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AThis Is the day

the Lord has made;
let us rejoice

and be glad In it.

Psalm 118:24
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Convention Calendar

Jan. 6-9: Bank Marketing Association EFTS Confer-
ence, Dallas, Hilton.

Jan. 21-22: Robert Morris Associates Power
Negotiations® Workshop, Chicago, Continental
Plaza.

Jan. 27-29: ABA International Banking Conference,
New York City, Sheraton Center.

Jan. 27-30: ABA National Trust Conference, Washing-
ton, D. C., Hilton.

Jan. 31: Bank Marketing Association Basic Advertising
Workshop, Atlanta, Omni International Hotel.

Jan. 31-Feb. 3: 39th Assembly for Bank Directors,
Acapulco, Mexico, Acapulco Princess.

Feb. 3-6: ABA Conference for Branch Administrators,
Washington, D. C., Capital Hilton.

Feb. 3-6: ABA Risk Insurance Management in Banking
Seminar, Biloxi, Miss., Biloxi Hilton.

Feb. 10-12: Mortgage Bankers Association national
conference, Houston, Tex., Hyatt Regency.

Feb. 10-21: ABA National Installment Credit School,
Norman, Okla., University of Oklahoma.

Feb. 19-22: ABA Bank Investments Conference, Los
Angeles, Los Angeles Bonaventure.

Feb. 21-24: 40th Assembly for Bank Directors, Palm
Springs, Calif., Canyon Hotel Racquet & Golf Re-
sort.

March 2-4: ABA National Credit Conference, Atlanta,
Hyatt Regency.

March 2-5: National Automated Clearing House As-
sociation Annual Conference, Phoenix, Adams
Hotel.

March 9-11: ABA “How To” Secondary Mortgage
Workshop, Kansas City, Crown Center.

March 9-12: ABA Trust Operations/Automation Work-
shop, New Orleans, Fairmont Hotel.

March 9-12: Bank Marketing Association Marketing
Research Conference, Miami, Omni International
Hotel.

March 9-13: Independent Bankers Association of
America Annual Convention, San Francisco, San
Francisco Hilton.

March 9-14: ABA National Consumer Compliance
School, Norman, Okla., University of Oklahoma.
March 12-14: Bank Administration Institute Check
Processing Workshop, Kansas City, Crown Center

Hotel.

March 13-14: Robert Morris Associates Loan Portfolio
Management Workshop, Houston, Houstonian Inn.

March 16-18: ABA National Credit Conference, At-
lanta, Hyatt Regency.

March 16-19: Bank Marketing Association Community
Bank CEO Seminar, Scottsdale, Ariz., Del Webb’s
Mountain Shadows Resort.

March 16-21: ABA National Personnel School, College
Park, Md., University of Maryland.

March 16-22: ABA Business of Banking School, Dallas,
American Airlines Learning Center.

March 20-21: Robert Morris Associates Managing In-
ternational Lending Risks Workshop, New Orleans,
Hilton Hotel.

March 23-25: ABA Salary Administration Workshop,
St. Louis, Sheraton St. Louis.

March 23-26: ABA National Consumer Compliance
Conference, Miami, Omni International Hotel.
March 23-26: Bank Marketing Association Advertising
Conference, Cambridge, Mass., Hyatt Regency

Cambridge.

March 23-April 3: ABA National Commercial Lending
School, Norman, Okla., University of Oklahoma.
March 26-28: Bank Marketing Association Public Rela-
tions Conference, Cambridge, Mass., Hyatt Re-

gency Cambridge.

March 29-April 1: Association of Reserve City Bankers
Annual Meeting, Boca Raton, Fla., Boca Raton
Hotel.

March 30-April 4: ABA Community Bank CEO Pro-
gram, Ft. Lauderdale, Fla., Holiday Inn at Inver-
rary.

April 9-12: Louisiana Bankers Association 80th annual
convention, New Orleans, New Orleans Hilton.
April 13-16: ABA Southern Regional Bank Card Con-
ference, New Orleans, Hyatt Regency New Orleans:
April 13-16: ABA National Installment Credit Confer-

ence, Washington, D. C., Sheraton Park.

April 14-15: Mortgage Bankers Association national
conference, New York City, New York Hilton.
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Does your correspondent bank

bring full data

rocessing

capabilities within reach?

Wed o

through regional processing centers.

Not one, but four regional centers in
Missouri help us respond to your pro-
cessing needs faster. Usually over-
night.

Just use the center most convenient
for you: Kansas City, Macon, Spring-
field or St. Louis. Each can provide
you with these essential services.

For Your Retail Customers. We pro-
cess demand deposits, savings, in-
stallment loans, certificates of deposit
and overdraft banking.

Central Group, Banking Dept.
Mercantile Trust Company N.A.
St. Louis, MO. (314) 425-2404

For Your Commercial Customers.
Come to Mercantile for processing of
payroll accounts, accounts payable
and receivable, general ledger
accounting, and account reconcilia-
tion.

Don’t be afraid to ask. If your re-
quirements aren’t met by any of
these, contact us anyway. We handle
processing for 81 banks, each with its
own particular needs. Chances are,
we have programs that are ideally
suited to your situation.

Over 200 Mercantile computer pro-

fessionals help keep us at the
forefront of modern processing

technology. The expertise they've
achieved offers one big advantage to
you: you'll get more done, with fewer
people, in less time, and use less
space.

Our system of regional data process-
ing centers is just one of the reasons
we are the Central Midwest's largest
correspondent bank. To discover the
others, call your Mercantile Banker
today.

We’re with you.

MERCnNhNTIIE
BRfK
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and letyour customers know
you've got the answers.

We're telling millions of Americans about you,
the professional FULL SERVICE BANKER. We're
sending them in to see you with their financial
questions—and their deposits. We’'re doing it this
fall with new “We've Got the Answers” TV
commercials on NFL Football on both NBC and
CBS, including the playoffs.

We're also doing it this fall with a motivating
national magazine ad in the following publica-
tions: National Geographic, Time, Newsweek,
Sports lllustrated, U.S. News EWorld Report and
Money. This is proven advertising that is working
for you, THE FULL SERVICE BANK. Now it's time
for you to identify yourself.

FULL SERVICE BANK Identification Materials Free
It's the FULL SERVICE BANK logo that sets you
apart from the competition. It can do it in your
ads, and on the doors and drive-in windows of

your bank. All you need to do is let us know the
number of banking locations you have (main
office and branches or facilities), and we’ll do the
rest. We’'ll send you two door decals and two
drive-in window decals for each location. And
we’ll send you logo reproduction materials for
use in your advertising. The material is free.

Material Is Exclusively Yours

The free decals and reproduction materials,

as well as a host of tie-in materials, are available
to member banks exclusively. So take advantage
of your big advantage. Order now by writing

or phoning Al Paro, Advertising Manager,
American Bankers Association, 1120 Connecticut
Ave., N.W., Washington, D.C. 20036,
202-467-4187. Let your potential customers,

as well as current depositors, know “You've Got
the Answers!’

AMERICAS FULL SERVICE BANKERS

© 1979 American Bankers Association
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The Banking Scene

By Dr. LEWIS E. DAVIDS

Illinois Bankers Professor of Bank Management
Southern lllinois University, Carbondale

Dynamics of Bank Examination

N THE LAST DECADE, there
I have been some significant
changes in the philosophy and conduct
ofbank examinations. This column will
present a view of what some of these
changes and their implications are for
you, your bank and your community.

For well over a century, bank ex-
aminations have been philosophically
questionable. They have involved ex-
aminers of a regulatory agency de-
scending on a bank, generally at an
inopportune and unannounced time.
The examiners sealed the vaults, books
and ledgers of the bank and then pro-
ceeded systematically to balance the
books, first by laboriously counting the
cash and obtaining confirmation from
correspondents on interbank balances,
then adding up totals of various assets
and liabilities. They reviewed the loan
portfolio to see whether it balanced
with the loan ledger. A small propor-
tion of the loan files would be selected.
Documentation of the loans and bor-
rower’s balance sheet and P&L state-
ments should justify the sample of
loans.

Much time was disproportionally
and ineffectively allocated. Though
currency and coin represent a small
percentage of a bank’s assets, great
diligence was exercised in counting
coins and paper currency.

Similarly, examiners spent a great
deal of time adding, by hand or
machine, journals and ledgers to see if
they added up correctly. Examiners
prided themselves that the sample size
of loans they reviewed was statistically
adequate for the bank’s size and capital
structure.

They then proceeded to judge
whether on paper the loan was sub-
standard, doubtful, probable loss or
acceptable. If the paper documenta-
tion and the financial ratios were
within acceptable ranges, there was lit-

tle or no criticism (write-up) of the
loans. If the documentation and ratio-
spread-sheet analyses were sloppy, the
loan would be classified.

Note that the examiners did not ver-
ify that the company or account really
existed or — if it did exist — that the
names on the instruments were au-
thoritative and real. In the case of
mortgage loans, there was no real di-
rect verification that the values attrib-
uted to the land, etc., were reasonable
for the current market. The examina-
tion was geared to acertain time. Itwas
static and the major emphasis was on
the balance sheet balancing.

Look at the last published
statements of Franklin Na-
tional of New York City and
U. S. National of San Diego
before they failed. Both had
capital according to the con-
ventions of bank regulators
and their examiners.

That examiners accepted U. S. gov-
ernment securities as “riskless” and
that the bank could carry them on their
investment ledgers at cost or book is a
classic example of examiners’
paradoxical postures. Banks such as
Franklin National of New York City
(now defunct) did borrow amounts on
these deep-discount securities —
amounts higher than their market val-
ues. Fed banks did lend on deep-
discount, long-term U. S. bonds on
terms that would be cited as unsound if
commercial bankers were the lenders.

Look at any current quotation sheet
of prices of long-term government se-
curities. Then ponder the implications
of this in terms of generally acceptable
accounting principles that govern
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other types of businesses. Similarly,
look on the valuation of the real estate
mortgage portfolio of most commercial
and mutual savings banks. Even more
frightening, look at real-estate valua-
tions of S&Ls.

Look, if you dare, at the last pub-
lished statements of Franklin National
and U. S. National of San Diego before
they failed. Both had capital according
to the conventions of bank regulators
and their examiners. A high proportion
of the lay public had confidence in the
numbers these banks published —
numbers that were untouched by any
disapproval of regulators and their ex-
aminers though the Securities and Ex-
change Commission did register dis-
approval.

The SEC viewed the situation in a
light quite different from bank regu-
lators and examiners. To their credit,
forward-thinking bank regulators,
such as former Comptroller of the Cur-
rency James Smith, recognized how
complex and sensitive bank exam-
inations were in all their ramifications.
He moved positively in the direction of
improving the quality of bank exam-
inations through an ongoing tracking of
call reports and related operating data.
He is to be commended for his support
and implementation of the “early-
warning surveillance system” ap-
proach in monitoring and examining
national banks.

James Smith’'s successors have
talked in a questionable way. They
seem to have forgotten or ignored the
fundamental reason for bank examina-
tion. It is solvency and vitality of the
individual bank and the banking sys-
tem.

One of the sad facts of life is that
bank regulators, both federal and
state, are subject to considerable
political pressure. They also are pres-

(Continued on page 56)
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THE HATTIESBURG CONNECTION

Someday you may need a good connection in Hattiesburg, Mississippi. Weil, you
already have one and his name is Leighton Lewis, Executive Vice-President of
Citizens Bank of Hattiesburg. O What's happening in Hattiesburg? A lot of things
... @ major state university continues to grow; the forest industry is expanding;
medicine, retail and other service facilities have made Hattiesburg the regional
center of South Mississippi. O In Hattiesburg, the bank you need is Citizens Bank.

The man you need is Leighton Lewis.

OtteereBok M H H H H H i
of Hattiesburg H i— mbb» - ]
601 Main Street |
Hattiesburg, MS 39401
Phone 601/544-8100

Citizens Bank

OF HATTIESBURG Hattiesburg/Petal, Mississippi

A Branch of First National Bank of Jackson. Mississippi Member FOIC
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Selling Marketing

To Attract Crowds:

Bank Uses Midget Blimps
On Special Occasions

First Union National, headquar-
tered in Charlotte, N. C., isstirring up
plenty of interest with two midget
blimps that float nearby when abranch
opens or reopens after renovation.
Susan Schluessler, sales promotion
manager for First Union, launched the
blimp campaign, which has been suc-
cessful in generating traffic at over 40
openings where the Japanese-made
vinyl dirigibles have appeared.

The blimps were purchased by the
bank from Ad Air Products, Garland,
Tex. One ofthe blimps is 15% feet long
and 7% feet in diameter. The larger
one is 25 feet long and nine feet in
diameter. The blimps are compact and
lightweight when deflated. They fly at
an altitude below 150 feet because of
FAA regulations and can be pulled
along easily by ground crews using
ropes. James Bicket of Statesville,
N. C., an experienced commercial hot
air balloonist, handles the blimps for
First Union, although, James R. Sing-
leton, editorial services manager, says

anyone can operate the blimps.
It's as easy as filling a toy balloon —
only a bit more time consuming.” The
bank expects to use the blimps for at
least five years before replacing them.

The attention-getting airships will
remain on hand to open more build-
ings and for use on any other occasion
where gathering a crowd is desired.
The blimps have been used in aholiday
parade and in a parade for the Special
Olympics for retarded children this
year.

Thanks for the idea, Goodyear.
Here comes the First Union National
blimp!

First Union Nat'l blimp is pulled along during St.
Patrick's Day Parade in Charlotte, N. C.

Winner of kid's art contest sponsored by First
Nat'l, Wellington, Kan., was Danette McCormick
(1.). At right, Francis E. Carr, ch. & pres., presents
one of 16 flags that flew over nation's Capitol to
contest-winner Ruth Felt.

Thanks for the Memories:

Free Dinner, Tabloid, Plant
Highlight Centennial Party

It's not every day that a 100th birth-
day is celebrated. So when First Na-
tional, Wellington, Kan., reached the
century mark, the bank took aweek to
celebrate its centennial.

The bank had a birthday party and
invited its customers and community
to afree hot dog dinner that was served
prior to Sumner County’s Wheat Fes-
tival Parade.

About 1,500 persons attended and
toured the bank’s newly remodeled
facility. Three displays were exhibited
in the bank’s lobby. They included
displays from the Kansas Wheat
Commission, entries in the bank’skid’s
art contest and the bank’s fifth lobby
display in its “Before There Was
Money” series.

In addition, a six-page special edi-
tion tabloid was distributed with the
Wellington Daily News, with four-
color cover illustrations by a local artist
and articles and photographs that
highlighted the bank and town’s his-
tory. A souvenir copy and afree magic
plant pellet were given to those at-
tending the dinner. Attendees had a
chance to win aflag that had flown over
the U. S. Capitol.

In addition, special centennial ads
appeared in the newspaper and on
radio. Topics for the centennial series
included Wellington 1879: Business Is
Booming, Getting to the Bank, Saving
for the Future, Hard Winter Wheat,
Checking and Home Improvement
Loans. Also, d new theme and jingle,
“Count on us, first and always,” was
introduced.

MID-CONTINENT BANKER for December, 1979

a 5-character

message center!
Words change or
travel. With time
and temperature.

Now even the smaller financial institu-
tions can afford a message center display
for advertising or public service.
Daktronics Venus 500 has 32 columns of
lamps with seven 15-watt bulbs per column
for displaying 18" high characters. Flash
on as many as 16 words of five letters, or
less, plus time and temperature or run a
traveling message of up to 16 words of up
to 16 characters each. (The word “Con-
gratulations" is shown traveling in the
photo.) Plus time and temperature

Messages are programmed from a
desktop keyboard console that lets you
see the message on the screen before it
appears at the message center.

At far less investment than our standard
10-character display.

Write for literature and prices—
DAKTRONICS, INC.

oarmoncs BOX 229-L Brookings, SD 57006
INC Telephone 605/692-6145
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How canyou add toyour
loan portfolio-butminimize
additional exposure and expenses?

UseVETa Money.

Atna MoneyM —in the form of loan participa-
tions —can help you accommodate agood cus-
tomer or prospect who might not be bankable. Or
one whose needs exceed the limits you have set.
Or whose credit might have temporarily slipped.

How can we help? Through asecured lending
arrangement with your customer, one which
meets your needs as well as those of the borrower.
And through professional and flexible loan
supervision.

W e’re staffed to control and administer each
loan. We can evaluate and monitor most forms of
collateral —receivables, inventory, machinery and
equipment or real estate. We can even manage spe-
cialized assets in widely scattered locations that
your bank may not be set up to handle.

Also, through regular visits to the borrower,
we review company operations, analyze trends,
and perform financial and collateral audits to con-
trol and minimize our mutual exposure. And all
without cost to you.

Our experience isbroad and deep. Our
resources are extensive. Our approach is thor-
ough. And our decisions are made quickly.

Next time you're faced with a loan request
that isn't quite right for you, consider /Etna
Money. It can help you keep existing customers
and gain new ones.

You get action with Titna.

/Etna Business Credit, Inc.

mOneof the vTTNA LIFE & CASUALTY companies

©/Etna Business Credit, Inc., 1979

mm | La Ualiiiaarmn A lnm IINMAITfNVHIT nwAhAII
180 North LaSalle Street, Chicago, IL 60601 (312) 346-8370
One Main Place, Dallas, TX 75250 (214) 651-0361
530 North Water Street, Milwaukee, W 153201 (414) 272-3102
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The Commercial-Finance Industry

W here

HIS past January, the White

House Conference on Small Busi-
ness held a meeting to discuss prob-
lems faced by small businesses. A
number of topics were discussed: ac-
counting procedures, tax reform and a
variety of problems relating to gov-
ernment regulations.

But the topic most prominent in the
minds of the 500 business executives
who attended the conference was capi-
tal — where to find it, how to raise it
and its future availability.

The fact that capital is the predom-
inant concern of small businesses and
their medium-sized counterparts
should have come as no surprise to
anyone. About the only surprise is that
it was the government that was taking
the initiative to find out what was on
the minds of the small-business people
who, in my opinion, comprise the
backbone of our economy.

Small and medium-sized businesses
in the U. S. today face a capital crisis.
Many believe that up-and-coming
companies will not be able to finance
new plant and equipment by selling
shares of their stock to the public. Re-
cently, the New York Stock Exchange
published asurvey entitled “Public At-
titudes Toward Investing.” The survey
found 70% of the American public un-
willing to take more than the barest
minimum or small risk. And despite
some instances of renewed speculative
interest, this aversion to risk has been
translated into a preference among in-
vestors for such passive vehicles as
savings certificates, life insurance and
treasury notes.

Apparently, many small businesses
face a“Catch 22” situation. They aren’t

The speech on which this article is based
was given by Mr. Donahue at the annual
convention of the National Commercial Fi-
nance Conference in Dallas in October.
Mr. Donahue is e.v.p., Associates Com-
mercial Corp., Chicago.

Islt Now? Where Must It Go?

By RUSSELL B. DONAHUE
Chairman
National Commercial
Finance Conference

large enough to attract the capital they
need, but without the capital they
must find other means to grow.

How can the commercial-finance
and factoring industry step in to fill the
capital void facing small and medium-
sized businesses? Meeting this need is
our challenge. No matter how large we
grow or influential we become, | am
firmly convinced the future of the in-
dustry lies here.

"Clearly, banks have al-
tered the shape of our industry.
As astute lending profes-
sionals, bankers recognized
that commercial finance
played a vital role in helping
small business grow. They rec-
ognized that secured lending
often was the only answer for
undercapitalized companies.
Consequently, our industry ex-
perienced a bank invasion, for
which we are glad."

We've examined the challenge that
faces us — providing small businesses
with the capital they need to grow.
Let's see where we are, where we have
been and what we must do to meet that
challenge.

It wasn't too many years ago — the
early 1950s — when | began in the
business, and commercial-finance and
factoring companies were considered
lenders of last resort. In those days of

MID-CONTINENT BANKER for December, 1979

the postwar boom, secured lending
was viewed by major banks as a rather
avant-garde form of financing with the
tremendous amount of quality credit
available. In those days, the prime
interest rate was running around 3%,
and the average commercial financing
yield was approximately 15%. At the
same time, factoring commissions
were between 1Vi % and 2% of annual
volume. All this left us with quite a
margin.

Our industry, like much ofthe coun-
try, began to change in the 1960s.
Prime rates rose to 8% and our margins
shrank. It was during this period that
banks became involved in the com-
mercial-finance and factoring business
with the first acquisition of a finance
company.

We thought those were wild days,
but they don’t compare with the situa-
tion that prevails today. With prime
rates of 1514%, margins are getting
harder to maintain. Factoring commis-
sions, despite the improved service we
now offer as the result of computerized
credit analysis, have decreased con-
siderably.

Perhaps as dramatic as the changes
in our economy have been the changes
in the structure of the commercial-
finance and factoring business.
Twenty-five years ago, the majority of
our companies were small, inde-
pendent organizations managed and
financed by individual entrepreneurs.

Ten years ago, relatively few banks
were active in commercial finance and
factoring and few were members of the
NCFC. In 1969, 81% of the NCFC
membership were independent op-
erations and only 15% were banks.
Giant finance organizations made up
the remaining 4% of our membership.

Bank membership has shifted dra-
matically. Today 58% of our members
are banks or bank controlled. Yet the
actual number of members that are in-
dependent or giant companies has

n
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risen, though they represent a smaller
percentage than in the past.

Clearly, banks have altered the
shape of our industry. As astute lend-
ing professionals, bankers recognized
that commercial finance played a vital
role in helping small business grow.
They recognized that secured lending
often was the only answer for under-
capitalized companies. Consequently,
our industry experienced a bank inva-
sion, for which we are glad. Banks'
entry into the field opened new lend-
ing vistas, expanded our markets sub-
stantially and tended to upgrade our
industry posture in the marketplace.
And the banking organizations cer-
tainly have been enthusiastic and in-
volved members of the NCFC.

Nor is the trend to secured lending
limited to U. S. banks. Recently,
Barclays Bank of England paid just
about double book value for American
Credit in Charlotte. RCA also an-
nounced it had reached an agreement
to purchase C.1.T. Financial for more
than $1.3 billion. Though the transac-
tion now has been aborted, the Mid-
land Bank of London did, in fact, offer
to pay $42 per share for the Walter E.
Heller International Corp. These mas-
sive deals indicate the tremendous
interest many organizations have in
the future possibilities of our industry.
The entire business community has
come to recognize the profitability of
our companies and the quality of ser-
vices they perform.

While this is an exciting trend, it
points to a problem many commercial
finance companies face — a need for
more capital. It seems that we have
more in common with our small and
medium-sized clients than many of us
may have thought. One of the most
attractive features of a large-scale ac-
quisition, the likes of which we have
seen this past year, is the infusion of
capital it provides. Undoubtedly, we
will see other such acquisitions and
mergers that provide our companies
with the capital they need to grow and
to expand the scope of service they
provide.

But while they make good head-
lines, large-scale acquisitions don’'t ap-
pear to be a long-term answer to our
industry’s capital needs. We must find
new financing means and continue to
improve our use of existing capital
sources.

In this regard, the commercial-
finance industry faces a “Catch 22”
situation of its own. On the one hand,
we must seek additional capital to
serve the needs of small and medium-
sized businesses. On the other hand, to
attract this capital, we must protect the
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integrity of our loan portfolios. But in
so doing, we may not be able to satisfy
the financing needs of some of the
businesses we are trying to serve.
Being innovative finance men, we
should be able to come up with the
answer to such a dilemma. We have
done so in the past. We will do so in the
future.

Too many legislators labor under the
assumption that financing our industry
amounts to one giant organization
lending money to another. We must
make Congress and state legislators
understand that when a bank or an in-
stitutional investor supplies resources
to acommercial finance company, it is
really lending money to a series of
small businesses and lending it at a
time when those businesses desper-
ately need it. It is the responsibility of
the NCFC and its individual members
to bring this point to bear on those who

NCFC Officers Reelected

Russell B. Donahue and Norris S.
Griffin were reelected chairman and
president, respectively, of the Na-
tional Commercial Finance Con-
ference at its annual convention in
Dallas in October. Mr. Donahue is
executive vice president, Associates
Commercial Corp., Chicago, a sub-
sidiary of Dallas-headquartered As-
sociates Corp. of North America.
Mr. Griffin is president, BVA Credit
Corp., Richmond, Va.

Reelected vice presidents were:
Stephen C. Diamond, senior vice
president, Walter E. Heller & Co.,
Chicago; Barry I. Newman, senior
vice president, Aetna Business
Credit, Inc., Hartford, Conn.; John
F. Nickoll, president, Foothill
Group, Inc., Beverly Hills, Calif.;
and Melvin E. Rubenstein, Execu-

GRIFFIN DONAHUE

tive vice president, Rosenthal & Ro-
senthal, New York City.

Gerald Blum, president, Trefoil
Capital Corp., Norfolk, Va., was re-
elected treasurer. Reelected general
counsel was A. Bruce Schimberg,
partner in the Chicago law firm,
Sidley & Austin. Leonard Machlis
was reelected executive director/
secretary.

have the power and influence to
further damage the ability of small
business to grow and prosper.

Over-regulation by government has
been a sign of the 1970s. The past 10
years have brought us such “innova-
tive” pieces of legislation as the
Truth-in-Lending Act, the Tax Reform
Act of 1976, OSHA and ERISA, the
Employee Retirement Insecurity Act
of 1974. The decade also has brought
us such horrors as double-digit infla-
tion, spiraling interest rates and an
energy crisis. In some respects, these
events of the '70s have spurred pro-
found changes in our life-styles and in
the way our industry does business.
But as unpleasant as some of those
changes have been, they also have
created significant new opportunities
for the commercial-financing and fac-
toring business in the decade ahead.

Clearly, inflation has been, and is
likely to continue to be, the most im-
portant change affecting us. Ravages of
inflation require greater dollar invest-
ment by small and medium-sized
businesses in their receivables and in-
ventories. Assets build at a faster pace
than equity, thereby distorting lever-
age ratios. This same phenomenon has
accelerated the financing of fixed assets
through leasing and installment sales.
Simply stated, the method of deliver-
ing money has been changed from un-
secured, self-liquidating loans to a
broad range of asset-based lending.

Fortunately or unfortunately, infla-
tion represents a tremendous oppor-
tunity for our industry during the
1980s. Our ability to keep pace with
the needs of small business for more
innovative lending will be a prime de-
terminant of how large we will grow
individually and as an industry.

We clearly are in a history-making
period — highest prime ever, 15%%
— inflation and turmoil in the invest-
ment marketplace. I'll make no predic-
tions on the pattern of rates for the
future. I'll leave that to the economic
prognosticators.

One development whose impact on
the commercial-finance business is not
as clear is the energy crisis. What will
our lack of energy mean to the finance
business in the 1980s? Will there be
new industries that may benefit from
our unique brand of financing? Maybe
solar-energy companies? Maybe ser-
vice industries connected with energy
companies and which we traditionally
have shunned? | know I don’t have the
answers, but the questions are in-
teresting. However, | am confident
that our industry — with its great
financing flexibility — has the know-

(Continued on page 18)
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How Business Lenders

Can Help Young Firms

Become

EW COMPANIES, whether
N newly formed or recently ac-
quired, often don't qualify for full bank
lending. Their financial needs, how-
ever, are every bit as real as those of
long-established firms and may even
be more critical.

As abanker, you no doubt have seen
commercial-finance services em-
ployed as a practical alternative for
growing companies whose futures are
bright, but whose loan requests sur-
pass the level your bank feels comfort-
able providing. Turning to a business
lender in such a case can help a bank
officer not only assist a customer, but
also enhance his position as that cus-
tomer’s financial adviser. In addition,
such action could permit the bank to
maintain its depository relationship
with aclient and lessen the risk of los-
ing a customer with a promising future
to another bank.

The variety of lending services pro-
vided by business lenders and the ap-
proaches they take to such activity
make their services particularly appli-
cable to young companies carving their
way toward a positive track record.

Let’s take a brief look at the variety
of financial services available to such
borrowers and how they function.

Business lenders, unlike most bank
lenders, do not emphasize financial
ratios or trends (although reasonable
ratios are a factor). The principal con-
cern of business lenders is the quality
and amount of collateral securing the
loan. This perspective means the busi-
ness lender can undertake loans others
might approach reluctantly. It does so
by turning noncash assets into im-

‘Bankable’

By PETER J. LEVY
Vice President
Aetna Business
Credit, Inc.

mediately available cash through a
number of specialized financial ser-
vices including: accounts-receivable
financing; inventory loans; factoring;
machinery and equipment loans and
intermediate-term loans.

Let's briefly review these services.

Accounts-receivable financing: This
financing method utilizes a company’s
accounts receivable as collateral
against which it may borrow a percent-
age of face value. The client’s custom-
ers are not notified of the financing
arrangement and continue to pay the
borrower as they normally would. The
borrower repays the loan as receiva-
bles are being collected.

Inventory loans: Inventory loans are
particularly useful for companies in-
volved in highly seasonable businesses
where agreat deal of money is needed
to build inventory at those times when
a company experiences its lowest
amount of incoming cash. Such loans
most often are used in conjunction
with an accounts-receivable loan.

Factoring: Factoring can relieve a
company of the cost and burden of
credit and collection chores. Credit
lines are established for a company’s
existing regular customers and for its
new accounts as they are sold. The fac-
tor actually purchases receivables at a
discount and either pays the client as
shipments are made (advance factor-
ing) or as invoices come due (maturity
factoring). Thus, for one fee, factoring
offers a company protection against
bad debts and reduces or eliminates
headaches and costs involved in main-
taining internal credit and collection
operations. In factoring, the client’s
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Peter J. Levy is vice president, Aetna
Business Credit, Inc., Hartford, Conn.,
which he joined in 1972. He is man-
ager of the firm's Dallas office.

customers are notified of the arrange-
ment and are directed to make pay-
ment to the factor.

Term loans: Existing machinery and
equipment may be a source of extra
cash. A company’s equity in its
machinery often can be used as a down
payment for purchase of additional
equipment or simply to provide extra
cash. Such loans usually are arranged
for periods of from one to five years.

Intermediate-term loans: A rela-
tively new concept in lending,
intermediate-term loans are an unusu-
ally flexible form offinancing. They are
used typically by companies that can-
not, or do not desire to, obtain long-
term institutional debt, yet find short-
term financing inadequate to meet
their needs. Intermediate-term loans
can provide financing for terms of from
two to 10 years (or longer). Repayment
schedules and prepayment options are
custom tailored to fit the borrower’s
needs. Only afew commercial lenders
provide this unique form of financing.

The above services can be used sin-
gularly or in concert to provide suffi-
cient financing for young and growing
companies that otherwise might have
difficulty in obtaining funds necessary
to maintain or increase their opera-
tions.

These services are applicable par-
ticularly to that segment of American
industry that suffers from what we call
“the growth syndrome.”

Typically, such a company is ex-
panding rapidly. Chances are, its sales
have increased suddenly — exceeding

expectations — and it's becoming
more and more difficult for the firm to
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keep pace with orders. To meet this
new demand, it may be necessary to
order new equipment, increase mate-
rial purchases or raise employment
levels.

The company, however, often finds
itself in a cash bind. Additional
machinery and inventory must be paid
for and payrolls must be met long be-
fore orders can be turned into receiva-
bles — and receivables into cash.
Thus, we have a company in need of
money to sustain growth, but one un-
able to generate the necessary capital
fast enough internally.

In addition, because the company is
young or shows rapid growth, its
balance-sheet ratios or financial history
may be insufficient to qualify it for ad-
ditional bank lending. In such cases,
those much-desired increases in sales
actually have precipitated financial
pressures that inhibit the company’s
ability to capitalize on the potential it
has realized.

Other victims of the “growth syn-
drome” are rapidly expanding com-
panies that contact their banks for ad-
ditional credit when it is discovered
that overoptimistic planning or finan-
cial or operational setbacks have led to
low profitability and low working-
capital levels.

When this happens, a banker often
is faced with the unpleasant choice of
declining a customer with asizable de-
posit balance and a promising future or
insisting on infusions of equity to in-
crease borrowings. Of these alterna-
tives, one is undesirable and the other
often impossible.

However, there is another option.
The banker can refer the loan to, and
perhaps participate with, a secured
lender to offer this company more
funds than would be possible through
the bank alone.

There are anumber of apparent rea-
sons why the concept of “sharing” a
loan is attractive to all parties con-
cerned. A participation may be the
best way for a banker to handle a dif-
ficult or sensitive financing situation,
especially in the case of a younger
company. Participation also can permit
a larger financing and usually allows
the commercial lender to offer the bor-
rower a lower and more attractive
“blended” rate.

Such situations have a history of
working well. Let’slook at some exam-
ples:

Recently our Dallas office was ap-
proached by a relatively new company
that had been banking with a small
bank. The young company had
reached the lending limit of the small
bank and went to a larger one seeking
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more money. The larger bank saw a
young company with a great deal of
potential and was highly desirous of
initiating a relationship with it. The
bank also saw, however, ayoung com-
pany not yet “ready” for full bank
financing. Because the bank wished to
show interest in and help this poten-
tially good customer, it referred the
young company to us. We examined

"Business lenders, unlike
most bank lenders, do not em-
phasize financial ratios or
trends (although reasonable
ratios are a factor). The princi-
pal concern of business lenders
is the quality and amount of
collateral securing the loan.
This perspective means the
business lender can undertake
loans others might approach
reluctantly.”

the situation closely and financed the
company in participation with the bank
(which took one-third of the total
financing). As is the case with all our
bank-participation loans, we adminis-
tered and monitored the loan, which
served to protect both our interests
and those of the bank. During the next
year, this young company continued to
grow and prosper. Eighteen months
after the bank referred the loan to us,

Milestone Reached

Clarence C. Barksdale, ch., First Nat'l, St. Louis,
tightens a nut to complete the installation of the
first structural steel for the bank's new building
indowntown St. Louis. The first beam weighed
20 tons. When completed in 1981, the bank
building/office complex will be the largest struc-
ture of its kind in the state, according to a bank
spokesman, and will contain nearly 900,000
square feet of floor space. The project is a tri-
venture of First Nat'l, IBM and Equitable Life
Assurance Society of the U. S.

this firm had developed attractive
enough ratios and borrowing history to
qualify for full bank financing. At the
request of the referring bank, we “re-
turned” this client to it. As of this
writing, the bank continues to meet
the financial needs of this company,
which still is maintaining its healthy
growth pattern.

In another example, management
and employees of a Texas subsidiary of
a large national corporation turned to
their bank for funds to purchase their
division, which was being divested. In
this case, the management/employee
team required funds for both the pur-
chase of the division and for working-
capital purposes. Working closely with
the bank, our office structured a
financing package that met both the
purchase and working-capital needs of
the new owners. The bank participated
with a 50% share.

The additional funds provided by
calling in the business lender helped
this banker service the needs of a po-
tentially strong customer, which grew
and became profitable in a short time.
When this new company became fully
bankable, the referring bank was able
to assume the complete financing.

In both the above examples, asset-
based lending was utilized to fill
financing needs that could not be met
fully by banks. In both cases, the com-
panies were able to utilize funds made
available through secured lending to
weather their growth years and estab-
lish sufficient history and ratios to
qualify them for traditional lending
relationships with their banks.

Recommending secured-lending
services for young and growing com-
panies can supplement the financial
services offered by your bank during
those years you might look on as “un-
comfortable” ones in your lending re-
lationship with such firms.

Indeed, when combined, the con-
cern of the banker, managerial abilities
of the borrower and flexibility of se-
cured lending can help many young
companies take those first difficult
steps on the road to unsecured financ-
ing. ==
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Guidelines for Banks to Follow

In Commercial-Finance Participations

T ATIME when full-service capa-
bility is an important considera-
tion, a growing number of smaller and
medium-sized banks are participating
with commercial finance companies to
meet the broader borrowing needs of
established accounts or prospective
customers.

There is profit in participations, but
there also are pitfalls. Before citing
guidelines for prudent participations,
it might be well to review briefly the
mechanisms of secured financing
known as factoring and commercial fi-
nance. Unfortunately, although se-
cured financing has been with us for
many years, a good deal of confusion
and misunderstanding still surround
it.

Factoring. Factoring involves pur-
chase of accounts receivables. A factor
assumes responsibility for credit and
collection and agrees to pay the client
on the maturity dates of purchased in-

By ROBERT A. MILLER
Executive Vice President
Congress Financial Corp.

New York City

voices. A cash advance may or may not
be included. Although it remains prin-
cipally acash-flow tool, factoring also is
used by companies with sufficient
working capital and bank lines as an

In the accompanying article, the author lists eight
guidelines for a bank to consider when entering into a
participation with a commercial finance company. They

are:

1. Consider the nature of the transaction. Isthe bank an
active, fully disclosed participant?

2. Consider what will happen if problems develop.

3. Make sure you know your participant.

4. Look at the proposed transaction to see if it is basi-

cally sound.

5. Consider how the participation may be terminated.

6. Be aware that large loans involving several partici-
pants present a special challenge.

7. Consider what information should be supplied to
participants by the managing partner and what the
bank's role should be in dealing with the borrower.

8. Consider who will supervise the participation for the

bank.
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alternative to maintaining internal
credit and collection departments.

Commercial Finance. Neither the
purchase of receivables nor credit and
collection services are involved in
commercial financing, which is re-
volving loans secured by a borrower’s
assets. Secured assets typically are re-
ceivables, but inventory and equip-
ment also may serve as collateral.

When we discuss participations, we
usually are talking about commercial
financing, although there are ways to
participate in factoring when an ad-
vance is involved. Commercial finance
is a more flexible mechanism and has
found broader application than factor-
ing.

Important Collateral Considera-
tions. The most important considera-
tions in evaluating a participation flow
from the fact that secured lending is
more than just taking an assignment of
collateral. It demands, sophisticated
evaluation of the borrower’s assets to
determine their liquid value and abil-
ity to monitor the collateral, which, in
the case of receivables or inventory,
will turn over many times during the
life of aloan. Frequently, the new col-
lateral is not the same quality as the old
and, without constant administration,
the lender can find himselfwith collat-
eral worth far less than the situation
calls for.

The need to police collateral ac-
counts for the high overhead ofaprop-
erly run secured-financing operation,
which, in turn, is reflected in the
higher interest charges required.

To monitor the revolving flow of
collateral adequately requires an ex-
perienced staff of account executives
supported by trained auditors and
other assistants. For many years, this
expertise was centered in a relatively
small number of specialized com-
panies, and the pool of talent has not
expanded as greatly as the growth of
this sector in recent years might
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suggest. Major banks have entered the
factoring/commercial finance field
through acquisitions of established
companies in preference to trying to
staff their own departments. Other
banks that started from scratch have
experienced great difficulties in the
personnel area.

New-Business Opportunities. Much
of the interest in secured-financing
participations in recent years is at-
tributable to an increase in the average
size of corporate borrowings in general
and emergence of many large borrow-
ings where the size of the transaction
dictates that the risk be shared with
several participants. Corporate finan-
cial managers who would not entertain
the idea of a secured financing 10 to 15
years ago now consider it an alternative
vehicle for growth, acquisition or
working-capital requirements.

Taking advantage of this new-
business opportunity, however, re-
quires either a full-functioning
secured-financing department or a
participation arrangement with acom-
petent commercial finance company.
A history of smooth, well-managed
participations has encouraged use of
the second alternative.

Participations in less than super-
sized transactions are originated for a
variety of reasons. A banker may want
to accommodate a loan applicant who
does not qualify under banking cri-
teria. Or a bank may want to secure
itself and work out of a deteriorating
credit situation that is susceptible to a
secured-financing solution.

From the commercial finance side,
participations represent a way to re-
duce the overall cost to the borrower
by including a portion of bank funding
in the package. Participations also
make possible a financing that other-
wise would exceed a lender’s in-
ternal-lending limits.

Participation Guidelines. However
the participation originates, the com-
mercial finance company is the logical
choice for administering the loan since
it has the staff and systems to closely
monitor the collateral. What, then,
should be a bank’s considerations in
entering into a participation?

Congress Financial Corp. which offers
asset-financing services, is an affiliate of the
Philadelphia National Bank. This article is
reprinted'with permission from theJournal
of Commercial Bank Lending, published
by Robert Morris Associates.

A “true” participation is created if
the bank brings in a borrower with
which it has an existing relationship or
which it views as a potential long-term
customer.

A “true” participation also can origi-
nate with the finance company, if the
account is located in the bank’s geo-
graphical trade area and can be consid-
ered a new-business prospect.

In either case, the bank has some-
thing to gain when the borrower
graduates from secured financing to
unsecured banking. The bank, there-
fore, will want to maintain high
visibility throughout the financing and
be in on meetings and periodic reviews
with the borrower. This should be
spelled out in the agreement.

2. Consider what will happen
problems develop. The theory has
been advanced that a finance company
should not allow a bank participant to
suffer a loss. A responsible finance
company always will do everything in
its power to protect a bank participant
from a loss. However, it is my convic-
tion that where there is a “true” par-
ticipation and where the bank has a
direct relationship, it should expect to
take its share of any loss.

This issue gets to the real intent be-
tween the parties. Sharing risk cer-
tainly is one objective, and participa-
tion agreements typically call for losses
to be absorbed on a proportionate
basis.

However, there are occasions when

Wins Travelers Check Contest

1 Consider the nature of the trans-

action. Is the bank an active, fully dis-
closed participant? The answer will
help determine what you can expect
and require of the finance company. To
have a “true” participation, you must
have some direct involvement with the
borrower or expect some long-term
benefits to be derived from a relation-
ship with the finance company — as in
a new-business-development pro-
gram.
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Peggy Roche, teller, Pasadena (Calif.) Federal
S&L, won first prize in the second Thomas Cook
Good-As-Gold Sweepstakes for selling Thomas
Cook travelers checks. Making the presentation
are (from 1.) John Taylor, v.p./sales, Thomas
Cook, and Robert W. Oswald, v.p., Pasadena
Federal S&L.

the bank is a passive participant with
no direct relationship to the borrower
and no expectations of future benefits
other than the interest on its loan. In
such situations, the notion that the fi-
nance company will “get the bank out”
if anything goes wrong becomes
somewhat more understandable. Yet it
would be wrong even then for the fi-
nance company actually to guarantee
the bank’s loan. This would be the
equivalent of borrowing directly and
would have to be reflected in the fi-
nance company’sfinancial statement as
a direct or contingent liability. An ap-
propriate way of addressing the situa-
tion might be to give the bank a senior
position in collateral on liquidation.
This would avoid problems posed by a
guarantee.

3. Make sure you know your partici-
pant. As noted, the greatest pitfall in a
participation is failure or inability of
the managing partner to police the
collateral adequately. Therefore, it is
of vital importance to assure yourself
that you are associating with an experi-

ifenced lead participant that can handle
a transaction of the size contemplated.

Check out the reputation of the fi-
nance company at other banks with
which it has participated. Inquire
about the number of account execu-
tives and size of the auditing staff. Find
out about the company’s experience in
handling large loans. Visit the com-
pany and see for yourself the proce-
dures that are followed on adaily basis.
Qualified finance companies welcome,
and even invite, such investigation.

4. Look at the proposed transaction
to see ifit is basically sound. You may
not be able to evaluate the collateral,
but you can make a judgment about
whether the proposed financing makes
sense presuming the security is
adequate.

5. Consider how the participation
may be terminated. Many participa-
tion agreements cover the term of the
financing agreement with the bor-
rower and cannot be terminated prior
to that contract’s expiration. Banks in-
experienced in participations, thinking
they could terminate aparticipation on
30- or 60-day notice, sometimes have
been surprised to find that all they
could do was instruct the finance com-
pany to terminate according to notices
provided in the agreement with the
borrower.

6. Be aware that large loans involv-
ing several participants present a spe-
cial challenge. A major pitfall in large
loans concerns what happens on with-
drawal of one or more participants. It
would be prudent to determine at the
outset whether the finance company
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FINANCIAL FUEL FROM HELLER

The difference betweenwhatyour
customerwants to borrow...
and you want to lend.

When a customer wants to borrow more than you're
willing to lend, a bank/Heller participation loan can serve
you both. Very simply, your bank funds a portion of the
loan; Heller provides the balance up to your customer’s
full borrowing capacity on a secured basis. Heller
does all administrative work. Your bank profits by
continuing to render all other bank services to the
customer.

Through participations, banks of all sizes are
benefiting from Heller's more than 60 years of
experience.

When you want the comfort of a secured
loan without the administrative burden of
handling it, tap Financial Fuel from Heller.

It's the resourceful banker’s resource.

HELLER

Financial Services

&&jSlfos i "Financial Fuel from Heller" is a service mark of Walter E. Heller & Company.

Walter E. Heller & Company 105 W. Adams St., Chicago, Ill. 60603 « New York  Boston  Philadelphia « Baltimore « Syracuse ¢« Minneapolis * Detroit
Kansas City * Denver « Atlanta « Charlotte « Miami  Birmingham ¢ Columbia, S.C. * New Orleans ¢ Houston ¢ Dallas « San Antonio * Phoenix ¢ Tucson
Albuguerque ¢ El Paso ¢ Salt Lake City « Los Angeles ¢ San Francisco ¢ Irvine, CA « Portland « Seattle « Spokane ¢ San Juan, P.R. Heller services also available
in Canada and twenty one other countries around the world.
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\

READY

to work

WITH

you on
bank participations
involving new or
existing bank customers
or
ready to work for you by

providing flexible solutions

to difficult loan requests
through
joint accommodations.

We can

HELP

you build stronger
customer relationships
through . ..

Accounts receivable
revolving loans

Inventory financing

Capital equipment
financing

Plant loans

DALLAS
REGIONAL CENTER
4100 McEwen Road, Suite 200
Dallas, Texas 75234

214/233-6981

ATLANTA
REGIONAL CENTER
3340 Peachtree Rd. N.E., Suite 560
Atlanta, Georgia 30326
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has the resources to fund any with-
drawals or if new participants will be
required. If replacements cannot
readily be found and the managing
partner cannot pay out the participants
due to financial inability or because the
aggregate loan would be beyond its
limits, there could be an unwarranted
liquidation of the borrower.

No one would want to be a party to
such an occurrence; so the participa-
tion should be structured to minimize
the possibility. Ideally, the term of the
participation should coincide with the
term of the financing agreement, but
this arrangement often is impractical.
Large loans frequently are signed for
terms of several years and involve
equipment financing or other long-
term requirements, and participants
usually do not want to be locked in for
such long periods.

A compromise would be to lengthen
the termination period sufficiently to
allow the managing partner time to
secure replacements as needed. Terms
of ayear or more may be appropriate.

Prudent selection of partners also
can alleviate the problem. Multiple
participations are best shared with sea-
soned partners carrying amounts that
are well within the limits of their
portfolios.

7. Consider what information
should be supplied to participants by
the managing partner and what the
bank’s role should be in dealing with
the borrower. These considerations
should be subjects of discussion at the
start of the relationship.

Finance companies make extensive
audits and produce voluminous re-
ports, which usually are supplied to
participants. Our experience indi-
cates, however, that banks frequently
fail to give this material the proper at-
tention, especially ifthey are not active
participants. On the other hand, those
participants who are involved in
meetings and periodic reviews with
the borrower typically remain current
and well informed, minimizing the
need for extensive and costly
documentation. Thus, information to
be furnished should be discussed and
itemized at the outset.

It is the obligation of the finance
company to use due diligence in
monitoring the account and to make
full disclosure to participants of any
significant fact that could affect the
loan. This requirement is subject to
different interpretations, however,
and should be discussed when consid-
ering the information to be furnished
to banks.

8. Consider who will supervise the
participationfor the bank. Itis prefer-

able to select as liaison with the com-
mercial finance company someone
familiar with collateralized lending.
This function is not for someone in
training because status reports on col-
lateral require an experienced eye for
adequate interpretation.

In addition, if you are looking for-
ward to a long-term relationship with
the borrower, your representative’s
ability to foster goodwill and confi-
dence will be pivotal. A person who
might be an able “silent partner” may
not fit the bill in meetings with the
client.

Summary. As its applications and
leverage become better understood,
secured financing is becoming a more
widely accepted and flexible tool in
meeting cash requirements of under-
capitalized companies. During the
most recent recession, losses incurred
by this presumably high-risk sector of
the financial world actually were rela-
tively lower than those incurred by
commercial banks. Collateral made
the difference.

The success of bank participation in
commercial financing always depends
largely on the diligence with which
collateral is constantly appraised and
monitored. Therefore, a bank should
evaluate the prospects for good han-
dling of collateral before it becomes
involved in a participation. = =

Commercial-Finance

Industry
(Continued from page 12)

how and imagination to adapt to
virtually every type of challenge. By
sticking to sound, fundamental lending
practices, coupled with the nerve to
try something new, we have prospered
in all business climates, in good and
bad times.

However, to capitalize on oppor-
tunities in the 1980s, we must pay
greater attention to the management of
borrowing companies and to the qual-
ity of their assets and receivables.
Whether it is done formally or infor-
mally, we must work with managers in
planning for the effective use of our
funds and management of assets that
secure those funds. For just as infla-
tion, soaring interest rates and an
energy crunch mean opportunity for
our industry, they also can spell disas-
ter ifwe aren’tin touch with the opera-
tions of companies we serve.

It would be unrealistic to talk about
the management of our customers
without dealing with the management
of our industry. It is simplistic to con-
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Meet The Associates
Money-For-Business Team:
People Worth Knowing.

With over sixty years of experience provide working capital, so essential
and over $5 billion in resources, The to sound growth in today’s business
Associates is a major source of funds environment.
for growing manufacturers, proces- Our network of regional offices,
sors and wholesalers. The Associates staffed with financing professionals,
are experienced business people with enables The Associates to respond
the know-how to meet your com- quickly and decisively. The Associates:
pany’s special needs. people worth knowing.

Our revolving secured loan pro- Call or write for information.
grams allow you to borrow the money .
you need when you need it, on terms A Assoclates
keyed to your company’s require- / A BUSineSS LoanS
ments. Your company’s accounts M 55 E. Monroe Street

receivable, inventory, equipment Chicago, IL 60603

J*3IMNLF 'i ® (312) 781-5800
and real property can be used to
Business Loan Offices in Boston, Charlotte, Cherry Hill, NJ,
Chicago, Dallas, Los Angeles, Miami, Mobile, New York, Tulsa

Associates Commercial Corporation isa subsidiary of Associates Corporation of North America, a Gulf + Western Company.
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elude that “more money” is the answer
to all our problems, because as much as
dollars and cents, we need to develop
more extensive human resources to
grow as an industry appreciably be-
yond where we are today. We must
nurture the financing talent in suffi-
cientamounts to provide all the service
desired of us by small and medium-
sized businesses and to meet the chal-
lenges that lie before us in the next
decade.

The small-business loan — under
$200,000 — is a good example. In
many respects, it is the single hardest
loan to make. It is often difficult to
process and costly to handle, given the
industry’s present availability of re-
sources. But if we are to provide a full
range of services to small business,
then we must address ourselves to the
needs of the small, either directly or as
rediscounter, lest they become “for-
gotten borrowers.”

Education isn't a new problem, and
it has been exacerbated by the desire of
the industry to grow. Instead of de-
veloping new sources of commercial-
financing and factoring talent, we seem
content to allow talented professionals
in our industry to move from one or-
ganization to another at great expense
and often at the cost of our produc-
tivity. |1 have been on both sides of that

fence. It is much like the free-agent
system in major-league baseball. How
often do we have to outbid other com-
panies for the services of employees
before it becomes more cost-effective
to develop a “farm system” to train
enough new talent to satisfy the needs
of our industry?

I maintain we have already reached
that point. The time has come for us to
develop meaningful educational pro-
grams that will train potential mem-
bers of our industry and do a more
effective job of teaching new trends
and techniques to existing commercial
finance professionals.

Many of our members have recog-
nized this and have spoken out in favor
of strengthening the educational ef-
forts of the NCFC. At the present
time, the NCFC conducts schools for
field examiners twice each year and
holds regional seminars on an array of
issues facing the commercial-finance
industry. The conference also pub-
lishes a bimonthly journal and a basic
brochure about industry activities.
These programs address important
needs, but they clearly aren't enough.

Recently, we received the findings
of a comprehensive survey conducted
by an educational consultant, Gordon
Miller, which sampled the opinions of
a range of senior executives in the in-

putoursecured
lending expertise
toworkforyou...

When one of your accounts requires some
special attention in the area of secured lending,
you can call on us to help.

We provide a complete range of commercial
financing services — Accounts Receivable and
Inventory Loans, Equipment Loans, and Leasing —
in participation with financial institutions
throughout the Midwest area.

Our ideas and experience can assist you when
you need some extra help in solving a problem for
a special customer. For more information,

call 414-765-4492, or write us at 777 E. Wisconsin
Avenue, Milwaukee, Wisconsin 53202.

FIRST WISCONSIN
m FINANCIAL CORPORATION
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dustry. The Miller survey reached a
number of important conclusions that
should guide us in the development of
educational initiatives, but none was
more important than this. And | quote:
“The overriding concern was that the
future will require an educated profes-
sional who knows his work, who
functions well interpersonally, is a
skilled manager and who knows what
business finance is all about. It is clear
that members saw the future as an op-
portunity for the NCFC to help people
in the industry who lack experience to
become more knowledgeable about
business finance, to increase the em-
ployment pool, to attract more quality
people to the industry and to upgrade
experienced professionals so they can
keep pace with the change and uncer-
tainty of the future.”

"One development whose
impact on the commercial-fi-
nance business is not as clear is
the energy crisis. What will our
lack of energy mean to the fi-
nance business in the 1980s?
Will there be new industries
that may benefit from our
unique brand of financing?
Maybe solar-energy compa-
nies? Maybe service industries
connected with energy compa-
nies and which we traditionally
have shunned?"

| think that is an accurate appraisal of
where we are and where we must go.
But the question remains: Just how
should we tackle the massive educa-
tional task that faces us? According to
the survey, commercial-finance and
factoring executives agree that, de-
spite some in-house programs, they
would prefer to see the NCFC take the
lead in education. Therefore, based on
the attitudes, opinions and suggestions
made by many top officials in this in-
dustry, the survey made a series of
recommendations for enhancement of
existing educational programs.

Here are several of the key educa-
tional initiatives suggested:

A. We should expand our school for
field examiners by offering it more fre-
guently to industry professionals on
both introductory and advanced
levels.

B. We should expand our seminar
program and include more regularly
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scheduled meetings on a regional
basis.

C. We should develop the journal
into a more comprehensive publica-
tion for the commercial-finance and
factoring industry, in part by including
the work of outside authorities.

D. We should take anumber of steps
to develop future commercial-finance
professionals, including establishment
of a career-information center, place-
ment clearinghouse and internship
program.

Despite the importance of these
suggestions, education of existing in-
dustry employees and recruiting are
just two elements of the problem. We
must take steps to broaden the expo-
sure of graduate and undergraduate
students to commercial finance and
factoring. It is frustrating to come
across so many major universities and
graduate business schools that do not
provide commercial finance and fac-
toring as part of their curricula. Re-
cently, I conducted an informal survey
0f 20 leading graduate business schools
offering MBA programs and found that
only six include these subjects in their
programs, and most teach them only as
part of more general courses on such
subjects as commercial banking.

When your
customer needs

a hand with
recelvables,
will you have It

t(>lena?
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Many of the programs and en-
hancements recommended in the sur-
vey represent a major new educational
opportunity for commitment by the
conference and our industry. These
initiatives, if adopted, will require
substantial commitment of funds and
time on the part of our members to
implement.

However sizable our commitment to
education must become, | am firmly
convinced it will pay us handsome
dividends for years to come. Our effort
to attract talented professionals to the
industry and better educate our exist-
ing employees on a number of levels is
critical to our future capability to pro-
vide small and medium-sized busi-
nesses with expanded services.

These are the challenges that lie
before us. In ever-increasing propor-
tions, our ability to grow with the
needs of small and medium-sized
businesses and to respond to the fac-
tors of inflation, rocketing interest
rates and energy shortages will deter-
mine how viable our industry will re-
main and how quickly it will grow. We
have always found a way to turn dif-
ficult challenges into rewarding busi-
ness opportunities. As we enter the
'80s, | am confident we will continue to

be the lenders of best resort for the
businesses we serve. o e

Treasury Employees to Study
Career-Development Program

Some 200 U. S. Treasury Depart-
ment employees will participate in a
pilot career-development program,
featuring four seminars designed by
the National Association of Bank
Women's Educational Foundation.

Those seminars are career manage-
ment, management process, women in
management and introduction to
career planning. Content and format
of each seminar are targeted at
specialized needs of women at differ-
ent phases of career growth.

For example, participants in the
career-management seminar will iden-
tify and assess their current skills and
learn to make a five-year plan for pro-
fessional development. The man-
agement-process seminar will help
managers focus on concepts of man-
agement, leadership styles and deci-
sion making.

Sometimes even your best industrial
and retail clients can find themselves long
on receivables and short on working
capital. And if your bank can’t provide the
financing they need, they’ll find a bank
that can.

General Electric Credit Corporation
has the financing experience and pro-
grams to help you make sure your good
customers—industrial as well as retail-
stay your good customers.

GECC can offer your industrial clients
receivable loans plus inventory and fixed-
asset financing. We can offer your retail
clients just about everything from open-
end receivables financing to complete
customized charge account programs.

And because GECC is a $7-billion
company, your customers can count on us
even when other money sources start
drying up.

To find out more about why it pays to
have GECC lend a hand, call M.R.
Dabney at (312) 986-3610. Or write:

General
Electric
Credit

2700 River Road
Des Plaines, IL 60018
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Warning Given Bankers:

Avoid Showing High Earnings

By KAREN KUECK
Assistant Editor

SOOTHSAYER gave Julius

Caesar a warning that went un-
heeded. Clarence C. Barksdale
sounded another warning that should
not go unheeded unless bankers want
to “face the same (public relations)
problems as the oil companies.”

That warning, given at First Na-
tional in St. Louis’ 33rd annual corre-
spondent conference in November,
was this: Bankers should avoid show-
ing extremely high-profit increases for
1979.

Mr. Barksdale, bank chairman, told
about 600 midwestern bankers, “We
are a business that is able to manage
our profits, and I would warn all of you
to avoid showing extremely high rates
of earnings increase for 1979,” par-
ticularly when the consumer is suffer-
ing from high interest rates. The public
will not understand banks posting
enormous profits during this time, he
said.

“The public will not understand it;
the demagogues will blame it on high
interest rates, and the politicians will
hop on the bandwagon quickly for their
1980 campaigns.”

His advice was that banks do every-

Rachel Balbach, a.v.p./economist, First Nat'l, St.
Louis, and Murray L Weidenbaum, dir., Center
for Study of American Business, Washington
University, St. Louis, and bank's consulting
economist, predicted recession through next
summer at bank's 33rd annual correspondent
conference.

thing possible to develop an extra pub-
lic awareness of banks’ community ac-
tivities and concern for the economic
welfare of their communities. He
suggested that banks start extra-special
public relations and advertising pro-
grams, make additional philanthropic
contributions and channel resources
into other community programs.

Also, he urged bankers to set aside
higher reserves against potential losses
because of today’s poor economic con-
ditions.

Warning that the banking industry
could face a windfall-profit tax similar
to that proposed for the oil companies,
Mr. Barksdale told his peers to be
careful.

“My warning to you ... is to be
prudent, generous and wise in the re-
maining two months of this year and to
manage and conserve your earnings for
the future benefits of your stock-
holders,” he said.

Also, Mr. Barksdale reminded
bankers that last year's forecast of a
16% prime rate by November, 1979,
made by Darryl Francis, retired St
Louis Fed president, has proved cor-
rect.

First National's President Richard
F. Ford explained in greater detail
how bankers can avoid being made
scapegoats for the recession being
caused by tighter credit policies and
high interest rates.

Agreeing that banks should not post excessive
profits for 1979 are (from I.) Murray L Weiden-
baum, dir., Center for Study of American Busi-
ness, St. Louis, Richard F. Ford, pres., First Nat'l,
St. Louis, Irving R. Levine, NBC News corre-
spondent, Washington, D. C., and Clarence C.
Barksdale, ch., First Nat'l, St. Louis, at bank's
33rd annual correspondent conference.

Bankers should “more carefully re-
view all loan applications because of
the business outlook, but we also
should work hard to accommodate
those loan applicants with prior good
credit records and who demonstrate an
ability to service those loans at today’s
interest rates. All banks are being
squeezed for funds, but don’t close the
credit window,” Mr. Ford said.

Both Messrs. Barksdale and Ford
urged bankers to explain more care-
fully to eligible borrowers why interest
rates are so high.

“For the most part, all new funds for
loans must come from markets now
charging record rates; hence, the
banks, too, must add on their costs.
But the important thing is that we, as
bankers, learn how to communicate
these facts across not only to our cus-
tomers, but to the general public,” Mr.
Ford said.

Rachel Balbach, assistant vice
president/economist, and Murray L.
Weidenbaum, director, Center for the
Study of American Business, Washing-
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Our Investment
counsejors

ut their jobs on
he linel

WEEEEEES

When our investment counselors need fast, accurate
information on constantly changing interest rates, they
get on the line. Because they have the connections!

Their advice isn't based on hunch. It’s based on facts.
On figures. Figures that will help you identify your best
opportunities and alternatives with U.S. government
securities, certificates of deposits, or other short term
state and municipal bonds and notes, or money market
instruments of any type.

When you need investment advice put us on the line.
We can help. Call 588-6000.

BANK OF
OKLAHOMA

P.O. Box 2300/Tulsa, OK. 74192

VIFENVWUHE GOING PUCES.

Contact: Rob Rainey, investment Division Manager

Municipal Bond Department

Doug Keffer, Department Manager

Steve Woodiey

Monty Butts

Phil Burns

Tom Toburen

Money Markets

Bill Suliburk, Department Manager

Steve Nichols

Rick Wimpey Member FDIC



ton University, St. Louis, and the
bank’s consulting economist, told
bankers that the outlook for the first
halfof 1980 is grim. Mrs. Balbach pre-
dicts a mild, short-lived recession be-
fore the second quarter.

“l see no significant growth (of the
GNP) during 1980, but | don't see a
serious recession,” Mrs. Balbach said.

She believes that interest rates are
in the “vicinity ofapeak” and that “the
prime rate will be about 11% by the
end of the year.”

Mrs. Balbach is even more dubious
than Mr. Weidenbaum on whether
Congress will accept the tough credit
rules initiated October 6 by Fed
Chairman Paul Volcker. Also, she is
concerned about signs that the Fed’s
hike in its discount rate has not slowed
expansion of the money supply, which
has been fueling inflation.

“What may be needed is a Federal
Reserve discount rate tied to the rate
being charged in the fed funds mar-
ket,” she said.

Mr. Weidenbaum warned bankers
not to become afflicted with the
“gloom-and-doom” attitude that pre-
vailed in the 1974-75 recession.

“With a reasonable sense of re-
straint, plus improved leadership, the
'80s can be this country’s best years.
Ironically, the rest of the world, in-
cluding the Arabs, has more confi-
dence in this country’'s future than
Americans. This is evidenced by the
way they are trying to buy up Ameri-
can assets,” he said.

Luncheon speaker Irving R. Levine
coincidentally echoed Messrs.
Barksdale and Ford’s warnings about
excess bank profits. In addition, Mr.
Levine, who personally covered the
October 6 Fed news conference, said,
“I1t will take time, of course, to deter-
mine if the Fed’s actions will restore
confidence in the dollar, whether it
will reduce the lust for gold and
whether it will have the effect of slow-
ing down the economy. ...” Mr.
Levine is NBC News correspondent,
Washington, D. C.

Mr. Levine said that the Fed’s ac-
tion is aclear and simple plan designed
for arecession. “It may be the only way
to stop inflation,” he said.

Concerning the Chrysler Corp.
hearings, Mr. Levine believes that the
failing automobile manufacturer prob-
ably will get congressional aid despite
mounting opposition.

“While opposition to Chrysler is
widespread, | think Chrysler will re-
ceive aid because of the number of
constituents that will benefit from such
help,” Mr. Levine predicted. Con-
stituents he listed included automobile
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Lending panel members were (from 1.) Walter
Schmitz, s.v.p./lending administration, Richard
F. Ford, pres, and moderator, David L Kirkland,
v.p./real estate lending, Neil F. Bergenthal,
v.p./agricultural lending; and William K. Car-
son, a.v.p./credit section, correspondent banking
participations and overlines.

Investment panel members were (from I.) John
W. Fricke, a.v.p.; John W. Rowe, v.p.; Donald H.
Ludwig, v.p.; and Kenneth A. Bretthorst, a.v.p.

"What's-New-in-Banking" panel members were
(from 1.) Arthur E. S. Schmid, s.v.p./general
counsel; T. Barton French, s.v.p./corresondent di-
vision, and moderator; Calvin H. East, v.p./EDP
sales; Warren B. Wiethaupt, v.p./marketing &
planning; C. Vernon Fites, a.v.p./bond depart-
ment; and Vernon P. Schmidt, a.v.p./real estate.

dealers in 50 states, 10,000 suppliers
and the political impact of the United
Auto Workers.

Bankers polled during the meeting
for their answers to an economic sur-
vey believe unemployment in 1980
will be in the 7V"-9% range compared
to today’s 6% level. Some 47% of re-
spondents believe the prime rate
would range from 9-11%, while 41%
believe it will be in the 11-13% range.

A majority of bankers believe the
Fed’s tight-money policy will be effec-
tive in reducing inflation next year,

while housing starts will be below
those of 1979. Gold is predicted to
range between $300-$400 an ounce.

In the coming Presidential election,
respondents foresee Senator Edward
Kennedy (D.,Mass.) edging out Presi-
dent Jimmy Carter as the Democratic
nominee and Ronald Reagan as the
Republican nominee. According to the
poll, 34% of respondents predicted
Senator Kennedy would win, while
only 15% believe Mr. Reagan would be
the next President. = «
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Harris’ Sex-Discrimination Case

ON'T DO as we do; do as we
I J say” could be the slogan of
the U. S. government. This is what
may be gathered from looking at mate-
rial made public by Chicago’s Harris
Trust following an administrative
hearing on the government’'s sex-
discrimination case against the bank.
This is the first such case in the banking
industry to go to a full administrative
hearing. It was conducted by Rhea M.
Burrow, an administrative lawjudge in
the Labor Department, from August 6
to September 26.

At a press conference, the bank
made public copies of internal memos
and letters from U. S. Treasury de-
partment officials that showed they
believed the government’'s case against
Harris in 1975 was without foundation.

Speaking for the bank, John L.
Stephens, executive vice president/
public and employee relations,
pointed out that Harris’ attorneys tried
to place into the record statistics on the
Treasury Department’'s own work
force in its Chicago offices. As recently
as 1977, he said, in Treasury’s five job
grades — GS 14-18 — there were only
five women in these 194 staffpositions.
That is, to quote Mr. Stephens, “the
magnificent participation rate of about
2.5%.”

Mr. Stephens quoted what the gov-
ernment’s chief trial counsel said in
response to this poor showing: “The
government does not have to have
clean hands to enforce Equal Em-
ployment Opportunity laws. If the
government had clean hands to prose-
cute all areas it prosecutes in, obvi-
ously, it would be stymied.”

Harris used the news conference to
make public copies of internal memos
and letters from Treasury officials that
showed they believed the govern-
ment’'s sex-discrimination case against
the bank in 1975 was without founda-
tion.

The government's official com-
plaint, issued December 8, 1977,
charged that Harris Bank had an “af-
fected class” of women and minorities.
An affected class is defined as a group
of people who are suffering today from
effects of past discrimination, either in
terms of salaries or positions.

The correspondence, which was ob-
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tained recently from the government,
refers twice to “harassment” of the
bank and says, “If Harris ever decided
to go to a hearing, the government
would be laughed out of the room.”
In making these documents public
at a news conference, Mr. Stephens
said the government had turned over
three large boxes of documents, but

Computer Training Program
To Be Tested by BAI

PARK RIDGE, ILL. — The Bank
Administration Institute will conduct a
pilot test of a computer-based educa-
tion program.

Providing a new educational deliv-
ery system for the banking industry,
the computerized program will offer
different training modules for various
groups of bankers, such as tellers, in-
stallment lenders and marketing and
operations personnel. In the pilot pro-
gram, computer-based education
monitors will be available in 70 cities
throughout the U. S. to test bankers
on compliance matters.

“The BAI is starting with a test of
regulations because we feel that bank-
ers currently face a pressing need for
employee education and training as-
sistance in this area,” says BAI Chair-
man Carl W. Klemme, executive vice
president, Morgan Guaranty Trust,
New York City. “Regulations are hav-
ing a profound effect on all banks,
forcing major changes in their opera-
tions procedures. Keeping large num-
bers of bank employees adequately
informed on regulations is becoming
expensive.

“This automated delivery system
might be able to contain such neces-
sary educational activities while pro-
viding a more favorable cost/benefit
relationship,” Mr. Klemme says. “If
we decide to proceed with this idea,
we foresee the integration of other
computer-based educational efforts
ranging from new-teller training to
financial-statement analysis.”

Mr. Klemme says the BAI has been
consulting with bank compliance offi-
cers representing large, medium and
small banks about the test program’s
content.

MID-O

Progresses

had claimed privilege on an additional
56 documents.

One of the letters written by the
director of the Equal Opportunity
Program of the Treasury Department
to the director of the Office of Federal
Contract Compliance Programs of the
Labor Department says that the
OFCC'’s position on Harris is “admin-
istratively cumbersome, potentially
counterproductive for any possible af-
fected class member, unwarranted by
all the facts, unprecedented in the
OFCC'’s agency relations and obvi-
ously a desire for OFCC jurisdiction’
or “for reasons of harassment.” This
letter was dated August 6, 1975.

In another internal memo, dated
August 1, 1975, the regional manager
of Treasury’'s Equal Opportunity Pro-
gram wrote, “Harris Bank has been
such acooperative contractor up to this
point and is deserving of appreciation
on the part of the agency rather than
harassment from Treasury’'s OFCC
liaison.”

Mr. Stephens also referred to the
timing of comments made last July by
Weldon J. Rougeau, head of the
OFCCP, stating his intention to try to
debar Harris Bank August 6, when the
hearing began. Said Mr. Stephens:
“Mr. Rougeau made these comments
weeks before the hearings com-
menced. And what is more incredible,
the government’s statistician did not
complete his final computer runs that
contained the alleged discrimination
evidence against Harris until 3:40 a.m.
on the morning of August 7.

Harry V. Roberts, professor of statis-
tics, University of Chicago, analyzed
the government study and testified at
the hearing that the study had a serious
flaw in not taking the job at time of hire
into account, since responsibilities as-
sociated with jobs call for different
rates of pay. Second, in measuring
seniority, no distinction was made be-
tween full-time or part-time work.
Third, the government study did not
take into account important work ex-
periences related to skill attainment,
such as type of prior job, previous
managerial responsibilities or absence
rate of an individual while at the bank.

Mr. Stephens continued, “The
judge did not permit us to present into
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Gett

o know

your Commerce banker.

Steve Erdel graduated from
Westminster College in 1973
and joined Commerce Bank of
Mexico, Missouri the same

year. Before moving to

Kansas

City, he was involved with the
Audrain County Historical
Society. Outside interests
include snow and water
skiing, photography and

hunting. When you nee
good correspondent
banker with a lot of
agribusiness expertise,
look for Steve Erdel.

d a

Fred Coulson heads our
Correspondent Banking
Division. He's a University of
Kansas graduate whose career
took him to the finance and

insurance fields before
joining Commerce som

e 10

years ago. A Kansas City
Chamber of Commerce

member, Fred enjoys

tennis, golf, hunting and
sports. Fred Coulson has

the reputation as “the
dean of correspondent

bankers in the Midwest.”

/isSt

John Messina joined Commerce in

1949, and brings you the benefit of 30

years of banking operations experience.

He’s involved with fund-raising for the
YMCA and American
Cancer Society. John's
a coin collector and
jogger. In
correspondent banking,
he'll give you a good run
for your money.

YYlere the leading correspondentbank in the Midwest.

What canwe do far you?

+ Ccommerce Bank of Kansas Cit

10th & Walnut
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evidence the affirmative statistical
study developed by Dr. Roberts. He
prohibited the bank from presenting
its statistical case as a form of punish-
ment for the bank’s refusal to turn over
two privileged studies prepared in an-
ticipation of litigation. We were disap-
pointed at this sanction because we felt
Dr. Roberts’ painstaking study went to
the heart of the case.

“Unlike the government’s study,
Dr. Roberts measured avariety of fac-
tors related to salary determination at

the bank. To ensure that his research
strategies met the most stringent sci-
entific tests, the studies were reviewed
and confirmed by Dr. Arthur Demp-
ster, a distinguished statistician and
professor at Harvard University. Dr.
Dempster testified that the Michelson
study simply was inadequate (Stephan
Michelson, government statistician).
Dr. Roberts concluded, based on the
result of his studies, that Harris Bank
has been hiring and promoting em-
ployees on their assessed job qualifica-

Travelers Check Sales Streamlined

IRST CHICAGO Cheque Corp. is the premier issuer of Visa
travelers checks with an initial $1-billion printing. The firm has
designed an innovative selling system for the checks that streamlines
bank operations from customer sale to settlement and offers check

security.

Boxing champ Muhammad Ali (1.) was first person to buy Visa travelers checks from
A. Robert Abboud, First Chicago's ch. Bank is first U. S. issuer of checks that went on

sale in November.

Called ChegPack, the system heat-seals color-coded check packets
in a durable polypropylene film, rendering them tamper-proof. As
long as the CheqPack wrap is intact, tellers and customers know
they're protected against stolen or missing checks. The ChegPack
wrap is considerably more secure than envelopes, tabbed checks or
loose checks, according to First Chicago Cheque Corp.

The CheqgPack selling system includes:

= Prepackaged checks in color-coded envelopes.

< MICR encoded and pre-calculated purchase agreements.

= Customer-refund information slip.

e Check wallets.

= Simplified daily settlement forms.

= Refund-procedure Kkit.
= Resupply instructions.

= Annual sales volume reports organized by location and agent.
Also, First Chicago gives its Visa travelers check agents a ChegKit
Operations Guide that provides information and instructions neces-
sary for a smooth travelers-check operation and employee training.
The company reinforces the ChegKit with training in redemption
procedures, customer service and operations to maximize staff pro-

ductivity.
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tions. Secondly, female and minority
employees have comparable qualifica-
tions to those of white males at any
salary level.

“In other words, based on Dr.
Roberts’ studies, we find no evidence
of systemic discrimination.”

Mr. Stephens also referred to the
bank’s own equal-employment record.
He pointed out that over a 10-year
period (1969-78), women went from
2.7% to 21.6% of the bank’s officials
and managers. Within the category of
professional jobs, he continued, 46.9%
are women, compared with 28.6% in
1969.

A study of promotions at the bank,
according to Mr. Stephens, showed
that “In the years 1973 to 1977, promo-
tion rates for employees were either
identical for men and women or, at
most, just three percentage points
apart. For example, in 1973, 27% of
male employees and 27% of women
employees received promotions, in
1977, the numbers were 31% for men
and 34% for women.

No decision is expected on the case
by the administrative law judge until
sometime after December 5, when
oral argument is scheduled.

The recent hearing had its roots in
1974, when Harris Bank submitted an
affirmative-action plan to the Treasury
department. A compliance review of
the bank’s equal-employment-op-
portunity programs was held, and the
bank was informed officially by Trea-
sury that the comprehensive plan was
in compliance. However, in 1975, the
Labor Department took exception to
Treasury's compliance letter. In May,
1977, Treasury notified Harris of four
technical issues in the bank’s
affirmative-action program it believed
needed modification. Treasury also
raised the question of whether the
bank had an affected class of women or
minority employees.

Conciliation meetings were held to
resolve the issues. On August 24, 1977
— on aday when one of these concilia-
tion meetings was in progress — Trea-
sury issued a “show-cause” notice
charging that Harris Bank had dis-
criminated against women employees
and that it had failed to respond ad-
quately to Treasury. Harris Bank re-
sponded fully to that notice. However,
without acknowledging the bank’s
show-cause response, the Labor De-
partment issued its administrative
complaint December 8, 1977. Prior to
the August 6, 1979, start of the hear-
ing, the bank gave to the government
more than 80,000 pages of documents
for copying — besides its complete
computerized personnel records. « =
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HARLAND HARVEST

Prepare for the winter checkin religious art isHarland's Inspirational
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season with plenty of fresh products Series. Five expressive checks that

from Harlands 1980 Harvest. combine harmonious colors with
Our love for the land is reflected meaningful designs.

in America the Beautiful, Harland’s For a personal preview of our

most popular scenic. Five dramatic 1980 Harvest, ask your Harland

new scenes capturing the charm of representative.

try.
Our,:onu(;] hrznoring the symbolism of H A R LA N D
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By W. KENNETH BONDS

Chairman

Trust Committee

Liberty Nat'l Bank & Trust Co.
Oklahoma City

Allow Commingled Agency Accounts

OR YEARS, the trust industry has

been steadfastly pursuing the au-
thority to commingle agency accounts
and to have the opportunity to make
available to its customers a low-cost,
pooled-investment vehicle. Although
at present there are statutory restric-
tions prohibiting the collective in-
vestment of agency accounts, we be-
lieve the time has come for Congress to
respond to the country’s capital-
market needs and to permit the
modest investor a wider range of in-
vestment alternatives.

Congress needs to grant some rea-
sonable form of legislative relief if
these objectives are to be achieved
while, at the same time, providing ap-
propriate safeguards for investors.
With the ever-increasing number of
individuals who have the resources to
make investments, more opportunities
must be provided for participation in
capital markets. Commingled agency
accounts will provide more efficient
and widespread market participation
at areasonable cost. We intend to dili-
gently seek passage of legislation al-
lowing banks, through their trust de-
partments, to offer this service.

In fashioning this legislation, there
must be a recognition of the essential
differences in the regulatory
frameworks under which mutual funds
and banks operate. Certainly, investor
protection must be a primary concern
of any such legislation. This goal of
achieving investor protection can be
attained without perpetuating the
burdensome regulatory requirements
imposed on the mutual-fund industry.

W. Kenneth Bonds is immediate past
president, ABA trust division. He gave the
talk on which this article is based at a con-
ference on regulating securities activities of
commercial banks at New York University.
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Indeed, the sentiment for liberaliza-
tion is evident at the SEC in its recent
moves to integrate filings affecting '33
Act companies, reduction of restraints
on advertising and its announced in-
tention to review the '40 Act to lessen
some of its bureaucratic burdens. A
regulatory system can be fashioned
that is different from that presently ap-
plicable to the mutual-fund industry,
but that achieves the goal of providing
full disclosure and protection for the
investing public. It must be remem-
bered that, although mutual funds cur-
rently are subject to burdensome reg-
ulation, unlike banks there is limited

"Expanding the allowable
activity of commercial bank
trust and investment depart-
ments to include collective in-
vestment for agency accounts
would provide an important
alternative to the present
mutual-fund concept.”

continuous supervision of their opera-
tions. On the other hand, the banking
industry is subject to extensive and
continuous supervision through
periodic examinations by bank regu-
lators. This difference in regulatory
emphasis should be kept in mind in
any discussion concerning legislation
to enable banks to offer commingled
agencies.

As | already have indicated, costs
and burdens of the regulation placed
on the mutual-fund industry are, in my
opinion, disproportionate to the pro-
tections they may provide. | believe a
more simplified system can be de-
veloped without sacrificing any inves-
tor protection. Banks for years have
operated common-trust funds and

commingled pension-trust accounts
without this burdensome regulatory
overlay, and no cases ever have been
brought to my attention where par-
ticipating trusts were not properly pro-
tected. Investment performance may
vary, but that is not related to issues of
proper disclosure. The modern regula-
tion we advocate would be shaped by a
concern for appropriate controls over
the particular service offered to
achieve essential investor protections
and cost effectiveness. Such regulation
should fall equally on the provider of
that service regardless of whether itis a
bank or a mutual fund.

Enactment of such legislation will
allow us to service the agency-account
customer properly. Our agency cus-
tomers would be able to take advan-
tage of investment vehicles we cur-
rently are able to offer only to trust
accounts. Bank commingled pension-
trust funds and common trust funds
include avariety of investment options
such as equity funds invested in varied
size and type companies, fixed-income
corporate bond funds and tax-exempt
bond funds. This greater diversifica-
tion would allow for better perform-
ance for our agency customers. And
collective investment would open up
investment options from which indi-
vidually managed accounts now are
foreclosed because of high minimum-
size requirements.

Additionally, such accounts would
fill a real need in the marketplace.
Their availability would broaden the
base of capital-market participation.
This kind of account would be attrac-
tive especially to middle-income
families, who, until now, have not had
access to investment-management ad-
vice available through their local trust
bankers. Collective investment —
with its economies of scale — would
permit us to offer the smaller investor
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DON'T HORSE
AROUNDW ITH TRUST

eepyourcustomersontherighttrailwith pension
and profit-sharing plansfromThird National.

Yourcustomers depend onyou to provide
them with the bestfinancial services, includ-
ingsome you may notbe ready to offer on
your own. Corporate pension plans, for ex-
ample —or profit-sharing. At Third National,
we have the largest, mostcomplete and
most experienced Trust Departmentinthe
Md-South.

MID-CONTINENT BANKER for December, 1979

Digitized for FRASER

https://fraser.stlouisfed.org
Federal Reserve Bank of St. Louis

Infact, the Frank Russell Survey show-
ed that, inthe managementofpooled fixed
income accounts, the Trust Division of Third
National ranked fourth among 104 banks
across the nation. And we're constantly look-
ing to add innovative new services, like the
Investment CDs we offer employee benefit
plans. We stay inthe saddle, ready togo to
work through you for your customers. We

can helpyou keep their Trust. Callone of
ourcorrespondentbankers today for
thewhole bit. Our Tennessee WATS
is (800) 342-8360. Inneighboring states,
dial (800) 251-8516.

T i
THIRD
NATIONAL

In Nashville
Member FDIC
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Holiday greetings
from your correspondent friends at

We try to wear our smiles all year long. But par-
ticularly during the holiday season when we count
down another good year with our many friends in
the banking community.

The Correspondent Division of First Na-
tional Bank of Kansas City has nearly one hun-
dred years experience growing with the Midwest.

Helping with strength and security during good
times and bad.

Our specialists (pictured left to right, back
row to front) are John Fowler, John O’Connor,
Jim Stallbaumer, Gene Foncannon, Don
LacKamp, Helen Fisher, Bob Shultz, Paul Ward,
George Dudley, Linda Caskey and Dean Howard.

FIRST NATIONAL BANK

OF KANSAS CITY
10TH AND BALTIMORE O BOX 38 O KANSAS CITY, MO 64183 O (816) 221-2800 O MEMBER FDIC
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an attractive alternative at areasonable
price.

For a long time now, the mutual-
fund industry has been able to offer the
small investor the advantages of
collective-investment vehicles. A sur-
vey performed by Marshall Blume &
Irwin Friend of the Wharton School
raises the possibility that the mutual-
fund industry may not be responding
fully to the needs of these investors.
The problem may be high cost, infla-
tion, disillusionment over equities
generally or other factors. Nonethe-
less, excluding money-market funds,
participation in mutual investment is
relatively low and has been declining
over time. Shareholder accounts have
declined in recent years from 10.9 mil-
lion in 1971 to approximately eight
million today. Is it just possible that a
part of this important investor army
might be re-enlisted if bankers were
allowed to serve them? We think so,
and we feel this is further evidence of
the need to create viable alternatives
for the small investor.

The current legislative structure
may provide some insight into the de-
clining share of the market held by
mutual funds. Let's recall first that
Glass-Steagall's artificial barrier to
competition has created monopolies;
as aresult, the consumer has been de-
prived of economical investment al-
ternatives.

The small investor with a signifi-
cantly reduced set of investment op-
tions may decide to refrain from par-
ticipation in the capital market or may
choose direct self-managed participa-
tion or participation in mutual-fund in-
vestments. Expanding the allowable
activity of commercial bank trust and
investment departments to include
collective investment for agency ac-
counts would provide an important al-
ternative to the present mutual-fund
concept. It would open securities mar-
kets to individuals who thus far have
refrained from participating for what-
ever reason. That the mutual-fund in-
dustry has been unable to attract and
keep these accounts magnifies the
necessity for new providers.

Our institutions are logical pro-
viders of such a financial service. Our
experience in financial management is
a good indicator of the quality services
we could provide the public. The his-
torical facts amply demonstrate that
individuals with varying amounts ofre-
sources have voluntarily chosen a trust
institution to manage assets having
substantial value. We think that's a
pretty good customer vote of confi-
dence. More importantly, the public
would have a choice. Promotional in-

centives connected with com-
mingled-agency accounts would be no
greater than those connected with ser-
vices bank trust departments currently
offer. And just as our customers now
shop for the best possible trust and
commercial-banking services, so will
they act with commingled accounts. If
mutual funds are able to offer a better
and more profitable service, they de-
serve the business — and the rewards
that go with it. The effect of our entry
into this area is certain to be that —
through competition — the consumer
will be offered wider choices for in-
vestment services.

The mutual-fund industry has ex-
pressed some concerns about our entry
into the field. One of these concerns is
the alleged conflict-of-interest ques-
tion, which we find to be no greater for
commingled-agency accounts than it
would be for existing trust and agency
accounts. It is well known that securi-
ties laws prohibit individuals and in-
stitutions from trading on the basis of
insider information. In the last two
years, banking agencies have pub-
lished their guidelines for develop-
ment of internal procedures to sepa-
rate commercial and investment areas
of banks. All banks are required to
have these procedures in place, which
frequently are referred to as “The
Chinese Wall.”

Similarly, concern over excessive
risk to a bank’s stability is inapplicable
since no bank funds are connected with
a collective-agency account. The un-
warranted fear exists that depositors
might mistakenly correlate fund per-
formance with the banking entity’s
reputation for financial soundness. If
such a connection were to be made
(which is doubtful in this enlightened
age), educating the public about the
facts would seem to be the logical re-
sponse. A statement to that effect
would, to us, seem to be appropriate in
the preliminary stages to avoid any no-
tion that bank funds were connected to
these accounts and work unfairly
against our competitors.

There also is the contention that the
large bank may have an unfair competi-
tive advantage attracting agency cus-
tomers solely because of the bank’s al-
ready existing customer base and the
customer’s perception of a bank as a
logical provider of financial services.
However, this clearly would not al-
ways be the case. There would be no
reason for existing accounts to transfer
from a securities firm that was provid-
ing satisfactory performance and com-
petitively pricing the product.
Moreover, if funds flow into bank-
agency accounts, itis much more likely
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In the class of correspondent Memphis Bank & Trust is Transfers and Business
bankers, three Senior Vice  building the fastest growing Referrals. They can

Presidents head the list... Correspondent Bank provide expert advice on

Lynn Hobson, Gus Morris Department in the South. Insurance, Regulatory

and Jim Newman. They With a full staff behind Affairs, New Banking

also happen to head the them, they deliver arange  Services, Advertising and

Correspondent Bank of services senior by Marketing, Training

Department at one bank... comparison including: Personnel... even the

Memphis Bank & Trust. Transit, Data Processing, designing of bank facilities.

They carry those titles and Visa and Master Charge, Our seniors are pure

that kind of responsibility Draft Collection, Invest- class. Give them acall.

for good reason. ments, Federal Funds, In Tennessee, 1-800-582-6277,
Their experience and Safekeeping, Credit In other states, 1-800-238-7477.

knowledge is Assistance, Loan

senior among the area’s Participation, Trust MEMPHIS

correspondentbankers. Services, Wire BANK®?”

Under their TRUST

leadership,
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that these funds will come — not from
existing mutual funds — but predomi-
nantly from depository institutions.
Most likely, the banking industry will
channel funds previously held in time
and savings deposits into the capital
markets. Rather than competing for
existing mutual-fund customers, we
will be soliciting new entrants and, not
too incidentally, new brokerage com-
missions for the securities industry.
We will be expanding the aggregate
amount of equity capital, broadening
the base of investor participation and,
in general, adding strength to the mar-
ket.

We are not trying to capture a seg-
ment of the existing mutual-fund mar-
ket. We expect to expand that con-
stituency substantially. As well as
broadening the customer base,
commingled-agency accounts would
allow smaller institutions to serve their
clients without creating trusts. We
have about 750 banks in the nation now
operating common-trust funds, and
virtually any or all would be candidates
to offer commingled-agency services,
provided costs of disclosure and regu-
lation were not excessive. With local
banks serving as managing agents,
more individuals would become aware
of investment opportunities. It is im-
portant for both the banking and
mutual-funds industries to see con-
structive and enduring solutions to
problems of capital formation that
threaten both our interests, as well as
those of the country’s economic sys-
tem.

The American Bankers Association’s
trust division has embarked on an ef-
fort to seek changes in Glass-Steagall to
allow commingling of agency funds.
We recognize, however, that before
lessening restrictions of Glass-Steagall
on banking activities, Congress must
consider the purposes for its enact-
ment and whether these or any other
purposes outweigh the benefits that
would be gained by such change. We
believe that any possible conflicts can
be dealt with fully through regulation,
supervision and internal management.
The practical advantages clearly out-
weigh the theoretical dangers. In
order to offer these new investor ser-
vices, we accept the fact of reasonable
regulation. Bankers have lived with
regulations for along time. Our nation
and its economy desperately need the
freeing up of the marketplace. We are
seeking a regulatory environment in
which we can serve the public better
and can compete freely as equals. We
believe everyone, and that includes
the mutual-funds industry, will bene-
fit. ==

Firm Supplies Scoreboards
For Olympic Winter Games
In Lake Placid, N. Y.

Although companies cannot enter
the XIIT Olympic Winter Games in
Lake Placid, N. Y., Daktronics, Inc.,
of Brookings, S. D., has won over its
competition there.

The company’s product — elec-
tronic scoreboards — will be located at
each of the 1980 Olympic sports sites.
Daktronics, Inc., was chosen last Sep-
tember as the official supplier of
scoreboards that will instantly relay
performance times and finishes of
Olympic competitors to all viewers.

“It's certainly a milestone for our
company,” says Aelred Kurtenbach,
Daktronics president. “When we
started in 1969 (with two employees
and a 250-square-foot warehouse), the
people in Brookings didn't even know
who we were, and now our product
will be exposed to people from all over
the world.”

In addition to being seen by Olym-
pic ticket-holders, the scoreboards will
be seen by an estimated 900 million
television viewers.

Since 1969, Daktronics has ex-
panded its staffto 123 and has become
one of the nation’s leading innovators
of electronic displays. The company
supplies electronic voting systems,
scoreboards, time-and-temperature
displays and message centers for
arenas and sports complexes.

At the Olympic games, the
scoreboards will be used to light up
results for ski jumping, cross-country,
speed skating, hockey, bobsled, luge
and biathlon and alpine skiing events.

Each of the nine scoreboards was
custom designed for the games. The
largest is 20 x 43 feet at the 70- and
90-meter ski-jumping site. As many as
2,943 incandescent light bulbs are
needed to display some of the results,
Mr. Kurtenbach says.

The scoreboards are more intricate
than they seem. Special computer
programs had to be written to accom-
modate the rules of each sport.

Trained volunteers from the Lake
Placid Olympic Organizing Commit-
tee will operate the scoreboards. Also,
eight Daktronic employees will be
there should problems occur, Mr.
Kurtenbach says.

After the games are over, most of the
scoreboards will stay in Lake Placid
because the organizing committee has
a contract to purchase them then.
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Putourstaff
on your staff.

TRANSIT-CHECK COLLECTIONS

COIN & CURRENCY INTERNATIONAL BANKING

Sometimes it takes more than one to reach a goal.
That iswhere the Whitney comes in. For over 90 years,
the Whitney reputation for sound banking knowledge
and reliability has been a strong factor for success in
correspondent banking.

The Whitneywould welcome the opportunity to join
with your organization to achieve mutual goals.
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NEWS OF THE

= Harvey Kapnick, former chair-
man, Arthur Andersen & Co., was
elected deputy chairman/director,
First Chicago Corp., and its sub-
sidiary, First National, Chicago. He
retired as senior partner of the ac-
counting firm in November. Mr. Kap-
nick joined Arthur Andersen in 1948
and became a partner in 1956. He be-
came managing partner of the firm's
Cleveland office in 1962 and a director
in 1966. He was named chairman/CEO
in 1970.

YEAR'S BIG GIFT

STOP

OVER REGULATION
OF BUSINESS

INFLATION
GOV. WASTE

Send for your copy of "Business
Speaks Up" today. Tells how all
businesses benefit consumers, em-
ployees and the nation. Tells
readers how they can do their
part in squelching falsehoods about
business. How to help eliminate
over regulation of business and
jobs. How to help stop the Kkiller
inflation. Send for your copy today.
Use the book as a gift. You do
yourself and others a BIG favor.

$6.95

Enclose check with order
Two color flexible cover

Book Dept.
MID-CONTINENT BANKER
408 Olive St.

St. Louis, Mo. 63102

e Lewis T. Preston has been named
to succeed Walter H. Page as
chairman/CEO, J. P. Morgan & Co.,
Inc., and its subsidiary, Morgan
Guaranty Trust, New York City, when
Mr. Page retires December 31. Mr.
Preston is president of the HC and
bank. Succeeding Mr. Preston as
president of the HC and bank will be
Robert V. Lindsay, executive commit-
tee chairman. Dennis Weatherstone,
vice chairman, will become executive
committee chairman. Mr. Preston en-
tered banking at Morgan in 1951. He
was named executive vice president/
international division in 1968 after he
headed the bank’s London offices. He
became vice chairman, director and
corporate office member in 1976 and
has been president since 1978.

= Donald L. Hunt, president/CEO,
First National, Marissa, 111, and Mary
R. P. Holt, president, Clothes Horse
and Et Cetera, Little Rock, have been
elected directors of the St. Louis Fed.
They were elected to three-year terms
beginning January 1, 1980.

Walter L Ireland Dies

Walter L Ireland, 64,

died November 3. He

was v.p., corre-

spondent div., First

Tennessee Bank, Mem-

phis, which he joined

in 1946. He worked in

the proof, transit and

credit departments be-

fore being given corre-

spondent duties in

1953. In 1958, Mr.

Ireland was promoted

tov.p. and, in 1972, assigned to managing the
bank's correspondent activities in Kentucky, Mis-
souri, lllinois and Louisiana.
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When portfolio management _
becomes a second full-time job, you need a full-time

investment management service.

Subscribing to the Harris Banks AMAS phone call to your AMAS representative.
(Asset Management Advisory Service) isa Harris Bank AMAS can be an invaluable
convenient way for you to give your fixed tool in keeping up with market conditions
income portfolio the attention it deserves and other factors that affect your

without taking valuable time away from investment decisions.

your other responsibilities. You can learn more about AMAS by
AMAS is a“one stop” investmentservice  contacting your Harris Banker, or by

that makes the capabilities of the Harris writing or calling the Harris Bank

Bank and its Investment Department Investment Department at 312/461-3287.

available to you in four key areas: advice,
execution, cashiering and reporting.

In addition to advisory and functional
services, AMAS also offers you the kind of
individual attention that permits Harris

investment experts to meet changes in
portfolio requirements and strategies Ybu .ShOUId have a
when you need them. All it takes is a Harris Bankero

5= HARRIS
i [tt§ BANK.

Harris Trust and Savings Bank, 111 W. Monroe St., Chicago, - 60690. Member F.D.I.C.. Federal Reserve System.
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Regulatory News

gnbusiness is

from seed to shelf

letcher Maynard, V.P.
Bank Division

= Requirements for documentation

More Reg E Provisions Made
of EFT by operators of EFT services

By Federal Reserve Board
To Implement EFT Act

The Fed has adopted additional pro-
visions of its Regulation E imple-
menting the Electronic Fund Transfer
Act. It also published for further public
comment — by November 15 — re-
visions of several proposed provisions
of Reg E.

Additions adopted deal with:

= Requirements for disclosures to
consumers who use EFT services.

= Exemptions for transfers made to
buy or sell securities and for transfers
of funds within an institution.

= Record retention.

< Relation of the federal Electronic
Fund Transfer Act to state law on this
subject.

= Requirements for compliance
with certain provisions of the act by
those offering electronic fund transfer
services.

The exemptions became effective
November 15. The remainder of the
new Reg E rules will become effective
next May 10, the effective date of the
sections of the act on which the rules
are based.

The proposals, which are substantial
revisions of previous ones, deal with:

Consumer Hot Line Begins

The FDIC has introduced a toll-
free consumer telephone hot line.
It's designed to allow the public to
ask questions, present views and
voice complaints about consumer or
civil-rights matters in banking. The
number is 800/424-5488 and is in
daily service, Monday through Fri-
day, from 8:30 a.m.-5:15 p.m., east-
ern standard time.

According to FDIC Chairman Ir-
vine H. Sprague, the new program
will help the FDIC evaluate its ad-
ministration of consumer-protection
statutes. He believes banks will ben-
efit, too, because the service can be

(designed to give consumers a record
comparable to the record resulting
from transfer of funds by check).

< Notification requirements — in-
cluding a modified telephone-notice
proposal — in connection with pre-
authorized electronic crediting of
funds.

= Allocation of responsibility for
compliance when EFT services are
performed by a financial institution in
which the consumer does not have an
account.

= Requirements for prompt credit-
ing of funds received electronically by
a financial institution for a consumer’s
account.

= Procedures for resolving errors.

e Charges by financial institutions
for actions and services (such as
documentation and error resolution)
required by the act or Reg E.

Insurance Sales Allowed HCs
In Under-5,000 Communities

The Fed has revised Regulation Y to
authorize bank HCs or their nonbank
subsidiaries to act as agents for the sale
of general insurance in communities
with populations of less than 5,000.

The Fed acted in conformity with
court action requiring it to reconsider a
1971 rule permitting this activity and
after consideration of comment re-
ceived on a proposal to alter the lan-
guage of the 1971 rule.

The revised rule permits bank HCs
or their nonbank subsidiaries with
principal places of banking business in
communities with populations of 5,000
or less to sell any type of insurance in
those communities.

The Fed deleted a provision of the
previous rule allowing such activity in
communities with inadequate in-
surance-agency facilities.

FIRST
TENNESSEE
BANK

N.A. MEMPHIS

expected to help resolve disputes
stemming from customer confusion
or misunderstanding of proper
banking practices.

The new service was proposed and
is being administered by Henry
Newport, director of the FDIC’s Of-
fice of Consumer Affairs and Civil
Rights.

1-800-582-6201 (in TN)
1-800-238-7303 (outside TN)

»'Registered Service Mark owned and licensed by
First Tennessee National Corporation Member FDIC,
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Washington Wire

Expected Legislative Packages Emerging

NTIL the moment of final pas-
U sage of major financial legislation,
the legislative process multiplies the
number of questions for bankers as it
moves along. Observers of the legisla-
tive process never can be certain what
elements of various bills will become
law, and what provisions will be bar-
gained away or dropped, as the final
decisions are made on Capitol Hill.

Yet the context and tone of the
legislative process can suggest the
probable parameters of final congres-
sional action. At press time, that
seemed to be the case with legislation
that could deal with a broad range of
banking issues — Regulation Q reform
and NOW accounts, the Fed'’s ability
to manage monetary policy through its
reserve-setting power, a federal over-
riding of certain state usury laws and
simplification of the Truth-in-Lending
Act. The context for banking legisla-
tion this year appeared to be one of
opportunity, rather than one of
hazard-control.

The expected banking legislative
packages are emerging in both the
House of Representatives and Senate.
Taken together, the House and Senate
packages deal with all major issues that
concern bankers. The crucial question
for bankers is how the two differing
packages will be melded into a single
act by a “conference committee.”

In the aftermath of early November
Senate approval of milestone financial
legislation to enhance competition and
give savers a better return on their
savings, bankers were focusing on
three clear goals: to ensure that any
final bill that becomes law contains re-
lieffrom Regulation Q for small savers;
to analyze the new Senate bill, identify
any unwanted elements it may contain
and seek to have them excluded from
the final legislation; and to persuade
the House and Senate to address the
Fed issue before Congress adjourns.

The Senate bill (which embodies
linkage of the Regulation Q and
NOW-account issues that bankers

Editor’s Note: This column was prepared
by the ABA’s public relations division.
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have been urging for several years)
would permit NOW accounts nation-
wide, legalize financial services that
were imperiled by a federal Appeals
Court ruling, phase up all Regulation
Q ceilings over a 10-year period, ex-
pand thrift institutions’ asset powers
and override state usury ceilings per-
manently for mortgages and tem-
porarily for certain other loans.

As almost always happens when
complex legislation is being debated,
some objectionable provisions were
added to the Senate bill. The legisla-
tive process always carries the possi-
bility of problems along with the op-
portunity for constructive action. Un-
printed amendments that were only
partially described when they were
presented have produced provisions
the ABA is examining closely.

One such unwanted provision
(which has never been discussed by
the Senate Banking Committee) would
give federal mutual savings banks an
unwarranted new range of bank-like
powers. (MSBs have the option of con-

No Fed-Membership Bill

WASHINGTON, D. C. — The
Senate’s last-minute effort to pass
Fed-membership legislation before
Congress adjourns this year met de-
feat last month in its Committee on
Banking, Housing and Urban Af-
fairs.

The committee voted to call up a
bill sponsored by Senator John
Tower (R.,Tex.) that would pay
interest on required reserves to keep
banks from leaving the Fed system.
However, Committee Chairman
William Proxmire (D.,Wis.) then
gave up the attempt to pass the Fed
bill this year.

The action caused shock waves be-
cause the committee was expected to
bring up a different bill, one spon-
sored by Senator Proxmire. It would
have tried to solve the Fed'sproblem
by requiring all depository institu-
tions to post reserves with the Fed.
This bill was favored by Fed Chair-
man Paul Volcker and the ABA.

verting to federal charters, though
none have done so yet.)

However, the ABA will work for
passage of the basic Senate bill, which
reflects many elements of the consen-
sus positions adopted by bankers who
are members of the Banking Leader-
ship Conference.

Major elements of the Senate NOW
account/Req Q bill that are responsive
to the consensus of the ABA's Banking
Leadership Conference would:

= Phase up all Regulation Q deposit
interest ceilings over a 10-year period,
in the process making meaningless the
interest rate gap that discriminates
against bank savers and banks.

= Overturn the Appeals Court rul-
ing and legalize bank savings-to-
checking automatic transfers, credit
union share drafts and S&L remote-
service units.

= Authorize NOW accounts nation-
wide (except for California) with a uni-
form rate ceiling for all financial in-
stitutions and provide that, eventually,
the rate ceiling on share draft accounts
should not exceed the ceiling for NOW
accounts.

= Override state usury ceilings for
farm and business loans over $25,000
until July 1, 1980, and override state
constitutional usury provisions for
those loans until July 1, 1981, setting a
floating federal usury ceiling at 5%
over the discount rate.

= Override all state mortgage usury
ceilings permanently unless state
legislatures reinstated their statutes
within two years.

= Urge (but not require) eventual
reduction of minimum-deposit re-
quirements to $1,000 for all certificates
of deposit whose minimums are cur-
rently above that level, including the
$10,000 Treasury-rate money market
certificates of deposit. Any one of the
financial institution regulators could
block this change.

= Greatly simplify and improve the
Truth-in-Lending Act.

e And, conditional on reform of
Regulation Q, authorize S&Ls to in-
crease their credit-card and consumer
lending, deal in commercial paper and
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Nothing moves faster than the fast food
business. And when our correspondent, Security
National Bank in Walnut Creek, California, was
approached by a rapidly-expanding chain of pizza
restaurants, they knew they had to commit to the loan
without delay.

But to meet their customer’s financing needs,
Security National had to have a quickly-approved
upstream participation. They contacted Chase
correspondent banking Relationship Manager, Meg
Sipperly. Meg wasted no time in gathering all the
pertinent information. Within 48 hours, she was able to
tell Security National that Chase would not only
participate, but would assist in structuring the credit
arrangement. And only afew days later, she was in
California to close the loan —and have her first taste

Margaret C. Sipperly, Relationship Manager, Correspondent Banking

of one of the client’s pizza specialties, King Arthur’s
Supreme.

Nobody responds faster

Fast, knowledgeable answers on loan
participations is the way we do things at Today’'s Chase.
We know that our correspondents need that kind of
response if they are to continue to serve their valued
corporate customers effectively. And there’snothing
we like better than helping our correspondents develop,
maintain and strengthen customer
relationships. Ifyou need afast response ~  ---—-- ~
on a loan participation, you can i i
always count on your | [
Chase Relationship Manager. No=
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establish trust departments on the
same basis as banks, in order to assist
them in adjusting to the other changes
the legislation would cause.

Although it is impossible to predict
the outcome of the conference com-
mittee’s negotiations, it isworth noting
that all the Senate bill's provisions ex-
panding thrift institutions’ powers (ex-
cept NOW authority) are contingent
upon reform of Regulation Q. In other
words, the Senate has expressed its
commitment to the linkage of these
issues and its unwillingness to expand
thrifts’ powers without simultaneously
reforming Reg Q.

In contrast to the Senate bill, the
House legislative package, as of this
writing, would only extend NOW-
account authority nationwide, over-
turn the Appeals Court ruling and ad-
dress the Fed issue.

Approaching conference commit-
tee, leadership of the House Banking
Committee appeared to be attempting
to resist the momentum generated by
the Senate bill as far as reform of Reg-
ulation Q was concerned.

On the Fed issue, the House pack-
age would cut Fed reserve require-
ments by about two-thirds and leave

AOW

voluntary Fed membership in place.
But ifthe Fed’sreserve coverage fell to
67.5% or less of the nation’s deposit
base, the House bill would provide
mandatory Fed reserve requirements
for all depository institutions.

The expected banking
legislative packages are
emerging in both the House of
Representatives and Senate.
Taken together, the House and
Senate packages deal with all
major issues that concern
bankers. The crucial question
for bankers is how the two dif-
fering packages will be melded
into a single act by a "confer-
ence committee.”

The approach the Senate Banking
Committee was considering would
give the Fed reserve-setting authority
over all depository institutions’ trans-
action accounts and cut reserve re-
quirements substantially for existing
Fed members. The committee also

YOUR DIRECT LINETO

PROMPT, PERSONAL
CORRESPONDENT
BANKING SERVICES

For knowledgeable, personalized
attention to correspondent
banking problems...

yououghtto knowa
DETROITBANK-erl*yaY tay
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DETROIT
BANK
& TRUST

Member FDIC
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was considering a proposal by the Fed
chairman that the central bank be
granted standby authority to impose a
supplemental reserve requirement as
a “safety net” the Fed could use (with
certain safeguards) following the re-
serve cuts the pending bills would ef-
fect. The-supplemental reserves would
earn interest. The ABA was supporting
the Senate bill and the Fed chairman’s
proposal as part ofabroad effort toward
competitive equality. = =

Mfg. Hanover Corp. Agrees
To Buy Finance Subsidiaries
Of First Pennsylvania Corp.

NEW YORK CITY — Manufactur-
ers Hanover Corp. (MHC) and First
Pennsylvania Corp. (FPC), Philadel-
phia, have agreed in principal for
Manufacturers Hanover to purchase
First Pennsylvania’s consumer-finance
subsidiaries and mortgage-servicing
activities of its subsidiary, Pennamco,
Inc. Purchase price would be about
$106.5 million.

Subject to regulatory approval,
MHC would acquire all of First Penn-
sylvania’s  consumer finance-
subsidiaries: CommoLoCo, Inc.; Con-
tinental Finance Corp. of America;
Ellwood Consumer Discount Co.,
Inc.; Investors Loan Corp. and Indus-
trial Finance & Thrift Corp., aswell as
First Pennsylvania Financial Services,
Inc. Retaining their separate iden-
tities, the companies would operate
under the general supervision of Ritter
Financial Corp., MHC’s consumer-
finance subsidiary. The acquisition
would extend Manufacturers Hanover
coverage throughout the Sunbelt re-
gion from California to Florida, where
Ritter is not now represented. Com-
bined assets of the companies would
total $451 million, with 423 offices in
25 states, Puerto Rico and the Virgin
Islands. Ritter now has 153 offices in 12
states.

Also, the agreement calls for MHC
to purchase certain assets of Pen-
namco, Inc., including $2.3 billion of
its mortgage-servicing portfolio and
seven branch offices. These activities
will be added to those of MHC's
mortgage-banking subsidiary, Man-
ufacturers Hanover Mortgage Corp.

Manufacturers Hanover Corp. is the
parent company of Manufacturers
Hanover Trust, the nation’s fourth
largest bank. First Pennsylvania Corp.
is the parent company of First Penn-
sylvania Bank.
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THE NBYV BANKING SYSTEM wais that aren

really walls. Privacy achieved with open space and flexibility. No closed
doors. No inflexible hallways or offices. You're looking at an area in a major
bank using the most efficient system in commercial design today... modular.
The system, one of several we offer, and the design came from us, Arrow
Business Services. Modular office systems are just one of the ways well make
every square foot you have work for you, flexible enough to change as you do.
We have 16,000 square feet of ideas in

our showroom and 25,000 square feet of HRROU*
active inventory to back them up. With

) BLEINESS SFHRCES INC
our bank experience, we're sure to have an affiliate of Memphis Bank & Trust
A ) A 3050 Millbranch « Memphis, Tennessee 38116
the right idea for you. Give us a call. 901/345-9861
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Community Involvement

Save, Save, Save:

Ways to Conserve Energy
Outlined in ABA Booklet

The ABA’'s marketing division has
developed a 32-page, two-color book-
let filled with illustrations for distribu-
tion through bankers to communities.
It is entitled “Ways to Beat the Energy
Crisis in the Home.” The booklet at-
tacks the energy crisis head-on with
specific suggestions for conserving
energy the average person can imple-
ment at home.

There is information on meter
reading, lighting, hot water tanks,
heating, insulation and household
areas. Also included is a checklist for
customers to use in evaluating the
progress of their energy-conservation
program. The ABA points out the ul-
timate proof of customers’ success in
energy savings will be their monthly
energy-use charges, but these printed
guidelines can help them get those
lower utility bills.

The ABA is recommending distribu-
tion of the booklets, which can be im-
printed, to communities by mail, at the
teller's window, in counter literature
racks and as local radio/tv giveaways.

Stampede!

Runners Enter Race
To Benefit YM/YWCA

St. Joseph Valley Bank, Elkhart,
Ind., in cooperation with the Elkhart
YM/YWCA, has sponsored a “stam-
pede.” This second annual event gave
runners who entered the race the
choice of completing a five-mile or

Jack Lorri (1), starter for this year's Stampede,
records course distance measured by Tom Ertel,
s.v.p., St. Joseph Valley Bank, Elkhart, Ind., as
Elkhart YMCA Director Chuck Best (r.) looks on.
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10-mile course. Trophies were
awarded for the best finishing times in
various categories, and everyone who
crossed the finish line received an offi-
cial finishing time and afree Stampede
T-Shirt.

In addition to agood time, stampede
runners made a contribution toward
the construction of a new outdoor run-
ning track for an Elkhart YM/YWCA.
According to Terrence Brennan, bank
president, the first stampede held last
year grew out of the need for an out-
door track. “Running enthusiasts and
members of the Elkhart Y’ had com-
plained about the lack of an outdoor
track at the otherwise well-equipped
facility,” Mr. Brennan explained. “In
response, people from the bank, many
ofwhom are avid runners, got together
with directors of the 'Y’ and came up
with the idea of sponsoring a race to
generate funds toward construction of
a new track.”

Communications Link:

Teletype Machine Installed
To Help Deaf Customers

Handling business by telephone is a
routine matter — unless you're deaf.

Communications problems of hear-
ing-impaired people led Lakewood
Bank, Dallas, to install a teletype
machine (TTY), which operates over
standard telephone lines for the con-
venience of its deaf customers.

Lakewood Bank is believed to be the
first bank in Dallas to make the service
available.

“The machine is used for any type of
transaction that can normally be
handled by phone,” says Robert L.
Burns, the bank’spresident. “The TTY
can save a trip to the bank to transfer
funds from an individual’s checking ac-
count to savings, for example.”

Another use is to arrange an ap-
pointment with a loan officer, who will
be prepared to handle the special
communication requirements. Grace
Perez, a Lakewood loan teller who is
adept at sign language, frequently
serves as interpreter.

Some 600 TTYs in Dallas County
link homes of deaf persons with one
another and public agencies such as
police and fire departments, library
and tax offices.

Just Part of Team:

Bank Donates Money
To Reinstate Sports

Commerce Bank of Willard, Mo., is
not trying out for the team. But it is
supporting the teams and athletic pro-
grams of Willard Junior High School.

The bank stepped in with a $3,500
donation to reinstate athletic programs
that were about to be cut from the
district's extracurricular activities be-
cause of budgetary belt-tightening
measures. Belt-tightening was neces-
sary after the district's proposed tax
levy was defeated five times during the
last two years.

“Our board feels all extracurricular
activities, particularly a sports pro-
gram, are important to students and
the community,” says Robert E.
Smith, the bank’s president. “As a
bank we don’t support or oppose the
passage of the school levy. We just
want to keep sports available to the
students.”

Mr. Smith adds, “We don’t want to
run the schools, but we can provide the
money needed until the school system
can get back on its feet and make it
through these tough financial times.”

No. 5

Free-Enterprise Series
Adds Title to List

American Fletcher National, In-
dianapolis, is introducing its newest
addition to its Fundamentals of Free
Enterprise booklet series. The latest
title is Productivity: Americas Critical
Need to Work Smarter. The booklet
examines why productivity increases
in the U. S. have fallen behind most
other industrial nations. It also
suggests steps the nation can take to
restore high productivity rates such as
those that characterized the early
1960s.

As with earlier booklets in the se-
ries, the productivity essay is directed
mostly to a teenage audience.

“We hope the series is contributing
to a better understanding of our eco-
nomic system,” said Frank E. McKin-
ney Jr., American Fletcher National
chairman.

The bank has distributed more than
350,000 copies of the earlier booklets,
mostly to school systems.
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Emaloyee
Benefits

All Risk
Safe

There’s nothing puzzling about
bank insurance to Scarborough

For 60 years Scarborough’s only automatically provides 60 days of
business has been to find solutions coverage for trust properties, includes
to bank insurance problems. This coverage for truth-in-lending liability,
specialization has led us to design and contains a dividend provision.
many original coverages to fit banks’ Scarborough pioneered many of the
unique exposures to loss. coverages needed to complete the
Scarborough’s exclusive Bankers modern bank’s insurance picture.
Special Bond, for example, fills many Among these are Directors and
ofthe important coverage gaps Officers Liability, Trust Operations
left open in the standard blanket Surcharge Liability, Transit Cash Letter
bond form. Our Bankers Business Insurance, and Lenders Single Interest.
Guard property/casualty program Call or write us. Let Scarborough put

the pieces together for you.

the bank insurance people

222 North Dearborn Street, Chicago, Illinois 60601. (312) 855-3100
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Corporate

e Brandt, Inc. This Watertown,
Wis. -based firm has named Lawrence
E. Johnson executive vice president/
marketing, finance and planning. Mr.
Johnson goes to Brandt from Utility
Products, Milwaukee, where he was
president. Also, the firm plans to build
a 25,600-square-foot addition to its
corporate headquarters and major
manufacturing center. The new one-
story addition will contain offices for
data processing, order processing, ac-
counting and other departments and
an enlarged shipping operation in-
cluding enclosed truck-dock facilities.
Project completion is expected by late
June, 1980.

JOHNSON PEREGRIN

= Aetna Business Credit, Inc.. This
East Hartford, Conn.-based company
has promoted the following: Guy
Peregrin has been named divisional as-
sistant vice president, intermediate
term lending/real estate division;
William J. Magee Jr. loan officer, in-
termediate term lending/special
financing division; Michael R. Mul-
berry has been promoted to regional
vice president/manager, new business
development of the firm's factoring di-
vision from manager offactoring activi-
ties in the New York business de-
velopment district. In the firm’s trea-
sury department, William L. Trubeck
has been appointed vice president/
liability acquisition; Charles P. Watras
assistant vice president/assistant trea-
surer, financial sales; and Michael A.
Eberhardt assistant treasurer/financial
sales.

= Associates Corp. of North
America. Gilbert N. Zitin has been
named senior vice president/
marketing manager of this firm'’s busi-
ness loan division headquartered in
Chicago. He will be responsible for the
division’s business development, ad-
46

DOTY LEAVER

= Bank Building Corp. Harvey B.
Leaver has been named president of
DCS, Inc., BBC's recent acquisition
from Diebold, Inc., Canton, O. Mr.
Leaver had been BBC's director of
marketing-financial market. DCS,
Inc., specializes in providing financial
institutions with manufactured finan-
cial buildings, mini-banks and
remote-transaction facilities. As presi-
dent, Mr. Leaver will coordinate mar-
keting and product-development op-

erations between the St. Louis-based
BBC and DCS, Inc. Replacing Mr.
Leaver as BBC's director of
marketing-financial market is Thomas

vertising and public relations pro-
grams.

= Doane Agricultural Service, Inc.
Michael G. Rooks has been named
senior project analyst/marketing re-
search division of this St. Louis-based
company. He will be responsible for
design, development and production
of marketing research studies for the
firm’'s fertilizer industry clients. Also,
Howard Audsley joined the firm as an
appraiser in its Jefferson City/
Columbia, Mo., office. Mr. Audsley
had been managing a farm near Co-
lumbia.

ZITIN ROOKS

= Commercial Credit Co. Joseph
D. Minutilli has been elected presi-
dent/chief operating officer of this
Baltimore-based company. He suc-
ceeds Paul G. Miller, who remains the
firm's chairman/CEO. Mr. Minutilli
joined the firm in 1951 at its Cleveland

McCORMICK

SPALDING ROGERS

L. Spalding. Mr. Spalding goes to the
firm from Republic Steel, Atlanta,
where he was vice president/mar-
keting and sales.

= Bank Building Corp. BBC has
promoted the following: Raymond E.
Rogers to marketing manager/banks
from director/advertising and public
relations; Leighton E. McCormick to
director/marketing communications
from assistant director/financial com-
munications; and William H. Doty
director/business planning. Mr. Doty
goes to BBC from Ralston Purina
Corp., St. Louis, where he was man-
ager, market planning/development.

NACHTRIEB MINUTILLI

office and went to its home base in
Baltimore in 1964. He had been execu-
tive vice president since 1975.

e BankAmerica Corp. John J
Nachtrieb has been named president
of BankAmerica Corp.’s wholly owned
subsidiary, BA Cheque Corp., which
manages BankAmerica travelers check
operations worldwide. Mr. Nachtrieb,
formerly vice president/marketing
sales in retail banking operations, re-
places Ernest J. Young, who is retir-
ing. Mr. Nachtrieb joined the bank in
1972,
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How do you add
$80,000,000 toyour
lending lim 1t?

Ask Chicago’s Bank.

Itisn'teveryday a customer walks in
and asks you for ahalfmillion, much
less 80 million dollars. Butif sgood to
know thatwhen one does, you can
deal from strength—First Chicago’s
in-house lending limit plus yours —
no matter what your liquidity need or
portfolio concentration.

Ifsalso good to know you're
dealing from experience. First
Chicago can provide expert counsel
on any type of financing. We've
handled them all.

Our aim is to help you maintain
your position with your customer. Our
prices are competitive. And when you
need an answer fast, we'll give you
one fast.

Banks large and small, near and far,
have added First Chicago’s lending
capabilities to theirs. And profited by
it. In more ways than one.

Phone your First Chicago
correspondent officer in Chicago or
one ofour nine regional offices listed
below. Or call John Ballantine, Vice
President, at (312) 732-4131.

Once we putour limits together,
there’'salmostno limit to what we
can do.

FIRST CHICAGO

The First National Bank of Chicago

Chicago: John Ballantine, 312/732-4131 = Atlanta: Norman McClave 111, 404/892-0966 «Baltimore: Robert E. Probasco, 301/547-8700
Boston: Robert G. Barrett, 617/247-4040 = Cleveland: Earle C. Peterson, 216/781-0900 = Dallas: James A. Edwards, 214/742-2151
Houston: Grant R. Essex, 713/658-1100 =L os Angeles: Thomas E. Flowers, 213/628-0234 «New York: Donald Glickman, 212/751-3910
San Francisco: William R. Lyman, 415/788-4311

© 1979 The First National Bank of Chicago. Member F.D.I.C.
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Arkansas Gets

‘Relief

Federal law allows banks to exceed

10% wusury limit

rkansas bankers have

some temporary relief from
the state’s 10% usury limit, and
the “relief” is good until July,
1981, unless other actions are
taken in the state.

Last month, President Jimmy
Carter signed into law a bill that
provides a temporary exemption
to Arkansas lenders from usury
ceilings on business and agricul-
tural loans. The act, rushed
through Congress and supported
specifically by Arkansas repre-
sentatives, allows federally char-
tered or federally insured institu-
tions in Arkansas to make business
and agricultural loans of $25,000 or
more at interest rates not to ex-
ceed 5% above the Fed’s discount
rate. As this was written, that
maximum rate would be 17%.

This temporary provision states
that preemption of the Arkansas
ceiling expires July 1,1981. At that
time, the usury limit would revert
to 10% unless the proposed new
Arkansas constitution is approved
in November, 1980, and the vote
is certified. Included in that con-
stitution is a provision to lift the
usury ceiling.

Arkansas bankers place some
additional hope for relief from the
state’s usury laws in a court case
concluded recently in Little Rock.
The case was termed a “friendly”
suit because the defendants aren’t
hostile parties. The suit was
against the state banking commis-
sioner and the attorney general’s
office because they have the legal
duty to uphold the usury law.
However, Banking Commissioner
Beverly J. Lambert Jr., a former
banker himself, has stated openly
that Arkansas' usury limit should
be raised.

The suit originated when two
Little Rock businessmen, Luke
Quinn and Ed Moore, and two
banks from which they had bor-
rowed money at 12% annual inter-
est, sought to have the interest
limit declared in violation of the
United States Constitution so that

until July 1, 1981

LAMBERT

interest rates in Arkansas would be
allowed to “float” without restric-
tion, as least until the 1980 elec-
tion.

A number of Little Rock bank-
ers were called to testify in that
suit. Each banker who appeared
pointed out that lendable funds in
the state had all but dried up. They
also pointed out that the 10% limit
also applies to the amount of inter-
est a financial institution can pay
for its deposits. Thus, Little Rock
and other Arkansas bankers
pointed out that large amounts of
money had “fled” to nearby states
or to other major money-market
cities.

One banker who testified —
William H. Bowen, president of
Little Rock’s Commercial National
— stated Arkansas’ large farming
community was on the brink of
collapse because farmers are al-
most completely dependent on
the federal Farm Credit Adminis-
tration for financial support. That
system, he testified, like banks, is
finding it impossible to make prof-
itable loans at 10%. He said that
about 25,000 farmers depend on
the 14 Production Credit Associa-
tion districts and 12 Federal Land
Bank districts for credit. Those in-
stitutions continue to lend money
to Arkansas farmers at a loss, he
said, and to the detriment of their
patrons elsewhere in the country.

National banks in Arkansas, of
course, have been allowed to
charge 1% above the Federal Re-
serve discount rate, but state
banks have been restricted by the
10% usury limit.

Making Financial Plans
Is Subject of Symposium
At Northern Trust

Making personal financial plans in
today’s inflationary economy is not
easy. However about 30 Chicago-area
corporate executives were given pro-
fessional advice at a day-long sym-
posium sponsored by Northern Trust.
It focused on complicated issues and
alternatives facing executives in mak-
ing personal financial plans.

Participants were introduced to the
importance of identifying financial
objectives and usefulness of self-
financial analysis by Martin A. Grad-
man, vice president/executive and
professional division, banking depart-
ment.

“Making a financial plan and storing
it away is no longer effective,” Mr.
Gradman said. “An executive’s finan-
cial plan now should be regularly
evaluated and strategies altered to re-
flect current financial and economic
conditions.”

Robert G. Dederick, senior vice
president/economist, reflecting on the
October 6 Fed action said, “Because of
our intense inflation, the dollar has
been on the international sick list and,
inevitably, the Fed has been forced to
respond by tightening monetary pol-
icy. This need for monetary restraint
makes it almost certain now that the
U. S. will experience arecession. Any
indication of backsliding on the Fed’s
part would quickly be greeted by re-
newed pressure on the dollar. Thus,
the crucial issue appears to be how
deep the recession will be. (I) look for a
decline on the order of the 1957-58
model, when real GNP (gross national
product) dropped by 3.2%.”

Other topics discussed included
“Tax Savings and Family Security
Through Estate Planning,” “Invest-
ment Planning” and a panel discussion
on tax shelters. Also, the symposium
included a workshop to study financial
planning situations.

Dr. David E. Morrison, aconsulting
psychiatrist, discussed “Managing
Stress.”

DEDERICK GRADMAN
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This is the time ofyear we pause to say what
we hope has been obvious inour day to day association
throughout thejcar.

We appreciate our friends and the opportunity
ofworking with each ofyou.

OVER $100,000,000 CAPITAL STRUCTURE
MEMBER F.D.I.C./A SUBSIDIARY OF
FIRST OKLAHOMA BANCORPORATION, INC.

THE FIRST NATIONAL BANK AND TRUST COMPANY OF OKLAHOMACITY
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The Leasing Alternative:

Its Advantages, Pitfalls

F IT'STRUE that alittle knowledge
I can be dangerous, it's probably fair
to say that a little knowledge about
leasing can make it seem the answer to
all your customers’ problems. It isn't
true, as the following example shows.

Not long ago, First Tennessee
Leasing Corp. was approached by a
group of physicians whose practice was
directed toward a complex and de-
manding specialty — neurosurgery.
They had discovered that their prac-
tice would benefit tremendously from
use of a sophisticated piece of medical
hardware — a $150,000 body scanner
— and they were pretty well sold on
the idea that they should lease the
equipment from us.

When we examined the proposed
lease transaction, it became obvious to
us that while they unquestionably
would benefit from use of the equip-
ment, they stood to benefit most from
its ownership. Here's why:

Each of the physicians had an annual
income in excess of $100,000, which
put them in a relatively high tax
bracket. If they leased the scanner
from us, they would lose more tax ad-
vantages than we, as owners of the
equipment, could credit them with.
But ifthey purchased it, they would be
able to depreciate the equipment
themselves and gain a much larger tax
benefit by virtue of their high incomes.
After some convincing, the medical
group purchased the scanner, and we
were satisfied in knowing we had
steered them away from what could
have been an unsatisfactory lease ar-
rangement.

The example I've just described isn't
an extreme one. In fact, it's fairly typi-
cal of the kinds of decisions we've be-
come accustomed to making in our
search for leasing prospects.

First Tennessee Leasing Corp. is a
seven-year-old wholly owned sub-
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By BUDDY LANIER
Vice President
And Manager
First Tennessee
Leasing Corp.

Memphis

sidiary of First Tennessee Bank, N.A.,
Memphis, which, with $1.4 billion in
assets, ranks as the state’s largest. Our
activities are regulated by the Comp-
troller of the Currency. We're de-
scribed most appropriately as a
single-investor direct-leasing company
concentrating on the middle market.

Specifically, our primary thrust is
toward capital-equipment-leasing
business in the $75,000-$750,000
range, although our authorized
operating range for individual leases
falls between $25,000 on the low end to
First Tennessee Bank's legal limit of
roughly $8 million. Our current
portfolio stands in the $7-million
range. We concentrate our efforts on
the portion of the country known gen-
erally as the “Southeast,” and we're
most active in Tennessee and the six
states that surround it.

Because First Tennessee Bank is the
western anchor point in anetwork of 13
affiliates that stretches from one end of
the state to the other, our leasing ser-
vices can be delivered from that point
or any other in our system. Our af-
filiates are being prepared for active
involvement in our sales efforts, and
our plans call for eventual concentra-
tion on our over 900 correspondents as
potential generators of business.
While we seek our own direct busi-
ness, we are putting ourselves in apo-
sition to help our correspondents meet
their own customers’ needs as well.

Prospects, to say the least, are en-
couraging. A 1978 survey by the
American Association of Equipment
Lessors shows that more than 15 % of
all capital goods purchased in the
United States last year were leased and
that the volume is projected to grow to
18% by 1981. With an increasing
number of industries moving from the
“frozen North” to the Sunbelt and
Mid-American regions, it seems likely
that leasing opportunities will abound
for institutions that can sense the
winds ofchange and turn about to meet
them.

As opportunities for development of
leasing business grow in number, and
as conventional debt-financing costs
continue to mount (remember when
we thought a 15% prime was ludi-
crous?), it's probable that more cus-
tomers will begin looking more closely
than ever at the leasing alternative.
Lenders should, too, and should be
prepared to discuss the advantages —
and the pitfalls — ofequipment leasing
when the situation arises.

When acorporate customer or other
mid-sized borrower wants to acquire a
piece of equipment for his industrial
plant or professional practice, he has
three choices: He can purchase it out-
right, purchase it through a combina-
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YES, WE'LL HELP YOU SAY YES TO BANK CUSTOMERS APPROACHING YOUR
LENDING LIMIT. And customers on expansion programs, who require substantial
borrowing in relation to deposits. And we’ll help when the money market dictates a
bank hold line on new loans. Help that keeps your customers happy.

YES,we're equipped to be your strong partner
in leasing...to the extent you desire. You can act as the middleman in lease transactions,
with us as the silent partner. Or we can handle the transaction directly for you, as your
leasing department. We are your partner, not your competitor.

YES,we’ll coordinate lease programs with you
to insure a sound overall financial plan. But we do not disturb your depository relation-
ship with your customer.

YES,we'll be a strong partner. As a subsidiary
of a large bank holding company, we're familiar with the banking business. And,
approaching aquarter century of service ourselves, we certainly know the leasing business.

YES,we'll help you say YES to your banking
customers —present and potential. Through leasing, your full-service program will be-
come more attractive. More profitable for both of us, too. For a closer look, call Mr.
Casey Kolp/Senior Vice President, right now.

CALL COLLECT
(414) 272-2374

FIRST NATIONAL LEASING CORP

161 West Wisconsin Avenue
Milwaukee, Wisconsin 53203
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tion of cash down payment and term
loan, or he can lease it. Since most
firms are interested only in using the
equipment, using it at a reasonable
cost is all that normally matters. But
the total financial and tax picture
should be brought into sharp focus
before the final decision is made.

If the customer has excess working
capital or expects a relatively low rate
of return on his capital, a cash outlay
may be to his best advantage. (Con-
sider the case of the physicians in the
opening paragraphs of this article.)
But, generally, the greater the value a
firm places on the availability of its
working capital, the more expensive —
and less advisable — it becomes for
that firm to purchase for cash.

The cost of using both cash and pro-
ceeds of aterm loan usually is less than
that associated with an outright cash
purchase. But money costs are pres-
ently staggering and are likely to re-
main so for some time. The least ex-
pensive method, in the long run, prob-
ably will be the 100 % financing that a
lease offers.

Here are some benefits of leasing
that we've identified and that you may
want to consider with your own cus-
tomers.

< For most companies, the lower
cost (compared with the financing
methods described above) may make a
lease the best answer.

= Leases might be made for longer
periods than term loans, and stretch-
ing the payments over alonger period
of time can have a dramatic effect on a
given firm’s cash flow.

e Lease payments are made from
pretax funds and, in most cases, to one
degree or another, are tax deductible.

e Equipment acquisitions that
might be prohibited under previous
loan agreements often are permitted
through leasing.

« Fixed lease payments can have a
leveling effect, which may be helpful
to a company in budgeting for equip-
ment costs.

= There may be an inflation advan-
tage. Since lease payments are fixed at
the beginning of a lease, future pay-
ments probably will be made in pro-
gressively cheaper dollars. This can be
true of a term loan, of course. But a
lease may last longer.

e Lease payments can be coordi-
nated with normal business cycles and
can offer more flexibility than a loan.

= In simple terms, most leases can
provide freedom and flexibility for val-
uable working capital that may be
needed more critically in some other
area of operation.

= There may be an accounting ad-
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vantage. If your customer’s capital-
expenditures budget is tight, a lease
can be used to acquire the needed
equipment, and the outlay can be
classified as an operating expense
under standard accounting principles.

= Finally, if your customer places
heavy emphasis on return on assets, an
operating lease may be beneficial,
since a lease arrangement usually has a
positive effect on the return-on-assets
ratio.

Obviously, the benefits vary de-
pending on the customer in question.
And, within reason, anything that can
be considered tangible property can be
leased, yielding some advantage to the
customer. The sample situations de-
scribed below illustrate some of the
possibilities, as well as situations in
which a lease might seem to be a solu-
tion but was, in fact, not chosen be-
cause of other circumstances.

A plastics-fabricating company ap-
proached us not long ago after having
formed a new, associated company to
make the raw materials for a related
company. The end product was to be
used by the building industry as ther-
mal insulation. The company wanted
to acquire a $136,000 piece of equip-
ment designed specifically for the
insulation-making process. The com-
pany was interested in preserving its
relatively scarce working capital. Ul-
timately, the decision was made to
lease the equipment because a term
loan would have required 20 % of the
purchase price as a down payment.
The lease, on the other hand, was
100 % financing.

A southern bank had planned to ac-
quire almost $50,000 worth of new fur-
niture and fixtures for its offices. Reg-
ulatory authorities strongly advise a
50 % capital-to-fixed-asset ratio, and
purchase of the furniture — and entry
of the property on the bank’s books as
an asset — would have pushed the
bank’s ratio out of line with the accept-
able norm. To keep fixed assets at an
acceptable level, the bank leased the
furniture from us on atrue-lease basis.
This off-balance-sheet-financing
method let the bank acquire the fix-
tures it needed without pushing its
capital-to-fixed-asset ratio beyond rec-
ommended limits.

In an example of a situation in which
a lease was not the complete answer,
we were approached by a construction
company that had its eye on a 50-ton
crane with a 70-foot boom and a
$170,000 price tag. The firm wanted to
lease it from us. After some investiga-
tion, we showed it that it would be
more to its advantage to purchase the
crane by borrowing the capital in the

MID-C(

partners’ individual names, then leas-
ing the crane back to the company. The
individuals received the investment
tax credit and depreciation benefits ofa
purchase on the equipment, and the
company got the benefit of the lease.

It would be appropriate here to
spend some time discussing a few of
the most common leasing “pitfalls,
too, but it would seem presumptious
on my part to caution seasoned lend-
ers. Instead, | might only mention that
First Tennessee Leasing Corp. is a
“balance-sheet priority” lessor, rather
than a“collateral” lessor. It means that
we place more emphasis on cash-flow
adequacy to cover lease payments — in
other words, the general financial
strength of the lessee — than on the
pure value of the collateral or the
property being leased. It's our philos-
ophy that if we have to begin figuring
recovery possibilities into the risk for-
mula as part of the decision-making
process, we probably shouldn’'t make
that lease to begin with. We're more
interested in where the business’s cash
flow is coming from and how stable it
is.

As in any lending arrangement, we
bear in mind the contingent liability of
“absentee ownership” on any equip-
ment we lease. But there is an advan-
tage, some say, to havingtitle property
rather than alien on it, aswould be the
case in a secured-lending transaction.
As amatter of policy, also, we normally
do not lease to individuals — only to
corporations or partnerships, although
there have been rare exceptions.

While our portfolio now is a rela-
tively modest $7 million, we've set
ourselves an objective that calls for
doubling the portfolio within the next
30 months or so. Considering the po-
tential market within our grasp, and
the growing attention and sensitivity to
advantages of the leasing alternative
that we've observed within our mar-
kets, we foresee ample opportunity to
reach that goal.

The same opportunities exist for you
in your own market, as well. And, in
the turbulent economic period that
most likely lies ahead, valid financing
alternatives probably will be more
welcome than ever — for you and your
customers. « «
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It happens all too often.

You have a potential lease

customer who is ready and willing—but,

because of prior commitments or legal lending limit prob-
lems, you are unable to meet your customer's request.

Talk to the “Yes” People at McDonnell Douglas
Finance Corporation.

They will work directly with you... as a partner.
That's because MDFC will be a direct investor in the
transaction, not just another broker.

As your partner, we can alleviate loan limits, tax
boundaries or concentration problems, and eliminate

competitive banking situations.

MDFC can also handle the full analysis and docu-
mentation of the transaction; including field appraisal
and fact substantiation in tax, legal, partnership and
accounting areas.

Talk to MDFC. We've got the people. The money.
The knowledge. Most importantly we have the desire to be
the best possible financial partner inyour next major leas-
ing transaction. That's why we're called the Yes People.
Phone us in Long Beach at (213) 593-8471, or write:
MDFC, 3855 Lakewood Blvd., Long Beach, CA 90846.

TheYesPeople.

fflo f

AtCOOM/VELL DOUGLAS
FIMAMCE COf9F*OHA TION

A subsidiary of f \ /
MCDODON/NELL. DOUGLAS ™1
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Our Auto-Leasing Program

Passed Its Year-End Goal

Within Six Months

By JOHN J. SWEK
Manager
Autolease Division
Manufacturers National Bank
Detroit

HE THOUGHT that automobile

leasing by individuals is an idea
whose time has come is well
documented by our experience at
Manufacturers National Bank of De-
troit. The interest of Patrick M.
McQueen, consumer loan department
vice president, had been sparked
when auto leasing entered his dis-
cussions with West Coast bankers. He
proposed it as a potential new Man-
ufacturers Bank service. Months of
careful research and study ended in
October, 1978, when the bank made a
commitment to formulate a leasing
program.

Mr. McQueen, John G. Bascom,
senior vice president, consumer loan
department, and the bank’'s manage-
ment committed to a dealer-oriented,
open-end auto-leasing service. Intro-
duced last January 22, the Manufac-
turers National Bank Autolease Pro-
gram had as its initial goal 30 par-
ticipating automobile dealers and out-
standings of $3 million by December
31, 1979.

Already by the end of March, just
two months into the program, 41
dealers had enrolled in Manufacturers
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Bank Autolease and, by the end of
July, outstandings reached $3.3 mil-
lion. A steady progression in number
of participating dealers, leases and out-
standings has characterized the pro-
gram since its inception.

Our most current available data,
that of October 31, 1979, show 76 par-
ticipating dealers, a cumulative lease
total of 650 and outstandings of $5.5
million. With the special impetus of
1980 model introduction still a factor,
and providing the current growth
trend of our Autolease Program con-
tinues, a projection of close to 1,000
leases and about $7.5 million in out-
standings is feasible by year-end.

Our product-development aim was
to design a program that would win
wide acceptance by auto dealers in our
market area. It also had to offer the
customer aviable and attractive alter-
native to conventional automobile
financing and be one that would gener-
ate new business and satisfactory prof-
its for the bank.

As the city credited with putting the
world on wheels, the greater Detroit
area has a significant number of auto-
lease sources available to the dealer.
Besides factory plans, these include
independent leasing companies and
dealer-owned leasing operations.
Therefore, design of the Manufactur-
ers Bank Autolease Program had to be
such that it would be extremely com-
petitive while adhering to the dictates
of bank regulatory agencies.

In our resulting program, all leases
are generated by new-car dealers on a
nonrecourse basis, meaning that the
dealer has no liability once the lease is
assigned to the bank. Only open-end-
finance leases, with the customer re-
sponsible for the residual value, are
accepted, with terms ranging from 12
to 48 months.

Vehicles may be marked up to the
manufacturer’s suggested retail price
plus $200, with the bank advancing up

to that amount at cashing. Residual
values are established as a percentage
of retail sticker, based on specific make
and model car, and are updated quar-
terly to reflect changes in the retail
market. Interest rates are calculated
using a monthly money factor with
dealer participation allowed within
specified ranges. This dealer reserve is
paid at cashing with no charge-back to
the dealer. Typically, no down pay-
ment is required on leases, but the first
month’s rent, plus a security deposit of
a like amount and current license and
title fees, are payable on delivery.

The bank handles monthly billing
and insurance follow-up. However,
the dealer maintains contact with the
lessee throughout the term of the lease
and at termination. Each participating
dealer receives a monthly report
showing the status of each lease he has
on the books. Information is provided
on the vehicle, customer and payment
history. The dealer is alerted also to
potential early termination and the
opportunity to lease the customer
another car. All this is accomplished by
use of a computer program purchased
from First National Lease Systems of
Indian Wells, Calif.

Marketing of our Autolease Program
was extensive and took various forms.
Beginning in January, it was pre-
viewed by groups of 15 to 20 dealers at
a series of luncheon meetings. A per-
sonal contact closely followed the pre-
sentations. Dealers who enrolled were
supported by newspaper and magazine
advertising as well as with mailings to
the bank’s customers. All of these

Emblem of Manufacturers Nat'l of Detroit's
Autolease Program is in form of hood or-
nament of car and is used in all pro-
motional material, including newspaper
ads, for program.
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Dontlet
equipment-leasing business
passyou by.

FSLC can give you big-bank leasing capability.
Plus hardworking marketing programs
to help you find and sell customers.

Ifyour commercial customer has offer your customer leasing —or a tions. We’ll help you on the local
to go to a larger bank to lease or wide choice of secured lending level, too, with marketing programs
finance the equipment he needs, he  options —on all the equipment he to help you target specific industries
just might take the rest of his needs, no matter what the cost. And Only FSLC offers you leasing
banking business with him. you can do it without committing a and secured equipment lending
Full Service Leasing Corp. can penny of your own capital, assuming plus the marketing to help you sell
help you hold on to that good cus- ownership liabilities, or adding it.To find out more, call William C.
tomer—and land some important annoying paperwork. Polini, Vice President, at (203)
new ones as well. What's more, FSLC will help you 295-9571. Or write: Full Service
When you participate in the sell your new capability with adver- Leasing Corp., P.O. Box 387,
FSLC Program, you'll be able to tising in national business publica- Marlborough, Conn. 06447.

Gearing you up forgrowth. ___

A wholly owned subsidiary of General Electric Credit Corporation.
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stressed the role of the dealer as the
key to the program. The bank also pro-
vided various point-of-purchase mate-
rials and direct-mail pieces. A continu-
ous call and training program was es-
tablished and subsequently expanded
to where three full-time sales repre-
sentatives service the participating
dealers.

The Manufacturers Bank Autolease
Program is sold to auto dealers as
another method of marketing new ve-
hicles profitably. It is not meant to re-
place all other lease programs or to
capture a portion of the retail business
currently being generated in the
dealership. Use of the term “sold” is
intentional. Dealers who want to par-
ticipate pay a one-time fee of $1,500.
Intent of the fee is to motivate the
dealer to make a commitment to leas-
ing. Once money is invested, there isa
tendency to strive to capitalize on that
investment — in this case, by selling
leasing to customers.

Most profiles of auto-lease custom-
ers come from the West Coast, where
auto leasing boomed in the early 1970s
and where something like four of 10
cars are leased. At the time ofone 1975
study, results indicated that the indi-
vidual lessee was between 35 and 49
years old, a well-paid executive living
in asuburban area and planned to lease
again.

So far, the Manufacturer’s Bank Au-
tolease customer seems to be a profes-
sional or business person who wants a
24-month lease and a prestige car in
the $10,000 range. But, as familiarity
with advantages of leasing expands,
combined with rising car prices, we
expect to find all segments of the driv-
ing public represented.

With the success experienced in the
Detroit area, the Autolease Program is
now being expanded outstate with
similar results. Out-state dealers in-
clude 10 in the Bay City area and
others in Ann Arbor, Battle Creek and
lonia.

The bank’s commitment to sufficient
funds for product development and
marketing support, along with a con-
tinuing effort to maintain adequate and
skilled staffing, has brought our pro-
gram to where it is today after less than
a year in operation. Those things and
the program’s stress on service to both
the dealer and the customer are why
we believe that in recent weeks, the
Autolease division has been signing up
just about one new dealer participant
every week.

If the Fed predicts that 40% of the
nation’s cars will be leased vehieles by
the early 1980s, it certainly is an idea
whose time has come. = =
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Bank Examination
(Continued from page 7)

sured to enforce legislation, which
though well intended by Congress, is
disputable in terms of its cost-to-
benefit ratio.

Today the ranks of bank examiners
have split. On one side are tra-
ditionalists who believe that banks
must be sound and be sensitive to
policies established by their own
boards — directors who know the bank
and the community better than
bureaucrats in Washington.

On the other side is a new breed of
examiners, generally younger than the
traditionalists, often with little histori-
cal perspective. These examiners

An increasing number of ca-
pable individuals are stating
that their exposure to liability
through proliferation of highly
technical and controversial
regulations forces them to de-
cline board memberships.

know that Washington, which has
given us such successes as Amtrak and
the U. S. Postal Service (not to men-
tion unworkable wage and price
guidelines), can, likewise, successfully
dictate to abank its hiring, promotion,
loan, investment and other policies.

More than a few traditionalists with
accounting and financial-management
backgrounds have been pressured and
transferred (often against their wishes)
from areas of their expertise to the
compliance area. They must badger
banks and examine them in the social
do-good spirit of regulations such as B
and Z, Truth-in-Lending, affirmative
action, etc. Let it be clearly under-
stood, bankers always have supported
Truth-in-Lending, but they are unal-
terably opposed to Regulation Z's
Truth-in-Lending, with its more than
1,500 incomprehensible letters of in-
terpretation and its dozens of amend-
ments.

Typically, bank regulators have
compounded the compliance problem.
In their corps of new employees there
is a Joan of Arc spirit of crusading.
Bankers are the adversary rather than
legitimate business persons who have
operated in the public interest and
made substantial contributions to eco-
nomic growth of communities.

To compound the problem, regu-
lators have stepped up “educating”
compliance examiners. Unfortunately,
the education is not in judgment and
maturity, but in how to catch inad-
vertent violations of extremely com-
plex and debatable regulations.

How many bankers in a typical bank
have the time or desire to study Regu-
lation Z and its interpretive letters in
their entirety and still have time to
serve customers and keep the bank
profitable? Compliance examiners do
have that time.

In selfdefense, good-sized banks are
transferring highly skilled officers from
productive work in lending into the
nonproductive work oftrying to stay on
top of almost daily reinterpretations
and amendments to compliance regu-
lations.

In my travels, | have observed cer-
tain disturbing facts. The cost to banks
of counterproductive government
regulations and compliance examina-
tion must be transferred to bank cus-
tomers in the form of higher charges
and interest rates. Banks must inform
their customers of this severe and
growing problem coming out of
Washington.

Washington and state regulators
must be made aware of the unpub-
licized, but real, trend and serious
threat banks face in recruiting board
candidates. An increasing number of
capable and knowledgeable individu-
als are saying that, although they want
to serve their community and would
like to serve on bank boards, their ex-
posure to liability through prolifera-
tion of highly technical and controver-
sial regulations forces them to decline
board memberships.

A decade ago, itwas almost unthink-
able for an individual to turn down the
honor and opportunity for community
service membership on a bank board
represents. Today, though naturally it
is not broadcast by the bank or the
individual, the fact is that hundreds of
banks have experienced instances of
candidates rejecting the offer of a
board seat. That is bad, but what is
worse is that bank directors in growing
numbers are opting not to stand for
reelection. And one cannot blame
them in light of the exponential growth
of their liability. = =
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In 1978,
We Abstracted
and Issued
Title Insurance Policies
on 28,712 Aircraft
Valued at Over $1 Billion!

That's a lot of protection for 28,712 sound investments in aircraft financing. The
growth of Insured Aircraft Title Service's business for financing institutions around
the world shows the acceptance of this new protection for both owners and lenders.

Insured Aircraft Title Service, Inc., Oklahoma City, Oklahoma, and San Francisco,
California, can now extend the coverage on its policies of aircraft title insurance to
most countries throughout the world, through International Aircraft Trust Service.
Escrow and title service are as close as your telephone.

IATS is now serving over 4,000 financial institutions with title and lien status
clearances, Policies of Aircraft Title Insurance and a bonded escrow department.

IATS can serve your organization in this highly profitable investment area. Call toll-
free today for more information, (800) 654-4882 or (415) 362-0544.

Insured Airaraft Title Service Inc

An atlihate ol First American Title Insurance Company

Will Rogers World Airport

#1 Maritime Plaza P.O. Box 19527
San Francisco, California 94111 Oklahoma City, Oklahoma 73144
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How Banks, Leasing Firms

Can Be Partners in Profit

NE WAY a bank can continue to

maximize profits and service
needs of customers, even though its
own funding capability may be se-
verely restricted under today’'s mone-
tary conditions, is through participa-
tion with a commercial finance com-
pany.

In this article, we deal with partici-
pations in fields of equipment financ-
ing and equipment leasing.

= Funding is shared by the bank and
the commercial finance company.

= The bank can invest as much or as
little as it chooses.

= The credit risk is shared in relation
to the funding.

The bank/finance company partici-
pation process is nothing new. It has
been going on for at least 40 years and
has been applied to all lending services
normally rendered by finance firms.
There even is a cooperative arrange-
ment for banks and factors. Its usage,
however, tends to peak when banks
encounter abnormal credit or eco-
nomic conditions. Right now is that

For banks now

experiencing difficulties
extending equipment-financing
credit to good customers, and
for other banks that would like
to offer a 'new7 service at a
time when there aren't many
ways a bank can expand its
business, leasing in
participation with a finance
company can bring benefits
that accrue to properly
managed arrangements."
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By SAMUEL L EICHENFIELD
Senior Vice President
Walter E. Heller & Co.

Chicago

kind of time: The U. S. economy is
under stress, and interest rates are at
record high levels because of Fed ac-
tions. What's more, availability of
lendable funds is under scrutiny.

In a period such as this, there is
pervasive reluctance in the banking
community to commit medium-term
funds to deserving customers, even if
funds are available to lend. Unfortu-
nately, these turndowns occur even
though requests are reasonable and
customers require those funds to im-
prove productivity and maintain
planned growth. A participation re-
moves these lending barriers. It allows
the bank to provide accommodations
to its good customers — even to new
customers it desires to add — without
reducing its resources below a cur-
rently desired level.

For example, a bank customer
wanted to acquire $250,000 of needed,
cost-saving production equipment and
desired aseven-year payment program
— through leasing or financing. The
solution by our Chandler Leasing sub-
sidiary, highlighted below, allowed
the bank to make the deal and retain its
position as the prime credit supplier to
its customer:

= A participation was structured
whereby Chandler funded the transac-
tion in the name of the bank (such
funding sometimes is the entire
amount).

= ldentity of relationship between
bank and customer, therefore, was
maintained.

= Chandler Leasing assumed re-
sponsibility for all administrative ser-
vices.

It is important to stress the strength
of the bank’s position. Although the
commercial finance company is fund-
ing the transaction, identity of the re-
lationship between the bank and its
customer is being maintained without
prejudicing future transactions. The
commercial finance company is re-
sponsible for all administrative ser-
vices, i.e., documentation, invoicing
and, in the case of leases, equipment
purchasing, property-tax collection,
etc. Furthermore, in the case of leases,
the commercial finance company may
be able to utilize tax benefits attributa-
ble to ownership in structuring a lease,
thereby consummating a transaction
not possible under circumstances
where such an approach is not avail-
able to the bank.

There is another reason leasing par-
ticipations are increasing, even in
“normal” years. When the Comptrol-
ler of the Currency in 1963 allowed
national banks to enter the leasing
business, a good many jumped in.
Earliestjoiners were the largest banks,
with smaller banks entering the field as
time progressed. Some banks accli-
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mated well to this specialized business
and developed profitable leasing di-
visions. However, many other en-
trants have discovered, to their cha-
grin, that leasing carries with it penal-
ties (they hadn't expected), as well as
rewards.

One of the main areas of difficulty
was credit analysis, which required
bankers to use unfamiliar criteria.
They found that credit determination
was much different than in unsecured,
short-term lending. Another problem
was that anticipated yield often proved
to be illusory. There is a requirement
(sometimes not realized) to know
equipment values and profitable ways
to dispose of equipment at the end of
the lease or in the case of repossession.
Then, in the case of tax-oriented leas-
ing, there is the necessity of managing
the lessor’'s tax liability so that the tax
shelter generated can be used.

With it all, however, positive ex-
periences of many banks indicate that
when done properly, leasing can be a
significant source of profit. Banks that
are successful have made the necessary
commitment in resources and person-
nel. However, not all banks are able or
willing to extend themselves in these
ways, and for some banks, it would be
uneconomical to do so. Many banks
removed these inhibitions by forming
associations — continuing participa-
tion arrangements — with experts in
the leasing business. Those that did
not may well have let business oppor-
tunities go begging — worse yet, di-
verted good business in their com-
munities to other, distant financial
sources.

For banks that have not yet added
leasing to their regular lines, a review
of its major advantages perhaps will
encourage serious reconsideration of
service obligations they “owe” their
customers. From the customer’s
standpoint, leasing brings the follow-
ing principal benefits:

= Cashflow is enhanced. One of the
strongest features. Typically, a lease
provides 100% financing, generally
can be structured to include freight
and installation and also may include
progress payments, if required.

= Working capital is left relatively
unimpaired. With leasing, cash re-
mains available for inventory demands
or seasonal increases in accounts re-
ceivable and other company needs.

<« New flexibility is created. Leasing
can be an intermediate- to long-term
financing device. In general, most
leases are written for a term of five to
eight years, but can, on occasion, be
written for periods up to 15 years or
more.

60

= Tax aspects are favorable. In-
vestment tax credit and accelerated
depreciation benefits can apply to
companies experiencing an interim
period of losses or working off tax-loss
carry-forwards from prior losses.
Companies facing capital expenditures
that will create greater tax benefits
than they have the ability to utilize can
trade these benefits to the lessor and
receive, in return, lower than normal
rental rates on the equipment in-
volved.

= Operating expenses are tax de-
ductible. When properly structured,
lease rentals constitute a deductible
expense that can exceed the interest
and depreciation deduction available
to companies that have financed their
equipment purchases in other ways or
who have purchased outright.

In sum, for banks now experiencing
difficulties extending equipment-
financing credit to good customers,
and for other banks that would like to
offer a “new” service at a time when
there aren’'t many ways a bank can ex-
pand its business, leasing in participa-
tion with afinance company can bring
benefits that accrue to properly man-
aged arrangements. The bank will not
increase its overhead structure or
create risks and exposures in areas it is
not staffed to handle. The bank and
leasing firm will be partners in profit,
taking an active role in afinancial ser-
vice that today accounts for approxi-
mately 15% to 20% of all capital acqui-
sitions. e =

Ready for Launching

Leasing arrangements for these two barges
— being readied for launching from the
Nashville Bridge Co. facilities in Ashland
City, Tenn. — have been completed by offi-
cials of Third Lease Corp. The latter is an
affiliate of Third National Corp., Nashville.
According to William L Rockholz, Third
Lease pres., the barges will be operated by
Hollywood Marine, transporting fuel oil in
the Gulf Coast area. The vessels, which cost
about $950,000 apiece to manufacture,
are being leased to a Houston investment

group.

MHT Introduces QuickFinance,
Equipment-Financing Program
Available at 200 Branches

NEW YORK CITY — Manufactur-
ers Hanover Trust has introduced a
new equipment-financing program
available through its 200 metro-
politan-area branches.

Called “QuickFinance,” the
branch-banking service enables qual-
ified customers to obtain lease financ-
ing for purchases of small-ticket items,
such as mini-computers, word-
processing machinery and biomedical
and dental equipment, generally in the
$5,000-$100,000 range.

According to Douglas E. Ebert,
senior vice president/deputy general
manager in charge of MHT's branch-
banking group, QuickFinance also will
be marketed to equipment vendors,
who can put together prearranged
financing packages to facilitate sales.

Type of financing available includes
a purchase-option lease and a condi-
tional sales contract. “This program
gives our branches an additional
financing tool that will attract new cus-
tomers,” Mr. Ebert says.

Most applications will receive a re-
sponse in 48 hours.

How Much on What:

Banks Surveyed on Spending
They Do in Marketing Area

How much are banks spending on
marketing their services and how do
they spend those marketing dollars?

For the “Analysis of 1978 Bank Mar-
keting Expenditures,” the Bank Mar-
keting Association canvassed all banks
with deposits of $25 million or more
and made a random sampling of banks
with deposits of less than $25 million to
answer that question. Survey data
were analyzed by service type: retail,
commercial, trust and institution, and
by expenditure type: advertising in
magazines and newspapers, on radio
and television, in directories, by direct
mail; public relations; sales promo-
tions; staff sales training; and market-
ing research and development. The
report gives survey results by size of
bank to enable any bank to compare its
marketing spending with banks of
comparable size.

The report was distributed at no
charge to BMA members and other
banks that participated in the survey.
It is available to others at a charge of
$15 from the Research and Planning
Department, Bank Marketing Associa-
tion, 309 West Washington Street,
Chicago, IL 60606.
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What's an Aircraft Corp. Like You
Doing in a Lease Like This?

T'S QUITE A SURPRISE to hear
that one of the nation’s manufac-
turers of aircrafts also is one of the na-
tion’s participators in leasing transac-
tions that range from the predictable
leasing of jets to globe-hopping busi-
ness executives to the not-so-
predictable leasing of irrigation
equipment to American food produc-
ers. This kind of surprising and lauda-
ble behavior has involved McDonnell
Douglas Finance Corp. (MDFC),
Long Beach, Calif., in a partnership
with regional banks that helps them
remain competitive in an increasingly
tough field by participating with them
in commercial leases.

MDFC, a wholly owned subsidiary
of McDonnell Douglas Corp., St
Louis, was founded 11 years ago to
finance DC-8, DC-9 and DC-10 air-
craft for domestic and international
airlines. But it didn't stop there. In
1973 it expanded leasing activity to in-
clude other major industrial equip-
ment. Today assets are over $500 mil-
lion and capital equipment leasing ac-
counts for more than 50% of annual
volume. MDFC has done for jets what
General Motors Acceptance Corp.
(GMAC) did for automobiles. Starting
close to home providing financing for
aircraft leasing, MDFC broadened its
scope to help bankers expand their re-
source pools.

The leasing industry created by
commercial-leasing corporations like
MDFC has grown to a multi-billion-
dollar business. Bankers now find it as
advantageous to participate in a lease
transaction as to extend aloan. Compe-
tition not only from outside the bank,
but competition internally for the
banks’ assets have caused the leasing
industry to burgeon. Bankers seeking
ways to allocate their resources inter-
nally and to continue to service exist-
ing or potential customers have found a
relief valve in commercial-leasing
partnerships.

One partnership MDFC entered
into with a regional bank involved
leasing a $3-million corporate jet air-
craft for the bank’scustomer. The bank
wanted to preserve its existing credit
lines and needed a partner with which
to share the credit risk. By forming a
partnership, the bank was able to ac-

commodate its customer, obtain a
partner that understood the aircraft
market and protect a valued relation-
ship.

Bankers now find it as ad-
vantageous to participate in a
lease transaction as to extend
a loan. Bankers seeking ways
to allocate their resources in-
ternally and to continue to ser-
vice existing or potential cus-
tomers have found a relief
valve in commercial-leasing
partnerships.

Another partnership with abank was
formed by MDFC to provide lease
financing for irrigation equipment. In
this instance, the bank had a concen-
tration problem in agriculture. The
partnership allows this bank to service

Leasing Principles
$49.95

Leasing Principles ir Methods.
For the bank interested in leasing.
It'san “encyclopedia” of information
that covers the entire range of leas-
ing of capital goods, with fully
documented financial instruments,
of contracts, letters of credit,
agreements, etc.

There are chapters devoted to in-
surance, tax fees and tax credits.
Latest rulings (for 1977) are included
to give the reader acomplete library
on tax problems associated with
leasing of airplanes, railroad cars,
rolling mills, oil tankers, au-
tomobiles, television sets, etc.

The author serves as a consultant
to some of the nation’s leading leas-
ing companies. Over 300 pages.

When ordering ask for book No.
147.

Send check to:
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its customers, both directly and
through vendors, manage tax bills and
improve yields. This program remains
in effect today and should remain vi-
able until circumstances change for
either partner.

To facilitate ease of operation and
flexibility, these MDFC bank partner-
ships have been done on a single-
investor basis. The partners put up
100% of equipment cost. This greatly
simplifies the transaction by eliminat-
ing non-resource debt and other en-
tities found in the typical leveraged-
lease transaction. The scheme involv-
ing lessee with manufacturer is
simplified when the single-investor-
lease transaction is arranged and com-
plicated if the transaction involves
leveraged leasing. Leveraged leasing
can triple the number of parties in-
volved in the leasing transaction.

It is important that a banker choose
his partner carefully as a lease transac-
tion will last for many years.

You will want some of the following
characteristics in a partner:

= Good reputation: someone who
will not compromise your institution.

= Knowledgeable: someone who has
expertise in the leasing field, particu-
larly tax leasing. This includes
residual-value analysis, legal doc-
umentation and tax considerations.

= Flexible: someone who can be re-
sponsive to your customers’ needs.

= Financially strong: someone who
will be there over the lease term and
who has the ability to provide addi-
tional funds as your customer grows.

When a bank has limitations in
leasing, it might want to consider the
possibility of participating with an es-
tablished commercial-leasing com-
pany; it can be away to maintain and/or
expand service during these highly
competitive times. = =
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Small, Middle-Business Markets Opening

For Small-Equipment Leasing

CCORDING TO a recent De-
partment of Commerce business
study, the equipment-leasing industry
now accounts for approximately 15% of
current capital-investment spending.1
Measuring the industry in another
way, the study said that equipment
lessors now have outstanding leased
assets whose total original cost ex-
ceeded $100 billion. These impressive
statistics are measures of an industry
whose growth rates at times reached
30% per annum over the past two dec-
ades.2 During 1975 some $15 billion
worth of new-equipment leases was
booked by equipment lessors.3
A major reason for these striking to-
tals and growth rates has been the in-
dustry’s ability to finance “big-ticket”
items. They include jets and jumbo
jets required by airlines, super tankers
needed by the petroleum industry,
rolling stock needed by railroads,
generating equipment needed by elec-
tric utilities — items whose unit values
have soared into the millions ofdollars.
Much of this big-ticket lease financ-
ing came after a 1963 ruling by the
Comptroller of the Currency allowing
national banks to enter the industry as
lessors of personal property for the first
time. Using their particular advan-
tages, which included existing credit
relationships with potential lessees
and lower costs of funds, national
banks participated aggressively in both
direct and leveraged-lease transactions
of big-ticket items.

1U. S. Department of Commerce,
Domestic and International Business Ad-
ministration, Bureau of Domestic Com-
merce, Equipment Leasing and Rental In-
dustries: Trends and Prospects (Washing-
ton, D. C.: Government Printing Office,
1976), p. 1

2J. A. Campanella, Leveraged Lease
Financing and the Commercial Bank (New
Brunswick, N. J.: Rutgers University,
1974), p. 5.

3 W. Williams, “$100 Billion in Leases,”
New York Times, November 6, 1977, pp.
Business 1, 11.
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By MICHAEL G. SLOAN
Assistant Vice President
Bank of America
Long Beach, Calif.

J

This article is reprinted with permission
from Journal of Commercial Bank Lend-
ing, published by Robert Morris As-
sociates.

Growth Trends. Currently, there
are indications that the leasing market
is changing. Some of the larger lessors
are beginning to redirect a significant
amount of their efforts from the high
end of the market down to the middle
market and even the small-business
market of potential lessees. There is a
feeling that the industry’'s big-ticket
market is maturing and that the next
area of rapid growth will be in these
smaller markets.

Changes Explaining Trend. A
number of changes in the business en-
vironment seem to explain this trend,
such as:

1. The recent FASB Statement No.
13, which will force direct presentation
of lease debt on the balance sheets of
certain large equipment lessees al-
ready concerned about balance-sheet
weaknesses.

2. Increased market sophistication
on the part of past big-ticket lessees
with the passage of time, as the post-
lease period market value of leased
equipment forfeited by the lease ar-
rangement proves to be much higher
than originally estimated.

3. 1RS lease-classification guidelines

that have been applied on a case-by-
case basis and that narrowed require-
ments for qualification of leases as
“true” financial leases. Such qualifica-
tion is necessary to allow lessors to
realize attractive tax benefits crucial in
bigger deals.

While new areas of the big-ticket
market are being explored, real growth
prospects appear to lie in smaller mar-
kets. Most national banks and large
leasing firms have been active in the
middle market for some time, willing
to finance, through direct-leasing pro-
grams, equipment whose cost ranges
between $25,000 and $2 million.

Small-Business Market Oppor-
tunities. However, there is a small
($2,000 through $25,000) business
market that offers an equally attractive
growth area. Banks and larger equip-
ment lessors have ruled out this mar-
ket for direct-leasing activity because
of fixed-cost factors and manpower
limitations. However, this market has
been served by small, local leasing
companies. As these lessors grow,
their need for outside financing will
increase and offer banks a chance to
participate in this growth end of the
equipment-leasing industry.

Financing Small-Equipment-
Leasing Industry. On the surface, the
small-equipment-leasing industry rep-
resents a risky investment option to
the banker. Its 100% financing, long-
term structuring and its dependence
on estimated future market value
underline this risk. Bankers, as do
other investors, seek to maximize re-
turns while minimizing risks. Restric-
tions placed on the banking industry as
a result of the problems of the 1930s
have added emphasis to this risk-
minimization practice.

However, risks comparable to those
found in the leasing industry are pres-
ent in a number of other areas of bank
investing — risks that have been suc-
cessfully and profitably minimized
through the past willingness of bankers
to get involved and learn about the
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industry in which they're interested.
Proper structuring methods and
documentation have been developed
to allow the financing ofawide range of
businesses, and the small-equipment
leasing business must be subject to the
same type of treatment.

Specialized knowledge of the indus-
try is needed for this potential financ-
ing so that the banker can handle the
risks of the industry and the overall
consulting function he often assumes
with smaller companies of limited fi-
nancial sophistication. This knowledge
will allow the banker to manage risks of
small-lessor financing successfully
through structuring and documenta-
tion of bank credit.

Lessor Risks. Let us look first at risks
involved in equipment leasing. Simply
stated, the business requires that a les-
sor purchase and deliver equipment
for use of a lessee and eventually dis-
pose of that equipment under a
number of options. In return for use of
the equipment, the lessee is contrac-
tually required to pay the lessor in
amounts and at times stipulated by a
lease contract.

Each step of the transaction exposes
the lessor to three categories of risks —
ownership risks, credit risks and in-
vestment risks. These risks are:

Ownership Risks

(1) Maintenance and upkeep.

(2) Casualty loss and liability expo-
sure.

(3) Maintenance of legal status as
personal versus real property.

(4) Obsolescence.

Credit Risks

(1) Improper or incomplete credit
evaluation.

(2) Financial failure of lessee.

(3) Fraud on the part of the lessee.

(4) Compliance with consumer-
protection legislation.

Investment Risks

(1) Yield and nominal interest-rate
calculations.

(2) Tax qualifications.

(3) Uncertain residual values.

Ownership Risks. Productive
equipment has avalue only as long as it
is in fully usable condition to perform
the service for which it was designed.
The lessor as owner must either main-
tain the equipment or see that it is
maintained in full operating condition
throughout its life by the lessee. The
latter arrangement most often is the
case in financial leases.

Thus, the lessor often is left in the
role of inspector and enforcer — arole
that must be carried out regularly after

being clearly stipulated in the lease
contract. Regular inspections must be
made to ensure that equipment is
being maintained and used properly. If
alterations to the equipment are al-
lowed by the lease contract, the lessor
must be able to verify that the altera-
tions have not adversely affected the
economic life, value or resale potential
of the equipment.

"Equipment lessors now
have outstanding leased assets
whose total original cost ex-
ceeded $100 billion. (It is) an
industry whose growth rates at
times reached 30% per annum
over the past two decades."

Another aspect of ownership risk is
exposure of the lessor to casualty or
theft loss of his leased property. Insur-
ance is the most straightforward solu-
tion, carried in an amount at all times
equal to the actual cash value of the
equipment covered, with a provision
that loss shall be payable directly to the
lessor. Evidence of lessees’ securing
proper insurance coverage must be in
hand before the lease transaction can
be completed.

Along similar lines, ownership of
productive equipment exposes the les-
sor to potential personal-injury
liabilities caused by or in connection
with use of the equipment. Again, in-
surance is the answer. The lessee
should be required to carry liability
insurance in limits sufficient to cover
reasonable claims commensurate with
the potential for injury represented by
the equipment. Also, the lessor should

cover himselfwith ablanket policy that
takes effect in the event the lessee’s
coverage has lapsed or is insufficient.
Again, proof of coverage should be re-
quired.

The owner of leased equipment also
must make sure that his property is at
all times in the personal-property cat-
egory. It must never become real
property, because he might lose legal
ownership rights. The lease contract
must stipulate that leased equipment
must never be physically attached to
its surroundings so as to become apart
of the real property on which it is lo-
cated. Again, inspection should verify
this, after signed landlord and mort-
gagee consents for removal of leased
property at the lessor’s discretion have
been taken in lease documentation.

A major risk any equipment owner
faces is the changing environment that
could render his equipment techni-
cally or economically obsolete, reduc-
ing its real value severely. Expertise
concerning particular types of equip-
ment is needed to understand the state
of the art and the rate at which change
occurs. In agiven field, this expertise
may be beyond the ability of the lessor,
and perhaps he should not, for this
reason alone, enter into a lease cover-
ing such equipment.

Every effort should be made to de-
termine and document residual
equipment values through trade in-
formation and contacts, dealers, mar-
ket studies, blue books, tax-
depreciation guides, past history, etc.,
for it is this value on which the lessor
will base a number of lease calcula-
tions. And obsolescence may strongly
affect the lessee’swillingness to live up
to his fixed-term lease contract.

(Continued on next page)
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Credit Risks. One of the attractive
features of leasing is the ability it pro-
vides to finance, over relatively long
terms, up to 100% of the cost of the
equipment to be used by the lessee.
Given this feature, credit evaluation
must be based on credit checking at
least as rigorous as bank practice. The
lessee, in general, must represent a
stronger credit risk than a typical bank
equipment-loan borrower.

Lease applications must allow for
full verification of assets and income of
potential lessees and guarantors and
must include information about cur-
rent creditors. The applications must
be signed and must contain statements
attesting to their accuracy and allowing
lessor investigation of commercially
available credit information. Potential
lessees’ financial statements and tax re-
turns covering several years of history
should be required. The lessor must
have expertise in analyzing such in-
formation, distilling real net cash flows
and making sound, logical credit deci-
sions.

As in any type of credit decision, the
lessor must assure himself he is not
dealing with a business that is poorly
managed, controlled or that represents
an undue amount of business risk. Per-
sonal visits, inspection of cash-control
procedures and accounting practices
and industry studies must be a part of
the lessor’s credit-evaluation process.
Also, it is important that the lessor re-
quire at least annual financial-state-
ment updates from the lessee.

Lessee fraud and misrepresentation
are additional risks that must be re-
duced. The lessor should be certain
that the lessee’s contact is authorized
by the lessee’s firm to act on its behalf
in debt contracts. The lessor should
hold corporate resolutions or partner-
ship agreements to that effect. More
resolutions or agreements should be
held covering guarantors.

Also, there is the possibility that the
lessee could try to sell the equipment
or use it as collateral for other lending
arrangements. In the state where the
equipment is being used, the lessor
should file a UCC 1 financing state-
ment with the correct wording iden-
tifying the leased equipment and na-
ture of the lessee/lessor relationship,
naming the lessor as owner and se-
cured party and showing the lessee’s
signature.

Suppose the lessee claims never to
have received the equipment or to
have received unsuitable equipment.
The lessor should require the lessee to
sigh an equipment-acceptance form,
which acknowledges receipt and ac-
ceptance of equipment as is, and in-
cludes an express disclaimer of lessor
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warranty for performance or adapt-
ability to the lessee’s needs.

Just as banks find themselves sub-
ject to compliance with numerous fed-
eral consumer-protection and disclo-
sure regulations, so does the leasing
industry. The Consumer Leasing Act
of 1976 essentially made lessors of
small equipment subject to provisions
ofthe Truth-in-Lending Act, requiring
schedules of payments, charges, war-
ranties (if any), termination options,
etc. If the lessor is dealing with con-
sumer business, he must be aware of
these requirements and be able to
comply when necessary.

Investment Risks. The motivation
for becoming an equipment lessor cen-
ters around income-tax savings and
real cash flows, which combine to pro-
duce an attractive return on invested
capital. But as simple as the basic
leasing concept may be, the expected
return on investment (and even
adequate cash flows) through leasing
equipment comes about only after a
complete understanding of complex
accounting and IRS principles and
guidelines. Several areas of risk expo-
sure are present.

Return on investment can be under-
stood in terms of a discount rate that
equates future benefits (cash flows)
with present costs (equipment cost).
Here, the cash flows are made up of
installment payments, expected re-
sidual values and tax-expense reduc-
tions. Legitimacy of each cash-flow
component is at issue when structuring
a lease package.

The lessor must set a target return
on his investment and determine a
nominal interest rate with which to
structure his lease-payment schedule
to reach that return. His target must be
high enough to cover his cost of funds,
servicing costs and risk factor and must
be adjusted for tax savings and
equipment-residual values he expects
to realize. The lessor must have the
ability to verify that his proposed lease
package actually will meet his return
needs. Computer analysis is an effi-
cient solution to this problem.

Legitimacy of expected tax savings
presents asignificant risk to the lessor.
He must establish with the IRS on a
case-by-case basis that his lease pack-
ages conform with “true” financial
lease guidelines so that the leases
qualify for full depreciation and
investment-tax-credit benefits. Al-
though various IRS revenue proce-
dures (such as Rev. Proc.'s 75-21,
75-28, 76-30) have set limits in this
area, it generally is recognized that
each transaction will be judged on its
own particular set of circumstances.
This involves the lessor’s establishing a

certain amount of “at-risk” investment
in the leased property at all times.
Pre-approval of leases by the IRS is a
good solution. Also, depreciation
guidelines must be properly under-
stood, which requires a review of cur-
rent IRS Class Life Asset Depreciation
Range requirements and related tax
code sections. If the lessor does not
have this specialized knowledge, he
should employ qualified tax advisers.

Residual values of equipment
“booked” into lease yield and nominal
interest-rate calculations are esti-
mates, at best. However, they may ac-
count for alarge proportion of desired
return for the lessor. For this reason,
they should be conservatively esti-
mated and limited to a small percent-
age of original equipment cost. High
technology-equipped residuals must
be regarded skeptically ifconsidered at
all.

Documenting Financing Package. |
have discussed several major risks as-
sociated with the small-equipment
leasing industry. Certainly, there are
other areas of risk. Nevertheless, my
preceding comments should provide a
good base on which to approach bank
financing. So let me briefly explain
how the banker can structure and
document a financing package to re-
duce his risks in dealing with the
small-equipment lessor.

First, the banker should approach
the package on a line-of-credit basis.
The lessor should be fully researched
and, iffound to qualify for bank credit,
he should be given a commitment
subject to a set of conditions. The first
condition should require that the les-
sor prove he has recognized and con-
trolled all the risks just discussed on
each lease transaction he wants fi-
nanced. Simply, the banker can devise
a checklist and record and verify the
lessor’'s documentation before any dis-
bursal of funds. All lessor-generated
documents should be pre-approved by
the bank’s legal department.

Second, the banker should second-
guess the validity of each lease credit,
asking himself whether the lessee
would qualify for similar bank credit
without question. Early in the lessor
relationship, the bank should double-
check the lessor’'s supporting credit
documentation for accuracy and com-
pleteness.

Third, the bank should secure its
investment by requiring an executed
assignment of lease rentals and a secu-
rity interest in the equipment being
leased. The security interest should be
perfected through “assignee” status on
the UCC 1filing and an executed secu-
rity agreement. Also, evidence of per-
sonal property tax payments on leased
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equipment should be supplied by the
lessor to protect the bank’s security
interest.

Fourth, the banker should place a
restriction on the debt-to-worth posi-
tion of the lessor, ensuring an adequate
and liquid cushion in the event of les-
see default. Understanding the inher-
ent cash-flow problems of the industry,
the banker should monitor the lessor’s
internal controls and cash flow through
periodic audits of his journals and rec-
ords.

Fifth, the bank should require that
for a given lease transaction, the les-
sor’'s scheduled lease-payment income
(disregarding residuals) more than ser-
vice his scheduled bank debt. Also, at
all times, value of the equipment
leased must be in excess of outstanding
bank debt. Lessee delinquencies
should be reported immediately via
monthly agings. The banker should
verify the lessor's payment-schedule
worksheet to ensure cash flow.

Sixth, personal guarantees should
be taken from the leasing company’s
principals to cover the line of credit.

Seventh, the banker should try to
finance a number of different types of
equipment and lessees through leases
ofagiven lessor. This helps reduce the
unsystematic or industry-specific risk
found under the line of credit, which
could leave the bank exposed to alarge
amount of obsolete equipment or a
high number of lessees in one ailing
industry.

At first glance, these requirements
seem to involve prohibitive costs and
time requirements. However, acloser
look is needed. The standardization
required under the checklist system,
pre-registration of lessor documenta-
tion forms and establishment of
thoroughly researched lines of credit
for qualified lessors can reduce costs
and time demands to a level consistent
with other types of bank installment
lending that have proved to be profit-
able in the past. = =

Lending/Leasing Problems?
There’s Help for Bankers

O BANKER wants to refuse a secured loan from a good,
. credit-worthy commercial customer or even turn down a mar-

ginal customer. Nor does he want to pass up a leasing arrangement

that could prove profitable. However, in this era of tight money, a
banker may have to say “no” more often than “yes.”

Yet there is an answer to this dilemma. Bankers can work with
commercial-finance firms and leasing companies to accommodate
customers they otherwise may have to turn away. But — under
present tight-money conditions — are such firms willing to work with
banks?

“Definitely,” says Gilbert N. Zitin, senior vice president, As-
sociates Commercial Corp., Chicago, a subsidiary of Dallas-based
Associates Corp. of North America. He says his firm has money
through commercial paper and its bank lines. The minimum-size loan
Associates Commercial will handle is $200,000, although it will work
on a smaller account if there’s a prospect for growth. The firm will
lend a maximum of $20 million per customer.

It is aggressively seeking these types of loans: accounts receivable,
inventory, capital equipment.

Also actively seeking new business is First Wisconsin Financial
Corp., Milwaukee, which operates as a regional lender and provides
lines of credit secured by accounts receivable and inventory to man-
ufacturers and wholesalers. In addition, it finances and leases produc-
tion equipment.

“We have astrong background ofworking closely with the banking
community on a participation basis,” says Robert J. Schwaab, senior
vice president. “The size of the loans we prefer runs from $25,000 to
$5 million and occasionally larger.”

First Wisconsin Financial centers its activities in Wisconsin, Il-
linois, Missouri, Indiana, Michigan, Minnesota and lowa. On occa-
sion, says Mr. Schwaab, it will serve other areas contiguous to its
central region.

Another affirmative answer came from Full Service Leasing Corp.
(FSLC), Marlborough, Conn., awholly owned subsidiary of General
Electric Credit Corp., Stamford, Conn. The firm says it has money to
lend and can accommodate bankers’ marginal customers and, in fact,
encourages bankers to refer such loans to it. Full Service Leasing,
says William C. Polini, vice president/general manager, seeks
business-equipment loans and business-equipment leases, with no
restriction on sizes.

Mr. Polini points out that the firm is funded by its parent and so has
no problems with having enough money to lend. FSLC provides
equipment-leasing and financing programs exclusively to the banking
industry.

First National Leasing Corp., Milwaukee, has funds available for
leasing and is actively engaged in encouraging bankers to refer lease
customers to that firm. According to Senior Vice President Casey
Kolp, First National Leasing, as a pioneering (since 1956)
equipment-leasing specialist, has acted for banks of all sizes in the
Midwest and South as a lease underwriter, investor and consultant.
Mr. Kolp proudly points out that this has been accomplished by
helping bank customers to grow and profit in good times and bad.

As aleasing specialist, continues Mr. Kolp, his firm can help bank
customers get what they want and need with skillful structuring of
leases to gain the optimum advantages, some of which are:

1. Keeps working capital working, not tied up in fixed assets. 2.
Lets equipment pay for itself from revenue it generates. 3. Keeps
bank lines ofcredit open for expansion of receivables and inventories.
4. Pinpoints equipment costs to specific projects or profit centers. 5.

(Continued on page 71)
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NEWS

From the Mid-Continent Area

Alabama

m RICK METZGER has been pro-
moted to vice president and manager/
advertising and public relations, Cen-
tral Bancshares of the South, head-
quartered in Birmingham. He joined
the marketing division in 1975 as an
area marketing manager/southern re-
gion and was responsible for marketing
and promotional efforts for Central
Bank affiliates in Montgomery,
Mobile, Auburn, Eufaulaand Dothan.

m SUSAN M. WALKER has moved
up from assistant cashier to assistant
vice president, First National, Bir-
mingham. She is in the personnel de-
partment. In other action, M. Troy
Woods has joined the bank as assistant
vice president and manager/bank card

phénix’
CITY

department. He formerly was with
I TUSCALOOSA
W SELMA @ MONTGOMERY
mm
w EVERGREEN
W DOTHAN
EBAY MINETTE ¢
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United American Bank, Knoxville,
Tenn.

Arkansas

m LARRY W. HARRIS hasjoined Lit-
tle Rock’s Commercial National as
leasing representative. He had been
vice president at another leasing firm
in the state and had been employed as

THAT'S US,
ALL OVER

First Alabama has 16
affiliate banks and six
bank-related affiliates, with
atotal of 110 convenient
offices throughout the
state to serve you.
And more are coming.

A'Ia ama
/Bank

MEMBER FDIC

credit sales manager,
Buyers Credit Corp.

Appliance

m TRAVIS COHEA has been named
vice president and manager/mortgage
loan department, City National, Fort
Smith. He formerly was president,
Marion S&L, Hamilton, Ala.

m CITIZENS BANCSHARES
CORP., Joneshoro, has received Fed
approval to become a bank HC
through acquisition of Citizens Bank,
Jonesboro.

IHHlinois

m ROGER L. CLIFFORD heads a
list of promotions at Chicago’s National
Boulevard Bank. He was advanced
from assistant vice president to vice
president. New assistant vice presi-
dents are: Jean L. Anderson, formerly
assistant cashier; Virginia B. Burnell,
formerly personal banking officer;
Thaddeus J. Dutkiewicz, formerly op-
erations officer; Henry S. Mazik, for-
merly assistant comptroller; Timothy
G. Towle, formerly assistant cashier;
Richard J. Truty, formerly assistant
comptroller; and William M. Walsh,
formerly investment officer. Ronald J.
Hoaglund and Maurice T. Simmons
were elected assistant trust officers,
and Elaine C. Thomas was named as-
sistant cashier.

WATSON CLIFFORD

m BURTON WATSON has been
named sales engineer, Chicago
branch, LeFebure, Cedar Rapids, la.
He is working in the greater metropoli-
tan Chicago area in Cook and Lake
counties.
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m CHARLES “STEVE” KEELEN
has been transferred from the Oregon
(111) office of Doane Agricultural Ser-
vice, Inc., St. Louis, to its Aurora of-
fice. That office offers professional farm
and ranch management and consulta-
tion services to farm owners and
operators in northeastern Illinois. Mr.
Keelen joined Doane in October,
1978.

m ROBERT F. SHERMAN, senior
vice president, American National,
Chicago, has been named head of the
correspondent and institutional bank-
ing division. He joined the bank in
1967 and was head of its operations
division.

m NORTHERN TRUST, Chicago,
has named Sheila A. Penrose second
vice president/associate economist,
economic research; Roger Gould sec-
ond vice president, personal financial
planning, trust department; and Paul
G. Kimball second vice president,
foreign exchange, bond department.

m J PETER MORRIS has been
named executive vice president,
Chicago Clearinghouse Association of
the Midwest ACH. Mr. Morris for-
merly was director of electronic funds
transfer services research, Credit
Union National Association.

m MID-CONTINENT BANC-
SHARES, INC., Belleville, has re-
ceived Fed approval to become abank
HC through acquisition of Belleville
National.

m McHENRY STATE has dedicated
the newest building in the McHenry
State bank complex. The structure is
called the Gerald J. Carey Building in
honor of Mr. Carey, who was president

at the time of his death in 1972. With
this addition, McHenry State now has
three separate locations. The Carey
Building, situated on the same site as
the main bank quarters, has six
drive-up lanes, a 24-hour depository
and asmall lobby with five inside teller
windows. The first floor also has the
installment loan department and
new-account desk. The second floor
will have the auditing, mailing and
bookkeeping departments. On the
lower level are employees’ lounges,
mechanical room, employees’ dining
room/kitchen, proof department and
training center.

m HENRY D. KARANDJEFF,
chairman/president, American Heri-
tage Bank, Granite City, was honored
last month for serving continuously on
the board of the Tri-City Regional Port
from its beginning 20 years ago to just
recently. Presentation of a com-
memorative plaque was made to Mr.
Karandjeff at dedication ceremonies
for the port’'s new grain-transfer termi-
nal. He also is honorary chairman,
Granite City Trust.

Indiana

m GEORGE H. GROVES has been
promoted to vice president/corporate
development, Irwin Union Corp.,
Columbus. He continues as division
manager of the retail credit area in the
HC’s chief subsidiary, Irwin Union
Bank, Columbus. He joined the bank
in 1977, having formerly worked in two
Chicago banks, LaSalle National and
First National.

m DANIEL R. JONES has joined
South Bend’'s First Bank as assistant

vice president/general business and
industry unit. He was assistant vice
president, Valley Bank, Mishawaka.

m LINCOLN NATIONAL, Fort
Wayne, has announced several pro-
motions. Dolores H. Bangert, vice
president, was advanced to vice presi-
dent and manager/operation center
and data processing. She joined the
bank in 1952. John D. Bostick, Marvin
L. Hathaway and Steven D. Sowers
were elected assistant vice presidents.
Mr. Bostick went to the bank in 1974;
Mr. Hathaway, in 1957; and Mr. Sow-
ers, in 1968.

m COMMERCIAL NATIONAL,
Kansas City, is remodeling a 2,500-
square-foot building immediately west
of its main building to house its com-
mercial division. Completion is
scheduled after the first of the year.
The exterior will be of precast white
aggregate panels with bronze anodized
aluminum trim, along with insulated
bronze-tinted reflective glasswork,
which will blend with the main bank
building’'s exterior. The interior will
have a contemporary design and a
full-length-access entry from the
bank’s main lobby.

This is artist's sketch of how Commercial Nat'l of
Kansas City will look after remodeling of addi-
tion that will house its commercial division.

m G. W. “JERRY” CARR has joined
First National, Wichita, as a marketing
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New YBOK Officers

Joseph H. Stout, v.p., Fourth
Natl, Wichita, was elected pres.,
Young Bank Officers of Kansas, at its
recent annual convention. He suc-
ceeds Murray Lull, vice pres./cash.,
Smith County State, Smith Center.

Other new YBOK officers are:
pres.-elect, Steve Colliatie, First
Nat'l, Topeka; sec., Dean Thibault,
agricultural lending/correspondent
banking officer, Hutchinson Nat'l;
and treasurer, John P. Ayres, a.v.p.,
First Nat'l, Manhattan.

representative, with primary respon-
sibilities in advertising and business
development. He previously was an
account executive for KTVH, Wichita.

m ROBERT B. DOCKING, former
Kansas governor, has been named an
advisory director of Wichita's Fourth
National Corp. and its subsidiary,
Fourth National Bank. Mr. Docking is
president, Union State, Arkansas City.
He served an unprecedented four
terms as governor from 1967-75. His
late father, George Docking, also was
governor.

m R. DAVID BIXBY has succeeded
the late Robert N. Allen as president,
First National, Chanute. He was
executive vice president. Harold L.
Culver has been named to that post.
He formerly was president, First
State, Lansing.

m SARAH WEAVER has been
elected assistant vice president/loan
division, Kansas National, Prairie Vil-
lage. She formerly was with two Kan-
sas City banks, Indian Springs State
and Westgate State.

Kentucky

m FIRST NATIONAL, Louisville,
has announced these promotions: from
accounting officers to senior account-
ing officers, Stanley Hudson 111, Phil-
lip G. Reich and Kenneth A. Young;
from revolving credit officer to senior
revolving credit officer, Daisy P.
Hitchcock; from assistant operations
officers to operations officers, Melvin
C. Delaney, Carol L. White and Helen
Wilson; from assistant branch proper-
ties officer to branch properties officer,
Floyd B. Durham; and from assistant
public relations officer to public rela-
tions officer, Eileen M. Reott.

m BOB ANTROBUS has been pro-
moted from assistant vice president to
vice president in charge of Bankcard,

68

First Security National, Lexington.
Don W. Kelly hasjoined the bank as an
assistant vice president/loan review
department. He spent three years as a
national bank examiner for the Comp-
troller of the Currency in Washington,
D. C.

s MALCOLM LEE GARDNER,
formerly controller, First City Bank,
Hopkinsville, has been promoted to
vice president. He went to the bank in
1978 from OIld National, Evansville,
Ind.

m CITIZENS NATIONAL, Bowling
Green, plans to open abranch adjacent
to the new Greenwood Mall, with As-
sistant Vice President Neil Wood as
manager. His post of manager, Ashley
Circle Branch, has been taken by Bill
Reynolds, also assistant vice president.
In other action, the bank will move its
Laurel Avenue Branch to a new
building.

m FED APPROVAL has been given
Western Kentucky Bancshares, Inc.,
Livermore, to become a bank HC
through acquisition of Farmers &
Merchants Bank, Livermore.

Louisiana

m MARTIN J. DOODY JR. has been
named data services officer, First Na-
tional Bank of Commerce, New Or-
leans. The bank also elected Roy A.
Reed Jr. systems officer/data process-
ing; Patricia O. Haun administrative
officer; and Gaye A. Miles national ac-
counts officer/national accounts.

m HARRY P. GARRETT has been
promoted to senior vice president in
charge of the bank card division,
Fidelity National, Baton Rouge, which
he joined in 1976.

Mississippi

m CITIZENS BANK, Hattiesburg,
has promoted Betty Cameron to assist-
ant vice president and Elsie King to
branch officer. Miss Cameron joined
the bank in 1964 and had been super-
visor, bookkeeping department. Mrs.
King joined the bank in 1960.

m FIRST MISSISSIPPI NATIONAL,
Hattiesburg, has elected Kenneth J.
Lyons Jr. assistant vice president/
commercial loan department and
Donald Marie Jr., operations officer.
Mr. Lyons goes to the bank from Met-
ropolitan National, Biloxi. Mr. Marie
joined the bank in 1973.

m RONALD STOKES has been pro-
moted to assistant vice president,
Peoples Bank of Mississippi, Union, at
its Louisville Office. Mr. Stokes joined
the bank in 1978.

s TOMBIGBEE BANK, Fulton, has
promoted the following: Johnny Ber-
ryhill and Inita McMullan to assistant
vice presidents; and Willie Gregory
and Gena Green to assistant cashiers.

m JOHN M. CHRISTY hasjoined Na-
tional Bank of Commerce of Missis-
sippi, Starkville, as assistant vice
president/lending area. He goes to the
bank from First National, New Albany,
where he was vice president/manager
of its Ripley Branch.

m CARLTON M. REID has joined
Merchants & Farmers Bank, Kos-
ciusko, as head of its Ackerman
Branch. He had been a sales repre-
sentative for a national firm.

Missouri

m FIRST NATIONAL, Kansas City,
has promoted the following: from trust
officer to vice president, Carter R.
Harrison Jr.; from assistant cashiers to
assistant vice presidents, Judith A.
Spafford and Michael S. Spafford; to
assistant cashiers, Edward M. Hughes
and Linda M. Koe; and to assistant
trust officers, Dean A. Graves and
Paula L. Hofius.

HARRISON TEMPEL

s WILLIAM C. TEMPEL, trust
group manager, trust division, Com-
merce Bank, Kansas City, has been
made senior vice president. The bank
also elected three assistant vice presi-
dents: Dolores A. Brents, manager,
10th Street lobby, retail department;
James M. McLaughlin, bond depart-
ment; and Gary G. Simpson, install-
ment loans. Assistant Vice President
Robert G. Alley has been named man-
ager of the bank’'s newly combined
money market/foreign exchange divi-
sion of the bond department.
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EDMISTON KINCHEN

m FIRST UNION BANCORP., St
Louis-based multi-bank HC, has reor-
ganized its affiliate administration by
appointing four regional managers.
H. Duncan Edmiston, president/
CEO, Rolla State, was made manager,
central/southwest region, and vice
president, First Union. Lonnie L.
Kinchen, president/CEO, Bank of
Kennett, was appointed manager,
southeast region, and vice president,
First Union. R. Lloyd Uptegrove,
president/CEQO, First National, Inde-
pendence, was named manager, Kan-
sas City region, and vice president,
First Union. Cyril A. Niehoff, chair-
man and recently retired president,
Florissant Bank, was appointed man-
ager, St. Louis region, and consultant
to First Union. Each regional manager
has responsibility for a group of the
HC'’s out-state affiliate banks.

m ROBERT A. FRAHM JR., senior
vice president, Mercantile Trust, St
Louis, has joined Mercantile Com-
merce Trust, St. Louis, as president.
He joined Mercantile Trust in 1954
and most recently headed the credit
review department.

m BARRY L. SEARER has been
elected trust officer, Mercantile Trust,
St. Louis. He joined the bank in 1978
as a representative in the trust institu-
tional marketing division, going from
IBM.

m JOHN S. KREIGHBAUM has
been elected senior vice president,
United Missouri Bank, Kansas City,

UPTEGROVE NIEHOFF

and chairman, United Missouri, Jef-
ferson City. He was president of the
latter bank and has been succeeded in
that post by F. Michael Backer, for-
merly vice president. William A. Zub,
who was senior vice president of the
Jefferson City bank, has advanced to
executive vice president. NoelJ. Shull
has been named vice president,
United Missouri Bancshares, Kansas
City, HC that owns the Kansas City
and Jefferson City banks. Mr. Shull
formerly was vice president, Columbia
Union National, also in Kansas City,
and also spent four years with the KC
office of the Small Business Adminis-
tration.

m RICHARD M. RATHGEB joined
First Bank of Commerce, Columbia,
November 5 as executive vice presi-
dent, chief operating officer and a di-
rector. He was vice president and as-
sistant manager of affiliate administra-
tion, First Union Bancorp., St. Louis.
The latter recently announced plans to
acquire First Bank of Commerce.
During his nine-year career at First
Union and its principal affiliate, First
National, St. Louis, Mr. Rathgeb
worked in various areas, including cor-
respondent banking.

New MexXico

m CHARLES R. “BUZZ” MUR-
RELL has been elected president/
CEO of United Southwest National,
Santa Fe. He goes to the bank from
First National, Santa Fe, where he was
senior vice president/loan division. He
replaces Garrett R. Quintana, who has
been serving as interim president
since April.

m EDDIE YBARRA has joined First
National, Santa Fe, as assistant vice
president/assistant manager of its Los
Alamos Branch. He goes to the bank
from Mimbres Valley Bank, Deming,
where he was assistant vice president.

m FRANK EASTLAND has been
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named vice president/cashier, San
Juan National, Farmington. He goes to
the bank from First National, Al-
buquerque.

m FIRST STATE, Gallup, has named
Kenneth Agee vice president/
installment loan administrator and
James Steem staff officer/credit
analysis and review. Mr. Steem goes to
the bank from First National of
Arizona, Phoenix.

m RIO GRANDE VALLEY BANK,
Albuquerque, has named Charles T.
Pascetti and Richard G. Bailie assistant
vice presidents. Mr. Pascetti will be in
charge of branch operations and Mr.
Bailie will be a departmental super-
visor in the bank’s real estate division.

Oklahoma

I FIRST NATIONAL, Oklahoma
City, has promoted the following: Jim
Burgar, correspondent bank division,
and George Cook, regional lending di-
vision, both of the continental group,
to senior vice presidents; and new vice
presidents are Jay Hammond, indus-
trial group, and Ted Strybosch,
manager/real estate group. David W.
Dollarhide, vice president, has been
elected head, industrial/community
development.

COOK BURGAR

HAMMOND STRYBOSCH DOLLARHIDE

m FOURTH NATIONAL, Tulsa, has
promoted the following: John D.
Strong Jr. to senior vice president/
commercial loans; Ronald R. Glass to
vice president/credit quality, control-
ler's office; and Nancy Payne to assist-
ant vice president/commercial loans.
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STRONG GLASS

New assistant cashiers are Jeri Coch-
ran, operations, Jeri L. Amstutz, mar-
keting, and Nancy Shields, invest-
ments.

m BANCOKLAHOMA CORP.,
Tulsa, has named four new vice presi-
dents: Larry D. Sweet, account
officer/energy-related loans; William
S. Boedeker, who invests assets in
trust accounts; Sara Freeman, new
loan control/operations department;
and Ed Brown, financial planning/
accounting. Promoted to assistant vice
presidents were: Keith Forrester,
energy; Rick Wimpey, money-market
investments; Al Rutland, specialized
lending; Gareld F. Gill, information
systems; and Donna Lester and Joe
Rodanski, trust operations.

m FIDELITY BANK, Oklahoma
City, has elected Allen E. Coles,
president/CEO of W & W Steel Co.,
Oklahoma City, a director of the HC
and bank. Also, the bank has named
Mike Keller, commercial loan officer,
oil/lgas department, and Mark Kyle,
consumer loan officer, retail banking
division, as assistant cashiers.

m DENZIL E. OSWALT has been
elected senior vice president, Security
Bank, Ponca City. Mr. Oswalt had
been vice president/regional banking,
First National, Tulsa. At Ponca City,
he will be in charge of commercial
loans and will be chairman of the loan
and discount committee.

m J LLOYD LANGDON, pres-
ident/CEO, Hamilton Bank, Johnson
City, has been elected chairman/CEO.
Replacing Mr. Langdon as president is
Chauncey W. Lever, who was elected
a director and chief operating officer.
Mr. Lever goes to the bank from
Florida Bank, Fort Lauderdale, where
he was president/CEO and chairman.
Also, he has been chairman, Florida
National Banks of Florida, Inc., and
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president/CEO and chairman, Florida
First National, Jacksonville.

m FIRST AMTENN CORP. of
Nashville elected Kenneth L. Roberts
chairman/CEO of the HC and First
American National. Mr. Roberts had
been president/CEO of the bank and
HC. Owen G. “Bob” Shell Jr. was
elected the bank’s president/chief
operating officer. Also, he was elected
adirector of both the bank and HC and
was designated HC vice chairman.
F. G. Cavin was elected president of
First Amtenn and vice chairman of
First American. He had been vice
chairman of First Amtenn. Andrew
Benedict, who retired from active
management in July, but continued to
serve as chairman of both the bank and
HC, was elected senior chairman of
both boards.

ROBERTS SHELL CAVIN

New TBA Trust Officers

New officers of the Tennessee
Bankers Association’s trust division
were elected at the group’s annual
meeting in October.

Officers include: president —
A. H. (Tony) Thompson, executive
vice president, Valley Fidelity Bank,
Knoxville; vice president — Fred
Newman, vice president/senior trust
officer, American National, Chat-
tanooga; secretary — John Sparks,
vice president/trust officer, First
American National, Nashville; and
treasurer — James A. Kleiser Jr.,
vice president/trust officer, Union
Planters National, Memphis.

E. Kelton Morris, vice president,
First Tennessee Bank, Memphis,
and the group’s immediate past
president, will serve as an executive
committee member.

m THOMAS G. PLASKETT, senior
vice president, finance, and chief fi-
nancial officer of American Airlines,
has been appointed to the board of
First United Bancorp., Fort Worth.

m FROST NATIONAL, San Antonio,
promoted two officers. Tom Hawkes
was promoted to vice president, Ban-
card administration, and Cynthia Ann
Ramirez was promoted to assistant vice
president, personnel. Mr. Hawkes is
manager of sales and service for the
Bancard Center. He has been with the
bank since 1972. Miss Ramirez joined
Frost Bank in 1973 and served as
a secretary in the correspondence
center and personnel department be-
fore becoming an employment inter-
viewer in 1975. She continues in this

capacity.

m BANK OF THE SOUTHWEST,
Houston, has named Kathy A. Hunt
and Ann H. Sager vice presidents.
New assistant vice presidents are
Gregory A. Stuart, executive/pro-
fessional banking, and Michael J.
Tighe, Southwest Bancard. Mrs.
Hunt, who joined the bank in 1976,
will be responsible for administering
corporate accounts in Houston. Mrs.
Sager, who joined the bank in 1978,
will administer personal accounts and
loan portfolios for the executive/pro-
fessional department.

HUNT SAGER

m FIRST NATIONAL, Fort Worth,
has exceeded $1 billion in market value
of trust assets for the third consecutive
quarter in 1979. This sets a new record
for the bank’s trust operation, accord-
ing to Jerry D. Minton, senior vice
president. Also, Donna R. Parker has
been named marketing officer/
manager/corporate marketing, general
banking group. This group includes
commercial, real estate, international
and energy banking.

m FIRST CITY NATIONAL, Hous-
ton, has elected Jeffrey M. Bond and
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Ronald N. Brown vice presidents.
N7/ w assistant vice presidents are John
R. Behrman, investment division;
James A. Elkins 111, metropolitan de-
partment; Raffi D. Krikorian, interna-
tional department; John F. Lowman,
metropolitan department; and Theo-
dore E. Davis, trust investment offi-
cer.

m DR. ROBERT M. BRANSFORD,
a Texarkana surgeon, has been elected
adirector of Texarkana National and its
parent company, Texarkana National
Bancshares, Inc.

m CAPITAL NATIONAL, Houston,
will move its main banking office to the
concourse level, Two Allen Center,
and will lease about 200,000 square
feet of space in the adjacent 50-story
building under construction. The new
building, previously known as Three
Allen Center, will be renamed Capital
National Bank Plaza. The bank will oc-
cupy nine floors in the new building,
plus two lower levels.

s WILLIAM P. BARNES, chair-
man/president, General American Oil
Co. of Texas, was elected a director of
Republic of Texas Corp., Dallas.

m FIRST NATIONAL, Amarillo, has
promoted Jim Melton, manager/
installment loan department, to senior
vice president and Assistant Cashiers
Danny Kendrick and John Myers to
assistant vice presidents. Mr. Melton
joined the bank in 1970 and was named
department manager in 1977. Messrs.
Kendrick and Myers joined the bank in
1975 and 1971, respectively.

MELTON KENDRICK MYERS

BUTZ FUGITT

m KARL T. BUTZ JR. has been
elected president, Mercantile Texas
Corp., Dallas-based bank HC. He suc-
ceeds Lewis F. Lyne, who was elected
vice chairman. Charles M. Fugitt was
promoted to senior vice president of
the HC. He was executive vice presi-
dent of its leading subsidiary, Mercan-
tile National, in charge ofbanking divi-
sion 1l, including the correspondent,
national, Southwest, metroplex, met-
ropolitan, marketing and cash man-
agement departments. Mr. Butz had
been president of the bank the past 3%
years. He also once held that post at
First National, Fort Worth, where Mr.
Fugitt once was senior vice president
and senior commercial loan officer.
The latter also had been vice president
of both Bank of the Southwest, Hous-
ton, and First National, Longview. In
other action, George L. Clark was
elected Mercantile National’'s presi-
dent and a director, moving up from
executive vice president. James B.
Gardner, the bank’s executive com-
mittee chairman, was elected vice
chairman of the board to succeed Mr.
Lyne. Mr. Gardner will be responsible
for several commercial divisions.

Died: Cullen J. Kelly, past president
and chairman, First National, Mid-
land, on October 24. He was honorary
board member of the bank when he
died. He joined the bank in 1948, was
elected a director in 1955 and became
president in 1959. Before joining First
National, Mr. Kelly had been a state
bank examiner for about three years.
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Problems?
(Continued from page 65)

May oiler tax advantages as an operat-
ing expense. 6. Permits immediate or-
dering of needed equipment at today's
prices. 7. Allows all benefits of owner-
ship without major initial cash outlays.
8. Eliminates depreciation accounting
problems and simplifies bookkeeping.
9. Offers the possibility of capitalizing
on unbudgeted opportunities or
emergencies. 10. Offers numerous
payment plans and lease-end options
for maximum flexibility. 11. Provides
100% equipment financing without
compensating balances or down pay-
ments.

As Mr. Kolp explains it, his firm tries
to know leasing the way bankers know
banking. Time and experience, he
says, have taught First National Leas-
ing the documentation necessities and
accounting complexities indigenous to
sound lease financing. As an affiliate of
a billion-dollar bank, says Mr. Kolp,
his firm understands bankers' prob-
lems, and this affiliation gives it ready
access to large amounts of capital dur-
ing times of austerity. In fact, he says,
the firm has a long history of lasting
business relationships with banks and
bank customers and stresses the phi-
losophy of “sticking with our custom-
ers through thick and thin.” Sixty per-
cent of its business, he says, is repeat
business.

Mr. Kolp cautions against thinking
that leasing is a concept to be utilized
only as a secondary source of financing
when traditional sources of money dry
up. “Nothing could be further from the
truth,” he emphasizes. “While it is
true that our firm is the beneficiary of
stepped-up requests for leasing quotes
in volatile, recessionary times such as
these, it also is true that leasing is a
strong participant during periods of
high economic expansion when
growth-oriented firms are outstripping
their ability to borrow to finance sales.
As an established intermediate-term
source of funds, leasing’s place in the
economy has been and continues to be
anecessary ingredient in capital forma-
tion.

“Foresighted bankers and bank cus-
tomers are realizing that all companies
can use leasing to some degree to aug-
ment their overall financial arrange-
ments.” e =
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Fed

Answers

Regs Questions

Randall (". Sumner, examiner in St. Louis Fed’s
consumer affairs dept., answers common ques-
tions aboutfederal regulations that affect most

banks.

Information given here reflects Mr.

Sumner s opinions, not necessarily those of the
St. Louis Fed or the Board of Governors.

Due, in part, to recent in-
creases in rates for 26-week U. S.
Treasury bills and a correspond-
ing rise in the interest rate
member banks may pay on
money market CDs, numerous
guestions have been asked about
the penalty for early withdrawal
of time deposits. The following
represents a sample of the most-
often-asked questions about
Regulation Q received by the
consumer affairs division of the
St. Louis Fed:

May a member bank
S < refuse to redeem atime
deposit prior to maturity?

Provisions of Regulation
S- Q do not require a
ember bank to redeem a ti
deposit prior to maturity without
penalty except in cases where the
owner of the time deposit has
died or has been determined to
be legally incompetent by acourt
or other administrative body of
competent jurisdiction. Under
all other conditions, the regula-
tion permits a member bank to
require depositors to fulfill the
terms of the contractural obliga-
tion created by the time deposit.
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May a member bank
S = assess agreater penalty

tor early withdrawal
specified in Regulation Q?

Regulation Q establishes
= only the minimum pen-
Ity required to be assessed.
Therefore, a member bank may
impose amore severe penalty for
early withdrawal of a time de-
posit. The more severe penalty,
however, must be disclosed at
the time the depositor enters
into the time-deposit contract
with the bank.

1 Must the “new” (July 1,

= 1979) penalty for early
withdrawals of time deposits be
applied to contracts entered

n{()erior to July 1, 1979?

Effective August 1,
.- 1979, provisions of the
‘new” penalty may be applied,
with the consent of the depos-
itor, to time-deposit contracts
entered into before July 1, 1979.
Thus, amember bank has the op-
tion on pre-July 1, 1979, time
deposits of applying either the
“old” penalty or, with the cus-
tomer’s consent, the “new” pen-
alty for early withdrawal.

Detroit Bank & Trust CoO.......cccceveiieiiiiniieiiciienees 42
Don Howard Personnel, Inc......... .

First Alabama Bank, Montgomery

First National Bank, Chicago 47
First National Bank, Jackson, Mi 8
First National Bank, Kansas City . 32

First National Bank, St. Louis .

First National Bank of Commerce, New Orleans 25
First National Leasing Corp
First Oklahoma Bancorp
First Tennessee Bank, Memphis ..
First Wisconsin Financial Corp...
Full Service Leasing COrp.......cccccurvuerieeneeneininennes

General Electric Credit COrp........ccccocvvrviiinininnnn.

Harland Co., John H.......c..cccoovvinnnnns
Harris Trust & Savings Bank, Chicago . .
Heller & Co., Walter E.......c.ccccocvvviiiiiiiiiiiis 17

Insured Aircraft Title Service, INC.....c.cccevviveneenn. 57
Liberty National Bank & Trust Co., Oklahoma City 2

McDonnell Douglas Finance Co....
Memphis Bank & Trust Co........ .
Mercantile Bancorp., St. LOUIS ....cccceecueniininneenne 5

Scarborough & Co.......oovevviiieiiiiiiiiiicceee
Third National Bank, Nashville ..

Wells Fargo Business Credit
Whitney National Bank, New Orleans

Career Apparel Contest

Banks and financial institutions that
have career apparel programs may
enter the third annual “ Career Apparel
Image of the Year” award competition
sponsored by the Career Apparel Insti-
tute, adivision of the National Associa-
tion of Uniform Manufacturers.

Created to honor companies that
have outstanding employee clothing

tharograms, the eight awards are given

in four categories. They are: financial/
business sales; food/hotel; transporta-
tion and service/industrial.

In each category, one award will be
given to a company with a program of
national scope and one to a company
that does business on alocal or regional
basis. Company size does not limit
eligibility.

Entries must be accompanied by a
color photograph of several of the
firm’'s employees in their career ap-
parel wardrobes. To be eligible, the
business clothing program must con-
tribute to the company’s image.

Career apparel is defined as fashion-
able clothing especially designed and
manufactured to be worn on the job. It
can be stylish and traditional in design,
must be practical and comfortable to
work in, provide easy maintenance and
wear well.

Entry blanks and complete details
on the “Career Apparel Image of the
Year” awards may be obtained from
the National Association of Uniform
Manufacturers, 1156 Avenue of the
Americas, New York, NY 10036.

Bank Directors Seminar
To Be Held in January

The Management Institute of Uni-
versity of Wisconsin-Extension has
developed a seminar that explores the
entire spectrum of being a bank direc-
tor. Called “Effectively Contributing
as a Bank Director,” it will be offered
January 24-25 in Madison.

The program will focus on positive
contributions that directors can make
to their banks in a manner that helps
them meet their legal responsibilities.

Program fee of $150 includes all ma-
terials, luncheons, dinner meeting and
refreshments. For more information,
contact Joyce Stout, programming as-
sistant, Management Institute, 432 N.
Lake St., Madison, W1 53706.
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A correspondentbank

should giveyou more
than justa

correspondentbanker.

Wedo.

When you choose First National Bank in
St. Louis as your correspondent bank, you get
more than a correspondent banker.
You get an entire
¢faff of specialists who
offer you daily assis-
tance for daily needs.
For example,

“Rabbit T ransit” check-

clearing systems our
people have developed

can help improve your earnings, because your

transit items become collected

balances rapidly.

We also offer you the

services of agricultural fi-

nance specialists who can

help you provide your cus-

tomers with expert advice as well as flexible

loan arrangements.

In the area of Fed Funds,
investments and the safe-
keeping of securities,
we offer a performance rec-
ord that's highly regarded
in our industry.

Our electronic data processing team brings
you the most sensible systems ~
for getting work done— Js&sr*
reliably and accurately. And
our computer specialists
offer counsel and advice in
all phases of EDP systems.

___Our capacity
« |
mijpi

for overline lending,
based on our sizable
assets, allows you
the opportunity to make
larger loans than you otherwise might.
We sponsor timely seminars where
you and other top management of
your bank meet with the top
management of our bank
to exchange ideas and
share expertise. These
seminars also serve to
keep you up-to-date on recent
developments in our industry.
K Of course, your correspondent
mSm banker is always available for
V #/ individual consultation. He’s the
key toour relationship and the
person we depend on to make
fast decisions on our behalf.
He’s the one you can depend
on, too, when you want to get
more from your correspondent
bank. He can help you plan
for your bank’s future and for
our future together.
If you're not already seeing
a First National Bank in St. Louis
correspondent banker, just call
Bart French at (314) 342-6967. He'll
make sure you get a correspondent banker...
and a whole lot more.

First National Bank in St.Louis

A First Union Bank
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