Coloma, Hagar, Bain-
bridge, Benton, St. Joseph, Pipestone, Sodus, Royaiton, Lincoln,
Baroda, Lake and Chikaming.

Shoreline Bank is the largest depository institution in the
Benton Harbor banking market, controlling deposits of
approximately $388.7 million, representing 30.5 percent of
total deposits in depository institutions in the market
(“market deposits™).5 SIS Bank is the fifth largest deposi-
tory institution in the market, controlling deposits of ap-
proximately $110.2 million, representing 4.3 percent of
market deposits. On consummation of this proposal, Shore-
line would control deposits of approximately $498.9 mil-
lion, representing 37.5 percent of market deposits. Market
concentration, as measured by the Herfindahl-Hirschman
Index (““HHI"’), would increase by 376 points to 2348.

The market indexes in this case exceed the levels sug-
gested in the DOJ Guidelines for identifying cases that
ordinarily would not have a significantly adverse effect on
competition.¢ As the Board has previously indicated, HHI
levels are only guidelines that are used by the Board, the
Department of Justice, and other banking agencies to help
identify cases in which a more detailed competitive analy-
sis is appropriate to assure that the proposal would not
have a significantly adverse effect on competition in any
relevant market. A proposal that fails to pass the HHI
market screen may nonetheless be approved because other
information may indicate that the proposal would not have
a significantly adverse effect on competition.

A number of considerations indicate that the market
concentration as measured by the HHI tends to overstate
the competitive effects of this proposal. After consumma-
tion of the proposal, for example, twelve depository institu-
tions would remain in the market. Six of these competitors
are multi-billion dollar banking organizations. In addition,

5. Market share data are as of June 30, 1996, and take into account
proposals approved by the Board through April 15, 1997. The data are
based on calculations in which the deposits of thrift institutions are
included at 50 percent. The Board previously has indicated that thrift
institutions have become, or have the potential to become, significant
competitors of commercial banks. See Midwest Financial Group, 75
Federal Reserve Bulletin 386 (1989); National City Corporation, 70
Federal Reserve Bulletin 743 (1984). Thus, the Board has regularly
included thrift deposits in the calculation of market share on a 50-
percent weighted basis. See, e.g., First Hawaiian, Inc., 77 Federal
Reserve Bulletin 52 (1991). Because the deposits of SJS Bank would
be acquired by a commercial banking organization under the proposal,
those deposits are included at 100 percent in the calculation of
Shoreline’s pro forma market share. See Norwest Corporation, 78
Federal Reserve Bulletin 452 (1992). First Banks, Inc., Inc., 76
Federal Reserve Bulletin 669, 670 n.9.(1990).

6. Under the revised Department of Justice Merger Guidelines, 49
Federal Register 26,823 (June 29, 1984), a market in which the
post-merger HHI is greater than 1800 is considered highly concen-
trated. The Justice Department has informed the Board that a bank
merger or acquisition generally will not be challenged (in the absence
of other factors indicating anticompetitive effects) unless the post-
merger HHI is at least 1800 and the merger increases the HHI by more
than 200 points. The Justice Department has stated that the higher
than normal threshold for an increase in the HHI when screening bank
mergers and acquisitions for anticompetitive effects implicitly recog-
nizes the competitive effects of limited-purpose lenders and other
non-depository financial entities.
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three of the remaining competitors would each control
significant percentages of market deposits.”

Several factors also indicate that the Benton Harbor
banking market is attractive for entry. Five new entries into
the market have occurred within the last 18 months. Three
of the new entries (two by acquisition and one de novo)
were for the purpose of entering the market and were not
incidental to an acquisition in another market. In addition,
the Benton Harbor banking market comprises parts of two
Michigan Metropolitan Statistical Areas (“MSA”) that
have characteristics that make them attractive for entry to
potential competitors.® From 1990 to 1994, the population
in the Benton Harbor banking market increased at a higher
rate than the statewide rate, and the percentage increase in
the amount of deposits in the Benton Harbor banking
market during the same period was substantially higher
than the percentage increase in market deposits for MSA
and non-MSA banking markets in the state.® Moreover,
legal barriers to entry into banking markets are low in
Michigan.1©

The Board also has considered the competitive effect of
credit unions operating in the Benton Harbor banking
market. Seven credit unions control approximately
14.3 percent of the market deposits and offer a full range of
retail banking products. The largest credit union, which
controls approximately $129 million in deposits, represent-
ing approximately 8 percent of market deposits, would be
the fourth largest depository institution in the market.

The Department of Justice has reviewed the proposal
and advised the Board that consummation of the proposal
would not have a significantly adverse effect on competi-
tion in the Benton Harbor banking market or any other
relevant banking market. Based on these and all the other
facts of record, the Board concludes that consummation of
this proposal is not likely to have a significantly adverse
effect on competition or on the concentration of banking

7. Three competitors would control 26.4 percent, 14.1 percent, and
9.6 percent of the market deposits.

8. These two MSAs are the Berrien County MSA and the Van
Buren County MSA. The per capita income of residents in the Berrien
County MSA has increased more than the average increase in other
Michigan MSAs. The Van Buren County MSA has experienced an
above average increase in deposits, population, and profitability for
banking organizations as compared to other Michigan MSAs.

9. The sources for the data on this banking market, all per capita
income, and other Michigan information are as follows, respectively:
Department of Commerce, US Bureau of the Census, Press Release
CB95-179, Population Distribution and Population Estimates
Branches (October 2, 1995); Bureau of Economic Analysis, Survey of
Current Business, “Local Area Personal Income™, April 1994 and
June 1996; and Department of Commerce, US Bureau of the Census,
Press Release CB96-224, Population Estimates Program, Population
Division (December 30, 1996).

10. Michigan permits statewide de novo branching and permits the
acquisition of both existing branches and de novo branches by out-of-
state banks on a reciprocal basis. Mich. Stat. Ann. § 23.710 (122),
(171) (Law Co-op. Supp. May 1996).

resources in the Benton Harbor banking market, or any
other relevant banking market.!!

Other Considerations

The Board also concludes that consummation of the pro-
posal would result in a broader financial network through
which Shoreline could serve its customers and SJS Bank
customers. SJS Bank customers would have access to
increased services, including trust services, basic checking
accounts for senior citizens, and extended banking hours.
In addition, Shoreline’s commercial lending services and
higher lending limits would become available to customers
of SJS Bank. The Board also concludes that the financial
and managerial resources of Shoreline and SJS Bancorp
are consistent with approval of the proposal.

In light of all the facts of record, the Board finds that
consummation of the proposal is not likely to result in any
significantly adverse effects, such as undue concentration
of resources, decreased or unfair competition, conflicts of
interests, or unsound banking practices that would out-
weigh the public benefits of the proposal. Accordingly, the
Board has determined that the Shoreline proposal can
reasonably be expected to produce public benefits that
outweigh possible adverse effects under the proper incident
to banking standard of section 4(c)(8) of the BHC Act.

Based on the foregoing and all the facts of record, the
Board has determined that the notice should be, and hereby
is approved. The Board’s approval of the notice is specifi-
cally conditioned on compliance by Shoreline and SJS
Bancorp with commitments made in connection with this
notice. The Board’s determination also is subject to all the
terms and conditions set forth in Regulation Y, including
those in sections 225.7 and 225.25(c) (12 C.ER. 225.7 and
225.25(c)), and to the Board’s authority to require such
modification or termination of the activities of a bank
holding company or any of its subsidiaries as the Board
finds necessary to.ensure compliance with, or to prevent
evasion of, the provisions of the BHC Act and the Board’s
regulations and orders issued thereunder. For purposes of
this transaction, the commitments and conditions relied on
by the Board in reaching this decision are deemed to be
conditions imposed in writing by the Board in connection
with its findings and decision, and as such may be enforced
in proceedings under applicable law.

This proposal shall not be consummated later than three
months after the effective date of this order, unless such
period is extended for good cause by the Board or by the
Federal Reserve Bank of Chicago, acting pursuant to dele-
gated authority.

By order of the Board of Governors, effective April 21,
1997.

11. The Board notes that the market for mortgage life insurance is
national in scope and that there are numerous competitors in the
market.
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Voting for this action: Chairman Greenspan, Vice Chair Rivlin, and
Governors Kelley, Phillips, and Meyer.

JENNIFER J. JOHNSON
Deputy Secretary of the Board

Stichting Prioriteit ABN AMRO Holding
Amsterdam, The Netherlands

Stichting Administratickantoor ABN AMRO
Holding
Amsterdam, The Netherlands

ABN AMRO Holding N.V.
Amsterdam, The Netherlands

ABN AMRO Bank N.V.
Amsterdam, The Netherlands

ABN AMRO North America, Inc.
Chicago, Illinois

Order Approving the Acquisition of a Thrift Holding
Company

Stichting Prioriteit ABN AMRO Holding, Stichting Ad-
ministratiekantoor ABN AMRO Holding, ABN AMRO
Holding N.V., and ABN AMRO Bank N.V,, ail of Amster-
dam, The Netherlands, and ABN AMRO North America,
Inc., Chicago, Illinois (collectively, the “Notificants™),
bank holding companies within the meaning of the Bank
Holding Company Act (“BHC Act”), have requested the
Board’s approval under section 4(c)(8) of the BHC Act
(12 US.C. § 1843(c)(8)) and section 225.23 of the Board’s
Regulation Y (12 C.ER. 225.23) to acquire Standard Fed-
eral Bancorporation, Inc. (‘“Standard Federal”), and Stan-
dard Federal’s wholly owned subsidiaries, Standard Fed-
eral Bank and Standard Brokerage Services, Inc., all of
Troy, Michigan, and thereby engage in operating a savings
association and providing securities brokerage services
pursuant to sections 225.25(b)(9) and 225.25(b)(15) of the
Board’s Regulation Y (12C.ER. 225.25(b)(9) and
225.25(b)(15)).

Notice of the proposal, affording interested persons an
opportunity to submit comments, has been published
(62 Federal Register 7231 (1997)). The time for filing
comments has expired, and the Board has considered the
notice and all comments received in light of the factors set
forth in section 4(c)(8) of the BHC Act.

Notificants, with total consolidated assets of $344.4 bil-
lion,2 is the largest commercial banking organization in
The Netherlands, and controls seven depository institutions

1. The Notificants also have acquired an option to purchase up to
19.9 percent of the voting shares of Standard Federal under certain
circumstances. This option would terminate on consummation of the
proposal.

2. Asset data are as of December 31, 1996, and use exchange rates
then in effect.

in Illinois and one commercial bank in New York. ABN
AMRO Bank N.V, operates branches in Boston, Massachu-
setts; Chicago, Illinois; New York, New York; Pittsburgh,
Pennsylvania; and Seattle, Washington; and agencies in
Atlanta, Georgia; Miami, Florida; Houston, Texas; and Los
Angeles and San Francisco, California. Notificants also
engage in a number of nonbanking activities in the United
States.

Standard Federal is the fifth largest depository institution
in Michigan, controlling approximately $8.3 billion in de-
posits, representing 8.2 percent of total deposits in deposi-
tory institutions in the state.> Notificants and Standard
Federal compete directly in the Chicago, Illinois, banking
market and consummation of the proposal would not ex-
ceed the Department of Justice’s merger guidelines. Ac-
cordingly, the Board has determined that consummation of
the proposal would not have a significantly adverse effect
on competition or the concentration of banking resources
in any relevant banking market.

The Board has determined that the operation of a savings
association by a bank holding company is closely related to
banking for purposes of section 4(c)(8) of the BHC Act.*
In making this determination, the Board requires that sav-
ings associations acquired by bank holding companies
conform their direct and indirect activities to those permis-
sible for bank holding companies under section 4(c)(8) of
the BHC Act. Notificants have committed to conform all
activities of Standard Federal and its subsidiaries to those
permissible for bank holding companies under sec-
tion 4(c)(8) of the BHC Act and Regulation Y.> The Board
also has determined that the provision of securities broker-
age services is closely related to banking for purposes of
section 4(c)(8) of the BHC Act.6

In order to approve the proposal, the Board also must
determine that the proposed activities are a proper incident
to banking, that is, that the proposal “can reasonably be
expected to produce benefits to the public . . . that out-
weigh possible adverse effects, such as undue concentra-
tion of resources, decreased or unfair competition, conflicts
of interests, or unsound banking practices.”” As part of its
review of these factors, the Board considers the financial

3. Deposit data are as of June 30, 1996. In this context, depository
institutions include banks, savings and loan associations, and savings
banks.

4. 12 C.FR. 225.25(b)(9).

5. Notificants have committed that all impermissible real estate
activities will be divested or terminated within two years of consum-
mation of the proposal, that no new impermissible projects or invest-
ments will be undertaken during this period, and that capital adequacy
guidelines will be met, excluding impermissible real estate invest-
ments. Notificants also have committed that all impermissible insur-
ance activities conducted by Standard Federal or its subsidiaries will
cease within six months of consummation of the proposal, and Notifi-
cants have indicated that the activities will be divested to an unrelated
third party or transferred to an affiliated national bank that is autho-
rized by the Office of the Comptroller of the Currency to engage in the
activities. In addition, Notificants have committed that all impermissi-
ble securities activities wiil cease on or before consummation of the
proposal.

6. 12 C.F.R. 225.25(b)(15).

7. 12 US.C. § 1843(c)(8).
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and managerial resources of the notificant and its subsidiar-
ies and the effect the proposal would have on such resourc-
es.®

The Board notes that Notificants’ capital ratios satisfy
applicable risk-based capital standards under the Basle
Accord and are considered equivalent to the capital levels
that would be required of a U.S. banking organization. The
Board also has considered recent financial statements and
other available information, including pro forma financial
statements and reports of examination, and determined that
the proposed transaction would not have a significant effect
on the financial resources of Notificants and their subsidiar-
ies.

In addition, the Board has considered the managerial
resources of Notificants in light of all the facts of record,
including information from several commenters who op-
pose the proposal (“‘Protestants’).® Protestants allege that
certain underwriting activities of the Foreign Parent out-
side the United States raise managerial concerns. These
activities relate to the involvement of the Foreign Parent
and an affiliate as underwriter for bonds issued by a truck-
ing company in The Netherlands (the “Netherlands bond
underwriting”’) and as trustee for the bondholders. Protes-
tants also contend that the Foreign Parent and its affiliate
were involved in conflicts of interests and self-dealing in
The Netherlands in connection with the multiple roles they
played in the Netherlands bond underwriting and as senior
creditor of the company issuing the bonds.!?

Notificants have denied Protestants’ allegations of
wrongdoing relating to the Netherlands bond underwriting.
The matter is before the courts in The Netherlands, where a
lower court has ruled in favor of the Foreign Parent and an
appeal is pending. The allegations relating to the Nether-
lands bond underwriting involve issues governed by the
securities and bankruptcy laws of a foreign country that
can be adjudicated by the courts of that country. In accor-
dance with its standard procedures, the Board has con-
tacted Notificants’ home country supervisors regarding the
proposal. The Board has considered the extensive record of
examination of Notificants’ U.S. subsidiaries by their pri-
mary federal supervisors. Based on all the facts of record,
including comments from Protestants, and for the reasons

8. See 12 C.ER. 225.24; see also The Fuji Bank, Limited, 75
Federal Reserve Bulletin 94 (1989); Bayerische Vereinsbank AG, 73
Federal Reserve Bulletin 155 (1987).

9. One of the Protestants asserts that press accounts about the U.S.
activities of ABN AMRO Bank N.V. (formally Algemene Bank
Nederland, N.V.), the foreign parent holding company of ABN AMRO
North America, Inc. (the “Foreign Parent”), raise adverse managerial
issues. The Board has considered these comments in light of Notifi-
cants’ extensive supervisory record in the United States, which in-
cludes examination reports by appropriate supervisory authorities, and
actions taken by the Foreign Parent to enhance risk management at its
U.S. trading operations.

10. Protestants also refer to other events that occurred outside the
United States involving the Foreign Parent, including two additional
foreign underwriting transactions in which the Foreign Parent is
alleged to have made inadequate or inaccurate disclosures to inves-
tors, alleged frandulent activity by employees, and circumstances
surrounding the recent resignation of a senior official.

discussed above, the Board concludes that financial and
managerial considerations are consistent with approval.
The Board has full supervisory authority to take appropri-
ate action if a court determines or an examination finds that
Notificants have engaged in illegal or improper activities.

Notificants indicate that the proposal would result in
greater efficiencies, and, accordingly, would enable both
institutions to offer their customers more services, lower
costs, and added convenience. On the basis of the forego-
ing and all the facts of record, the Board has concluded that
the proposal can be expected to produce public benefits
that outweigh any possible adverse effects under the proper
incident to banking standard of section 4(c)(8) of the BHC
Act.!!

Based on the foregoing and all other facts of record, the
Board has determined that the notice should be, and hereby
is, approved.!2 Approval of the notice is specifically condi-
tioned on compliance by Notificants with all the commit-
ments made in connection with this notice. The Board’s
determination also is subject to all the terms and conditions
set forth in Regulation Y, including those in sections 225.7
and 225.23(g) (12 C.ER. 225.7 and 225.23(g)), and to the
Board’s authority to require such modification or termina-
tion of the activities of a bank holding company or any of
its subsidiaries as the Board finds necessary to ensure
compliance with, and to prevent evasions of, the provisions
of the BHC Act and the Board’s regulations and orders

11. Protestants have requested that the Board hold a public hearing
to receive additional evidence concerning the allegations about the
Netherlands bond underwriting. Under the Board’s rules, a hearing is
required on a proposed acquisition of a savings association under
section 4 of the BHC Act if there are disputed issues of material fact
that cannot be resolved in some other manner. 12 C.F.R. 225.23(f).
Protestants have not raised a disputed issue concerning a fact that is
material to the Board’s consideration of this notice and that cannot
otherwise be resolved.

The Board may also, in its discretion, hold a public hearing or
meeting on a notice to clarify factual issues related to the notice and to
provide an opportunity for testimony, if appropriate. 12 C.ER.
262.3(e) and 262.25(d). In the Board’s view, the Protestants have had
ample opportunity to present their views, and have, in fact, provided
substantial written comments that have been considered by the Board
in acting on this proposal. The Protestants failed to demonstrate why
the written submissions are not adequate to present their views on the
notice. After a careful review of all the facts of record, including al}
the comments on this proposal, the Board has determined that a public
hearing or meeting is not necessary to clarify the factual record of the
proposal and is not otherwise warranted in this case. Accordingly, the
request for a public hearing on the notice is hereby denied.

12. One of the Protestants has requested that the Board investigate
Notificants and their management in light of the Protestant’s allega
tions about illegal and unethical conduct by Notificants’ employee:
and delay action on the proposal until the investigation is completec
and the matter involving the Netherlands bond underwriting is re
solved. The Board is required under the BHC Act to act on applica
tions and notices within specified time periods. The Board notes
moreover, that Protestant has had a reasonable opportunity to com
ment as provided in the Board’s notice processing procedures and ha
submitted substantial comments that have been carefully considere
by the Board. Based on all the facts of record, and for the reason
discussed above, the Board concludes that the record is sufficient t
act on the proposal at this time, and that delay or denial of th
proposal on the grounds of informational insufficiency is not war
ranted.
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thereunder. For purposes of this transaction, the commit-
ments and conditions relied on by the Board in reaching
this decision are deemed to be conditions imposed in
writing by the Board in connection with its findings and
decision and, as such, may be enforced in proceedings
under applicable law.

The proposal shall not be consummated later than three
months after the effective date of this order, unless such
period is extended for good cause by the Board or the
Federal Reserve Bank of Chicago, acting pursuant to dele-
gated authority.

By order of the Board of Governors, effective April 10,
1997.

This action was taken pursuant to the Board’s Rules Regarding
Delegation of Authority (12 C.ER. 265.4(b)(1)) by a committee of
Board members. Voting for this action: Chairman Greenspan, Vice
Chair Rivlin, and Governor Kelley.

JENNIFER J. JOHNSON
Deputy Secretary of the Board

Orders Issued Under Sections 3 and 4 of the Bank
Holding Company Act

Banc One Corporation
Columbus, Ohio

Banc One Oklahoma Corporation
Oklahoma City, Oklahoma

Order Approving the Acquisition of a Bank Holding
Company

Banc One Corporation, Columbus, Ohio (“Banc One”),
and its wholly owned subsidiary, Banc One Oklahoma
Corporation, Oklahoma City, Oklahoma (*BOC”), bank
holding companies within the meaning of the Bank Hold-
ing Company Act (“BHC Act”), have requested the
Board’s approval under section 3 of the BHC Act
(12 US.C. § 1842) to acquire all the voting shares of Lib-
erty Bancorp, Inc., Oklahoma City (‘“Liberty”), and its
wholly owned subsidiary banks, Liberty Bank & Trust
Company of Oklahoma City, N.A., Oklahoma City (‘“‘Lib-
erty Bank™), and Liberty Bank & Trust Company of Tulsa,
N.A., Tulsa, all in Oklahoma. Banc One and BOC also
have requested the Board’s approval under section 4(c)(8)
of the BHC Act (12 US.C. § 1843(c)(8)) and section
225.24 of the Board’s Regulation Y (12 C.FR. 225.24) to
acquire the nonbanking subsidiaries of Liberty and thereby
engage in certain trust, credit life insurance, lending, and
leasing activities.

Notice of the proposal, affording interested persons an
opportunity to submit comments, has been published in
accordance with the Board’s rules (62 Federal Register
7231 (1997)). The time for filing comments has expired,
and the Board has considered the proposal and all com-

ments received in light of the factors set forth in sections 3
and 4 of the BHC Act.!

Banc One, with total consolidated assets of $98.5 billion,
operates subsidiary banks in twelve states: Arizona, Colo-
rado, Illinois, Indiana, Kentucky, Louisiana, Ohio, Okla-
homa, Texas, Utah, West Virginia, and Wisconsin. Banc
One is the tenth largest commercial banking organization
in the United States, controlling deposits of $71.6 billion.?
BOC is the eighth largest commercial banking organization
in Oklahoma, controlling deposits of $472.4 million, repre-
senting approximately 1.6 percent of the total deposits in
the state. Banc One also engages through various subsidiar-
ies in a broad range of permissible nonbanking activities
throughout the United States.

Liberty, with total consolidated assets of $2.9 billion, is
the third largest commercial banking organization in Okla-
homa, controlling $2.3 billion in deposits, representing
approximately 7.7 percent of the total deposits in the state.
After consummation of the proposal, Banc One would be
the third largest commercial banking organization in Okla-
homa, controlling deposits of $2.8 billion, representing
approximately 9.3 percent of the total deposits in the state.

Interstate Analysis

Section 3(d) of the BHC Act, as amended by section 101 of
the Riegle-Neal Interstate Banking and Branching Effi-
ciency Act of 1994, allows the Board to approve an appli-
cation by a bank holding company to acquire control of a
bank located in a state other than the home state of such
bank holding company if certain conditions are met. For
purposes of the BHC Act, the home state of Banc One is
Ohio, and Banc One proposes to acquire banks in Oklaho-
ma.?> The conditions for an interstate acquisition enumer-
ated in section 3(d) are met in this case,* and the Board is

1. Commenters to the proposal contend that the Board should not
consider the substance of Banc One’s submissions filed after time
periods prescribed in the Board’s Rules of Procedure for an appli-
cant’s response to comments. See 12 C.ER. 262.3(e). The Board has
the sole discretion under its Rules of Procedure to consider comments
and responses, including late submissions of information. In review-
ing the proposal, the Board has considered all the submissions filed,
including submissions filed by commenters that responded to Banc
One’s submissions.

2. Asset data are as of September 30, 1996; ranking data are as of
June 30, 1996.

3. Pub. L. No. 103-328, 108 Stat. 2338 (1994). A bank holding
company’s home state is that state in which the operations of the bank
holding company’s banking subsidiaries were principatly conducted
on July 1, 1996, or the date on which the company became a bank
holding company, whichever is later.

4. 12 US.C. §§ 1842(d)(1)(A) and (B) and 1842(d)(2)(A) and (B).
Banc One is adequately capitalized and adequately managed. On
consummation of the proposal, Banc One and its affiliates would
control less than 10 percent of the total amount of deposits of insured
depository institutions in the United States, and less than 30 percent of
the total amount of deposits in Oklahoma. In addition, Liberty’s two
subsidiary banks have been in existence and have continuously oper-
ated for at least five years as required by Oklahoma law. All other
requirements of section 3(d) of the BHC Act also would be met on
consummation of the proposal.
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permitted to approve this proposal under section 3(d) of the
BHC Act.

Competitive Considerations

The BHC Act prohibits the Board from approving an
application under section 3 of the BHC Act if the proposal
would result in a monopoly, or would substantially lessen
competition in any relevant banking market, unless the
Board finds that the anticompetitive effects of the proposal
are clearly outweighed in the public interest by the proba-
ble effect of the proposal in meeting the convenience and
needs of the community to be served.

BOC and Liberty compete directly in the Oklahoma City
banking market.> BOC’s depository subsidiary, Bank One,
Oklahoma City, Oklahoma City, Oklahoma (*‘Bank One
Oklahoma™), is the fourth largest depository institution in
the market, controlling deposits of $485.4 million and
representing approximately 6.0 percent of the total deposits
in depository institutions in the market (“market depos-
its”’).¢ Liberty Bank is the largest depository institution in
the market, controlling market deposits of $1.36 billion
and representing approximately 16.8 percent of market
deposits.

On consummation of the proposal, BOC would become
the largest depository institution in the market, controlling
deposits of $1.85 billion, representing approximately
22.8 percent of market deposits. The change in market
concentration, as measured by the Herfindahl-Hirschman
Index (‘“HHI”’), would not exceed the threshold levels in
the Department of Justice (“DOJ”’) Merger Guidelines.” In
addition, more than 55 competitors, including several of
the state’s largest banking and thrift organizations, would
continue to operate in the market. Based on all the facts of
record, the Board has concluded that consummation of the
proposal would not result in any significantly adverse

5. The Oklahoma City banking market consists of the Oklahoma
City Ranally Metro Area, plus the community of Blanchard in Mc-
Clain County.

6. Market data are as of June 30, 1995. Market share data are based
on calculations that include the deposits of thrift institutions at
50 percent. The Board previously has indicated that thrift institutions
have become, or have the potential to become, significant competitors
of commercial banks. See, e.g., Midwest Financial Group, 75 Federal
Reserve Bulletin 386 (1989). Thus, the Board has regularly included
thrift deposits in the calculation of market share on a 50-percent
weighted basis. See, e.g., First Hawaiian Inc., 77 Federal Reserve
Bulletin 52 (1991).

7. On consummation of the proposal, the HHI would increase by
202 points to a level of 992. Under the revised DOJ Merger Guide-
lines, 49 Federal Register 26,823 (1984), a market in which the
post-merger HHI is less than 1000 is considered unconcentrated. The
DOJ has informed the Board that a bank merger or acquisition
generally will not be challenged (in the absence of other factors
indicating anticompetitive effects) unless the post-merger HHI is at
least 1800 and the merger increases the HHI by more than 200 points.
The DOJ has stated that the higher than normal HHI thresholds for
screening bank mergers for anticompetitive effects implicitly recog-
nize the competitive effect of limited-purpose lenders and other non-
depository financial institutions.

effects on competition or the concentration of banking
resources in any relevant banking market.®

Other Factors Under the BHC Act

The BHC Act also requires the Board to consider the
financial and managerial resources of the companies and
banks involved, the convenience and needs of the commu-
nities to be served, and certain other supervisory factors.

A. Supervisory Factors

The Board has carefully considered the financial and man-
agerial resources and future prospects of Banc One, Lib-
erty, and each of their respective subsidiaries, as well as
other supervisory factors, in light of all the facts of record.
These facts include supervisory reports of examination
assessing the financial and managerial resources of the
organizations and recent pro forma financial information
provided by Banc One. The Board notes that Banc One,
Liberty, and each of their subsidiary banks meets or ex-
ceeds the “well capitalized” thresholds under applicable
law and is expected to continue to do so after consumma-
tion of the proposal. Based on all the facts of record, the
Board has concluded that the financial and managerial
considerations, and all other supervisory factors that must
be considered under section 3 of the BHC Act, are consis-
tent with approval of the proposal.®

B. Convenience and Needs Factor

The Board also has considered the effect of the proposed
acquisition on the convenience and needs of the commu-
nity to be served in light of all the facts of record. As part

8. Comments from Inner City Press/Community on the Move, the
Delaware Community Reinvestment Action Council (“DCRAC”),
and the Black Citizens for Justice, Law & Order (collectively, “Prot-
estants’”) contend that consummation of the proposal would have an
adverse competitive effect because the largest depository institution in
the Oklahoma City banking market would be acquired by an out-of-
state holding company and thereby become less responsive to the
credit needs of farmers and small businesses. The argument relies on
subdividing the market in a manner that is inconsistent with Board
precedent. The Board traditionally has recognized that the appropriate
product market for evaluating the competitive effects of bank mergers
and acquisitions is the cluster of products (various kinds of credit) and
services (such as checking accounts and trust administration) offered
by banking institutions. See Chemical Banking Corporation, 82 Fed-
eral Reserve Bulletin 239 (1997), and the discussion of relevant case
law and economic studies therein. Protestants present no facts to
support an alternative product market defined by small business and
small farm loans. Based on all the facts of record, the Board concludes
that competitive considerations are consistent with approval for the
reasons discussed above. The effects of the proposal in meeting the
credit needs of the community, including small business and small
farm credit needs, are discussed later in the order.

9. Protestants maintain that their allegations relating to Banc One’s
compliance with fair lending laws, branch closings, and lending
practices present adverse managerial considerations. In light of the
facts discussed above and the consideration given to the allegations
later in the order, the Board concludes that managerial and other
supervisory factors are consistent with approval of the proposal.
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of its review, the Board has carefully considered comments
received from Protestants contending that the Home Mort-
gage Disclosure Act (12 U.S.C. § 2801 er seq.) (“HMDA”)
data for Banc One and its affiliates, Banc One’s record of
consumer complaints and branch closings, and the market-
ing and lending practices at Banc One’s bank and nonbank
subsidiaries warrant denial of the proposal.!® Protestants
also maintain that Banc One, as an out-of-state acquirer,
would reduce the amount of credit Liberty makes available
to small businesses and farmers in Oklahoma.

Protestants also allege that HMDA data from Banc One
and Banc One Mortgage Corporation (“BOMC™) show
illegal discrimination against minority credit applicants in
violation of the Equal Credit Opportunity Act (“ECOA”)
and the Fair Housing Act (collectively, “fair lending
laws”’), and that BOMC and Banc One’s subsidiary banks
illegally ““steer” minority applicants to Banc One’s non-
bank lending subsidiary, BOFS, which charges higher in-
terest rates on its loans. In addition, Protestants allege that
there are disparities in the denial rates of credit applica-
tions, based on race or other prohibited factors, among the
various Banc One subsidiaries.!!

The Board notes that Banc One assists in meeting the
credit needs of the communities it serves by providing a
full range of financial services, including commercial and
retail banking services, trust and investment management
services, and corporate and international banking services,
through various bank and nonbank subsidiaries. Banc One
has stated that services currently available from Liberty
would be expanded and improved as a result of the pro-
posal. In particular, Banc One expects to expand the prod-
ucts and services offered to consumers and small busi-
nesses in the communities currently served by Liberty.
Banc One proposes to provide small businesses in Okla-
homa with different types of assistance, including access to
federally subsidized loans and guarantees through the
Small Business Administration (“SBA”). Banc One also
notes that its subsidiary bank in Oklahoma engages in a
substantial amount of agricultural lending and that Banc
One intends to continue to make small farm loans in
communities served by Liberty.1?

10. Protestants question the accuracy of Banc One’s HMDA data
because the data do not reflect the loans that Banc One states were
purchased by Banc One Financial Services (“BOFS”) from Banc One
affiliates. The Board has concluded that the allegation is not correct
with respect to the 1996 HMDA data, which show loan purchases. To
the extent that any loan purchases in previous years might not have
been reported by BOFS under HMDA, the Board may address these
issues under its supervisory authority.

11. Protestants cite litigation and consumer complaints filed against
Banc One as additional evidence of improper practices.

12. The Board has considered Banc One’s small business and farm
lending in light of articles cited by Protestants in support of their
assertion that multi-state bank holding companies tend to make fewer
loans to small businesses and farms than small single-state bank
holding companies. As a general matter, the articles cited reviewed
only selected data from the Federal Reserve System’s Tenth District
and, as the author of the studies noted, the data used in the studies do
not rule out alternative conclusions. The Board has carefully reviewed
Banc One’s record of ascertaining and helping to meet the credit

Banc One also indicates that it would enhance Liberty’s
community reinvestment program by integrating it with the
Banc One program. In this light, the Board has given
substantial consideration to the existing record of Banc
One, as reflected in its programs and in the supervisory
assessments of its performance, of helping to meet the
convenience and needs of all its communities, including
low- and moderate-income (“‘LMI”’) communities.

CRA Performance Examinations

The Board has long held that consideration of the conve-
nience and needs factor includes a review of the records of
the relevant depository institutions under the CRA
(12 US.C. § 2901 er seq.). As provided in the CRA, the
Board evaluates the convenience and needs factor in light
of examinations by the primary federal supervisor of the
CRA performance records of the relevant institutions. An
institution’s most recent CRA performance evaluation is a
particularly important consideration in the applications pro-
cess because it represents a detailed on-site evaluation of
the institution’s overall record of performance under the
CRA by its primary federal supervisor.!3

All of Banc One’s existing thirty subsidiary banks have
received “outstanding™ or “satisfactory” ratings at the
most recent examinations of their CRA performance.!*
Fifteen of Banc One’s subsidiary banks, representing a
majority of the organization’s banking assets, received
“outstanding” CRA ratings from their primary federal
supervisors. Banc One’s lead bank, Bank One, Columbus,
N.A., Columbus, Ohio (“Lead Bank’), and Banc One’s

needs, including the small business and farm credit needs, of the
communities served by its subsidiary banks. The Board also notes that
Banc One has represented that it will make its programs available to
customers of Liberty in connection with the proposal. The Board notes
that the CRA requires every bank, including banks owned by out-
of-state bank holding companies, to be examined regularly and rated
on its performance in helping meet the credit needs of its community.
In addition, the Board is required to review this performance in future
applications by Banc One to acquire depository facilities under the
BHC Act.

13. DCRAC contends that CRA performance examinations con-
ducted before 1995 relied too heavity on the banks’ presentation of
their performance and are therefore unreliable. The Board notes that
the Statement of the Federal Financial Supervisory Agencies Regard-
ing the Community Reinvestment Act (“Agency CRA Statement™)
provides that a CRA examination is an important and often controlling
factor in the consideration of an institution’s CRA record and that
reports of these examinations will be given great weight in the
applications process. See 54 Federal Register 13,742 and 13,745
(1989).

14. Protestants maintain that Banc One’s CRA performance record
is incomplete because Banc One’s nonbanking subsidiaries, and in
particular BOFS, have not been examined for CRA performance.
Protestants, therefore, argue that the CRA examination record should
not be accorded normal weight in analyzing the proposal. The CRA
requires federal financial supervisory agencies to assess the record of
CRA performance in connection with their examination of an insured
depository institution, and to take such record into account in their
evaluation of an application for a depository facility. See 12 U.S.C.
§ 2903. BOFS and other nonbank lending subsidiaries of Banc One
are not insured depository institutions and, therefore, are not subject to
evaluation under the CRA.
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largest bank in terms of assets, Bank One, Texas, N.A,,
Dallas, Texas (““Bank One Texas™), both received “out-
standing” performance ratings from their primary supervi-
sor, the Office of the Comptroller of Currency (“OCC”).
Bank One Oklahoma also received an “outstanding” rating
from the Federal Reserve Bank of Kansas City in an
examination completed in April 1996.15 Liberty’s two sub-
sidiary banks received “‘satisfactory” ratings for CRA per-
formance from the OCC.

Lending Record

The Board has carefully considered other aspects of Banc
One’s CRA performance record, including the lending,
marketing, and investment activities of its subsidiary
banks, in light of Protestants’ comments relating to several
Banc One subsidiary banks.16

Lead Bank. According to the 1995 CRA performance
examination conducted by the OCC, Banc One’s Lead
Bank, which serves the Columbus, Ohio, Metropolitan
Statistical Area (“MSA”), developed a comprehensive pro-
gram to identify the credit needs of its delineated commu-
nity and effectively responded to those needs through a
wide variety of credit products and banking services. Lead
Bank had a significant volume of consumer, mortgage, and
small business loans in all segments of its community. For
example, in 1994, Lead Bank had more than 3,700 small
business credit relationships and made small business loans
totalling more than $243 million.

Lead Bank, working in conjunction with BOMC, also
offered a range of loans for affordable housing and home
improvements. In 1993, the bank introduced a new afford-
able mortgage product with lower payments and flexible
debt-to-income limits. In 1994, the Lead Bank originated
182 of the affordable mortgages, totalling $8.9 million. The
examination further noted that the bank outperformed com-
petitors in origination of home improvement loans, particu-
larly in LMI and minority census tracts.

Examiners also noted that Lead Bank took a leadership
role in local, state and federal government-insured guaran-
teed and subsidized loan programs for families, small
businesses, and small farms. In 1994, Lead Bank partici-
pated in government-sponsored loans totalling more than
$24 million.

Bank One Texas. The OCC also concluded that Bank
One Texas effectively made its credit services available to

15. The CRA performance ratings for each of Banc One’s subsid-
iary banks is set forth in the Appendix.

16. Protestants also contend that Banc One’s subsidiary banks
charge excessive fees for cashing welfare and Social Security Admin-
istration checks for individuals who do not have bank accounts with
Banc One. Protestants allege that the fees discriminate against individ-
uals who are minorities, elderly and poor. Protestants present no facts
to substantiate that the fees are illegally discriminatory, and there is no
evidence in the record that the fees are based on any factor that would
be prohibited by law. The Board has recognized that although banks
help serve the needs of their community by offering basic services at
nominal or no charge, the CRA does not impose any limitation on the
fees or surcharges that can be assessed for services.

all segments of its community and that the bank’s exten-
sions of credit addressed a significant portion of the credit
needs of its service community. Bank One Texas made a
number of mortgage, home improvement, consumer, credit
card, and small business loans in 1994 and 1995. Examin-
ers commended Bank One Texas for its lending perfor-
mance to LMI areas, noting that 32 percent of the bank’s
lending was in LMI census tracts, while 30 percent of the
population of the bank’s delineated community resided in
these LMI areas.

Examiners further noted that the management of Bank
One Texas had focused on meeting the mortgage needs of
LMI segments of the bank’s community. Bank One Texas
offered a variety of affordable mortgage products, includ-
ing an “American Dream” mortgage product that is avail-
able to LMI home buyers who do not meet the standards
for Federal National Mortgage Association (‘‘Fannie
Mae”) and Federal Housing Administration (“FHA™)
products. Bank One Texas originated 215 mortgages under
the program for a total amount of $8.3 million in the first
half of 1995.

Examiners also noted that Bank One Texas offered a
variety of small business credit products. The bank was a
certified SBA lender and was the sixth largest originator of
SBA loans in the country.

Bank One Oklahoma. Examiners found that Bank One
Oklahoma offered a wide range of conventional and
government-related loan programs that were responsive to
the needs of the local community. Examiners noted that
Bank One Oklahoma used an internal CRA committee to
develop products and services designed to address commu-
nity needs. The bank was one of the largest home construc-
tion originators in the Oklahoma City banking market and
participated in programs to provide home purchase and
rehabilitation loans to LMI borrowers.

Examiners noted that Bank One Oklahoma was an active
small business lender and had originated small business
loans throughout its service community. Examiners re-
ported, for example, that the bank originated 1,950 small
business loans, totalling over $125 million, to address
identified small business capital needs. In November 1995,
the bank also made available a new Bank One Business
Line of Credit (“BOBLOC”) for small businesses seeking
loans of $5,000 to $100,000. Since its introduction, Bank
One Oklahoma has made 39 BOBLOC loans, totalling
more than $296,000. The 1996 CRA performance examina-
tion also indicates that Bank One Oklahoma participated in
two public- private partnerships to help meet the credit
needs of small businesses and LMI individuals interested
in starting their own businesses.

The bank participated in other loan programs to meet the
needs of small businesses, small farms, and LMI families.
Bank One Oklahoma, for example, made SBA loans total-
ling $215,000 and, working in conjunction with BOMC,
made FHA loans totalling $1.15 million.

Other Banks. Banc One’s subsidiary banks have been
found by their primary federal supervisors to be effective in
identifying the credit needs of their communities and in
meeting those needs. Additionally, all the banks partici-
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pated in various lending programs designed to make credit
available for affordable housing and for small businesses.!”
Examiners noted, for example, that Bank One, Arizona,
N.A., Phoenix, Arizona, had made a number of mortgage
loans and participated in a variety of public-private partner-
ships to finance affordable housing, including a Depart-
ment of Housing and Urban Development (“HUD™") guar-
antee program to make home construction, purchase, and
rehabilitation loans to Native Americans. Similarly, the
CRA performance examinations for Liberty National Bank
and Trust Company of Kentucky, Louisville, Kentucky, a
wholly owned subsidiary of Banc One Kentucky Corpora-
tion,'® noted that a significant portion of the bank’s mort-
gage lending was to LMI individuals. Examiners also
noted that the bank had extended a significant volume of
small business loans. All of Banc One’s banks offered
community development lending, investment, and techni-
cal assistance.

Investments. In addition to the lending programs dis-
cussed above, Banc One helps meet the credit needs of the
communities it serves through its community development
corporation, Banc One Community Development Corpora-
tion (“CDC”’). Examiners commended Banc One’s partici-
pation in local development and redevelopment projects,
and noted that CDC helps Banc One’s bank subsidiaries to
finance projects to promote community development. CDC
has invested more than $120 million in community devel-
opment projects and has supplemented such investment
activities with on-site community development technical
assistance.

Marketing and Ascertainment. Examiners noted that
Banc One’s subsidiary banks have effectively identified the
credit needs of their communities and adequately made
their credit services available to all segments of their
communities. Officers of the Lead Bank, for example,
made hundreds of calls to churches, schools, neighborhood
groups, and local chambers of commerce to identify un-
met credit needs and to determine how the bank could
respond to those needs, provide other banking services,
and improve its marketing efforts. Examiners noted that
Bank One Texas undertook various marketing efforts tai-
lored to reach LMI communities, including direct mailings
to LMI areas, Spanish or bilingual advertisements and
bank brochures, and advertisements in ethnic and special
interest publications such as church newsletters. Bank One
Oklahoma also employed a call program to meet with a
variety of civic, religious, and neighborhood groups. The
bank also placed advertisements on radio stations and in
local newspapers aimed at African-American and Hispanic
populations.

17. Protestants object that Banc One’s subsidiary banks do not
originate a significant volume of purchase money mortgages. The
CRA does not require an institution to offer any specific credit
products but allows an institution to help to serve the credit needs of
the institution’s community by providing credit of the types consistent
with the institution’s overall business strategy and expertise.

18. The bank is now named Bank One, Kentucky, N.A.

Branch Closings

Protestants have expressed concerns that branch closings
resulting from the proposal would have a materially ad-
verse effect on the community, particularly in LMI neigh-
borhoods.!? Protestants also contend that Banc One’s banks
have been systematically closing branches in LMI commu-
nities since their last CRA examinations, and that branches
sold by Banc One to other depository institutions often are
closed.?®

Banc One has indicated that it does not have final plans
for closing branches in Oklahoma after acquiring Liberty.
Banc One has identified, on a preliminary basis, six
branches in Oklahoma City and Tulsa, Oklahoma, that
might be appropriate for closing or consolidation with
other nearby branches. Only one of the branches that Banc
One has indicated may be closed is located in a LMI
census tract, and the operations of that branch would be
combined with another branch located approximately one
mile away.?!

The Board has carefully reviewed Banc One’s branch
closing policy. The policy requires that, when a branch is
identified for closing, a discussion of the proposed closing
be accompanied by an analysis of how the closing would
affect banking access for LMI consumers. If, based on that
analysis and other factors, a decision is made to close a
branch, a retention plan must be developed that sets forth a
strategy for serving customers of the community affected
by the closing, with particular attention given to serving
LMI consumers. CRA personnel participate in the process
and review branch closing plans with neighborhood leaders
to ensure that the retention plan takes into account commu-
nity suggestions. The Board expects that the policy would
be used for any branch closings that result from the pro-
posal.

The primary federal supervisors of Banc One’s subsid-
iary banks have considered the effect of branch closings
under the policy on the communities served by Banc One’s
subsidiary banks. The OCC’s CRA performance examina-
tions concluded that Lead Bank and Bank One Texas have
satisfactory records of opening and closing branches and
provided reasonable access to services for all segments of
the banks’ communities. The most recent CRA perfor-
mance examinations of Banc One’s banks generally noted
no materially adverse effects on LMI neighborhoods from
branch closings.

In examining the convenience and needs factor, the
Board has taken into account Banc One’s preliminary
branch closing plans in Oklahoma, its record of closing

19. Protestants also have expressed concerns about Banc One’s
reliance on alternative delivery mechanisms, such as automated teller
machines, to serve LMI communities.

20. The closing of a branch purchased by another banking organiza-
tion that is subsequently closed by that banking organization would be
evaluated by the primary federal supervisor of the purchasing organi-
zation.

21. The other five branches that Banc One has identified for possible
action are located in upper- or middle-income census tracts or are
located in a business district.
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branches as reviewed by the primary supervisors of Banc
One’s banks in the CRA examination process, and its
corporate branch closing policy. The Board notes that
branch closings resulting from the proposal will be as-
sessed by the Oklahoma banks’ primary federal supervisor
for CRA performance in future CRA examinations. The
Board also notes that Banc One is required to give at least
90 days written notice of all branch closings subject to the
Joint Agency Policy Statement on Branch Closings (*Joint
Policy Statement™).22 Additionally, the Board will review
the branch closures resulting from the proposal in its
analysis of future applications to expand the operations of
Banc One’s depository institations.

Other Aspects of Banc One's Lending Activities

The Board also has carefully reviewed Banc One’s lending
activities and its compliance with fair lending laws in light
of all the facts of record. As part of this review, the Board
has reviewed the 1994, 1995, and 1996 HMDA data re-
ported by Banc One, including the data for BOMC and
BOFS.2? The HMDA data reflect some disparities in the
rate of loan originations, denials, and applications by racial
group and income level. The Board is concerned when the
record of an institution indicates such disparities and be-
lieves that all banks and other lending institutions are
obligated to ensure that their lending practices are based on
criteria that assure not only safe and sound lending but also
equal access to credit by creditworthy applicants regardless
of race. The Board recognizes, however, that HMDA data
alone provide an incomplete measure of an institution’s
lending in its community because these data cover only a
few categories of housing-related lending, and provide
only limited information about the covered loans.2* HMDA
data, therefore, have limitations that make the data an
inadequate basis, absent other information, for concluding
that an institution has engaged in illegal lending discrimi-
nation.

In light of the limitations of HMDA data, the Board has
carefully reviewed other information, particularly examina-
tion reports that provide on-site evaluation of compliance

22. See 58 Federal Register 49,083 (1993) (interpreting section 42
of the Federal Deposit Insurance Act (12 U.S.C. § 1831r-1)). Under
these provisions, all insured depository institutions are required to
submit a notice of any proposed branch closing to the approprate
federal banking agency no later than 90 days before the date of closure
that contains:

(1) The identity of the branch to be closed and the proposed closing
date;

(2) A detailed statement of the reasons for the decision to close the
branch; and

(3) Atatistical or other information supporting closure consistent
with the institution’s written policy for branch closings.

23. Protestants object to consideration of 1996 HMDA data because
Protestants have not reviewed these data. The record indicates that
Protestants only recently requested the data, which were required to be
publicly available under HMDA by March 31, 1997. See section 203.5
of the Board’s Regulation C (12 C.ER. 203.5).

24. HMDA data, for example, do not provide a basis for an
independent assessment of whether an applicant who was denied
credit was, in fact, creditworthy.

by Banc One with the fair lending laws. The examinations
of Banc One’s subsidiary banks found no evidence of
prohibited discrimination or other illegal credit practices at
the institutions.?> Examiners also found no evidence of
practices intended to discourage applications for the types
of credit listed in the banks’ CRA statements.2¢

Banc One also has implemented policies and programs
to ensure that its subsidiary banks engage in fair lending
practices. For example, Banc One has a system of periodic
file reviews at its subsidiary banks to confirm the consis-
tency of loan decisions.?’” Banc One’s fair lending program
is directed by the Fair Lending/CRA Steering Committee,
which is chaired by Banc One’s General Counsel and
includes senior management of each affected line of busi-
ness, including BOMC and BOFS. Compliance with the
program is monitored by compliance officers at each busi-
ness unit, who report to Banc One’s national director of
regulatory compliance.

Protestants have questioned Banc One’s practice of re-
ferring applicants for credit to its nonbank lending subsid-
iaries. Banc One maintains that applicants are referred to
its nonbank lending subsidiaries like BOFS only after the
application has been denied by a Banc One bank and after
the loan applicant has agreed to the referral. Banc One
views its referral program as an effort to permit a denied
applicant with an additional opportunity to qualify for a
loan. Referrals made under the program are not compen-
sated, and referral program guidelines prohibit illegal steer-
ing or prescreening and require that applicants be treated
uniformly. Under one recently introduced referral program,

25. The most recent CRA performance examination for Bank One,
Bloomington, N.A., Bloomington, Indiana, which represents less than
I percent of Banc One’s total consolidated assets, noted certain
violations of the ECOA. In considering the overall managerial record
and convenience and needs factors in this case, the Board has care-
fully reviewed these violations in light of information regarding the
type and scope of the violations, the response of Banc One to the
findings, and additional supervisory information from the OCC. The
Board notes that the OCC determined that the violations were not
widespread and that appropriate actions to correct the problems were
taken by senior management of the bank.

26. Protestants refer to two class action lawsuits against Banc One
as evidence of improper credit practices. The two class actions in-
volved practices refated to BOMC’s escrow accounts and Banc One’s
private mortgage insurance (‘‘PMI”) activities. Both actions were
settled and no conclusions of wrongdoing were made. DCRAC also
cites an Ohio Supreme Court decision in a law suit against Banc One
and other defendants involving the forced purchase of collateral
insurance if the collateral becomes uninsured. The decision found no
wrongdoing by the defendants but rather permitted the plaintiffs the
opportunity to substantiate the allegations of wrongdoing at a trial on
the merits of the action. Protestants also cite several consumer com-
plaints against Banc One in Michigan and allege that there may be
similar complaints in other states in which Banc One does business.
The Board has reviewed the complaints in Michigan in hght of all the
facts of record, including confidential information from the state
authorities that reviewed these complaints, as part of the Board’s
consideration of the managerial and convenience and needs factors in
this proposal.

27. The most recent examination of Banc One’s Lead Bank noted
favorably the bank’s compliance monitoring and internal loan testing
procedures. Protestants object that the file review program is only now
being implemented at BOFS.
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existing borrowers of BOFS wishing to refinance their
oans are referred to BOMC to determine whether they
qualify for a BOMC loan product.

The Board also has considered certain preliminary infor-
mation developed in the course of its supervision of Banc
One that raises a question about fair lending oversight,
procedures and practices at BOMC, one of its nonbank
units. BOMC accounts for less than 1 percent of Banc
One’s consolidated net income, and the information ap-
pears to be limited in the context of Banc One’s overall
managerial and lending record. The Board is conducting a
thorough examination of BOMC to resolve the question
and to ensure compliance with law. In the event that the
examination indicates a problem with fair lending over-
sight, procedures, or practices, the Board has broad super-
visory authority under the banking laws to require bank
holding companies and their nonbank subsidiaries to ad-
dress such deficiencies.

In deciding to act on this case, the Board also has
considered Banc One’s record of addressing supervisory
and other issues identified by its supervisor. In light of that
record, the Board fully expects that Banc One will take all
necessary steps, including adopting and implementing
practices and procedures developed in consultation with
the Board, to ensure that any areas of weakness in its fair
lending policies and practices that may be identified
through the Board’s examination are adequately addressed,
and the Board conditions its approval of this proposal on
Banc One taking such actions. For these reasons, and based
on all the facts of record, the Board does not believe that
denial of the proposal is appropriate, or that the Board’s
action on the proposal should be delayed for the period of
time necessary to complete its examination.28

The Board also has carefully considered all the facts of
record, including the comments received from Protestants,
the responses to those comments, and the CRA perfor-
mance records of the subsidiary banks of Banc One and
Liberty, including relevant reports of examination from
their primary federal supervisors. Based on the facts of
record, and for the reasons discussed above, the Board
concludes that convenience and needs considerations and
related managerial considerations, including the CRA
records of performance of both organizations’ subsidiary
banks, are consistent with approval of the proposal. The
Board also concludes that this proposal satisfies the criteria
specified by statute to be applied by the Board in reviewing
proposed acquisitions of this type, and that the record does
not provide a basis to deny this application under the
statutory factors.

28. Protestants also request that the proposal be denied or delayed
until the Board conducts an examination of BOFS for fair lending law
compliance. In light of all the facts of record, including a review of
the HMDA data, the Board concludes that the record in this case does
not warrant granting Protestants’ request.

Nonbanking Activities

Banc One and BOC also have filed notice, pursuant to
section 4(c)(8) of the BHC Act, to acquire the nonbanking
subsidiaries of Liberty and thereby engage in lending activ-
ities, providing equipment leasing services, trust company
activities, and underwriting and brokering life insurance
directly related to extensions of credit by Banc One and its
affiliates.?® The Board has determined by regulation that
each of these activities is closely related to banking,*° and
Banc One has committed to conduct the nonbanking activ-
ities in accordance with Regulation Y.

In order to approve the proposal under section 4(c)(8) of
the BHC Act, the Board also must determine that the
proposed activities are a proper incident to banking, that is,
that the proposal “can reasonably be expected to produce
benefits to the public, such as greater convenience, in-
creased competition, or gains in efficiency that outweigh
possible adverse effects, such as undue concentration of
resources, decreased or unfair competition, conflicts of
interests, or unsound banking practices.”?! As part of its
evaluation of these factors, the Board considers the finan-
cial condition and managerial resources of the notificant
and its subsidiaries, including the companies to be ac-
quired, and the effect of the proposed transaction on those
resources.>? For the reasons noted above, and based on all
the facts of record, the Board has concluded that financial
and managerial considerations are consistent with approval
of the notice.

The Board also has considered the competitive effects of
the proposed acquisition by Banc One of Liberty’s non-
banking businesses and, in doing so, has considered the
comments submitted by Protestants regarding the competi-
tive effects of the proposal.?* The Board notes the markets
for the nonbanking services are, in each case, unconcen-
trated and that there are numerous providers of the ser-
vices. As a result, consummation of the proposal would
have a de minimis effect on competition. Based on all the
facts of record, the Board has concluded that the proposal
would not have a significantly adverse effect on competi-
tion in any relevant market. In addition, the Board expects
that the acquisition would provide added convenience to
Liberty’s customers and the public. Banc One has stated
that consumers in the markets currently served by Liberty
would have access to a variety of services through Banc
One that are not available through Liberty. Banc One also
notes that the proposed transaction would result in opera-

29. Banc One proposes to engage in these activities through the
following non-banking subsidiaries of Liberty: Mid-America Credit
Life Assurance Company, Mid-America Insurance Agency, Inc., Lib-
erty Trust Company of Texas, and Liberty Financing Corporation.

30. See 12 C.F.R. 225.28(b)(1), (b)(3), (b)(5), and (b)(11)(i).

31. 12 US.C. § 1843(c)(8).

32. See 12 C.FR. 225.26; see also The Fuji Bank, Limited, 75
Federal Reserve Bulletin 94 (1989); Bayerische Vereinsbank AG, 73
Federal Reserve Bulletin 155 (1987).

33. Protestants also raise concerns about the acquisition by Banc
One of a thrift subsidiary of Liberty. Liberty does not have a thrift
subsidiary.
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tional efficiencies that would allow Liberty to be a more
effective competitor and thereby provide improved ser-
vices at a lower cost to its customers. Accordingly, based
on all the facts of record, the Board has determined that the
balance of public benefits that the Board must consider
under the proper incident to banking standard of sec-
ton 4(c)8) of the BHC Act is favorable and consistent
with approval of the proposal.

Conclusion

Based on the foregoing, and in light of all the facts of
record, including the comments submitted by Protestants,3*
the Board has determined that the applications and notices
should be, and hereby are, approved.>®> Approval of the
applications and notices is specifically conditioned on com-

34. The Black Citizens for Justice, Law & Order and DCRAC
contend that there are disproportionately low numbers of African
Americans in management and staff positions at Banc One. The Board
has carefully reviewed these comments in light of all the facts of
record, which include supervisory reports of examination assessing
the financial and managerial resources of Banc One. The Board also
has previously stated that its limited jurisdiction to review applica-
tions under the BHC Act does not authorize the Board to adjudicate
disputes raised by a commenter that arise under statutes exclusively
administered and enforced by another federal regulatory agency other
than banking laws. See, e.g., Norwest Corporation, 82 Federal Re-
serve Bulletin 580 (1996); see also Western Bancshares v. Board of
Governors, 40 F2d 749 (10th Cir. 1973). Under the Department of
Labor’s regulations, Banc One is required to file an annual report with
the Equal Employment Opportunity Commission (“EEOC™) covering
all employees in its corporate structure. See 41 C.ER. 60-1.7(a) and
60-1.40. The Department of Labor, and the EEOC in particular, have
sufficient statutory authority to address disputes regarding illegal
discriminatory labor practices.

35. Protestants have requested a hearing on the proposal. Sec-
tion 3(b) of the BHC Act does not require the Board to hold a public
hearing on an application unless the appropriate supervisory authority
for the bank to be acquired makes a timely written recommendation of
denial of the application. In this case, the Board has not received such
a recommendation from a state or federal supervisory agency. The
Board’s rules also provide for a hearing under section 4 of the BHC
Act if there are disputed issues of material fact that cannot be resolved
in some other manner regarding the acquisition of a savings associa-
tion. See 12 C.FR. 225.25(a)(2). As previously noted, Liberty does
not have a savings association subsidiary.

Under its rules, the Board may also, in its discretion, hold a public
hearing or meeting on an application or notice to clarify factual issues
related to the notice and to provide an opportunity for testimony, it
appropriate. See 12 C.ER. 262.3(e) and 262.25(d). The Board has
carefully considered Protestants’ request for a hearing in light of all
the facts of record. In the Board’s view, Protestants have had ample
opportunity to present their views, and they have submitted substantial
written comments that have been carefully considered by the Board in
acting on the proposal. Protestants’ request fails to demonstrate why
their written presentations do not adequately present their evidence,
allegations, and views. After a careful review of all the facts of record,
the Board has concluded that Protestants dispute the weight that
should be accorded to, and the conclusions that the Board should draw
from, the facts of record but do not identify disputed issues of fact that
are materia} to the Board’s decision. For these reasons, and based on
all the facts of record, the Board has determined that a public hearing
or meeting is not required or warranted to clarify the factual record in
the proposal. or otherwise warranted in this case. Accordingly, the
request for a hearing on the proposal is hereby denied.

pliance by Banc One with all the commitments made in
connection with the proposal and with the conditions stated
or referred to in this order.

The Board’s determination on the nonbanking activities
also is subject to all the terms and conditions set forth in
Regulation Y, including those in sections 225.7 and
225.25(c) (12 C.FR. 225.7 and 225.25(c)), and to the
Board’s authority to require such modification or termina-
tion of the activities of a bank holding company or any of
its subsidiaries as the Board finds necessary to ensure
compliance with, and to prevent evasion of, the provisions
of the BHC Act and the Board’s regulations and orders
thereunder. For purposes of this transaction, the commit-
ments and conditions referred to above shall be deemed to
be conditions imposed in writing by the Board in connec-
tion with its findings and decision, and, as such, may be
enforced in proceedings under applicable law.3¢

The acquisition of Liberty shall not be consummated
before the fifteenth calendar day following the effective
date of this order, and the proposal shall not be consum-
mated later than three months after the effective date of this
order, unless such period is extended for good cause by the
Board or by the Federal Reserve Bank of Cleveland, acting
pursuant to delegated authority.

By order of the Board of Governors, effective April 29,
1997.

Voting for this action: Chairman Greenspan, Vice Chair Rivlin, and
Governors Kelley, Phillips, and Meyer.

JENNIFER J. JOHNSON
Deputy Secretary of the Board

Appendix

Institution CRA Rating  Date
Bank One, Columbus, N.A. QOutstanding  1/31/95
Bank One, Akron, N.A Outstanding  1/29/96
Bank One, Athens, N.A Satisfactory 11/30/96
Bank One, Louisiana, N.A. Satisfactory  9/19/96
Bank One, Bloomington, Satisfactory  4/30/03

N.A*

36. Protestants have requested that consideration of the proposal be
consolidated with consideration of Banc One’s proposal to acquire
First USA, Inc., Dallas, Texas. The Banc One/First USA proposal is a
separate proposal under the BHC Act, and the Board will review that
proposal in light of all the facts of record in that case, including
Protestants” comments, under the statutory factors required under
section 4 of the BHC Act.

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



528 Federal Reserve Bulletin [ June 1997

Bank One, Cambridge, N.A. Satisfactory ~ 4/21/93
Bank One, Cincinnati, N.A. Satisfactory 3/16/95
One, Cleveland, N.A. Satisfactory 9/15/94
Bank One Trust Co., N.A. Not rated for CRA
Bank One, Coshocton, N.A. Outstanding ~ 6/30/94
Bank One, Crawfordsville, Outstanding  9/13/94
N.A*
Bank One, Texas, N.A. QOutstanding  1/29/96
Bank One, Dayton, N.A. Outstanding ~ 4/30/95
Bank One, Colorado, N.A. Qutstanding  9/10/95
Bank One, Dover, N.A. Outstanding  8/26/96
Bank One, Fremont, N.A. Satisfactory 6/21/93
Bank One, Merrillville, Satisfactory ~ 6/28/94
N.A.*¥
Bank One, West Virginia, Satisfactory 6/16/95
N.A.
Bank One, Indiana, N.A. Outstanding  4/19/95
Bank One, Lafayette, N.A.* Satisfactory  12/13/94
Bank One, Lima, N.A. Outstanding 6/8/93
Bank One, Kentucky, N.A. Outstanding  6/20/95
Bank One, Mansfield** Outstanding  4/29/95
Bank One, Marietta, N.A. Outstanding 11/30/96
Bank One, Marion Indiana, Satisfactory« 6/5/96
N.A.*
Bank One, Marion Satistactory 1/29/96

Bank One, Wisconsin
Trust Co.

Not rated for CRA

Bank One, Quad Cities, Satisfactory 2/15/95
N.A.

Bank One, Oklahoma City Outstanding ~ 4/22/96

Bank One, Arizona, N.A. Satisfactory 9/30/96

Bank One, Portsmouth, Satisfactory  11/30/96
N.A.

Bank One, Rensselaer, Outstanding 6/3/96
N.A*

Bank One, Richmond, Outstanding 9/3/93
N.A.*

Bank One, Utah, N.A. Outstanding  9/27/95

Bank One, Sidney, N.A. Satisfactory  11/30/96

Bank One, Illinois, N.A. Satisfactory 5/10/95

Bank One, Wheeling- Satisfactory  10/24/96
Steuben., N.A.

Bank One, Youngstown, Outstanding  10/31/96
N.A.

Bank One, Wisconsin Satisfactory 1/17/95

* Merged with Bank One, Indianapolis, N.A., on March 22, 1997.
Bank One, Indianapolis, N.A., then changed its name to Bank One,
Indiana, N.A.
**+ Expected to be consolidated into Bank One Columbus, N.A. on
May 17, 1997.

ORDERS ISSUED UNDER BANK MERGER ACT

AmSouth Bank of Alabama
Birmingham, Alabama

Order Approving the Merger of Banks and Establishment
of Bank Branches

AmSouth Bank of Alabama, Birmingham, Alabama (“Am-
South Alabama’), a state member bank, has applied under
section 18(c) of the Federal Deposit Insurance Act
(12 US.C. § 1828(c)) (the “Bank Merger Act”) to merge
with AmSouth Bank of Florida, Tampa, Florida (“Am-
South Florida™); AmSouth Bank of Georgia, Rome, Geor-
gia (“AmSouth Georgia™); AmSouth Bank of Tennessee,
Chattanooga, Tennesssee (“AmSouth Tennessee™); and
AmSouth Bank of Walker County, Jasper, Alabama (*‘Am-
South Walker”) (collectively, the “Merging Banks™); with
AmSouth Alabama as the survivor.! AmSouth Alabama
also has applied under section 9 of the Federal Reserve Act
(12 U.S.C. § 321) to establish branches at the current loca-
tions of the main offices and branches of the Merging
Banks.2

Notice of the application, affording interested persons an
opportunity to submit comments, has been given in accor-
dance with the Bank Merger Act and the Board’s Rules of
Procedure (12 C.FR. 262.3(b)). As required by the Bank
Merger Act, reports on the competitive effects of the
merger were requested from the United States Attorney
General, the Office of the Comptroller of the Currency, and
the Federal Deposit Insurance Corporation. The time for
filing comments has expired, and the Board has considered
the application and all the facts of record in light of the
factors set forth in the Bank Merger Act and section 9 of
the Federal Reserve Act.

AmSouth Alabama and the Merging Banks are wholly
owned subsidiaries of AmSouth Bancorporation, Birming-
ham, Alabama (“AmSouth”). AmSouth is the third largest
commercial banking organization in Alabama, controlling
deposits of $6.8 billion, representing 15.7 percent of the
total deposits in commercial banking organizations in Ala-
bama; the fifth largest commercial banking organization in
Florida, controlling deposits of $5.1 billion, representing
3.3 percent of the total deposits in commercial banking
organizations in Florida; the twenty-first largest commer-
cial banking organization in Georgia, controlling deposits
of $275.6 million, representing less than | percent of the
total deposits in commercial banking organizations in
Georgia; and the eighth largest commercial banking organi-
zation in Tennessee, controlling deposits of $827.5 million,
representing 1.5 percent of the total deposits in commercial
banking organizations in Tennessee.? This proposal repre-

I. On consummation of the merger, AmSouth Alabama would
change its name to “AmSouth Bank.” All the banks involved in the
proposal are state member banks.

2. The locations of the branches that AmSouth Alabama proposes to
establish are listed in the Appendix.

3. Deposit data are as of June 30, 1996.
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sents a reorganization of AmSouth’s existing banking oper-
ations, and therefore, consummation of the proposal would
not have any significantly adverse effects on competition in
any relevant banking market.

Riegle-Neal Act Analysis

Section 102 of the Riegle-Neal Interstate Banking and
Branching Efficiency Act of 1994 (“Riegle-Neal Act)
(Pub. L. No. 103-328, 108 Stat. 2338 (1994)) authorizes
banks, beginning on June 1, 1997, to conduct interstate
mergers unless, prior to June 1, 1997, the home State of
one of the banks involved in the transaction has adopted a
law expressly prohibiting merger transactions involving
out-of-state banks.? The Riegle-Neal Act also authorizes
the acquiring bank to retain and operate, as a main office or
branch, any bank offices of the acquired bank.”

All the states involved in this proposal, Alabama, Flor-
ida, Georgia, and Tennessee, have enacted legislation al-
lowing interstate mergers between banks located in their
states and out-of-state banks pursuant to the provisions of
the Riegle-Neal Act on or after June [, 1997.¢ Alabama
Bank has notified the Alabama Superintendent of Banks,
the Florida State Comptroller, the Georgia Commissioner,
and the Tennessee Commissioner regarding its proposal to
consolidate its banking operations and provided a copy of
its Bank Merger Act application to all the relevant state
agencies. Representatives from all the states involved in
the proposal have indicated that this transaction would be
in compliance with their state laws regarding interstate
bank mergers. In light of the foregoing, it appears that the
proposal complies with the requirements of the Riegle-
Neal Act provided that the proposal is not consummated
prior to June 1, 1997.

Financial, Managerial and Other Supervisory Factors

The Bank Merger Act also requires the Board to consider
the financial and managerial resources and future prospects
of the existing and proposed institutions, and the conve-
nience and needs of the communities to be served. The
Board has carefully considered the financial and manage-
rial resources and future prospects of AmSouth Alabama
and the Merging Banks in light of all the facts of record.
The facts of record include supervisory reports of examina-
tion assessing the financial and managerial resources of the
organizations and financial information provided by Am-
South. Based on these and all other facts of record, the
Board concludes that all the supervisory factors under the
Bank Merger Act are consistent with approval.

The Board also has carefully considered the effect of the
proposal on the convenience and needs of the communities

4. 12 US.C. § 1831u(a)(1) (1994).

5. 12 US.C. § 1831u(d)(1) (1994).

6. See Ala. Code §§ 5-13B-22, 23 (effective May 31, 1997); Fla.
Stat. ch. 658.2953 (effective May 31, 1997); Ga. Code Ann., Fin. Inst.
§ 7-1-628.3 (effective June 1, 1997); and Tenn. Code Ann. § 452-
1402 et seq. (effective June 1, 1997).

to be served in light of all the facts of record. The Board
has long held that consideration of the convenience and
needs factor includes a review of the records of the rele-
vant depository institutions under the Community Rein-
vestment Act (12 US.C. § 2901 § er seq.) (*“CRA”). As
provided in the CRA, the Board evaluates this factor in
light of examinations by the primary federal supervisor of
the CRA performance records of the relevant institutions.
An institution’s most recent CRA performance evaluation
is a particularly important consideration in the applications
process because it represents a detailed on-site evaluation
of the institution’s overall record of performance under the
CRA by its primary federal supervisor.” AmSouth Ala-
bama and all the banks involved in the proposal received
“satisfactory” ratings at their most recent examination of
their CRA performance by the Federal Reserve Bank of
Atlanta, as of October 7, 1996. Based on all the facts of
record, including the results of the relevant CRA perfor-
mance examinations, the Board concludes that consider-
ations relating to the convenience and needs of the commu-
nities served are consistent with approval.

The Board also concludes that all the factors that must
be considered under the Reigle-Neal Act and the Federal
Reserve Act also are consistent with approval.

Conclusion

Based on the foregoing and all the facts of record, the
Board has determined that this application should be ap-
proved. Because the provisions of the Riegle-Neal Act
relied on for this determination do not become effective
until June 1, 1997, the Board’s action approving the pro-
posal shall not be effective until June 1, 1997. The Board’s
approval of the proposal is conditioned on compliance by
AmSouth Alabama with all the commitments made in
connection with this application. For purposes of this ac-
tion, the commitments and conditions relied on in reaching
this decision are both conditions imposed in writing by the
Board and, as such, may be enforced in proceedings unde:
applicable law.

The merger of the Merging Banks with and into Am-
South Alabama may not be consummated before the fif
teenth day following the June 1, 1997, effective date of this
order, or later than three months after the effective date o
this order, unless such period is extended by the Board o
by the Federal Reserve Bank of Atlanta, acting pursuant t
delegated authority.

By order of the Board of Governors, this approval be
comes effective June 1, 1997.

Voting for this action: Chairman Greenspan, Vice Chair Rivlin, an
Governors Kelley, Phillips, and Meyer.

JENNIFER J. JOHNSO!
Deputy Secretary of Boar.

7. See Statement of the Federal Financial Supervisory Agencie
Regarding the Community Reinvestment Act. 54 Federal Registe
13,742, 13.745 (1989)
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Appendix

Branch offices of AmSouth Florida to be established by
AmSouth Alabama:

0~ NN LN =
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18.
19.
20.
21.
22,
23.

24.
25.
26.
27.
28.
29.
30.
31.
32.
33,

34,
3s.
36.
37.
38.
39.
40.
41.
42.
43,
44,
45.
46.
47.

48.
49.

50.
51.

. 100 North Tampa Street, Tampa, Florida 33602

. 70 North Baylen Street, Pensacola, Florida 32501

. 3300 North Pace Boulevard, Pensacola, Florida 32205
. 575 North Navy Boulevard, Pensacola, Florida 32507
. 5100 North 9th Avenue, Pensacola, Florida 32504

. 8094 North Davis Highway, Pensacola, Florida 32514
. 420 Mary Esther Cutoff, Mary Esther, Florida 32569

. 400 Gulf Breeze Parkway, Guif Breeze, Florida 32561
. 4 East Nine Mile Road, Pensacola, Florida 32514

. 1248 North Elgin Parkway, Shalimar, Florida 32579

. 6499 Caroline Street, Milton, Florida 32570

. 8022 Lillian Highway, Pensacola, Florida 32506

. 1200 John Sims Parkway, Niceville, Florida 32578

. 7130 North 9th Avenue, Pensacola, Florida 32504

. 4505 Sauffey Field Road, Pensacola, Florida 32526

. 6916 West Highway 98, Panama City, Florida 32407

. 12720 Middle Beach Road, Panama City, Florida

32407

100 Delwood Beach Road, Panama City, Florida 32411
100 Main Street, Destin, Florida 32541

25 Beal Parkway N.E., Ft. Walton, Florida 32548

469 West 23rd Street, Panama City, Florida 32405
5050 Highway 98 E., Destin, Florida 32541

212 Racetrack Road, Ft. Walton, Florida 32547

3373 Gulf Breeze Parkway, Gulf Breeze, Florida 32566
8094 North Davis Highway, Pensacola, Florida 32514
3102 Mahan Drive, Tallahassee, Florida 32308

3425 Thomasville Road, Tallahassee, Florida 32308
201 South Monroe Street, Tallahassee, Florida 32301
400 Cleveland Street, Clearwater, Florida 34615
33805 Highway 19 N., Palm Harbor, Florida 34684
1350 West Bay Drive, Largo, Florida 34640

13501 ICOT Boulevard, Clearwater, Florida 34620
3021 Enterprise Road, E., Clearwater, Florida 34619
3132 Tampa Road, Oldsmar, Florida 34677

2845 West Bay Drive, Belleair Bluffs, Florida 34640
604 East Druid Road, Clearwater, Florida 34617

3399 66th Street, N., St. Petersburg, Florida 33710
5728 Gulfport Boulevard, Gulfport, Florida 33707
5901 Sun Boulevard S., St. Petersburg, Florida 33715
3522 Bell Shoals Road, Valrico, Florida 33594

6424 Embassy Boulevard, Port Richey, Florida 34668
7512 State Road 52, Hudson, Florida 34667

14212 U.S. Highway 19 N., Hudson, Florida 34667
4010 Little Road, New Port Richey, Florida 34655
9701 Starkey Road, Largo, Florida 34647

1500 Belleair Road, Clearwater, Florida 34616

2575 Countryside Boulevard, Clearwater, Florida
34621

4811 Gulf Boulevard, St. Petersburg Beach, Florida
37706

260 First Avenue, S., St. Petersburg, Florida 33701
1042 Main Street, Dunedin, Florida 34698

8250 Ninth Street, N., St. Petersburg, Florida 33702
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52.
53.
54.
55.
56.
57.
58.
59.

60.
61.

62.
63.
64.
65.
66.
67.
68.
69.
70.
71.

72.
73.

74.
75.
76.

77.
78.
79.
80.

81.
82.
83.
84.
5.406 East Silver Springs Boulevard, Ocala, Florida

86.

87.
. 2800 East Silver Springs Boulevard, Ocala, Florida

88

89.

90.
91.
92.
93.

94.
95.

96.

655 South Belcher Road, Clearwater, Florida 34624
3463 22nd Avenue N., St. Petersburg, Florida 33713
3505 Fourth Street, N., St. Petersburg, Florida 33704
9398 Oakhurst Road, Seminole, Florida 34646

4325 Park Boulevard, Pinellas Park, Florida 34665

601 Main Street, Safety Harbor, Florida 34695

7800 113th Street N., Seminole, Florida 34642

6800 Gulfport Boulevard S., South Pasadena, Florida
33707

2551 Sunset Point Road, Clearwater, Florida 34625
905 Martin Luther King Jr. Drive, Tarpon Springs,
Florida 34689

5200 Est Bay Drive, Clearwater, Florida 34624

2323 Curlew Road, Palm Harbor, Florida 34683

2353 Stickney Point Road, Sarasota, Florida 34231
935 North Beneva Road, Sarasota, Florida 34232

4280 Bee Ridge Road, Sarasota, Florida 34233

1500 Pinehurst Drive, Spring Hill, Florida 34606
13944 North Dale Mabry, Tampa, Florida 33618

3902 Henderson Boulevard, Tampa, Florida 33629
8655 College Parkway S.W., Fort Myers, Florida 33919
13520 Cleveland Avenue N., N. Fort Myers, Florida
33903

1507 Cape Coral Parkway E., Cape Coral, Florida
33904

18621 North Tamaima Trail, N. Fort Myers, Florida
33903

2250 Avenida Del Vera, N. Fort Myers, Florida 33917
1821 Del Prado Boulevard, Cape Coral, Florida 33990
2100 Forrest Nelson Boulevard, Port Charlotte, Florida
33952

811 Anchor Rode Drive, Naples, Florida 33940

1697 Pine Ridge Road, Naples, Florida 33942

1400 Gulfshore Boulevard N., Naples, Florida 33940
5484 Rattlesnake Hammrock Road, Naples, Florida
33962

606 Bald Eagle Drive, Marco Island, Florida 33937
5909 Pine Ridge Road, Naples, Florida 33999

2150 Goodiette Road, Naples, Florida 33940

405 8th Street S., Naples, Florida 34470

34470

20381 East Pennsylvania Avenue, Dunnellon, Florida
34430

9351 Maricamp Road, Ocala, Florida 34472

34470

451 South Highway 341-A, Silver Springs, Florida
34488

301 U.S. Highway 41 S., Inverness, Florida 34450
1290 South Broad Street, Brooksville, Florida 34601
1030 Southeast 17th Street, Ocala, Florida 34471

3860 North Lecanto Highway, Beverly Hills, Florida
34465

3232 Southwest College Road, Ocala, Florida 34474
10715 Southeast Highway 441, Belleview, Florida
34420

4556 South Suncoast Boulevard, Homosassa, Florida
34446
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97.

98.

99.
100.
101.
102.
103.
104.
105.

106.
107.
108.
109.
110.
L1t
112.
113.
114.
115.

L16.
117.

2734 Northeast Jacksonville Road, Ocala, Florida
34470

8721 Southwest Highway 200, Ocala, Florida 34474
802 North Main Street, Bushnell, Florida 33513

9356 San Jose Boulevard, Jacksonville, Florida 32257
233 East Bay Street, Jacksonville, Florida 32202
6263 St. Augustine Road, Jacksonville, Florida 32217
6524 Atlantic Boulevard, Jacksonville, Florida 32211
9421 Baymeadows Road, Jacksonville, Florida 32256
4297 Roosevelt Boulevard, Jacksonville, Florida
32210

252 North Apopka Highway, Orlando, Florida 34761
65 North Orange Avenue, Orlando, Florida 32801
220 West Fairbanks Avenue, Orlando, Florida 32789
500 East Michigan Street, Orlando, Florida 32806
5401 South Kirkman Road, Orlando, Florida 32819
2350 North U.S. Highway 1, Mims, Florida 32754
2525 Garden Street, Titusville, Florida 32796

905 Cheney Highway, Titusville, Florida 32780

925 South Orlando Avenue, Orlando, Florida 32789
5495 West Irlo Bronson Highway, Orlando, Florida
34746

14075 West Colonial Drive, Orlando, Florida 34787
2338 U.S. Highway 19, Holiday, Florida 34691

Branch offices of AmSouth Georgia to be established by
AmSouth Alabama:

~N RN~

. 101 East Washington, Summerville, Georgia 30747

. 2101 Shorter Avenue, Rome, Georgia 30165

. 3040 Martha Berry Highway, Rome, Georgia 30165

. 400 North 5th Avenue, Rome, Georgia 30162

. 1400 Turner McCall Boulevard, Rome, Georgia 30162

. 208 North Wall Street, Calhoun, Georgia 30701

. 385 Battlefield Parkway, Fort Oglethorpe, Georgia

30742
8. 710 North Main Street, Lafayette, Georgia 30728

Branch offices of AmSouth Tennessee to be established by
AmSouth Alabama:

[es BN I R e L O N S R

[

—
o

12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
22.

23.

. 2207 Crestmoor Road, Nashville, Tennessee 37215

. 109 Walton Ferry Road, Henderson, Tennessee 37075

. 150 West Main Street, Gallatin, Tennessee 37066

. 5323 Mt. View Road, Antioch, Tennessee 37013

. 330 Union Street, Nashville, Tennessee 37201

. 181 Belle Forrest Circle, Nashville, Tennessee 37221

. 5029 Harpeth Drive, Brentwood, Tennessee 37027

. 2814 West End Avenue, Nashville, Tennessee 37203

. 310 West College Street, Fayetteville, Tennessee 37334
. Plaza Shopping Center Taft Highway, Signal Moun-

tain, Tennessee 37377

. 3303 Cummings Highway, Chattanooga, Tennessee

37419

One Union Square, Chattanooga, Tennessee 37402
4334 Ringgold Road, Chattanooga, Tennessee 37412
601 Market Center, Chattanooga, Tennessee 37402
5515 Brainerd Road, Chattanooga, Tennessee 37411
3894 Hixson Pike, Chattanooga, Tennessee 37415
4757 Highway 58, Chattanooga, Tennessee 37416
2120 Gunbarrel Road, Chattanooga, Tennessee 37421
8535 Hixson Pike, Hixson, Tennessee 37343

401 North Market Street, Dayton, Tennessee 37321
178 Paul Huff Parkway, Cleveland, Tennessee 37312
1965 Northpoint Boulevard, Chattanooga, Tennessee
37343

400 Ocoee Street, Cleveland, Tennessee 37311

Branch offices of AmSouth Walker to be established by
AmSouth Alabama:

1. 110 20th Street, Jasper, Alabama 35501
2. 310 Highway 78 W., Jasper, Alabama 35501

APPLICATIONS APPROVED UNDER BANK HOLDING COMPANY ACT
By the Secretary of the Board

Recent applications have been approved by the Secretary of the Board as listed below. Copies are available upon request tc
the Freedom of Information Office, Office of the Secretary, Board of Governors of the Federal Reserve System
Washington, D.C. 20551.

Section 3
Applicant(s) Bank(s) Effective Date
U.S. Bancorp, Business & Professional Bank, April 2, 1997

Portland, Oregon
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Section 4

Applicant(s) Bank(s) Effective Date

Barnett Banks, Inc., Card Alert Services, Inc., April 3, 1997
Jacksonville, Florida Arlington, Virginia

Crestar Financial Corporation,
Richmond, Virginia
First Union Corporation,
Charlotte, North Carolina
NationsBank Corporation,
Charlotte, North Carolina
Southern National Corporation,
Winston-Salem, North Carolina
Wachovia Corporation,
Winston-Salem, North Carolina
HONOR Technologies, Inc.,
Maitland, Florida
PNC Bank Corporation, PNC GPI, Inc,, April 7, 1997
Pittsburgh, Pennsylvania Wilmington, Delaware

By Federal Reserve Banks

Recent applications have been approved by the Federal Reserve Banks as listed below. Copies are available upon request to
the Reserve Banks.

Section 3

Applicant(s) Bank(s) Reserve Bank Effective Date

ABC Employee Stock Ownership Anchor Bancorporation, Inc., Chicago April 16, 1997
Plan, Anchor, Illinois
Anchor, lllinois Anchor State Bank,

Anchor, Illinois

Armstrong Financial Co., Minden Exchange Company, Kansas City April 17, 1997
Minden, Nebraska Minden, Nebraska

BanPonce Corporation, Seminole National Bank, New York March 28, 1997
Hato Rey, Puerto Rico Sanford, Florida

Popular International Bank, Inc.,
Hato Rey, Puerto Rico

BanPonce Financial Corp.,
Wilmington, Delaware

Coal City Corporation, U.S. Bancorp, Inc., Chicago March 28, 1997
Chicago, lllinois Lansing, Illinois

Manufacturers National Corporation,
Chicago. Illinois

The Colonial BancGroup, Inc., Fort Brooke Bancorporation, Atlanta April 4, 1997
Montgomery, Alabama Brandon, Florida

Fort Brooke Bank,
Brandon, Florida
Commerce Bancshares, Inc., Shawnee Bank Shares, Inc., Kansas City March 31, 1997
Kansas City, Missouri Shawnee, Kansas
CBI-Kansas, Inc.,
Kansas City, Missouri
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Section 3—Continued

Applicant(s)

Bank(s)

Reserve Bank

Effective Date

Community Bankshares, Inc.,
Denver, Colorado

Community Financial Corp.,
Olney, Illinois

Community First Bankshares, Inc.,
Fargo, North Dakota

Decatur First Bank Group, Inc.,
Decatur, Georgia

First Commercial Corporation,
Little Rock, Arkansas

Guaranty Financial Corporation,
Charlottesville, Virginia

MAXLOU Bancshares, Inc.,
Tahlequah, Oklahoma

Southeast Arkansas Bank
Corporation,
Lake Village, Arkansas
Texas Financial Bancorporation,
Inc.,
Minneapolis, Minnesota
Delaware Financial, Inc.,
Wilmington, Delaware

USA BancShares, Inc.,
Philadelphia, Pennsylvania

Wauneta Falls Bancorp, Inc.,
Wauneta, Nebraska

Section 4

First Western Bancorporation,
La Jara, Colorado

American Bancshares, Inc.,
Highland, Hlinois

American Bank of Illinois in Highland,

Highland, Illinois
KeyBank National Association,
Cheyenne, Wyoming
Decatur First Bank,
Decatur, Georgia
Southwest Bancshares, Inc.,
Jonesboro, Arkansas
Guaranty Bank,
Charlottesville, Virginia
Guaranty Savings & Loan, FA,,
Charlottesville, Virginia
First State Bank,
Tahlequah, Oklahoma
Liberty Finance, Inc.,
Tahlequah, Oklahoma
Jefferson County Bank of Fayette,
Fayette, Mississippi

Austin County Bankshares, Inc.,
Bellville, Texas

Austin County Bankshares-Delaware,
Inc.,
Wilmington, Delaware

Austin County State Bank,
Bellville, Texas

Regent Bancshares Corp.,
Philadelphia, Pennsylvania

Ogallala National Bank,
Ogallala, Nebraska

Kansas City

St. Louis

Minneapolis
Atlanta
St. Louis

Richmond

Kansas City

St. Louis

Dallas

Philadelphia

Kansas City

April 3, 1997

March 31, 1997

April 15, 1997
April 9, 1997
March 31. 1997

April 15, 1997

April 17, 1997

April 4, 1997

April 9, 1997

April 10, 1997

April 7, 1997

Applicant(s)

Nonbanking Activity/Company

Reserve Bank

Effective Date

Pocahontas Bankstock, Inc.,
Pocahontas, Arkansas

United Community Banks, Inc.,
Blairsville, Georgia
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United Family Finance Co.,
Blue Ridge, Georgia

St. Louis

Atlanta

April 3, 1997

April 1, 1997
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Sections 3 and 4

Applicant(s) Nonbanking Activity /Company Reserve Bank Effective Date
Illinois Community Bancorp, Inc., Illinois Guarantee Savings Bank, FSB St. Louis April 4, 1997
Effingham, Iilinois Effingham, Illinois

Minois Community Bank,
Effingham, Illinois
Illinois Leasing Corporation, Inc.,
Effingham, Illinois
0Old Second Bancorp, Inc., Maple Park Bankshares, Inc., Chicago April 16, 1997
Aurora, Illinois Maple Park, Illinois
First State Bank of Maple Park,
Maple Park, Illinois
Maple Park Mortgage Company,
Maple Park, Illinois

APPLICATIONS APPROVED UNDER BANK MERGER ACT
By Federal Reserve Banks

Recent applications have been approved by the Federal Reserve Banks as listed below. Copies are available upon request to
the Reserve Banks.

Applicant(s) Bank(s) Reserve Bank Effective Date

Guaranty Bank, Guaranty Savings & Loan, FA., Richmond April 15, 1997
Charlottesville, Virginia Charlottesville, Virginia

Pointe Bank, Pointe Federal Savings Bank, Atlanta March 28, 1997
Pembroke Pines, Florida Boca Raton, Florida

Republic Security Bank, Family Bank, Atlanta April 2, 1997
West Palm Beach, Florida Hallandale, Florida

PENDING CASES INVOLVING THE BOARD OF GOVERNORS

This list of pending cases does not include suits against the The New Mexico Alliance v. Board of Governors, No. 96—
Federal Reserve Banks in which the Board of Governors is not 9552 (10th Cir., filed December 24, 1996). Petition for
named a party. review of a Board order dated December 16, 1996, approv-

ing the acquisition by NationsBank Corporation and NB
Holdings Corporation, both of Charlotte, North Carolina, of
Boatmen’s Bancshares, Inc., St. Louis, Missouri. Also on
December 24, 1996, petitioners moved for an emergency
stay of the Board’s order. The motion for a stay was denied
by the 10th Circuit on January 3, 1997; on January 6, 1997,
petitioners’ application for emergency stay was denied by
the Supreme Court.

Cunningham v. Board of Governors, No. 97-1256 (D.C. Cir.,
filed April 11, 1997). Petition for review of a Board order
dated December 20, 1996, increasing the amount of revenue
that a section 20 subsidiary may derive from underwriting
and dealing in securities from 10 percent to 25 percent of its
total revenue.

Pharaon v. Board of Governors, No. 97-1114 (D.C. Cir., filed
February 28, 1997). Petition for review of a Board order
dated January 31, 1997, imposing civil money penalties and
an order of prohibition for violations of the Bank Holding

Artis v. Greenspan, No. 1:96CV02619 (D.D.C., filed Novem-
ber 19, 1996). Employment discrimination action. On De-
cember 20, 1996, the Board moved to dismiss the action.

Company Act. Snyder v. Board of Governors, No. 96-1403 (D.C. Cir., filed
Research Triangle Institute v. Board of Governors, No. 97— October 23, 1996). Petition for review of Board order dated
1282 (4th Cir., filed February 24, 1997). Appeal of district September 11, 1996, prohibiting John K. Snyder and
court’s dismissal of contract claim. Donald E. Hedrick from further participation in the banking
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industry. On November 21, 1996, the Board moved to
dismiss the petition.

American Bankers Insurance Group, Inc. v. Board of Gover-
nors, No. 96-CV-2383-EGS (D.D.C., filed October 16,
1996). Action seeking declaratory and injunctive relief in-
validating a new regulation issued by the Board under the
Truth in Lending Act relating to treatment of fees for debt
cancellation agreements. On October 18, 1996, the district
court denied plaintiffs’ motion for a temporary restraining
order. On January 17, 1997, the parties filed cross-motions
for summary judgment.

Clifford v. Board of Governors, No. 96-1342 (D.C. Cir., filed
September 17, 1996). Petition for review of Board order
dated August 21, 1996, denying petitioners’ motion to
dismiss enforcement action against them. On November 4,
1996, the Board filed a motion to dismiss the petition.

Artis v. Greenspan, No. 96-CV-02105 (D. D.C., filed Septem-
ber 11, 1996). Class complaint alleging race discrimination
in employment. On December 20, 1996, the Board moved
to dismiss the action.

Leuthe v. Board of Governors, No. 96-5725 (E.D. Pa., filed
August 16, 1996). Action against the Board and other
Federal banking agencies challenging the constitutionality
of the Office of Financial Institution Adjudication. On Janu-
ary 24, 1997, the agencies filed a motion to dismiss the
action.

Long v. Board of Governors, No. 96-9526 (10th Cir., filed
July 31, 1996). Petition for review of Board order dated
July 2, 1996, assessing a civil money penalty and cease and
desist order for violations of the Bank Holding Company
Act. Oral argument is scheduled for May 12, 1997.

Interamericas Investments, Ltd. v. Board of Governors, No.
96-60326 (5th Cir., filed May 8, 1996). Petition for review
of order imposing civil money penalties and cease and
desist order in enforcement case. On August 20, 1996,
petitioners’ motion for a stay of the Board’s orders pending
judicial review was denied by the Court of Appeals. On
April 16, 1997, the court denied the petition for review.

Inner City Press/Community on the Move v. Board of Gover-
nors, No. 96-4008 (2nd Cir., filed January 19, 1996). Peti-
tion for review of a Board order dated January 5, 1996,
approving the applications and notices by Chemical Bank-
ing Corporation to merge with The Chase Manhattan Cor-
poration, both of New York, New York, and by Chemical
Bank to merge with The Chase Manhattan Bank, N.A_, both
of New York, New York. Petitioners’ motion for an emer-
gency stay of the transaction was denied following oral
argument on March 26, 1996. The Board’s brief on the
merits was filed July 8, 1996. The case was consolidated for
oral argument and decision with Lee v. Board of Governors,
No. 954134 (2d Cir.); oral argument was held on Janu-
ary 13, 1997.

Lee v. Board of Governors, No. 95-4134 (2nd Cir., filed
August 22, 1995). Petition for review of Board orders dated
July 24, 1995, approving certain steps of a corporate reorga-
nization of U.S. Trust Corporation, New York, New York,
and the acquisition of US. Trust by Chase Manhattan
Corporation, New York, New York. On September 12,

stay of the Board’s orders. The Board's brief was filed on
April 16, 1996. Oral argument, consolidated with Inner City
Press/iCommunity on the Move v. Board of Governors, took
place on January 13, 1997.

Beckman v. Greenspan, No. 95-35473 (9th Cir,, filed May 4,
1995). Appeal of dismissal of action against Board and
others seeking damages for alleged violations of constitu-
tional and common law rights. The appellants’ brief was
filed on June 23, 1995: the Board’s brief was filed on
July 12, 1995.

In re Subpoena Duces Tecum, Misc. No. 95-06 (D.D.C., filed
January 6, 1995). Action to enforce subpoena seeking pre-
decisional supervisory documents sought in connection with
an action by Bank of New England Corporation’s trustee in
bankruptcy against the Federal Deposit Insurance Corpora-
tion. The Board filed its opposition on January 20, 1995.
Oral argument on the motion was held July 14, 1995.

Board of Governors v. Pharaon, No. 91-CIV-6250 (S.D. New
York, filed September 17, 1991). Action to freeze assets of
individual pending administrative adjudication of civil
money penalty assessment by the Board. On September 17,
1991, the court issued an order temporarily restraining the
transfer or disposition of the individual’s assets.

FINAL ENFORCEMENT DECISION ISSUED BY THE BOARD
OF GOVERNORS

In the Matter of

Charles R. Vickery, Ir.,
Former Senior Chairman of the Board

First National Bank of Bellaire
Bellaire, Texas

Docket No.
AA-OCC-EC-96-95

Final Decision

This is an administrative proceeding pursuant to sec-
tion 8(e) of the Federal Deposit Insurance Act (“FDI
Act”), 12 U.S.C §1818(e), in which the Office of the
Comptroller of the Currency of the United States of Amer-
ica (“OCC”) seeks to prohibit Respondent Charles R.
Vickery from further participation in the affairs of any
federally-supervised financial institution as a result of his
conduct during his former affiliation with First National
Bank of Bellaire, Bellaire, Texas (the “Bank’). As re-
quired by statute, the OCC has referred the action to the
Board of Governors of the Federal Reserve System (the
“Board™) for final decision.

The proceeding comes before the Board in the form of a
66-page Recommended Decision by Administrative Law
Judge (“ALJ’) Walter J. Alprin, issued following an ad-

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



536 Federal Reserve Bulletin [J June 1997

mended Decision, the ALJ found that Vickery had
breached his fiduciary duty to the Bank by arranging to be
paid, as “referral fees,” a portion of the title insurance
premium paid in connection with real estate loans that
Vickery caused the Bank to make. Recommended Decision
(“RD™) 4. The ALJ concluded that this misconduct fulfilled
the requirements for prohibition from banking in that it
resulted in financial gain to Vickery and reflected his
personal dishonesty and continuing disregard for the safety
or soundness of the Bank. In Vickery’s lengthy exceptions
to these findings and conclusions, Vickery does not dispute
his receipt of the payments, but denies that they reflected
any impropriety.

Based on a review of the record and the arguments
raised by Vickery, the Board rejects Vickery’s exceptions
for the reasons stated by the ALJ in the Recommended
Decision, except as specifically noted in this Final Deci-
sion. The Board adopts OCC Enforcement Counsel’s ex-
ceptions to the limited term of prohibition recommended
by the ALJ and to the ALJ’s recommended determination
that Vickery’s conduct did not reflect a willful disregard
for safety or soundness.

1. Statement of the Case

A. Statutory and Regulatory Framework
1. Standards for Prohibition Order

Under the FDI Act, the ALJ is responsible for conducting
an administrative hearing on a notice of intent to prohibit.
12 U.S.C § 1818(e)(4). Following the hearing, the ALJ
issues a recommended decision that is referred to the
Board, and the parties may file exceptions to the ALJI’s
recommendations. The Board makes the final findings of
fact, conclusions of law, and determination whether to
issue an order of prohibition. /d.; 12 C.ER. 263.40.

To issue a prohibition order under the FDI Act, the
Board must make each of three findings:

(1) There must be a specified type of misconduct—

violation of law, unsafe or unsound practice, or breach

of fiduciary duty;

(2) The misconduct must have a prescribed effect—

financial gain to the respondent or financial loss or other

damage to the institution; and

(3) The misconduct must involve culpability of a certain

degree—personal dishonesty or willful or continuing

disregard for the safety or soundness of the institution.

2. Title Insurance Premium Splitting.

Applicable Texas Department of Insurance Rules provide
that a title insurance company is permitted to make pay-
ments only to persons who have actually rendered services
commensurate with the payment. Rule P-22, OCC Exhibit
(“Ex.”) 8 at 9. The payee must submit an invoice stating in
detail the services performed, and the payor must verify

that the services were actually performed. Rule P-22(F),
OCC Ex. 8 at 9. The rule also requires that the title
insurance company verify in writing that “No portion of
the charge for the services actually rendered shall be attrib-
utable to, and no payment shall be made for the solicitation
of, or as an inducement for the referral or placement of the
title insurance business with the company.” Id.

B. Procedural History

The OCC issued a Notice of Intention to Prohibit Further
Participation against Vickery on January 26, 1996. RD 1.
Simultaneously, the OCC brought an action against Vick-
ery seeking a civil money penalty of $250,000. Both ac-
tions were addressed in a common hearing before the ALJ
and by the ALJ’s Recommended Decision. Unlike this
prohibition decision, the final decision as to the civil money
penalty action is statutorily assigned to the Comptroller.
12 U.S.C § 1818(h), (i). The Board takes official notice
that, on March 31, 1997, the Comptroller issued a final
Decision and Order assessing the full $250,000 amount
against Vickery.

Il. Findings of Fact

1. Relevant Persons and Institutions

First National Bank of Bellaire was at all times relevant to
this proceeding a national bank subject to supervision by
the OCC. RD 5. Vickery was the Senior Chairman of the
board of directors of the Bank from 1967 until he was
terminated by the board of directors in 1994. RD 5. As
Senior Chairman, Vickery was responsible for approving
and supervising all banking activities, including loans,
investments, operations, and asset/liability management.
RD 6. Vickery was also the principal shareholder of the
Bank, owning or controlling about 40 percent of the Bank’s
outstanding shares in 1991. RD 5. He was also a principal
shareholder of other banks, including Texas National Bank
of Baytown and Mayde Creek Bank, N.A. RD 6. During
the time central to this action, mid-1991 to early 1992,
Vickery was also chairman of the Bank’s executive com-
mittee and a member of the loan committee. RD 5. The
other members of the loan committee were G. Warren
Coles, Chairman and president of the Bank, and Craig
Wooten, the Bank’s executive vice-president and chief
operating officer. RD 7. Vickery was also an active mem-
ber of the Texas State Bar from 1948 to September 1988,
when he requested inactive status. RD 6.

During his banking career, Vickery’s affiliated banks
engaged in repeated litigation with banking regulators. In
one case, the OCC was upheld by both a district court and
the Fifth Circuit Court of Appeals in its direction that the
banks cease the practice of distributing credit life insurance
income to Vickery and other bank insiders in connection
with loans that they had arranged for the Bank to make.
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First Nat'l Bank of LaMarque v. Smith, 436 F. Supp. 824
(8.D. Tex. 1977), aff'd 610 F.2d 1258 (Sth Cir. 1980).!

Vickery maintained a longstanding practice of collecting
commissions from title insurance companies in return for
referring borrowers to them. OCC Ex. 45 at 5. Among
these companies was Sovereign, which would pay Vickery
a commission of 20 percent of the insurance premiums for
issuing a title policy arising from real estate transactions
financed by loans from Vickery-affiliated banks. RD 6;
Coles Tr. 1110: OCC Ex. 45 at 5. Sovereign’s representa-
tive in these transactions was P.B. Dover, a registered title
insurance agent and attorney, who began paying Vickery
the “referral fees” in 1982. Dover Tr. 428, 429. Dover
testified that he entered into the arrangement because Vick-
ery had earlier maintained a similar arrangement with
another title insurance company and Dover understood that
this was the price of doing business. Dover Tr. 430. By
1991, the Texas Department of Insurance had issued rules,
intended to prevent rebates and kickbacks that were driv-
ing up the cost of insurance, that prohibited title insurance
companies from making payments to induce referrals for
placement of title insurance business and required that any
payments be justified by the performance of actual ser-
vices. Rule P-22(H), (E); OCC Ex. 8 at 9; Hopson Tr. 687.
Dover stopped paying the referral fees after the insurance
regulations changed, but resumed them after Vickery de-
manded to know where his referral fee was and advised
Dover that the regulations did not apply to referral fees
among lawyers. Dover Tr. 431.2 Dover continued to pay
Vickery referral fees until 1994. Dover Tr. 437.

2. The Moore Loans

Between June 1991 and February 1992, the Bank origi-
nated a series of 23 loans to real estate developer Jerry J.
Moore and his wife, and to corporations owned by them.
The loans were secured by shopping center properties
owned by the Moores. RD 7. The total dollar volume of the
Moore loans originated by the Bank was about $46 mil-
lion; the Bank retained about $24 million of that amount,
selling participations in the remainder to its affiliates.
RD 7.

Vickery was the Bank’s representative in negotiating the
terms of each of the Moore loans, RD 7, and was viewed
by the Bank’s board of directors as the loan officer on the
Moore loans. RD 22; Olsen Tr. 784. The other members of
the loan committee had little influence on the decision to

L. In another case, the OCC was upheld in part and reversed in part
when it imposed a cease and desist order against the Bank. First Nat'l
Bank of Bellaire v. Comptroller of the Currency, 697 F.2d 674 (5th
Cir. 1983). An aspect of the order that was upheld required that the
Bank take action to prevent further violations of the restrictions on
loans to bank insiders. 697 F.2d at 683-84. In a third case, the Fifth
Circuit upheld the OCC’s cease and desist order against the Bank and
its affiliates for violations of lending limits in connection with the
loans involved in the present action. Texas Narional Bank v. Depart-
ment of the Treasury, 50 F.3d 1033 (5th Cir. 1995) (table).

2. Vickery told Dover that if he were not willing to pay the fees he
would find someone else to do it. Dover Tr. 431-32.

make the loans: The ALJ found that Coles “acceded” to
each loan and that Wooten had little involvement with the
Moore loans. RD 7-8. Vickery assumed responsibility for
credit and final approval of each loan. Coles Tr. 1089. Each
of the loans was approved, booked, and funded before
being presented to the Bank’s board of directors for ratifi-
cation. RD 22; Coles Tr. 1134; Olsen Tr. 783; Wooten Tr.
598. One of the directors resigned because of his concern
about the Moore loans. Levy Tr. 1073. The minutes of the
Bank’s board of directors meetings contain no evidence of
any formal disclosure by Vickery of his arrangement with
Sovereign or his receipt of payments in connection with
the Moore loans. RD 22.

In choosing a title insurance company in connection
with the loans, Vickery's preference for Sovereign was
overridden by Moore’s insistence on the use of Common-
wealth Land Title, a title insurance company with which
Moore had been doing business for 30 years. RD 8. In
response, Coles advised Moore that any change in title
companies would have to be approved by Vickery. RD 8;
Coles Tr. 1110; OCC Ex. 40. As part of the loan negotia-
tion process, Moore told Vickery that Commonwealth
would be closing the Moore loans, and that Vickery would
have to accept that or work it out with Commonwealth. RD
8-9; Moore Tr. 78; Coles Tr. 1095. Vickery told Coles that
Commonwealth could be used as the title insurer, but that
“Commonwealth would have to honor the same kind of
agreement [Vickery had] with Sovereign on the title poli-
cies”. RD 9; Coles Tr. 1111-1112, 1113, 1125. This re-
quirement was honored by Commonwealth, which in every
case paid 20 percent of the gross insurance premium to
Vickery or his proxy, Sovereign.

In connection with the first Moore loan, Commonwealth
paid the 20 percent cut directly to Vickery’s defunct law
firm, despite the fact that the Bank was represented by
separate outside counsel who was paid directly from the
loan proceeds. For the remaining loans, the payments to
Vickery were made more circuitously.

Sometime before August 8, 1991, Vickery telephoned
Dover and told him that he would be receiving some
checks that he had “to run through Sovereign Title Compa-
ny,” and that in return for handling the paperwork in-
volved, Dover could keep the greater of five percent or
$500 of the check proceeds and should send the remainder
to Vickery. RD 13; Dover Tr. 437-38, 460. Following this
conversation, Dover received a package of premium-
splitting certification forms from Commonwealth that
called for Dover to certify that he had performed specified
services on each of 12 Moore loans in return for Common-
wealth’s payment to Sovereign of 20 percent of the title
insurance premium. Dover called Commonwealth for fur-
ther instructions, signed the certification forms, and re-
turned them to Commonwealth. RD 14. Despite his certifi-
cation that he had performed services in return for the
payments, Dover admitted that he did no work on the
Moore loans, and was unaware of any work performed by
Vickery. RD 21; Dover Tr. 453-54.

On or around August 16, 1991, Commonwealth sent
Dover two checks totalling $31,483 payable to Sovereign,
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representing 20 percent of the title insurance premiums
Commonwealth earned on the 12 Moore loans between
July 19 and August 6, 1991. RD 14. Dover deposited the
proceeds of both checks into his personal account, and then
used the funds to buy two cashier’s checks, one for Vick-
ery in the amount of $29,908, and the other which he kept
himself in the amount of $1,574, or five percent of the total
amount received from Commonwealth. RD 15. Dover used
the same procedure for amounts received from Common-
wealth in connection with loans made on August 9, 1991
($4,208 before splitting), September 11 ($7,725), Octo-
ber 11 ($8,097), and January 3, 1992 ($2,113). RD 15-21.
In each case, Commonwealth sent Dover 20 percent of its
insurance premium, and Dover retained $500 or five per-
cent of that amount and forwarded the remainder to Vick-
ery.

Vickery thus received personal payments in connection
with each of the Bank’s 23 loans to the Moores, totalling
about $52,880. RD 10; OCC Ex. 33-38.

HI. Conclusions of Law

A. Misconduct
1. Breach of Fiduciary Duty

The Board adopts the ALJ’s recommended conclusion that,
on the above facts, Vickery violated the duty of loyalty that
he owed the Bank to refrain from engaging in self-dealing
or conflicts of interest. RD 30. “The threshold inquiry in
assessing whether a director violated his duty of loyalty is
whether the director has a conflicting interest in the transac-
tion. Directors are considered to be ‘interested’ if they
either “appear on both sides of a transaction [ ] or expect to
derive any personal financial benefit from it in the sense of
self-dealing, as opposed to a benefit which devolves upon
the corporation or all stockholders generally.” In re Seid-
man, 37 F3d 911, 934 (3d Cir. 1994); quoting In re Bush,
OTS AP 91-16 at 11, 15-16.

Indeed, these principles have been applied to an analo-
gous situation involving Vickery, Coles, and the Bank. In
1976, the OCC issued policy directives requiring that Vick-
ery and the officers in his affiliated banks cease the practice
of selling credit life insurance in conjunction with loans
made by their banks in return for commissions paid by the
insurance company to them personally, rather than the
bank. First National Bank Of LaMarque v. Smith, 436 F.
Supp. 824, 826-27. (S.D. Tex. 1977), aff’d in part, 610
F.2d 1258 (5th Cir. 1980). Upon a challenge by the banks
to the policy directive, both the district court and the court
of appeals upheld the OCC’s actions and condemned the
conflict of interest represented by insiders pocketing profits
from the credit life sales. The Fifth Circuit emphasized
that:

The payment to and retention by loan officers of commis-
sions derived from the sale of credit life insurance involves an
inherent conflict of interest: the loan officer’s judgment may
be influenced by his direct financial reward from making the

loan. As a result, the officer may be induced to make a loan he
would not otherwise have considered sound. When loan offic-
ers are allowed to retain commissions, the prospect of finan-
cial gain is interjected into the lending decision. 610 F.2d
1265.

Under this authority, it is clear that Vickery breached his
fiduciary duty of loyalty to the Bank.? Receipt of the
kickbacks of title insurance premiums, like the pocketed
profits from the sale of credit life insurance premiums,
caused Vickery to have a personal financial stake in the
loans made by the Bank that could have influenced his
lending decisions and his recommendation of title insurers.
As Bank lending officer, Vickery’s duties to the Bank
included denying loan applications that were not in the
Bank’s interests. His personal interests, on the other hand,
were directly served by ensuring that loans were made in
any case, the bigger the better, so that he would receive his
referral fees from the title insurance company.* Further-
more, Vickery’s choice of title insurance companies was
not made solely in the interests of the Bank, but was
influenced by which company would be willing to pay his
referral fees. Thus, Vickery’s responsibilities as loan offi-
cer of the Bank were compromised by the incentive to
make loans and utilize title insurance companies for rea-
sons other than the best interests of the Bank.

The Board adopts the ALJ’s determination that the pay-
ments to Vickery constituted “referral fees”—or, in the
term used by a Texas title insurance regulator,
“kickbacks”—and rejects Vickery’s alternative and mutu-
ally contradictory explanations for the payments. These
explanations are either incredible on their face, would
present similar conflicts even if true, or are unsupported by
the record. First, contrary to his other characterizations and
without business explanatio