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NORTH CENTRALHAS THE
SERVICE* THAT HELPYOU
SQUEEZE MORE PROFIT OUT OF

~OLIO!

Digitized for FRASER
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YOUR LOAN PORT

It's a pressure-packed
world. Filled with gov-
ernment regulation, stiff

competition and custom-

ers who demand more

and better services. Every
dollar that comes in or goes out has to
work hard for you.

"W

Thatswhere we can help. When financial
pressures build up, North Central can
help you squeeze through.

How?

By installing our proven, loan-related in-
surance programs that earn important
fee income for you. By adopting a system
that let's us take care of your paperwork
so you're free to take care of your
customers.

North Central backs you up with vital
services like these:

— A Computerized Claims
System that settles claims
nearly 50 percent faster than
the industry average.

— Our “Better Way Desk" that puts an-
swers to complicated rate calcula-
tions and approvals for overlimit loan
applications, just a quick, toll-free
phone call away

~ Management Reporting Systems and
Effective Incentive Programs that help
you measure and control your insur-
ance operation.

— Training, that improves your employ-
ee’'s productivity and professionalism.

The bottom line? You squeeze out more
profit dollars per loan with less effort.

Ask your North Central Life representa-
tive to show you how he can squeeze
more profit out of your loan portfolio.

North Central Life Insurance Company

NORTH CENTRAL LIFE TOWER. 445 MINNESOTA STREET. BOX 43139, ST. PAUL. MN 55164

In Minnesota call 800-792-1030.
In lowa, Wise., North and South Dakota 800-328-1612.

Protection all ways

All other states 800-328-9117.
MID-CONTINENT BANKER is published monthly by Commerce Publishing Co., 408 Olive, St. Louis, Mo. 63102, November, Vol. 79, No. 11

Controlled-circulation postage paid at St. Louis, Mo., and at additional mailing offices.

Federal Reserve Bank of St. Louis



Here Today,
Here Tomorrow.

When you install Systeme's powerful Banking
System, we want to make sure it will lead to
higher productivity and better customer service
at less cost for your institution,

That's why Systeme professionals will be
with you every step of the way — today and
tomorrow — through installation, training and
transition.

And when there are regulatory changes, or
when you act on new competitive opportunities,
we'll still be there, helping you take advantage
of every benefit this complete Banking System
offers,

We invite you to request details about the by
Systéme Banking System, which isdesigned System e
specifically to run on the IBM 34/36/4300
computers. And be sure to ask about Systeme
service after installation — we want you to know. More than a SyStem'

The Systéme Banking System: 15 integrated A commitment.
applications for every information and
operational need. Systéme Corporation

The SY_Stéme Banking System...You can 3443 Parkway Center Court « Orlando, Florida 32808
bank on it (305) 298-8180
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For\bur Bank,
Nothing LessW ill Do.

Arrow Business Services offers you designers can make your bank a stunning
Kittinger, including the Georgian Series and workable showcase from the executive
pictured here. And Baker, Gunlocke, Steel- offices to the customer, operations and data
case, Knoll...the who’s who of office processing areas.
furnishings. All the prestige names display Give us a call for a professional, cost-
their best in our Memphis showroom, effective proposal to meet your bank’s
complete with accessories, carpet, window building and furnishings needs.
and wallcovering. We offer the best, and we know you expect

Arrow’s staff of ten experienced bank nothing less.

fAWOWI
BUSINESS SERVICES INC. r

an affiliate of Midland Bank & Trust
3050 Millbranch, Memphis, Tennessee 38116
901/345-9861
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BankMate Is here!

BankMate, a regional network of shared automatic teller
machines, links together all the ATMs of participating
financial institutions. With it as one of your services, your
customers will be able to transact banking business at any
ATM in the entire BankMate system.

You can join BankMate even if your bank doesn’t have its
own ATMs. Your bank issues BankMate ATM cards that
allow your customers access to all the ATMs in the net-
work—a network that will extend into the five states of
lllinois, lowa, Missouri, Kansas and Kentucky.

BankMate gives your customers accessibility to their
financial institutions in the places where they live and
work, day in, day out. Local accessibility throughout the
cities that cover a region of neighboring Midwestern
states. It’s this combination of regional and local access-
ibility that is truly the most useful.

For more information how to “plug-in”your ATMs to the
BankMate network, contact Jack Regan
at Monetary Transfer System, 220 So.
Jefferson Ave., St.Louis, Missouri 63103
(314) 231-1155

A Regional Shared Automatic Teller Machine Network
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When America’s
community banks
calf
on Chase,
theyha\eateam
ofcommnnkybank
specialists
to call.

We've put together a special Chase team
of bankers, thoroughly knowledgeable about your
community bank opportunities and needs, who
are prepared to help.

So when you call on our money market
investment resources, trust or other services,
you have a personal contact at Chase.

Call Geoige Woodnorth, (212) 552-6679.
Lets talk more about it.
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THE BANKING SCENE

By Dr. LEWIS E DAVIDS

lllinois Bankers Professor of Bank Management
Southern lllinois University, Carbondale

Should Your Bank Switch Its Charter?

HILE teaching at Texas A&M
University in the early 1950s, |

looking over your shoulder — the
Federal Home Loan Bank Board. |

made a recommendation to the clé@int need to remind you of the many

man of a state-chartered bank that was
a Fed member, but that had not used
the Fed’s services for rediscounting or
advances. The recommendation was
that the bank drop its Fed mem-
bership and use its reserves and those
ofits correspondents more productive-
Iy-

Y My recommendation wasn’t ac-
cepted, but think of the tens of hun-
dreds ofthousands of dollars that could
have been saved over a 30-year period
ifithad been. Later, in consulting with
community banks in Missouri and Illi-
nois that were Fed members, | made
similar recommendations and, in some
cases, my recommendations were
accepted.

Of course, the Monetary Control
Act that became effective at the end of
last year has closed that attractive
loophole for community banks, but the
Garn/St Germain Depository Institu-
tions Act of 1982 appears to have
opened an attractive opportunity for
many commercial banks, regardless of
whether they are Fed members, state-
chartered banks or national banks. So
far as | know, no banks have availed
themselves ofthis opportunity, but it’s
certainly worth investigating.

The opportunity of which | speak is
to switch your charter to a federally
chartered thrift. Your initial reaction
as a sophisticated banker is probably,
“How nutty can you get?” After all,
thrifts are, as a general class, more sus-
pect in the eyes of the public than
banks. We Il accept that as a valid
point, but in rebuttal, I must point out
that the charter change does not neces-
sarily imply a major change in the
name or logo of the bank. In fact, the
public probably would not be aware of
the change and there are many pluses
to consider.

As a federally chartered thrift, you
would have only one regulatory agency

federal and state agencies that oversee
the operations of national and state-
chartered banks.

Nor do | mean to imply that the
FHLBB is a patsy for the institutions it
regulates, but its relationship with
S&Ls is much cozier than that ofbanks
and the Fed, the FDIC or the Comp-
troller of the Currency. Banks, for in-

"Differences in the way laws
are enforced as well as those
regulations that continue to
place bankers on an unequal
competitive footing despite de-
regulation may have prompted
you to consider changing to a
new federal thrift charter. To
that, | say, why not?"

stance, have to issue quarterly uniform
bank-performance reports, which con-
tain a great deal of information about
past-due, non-accrual and renegoti-
ated loans that most banks probably
would just as soon not release.

The FHLBB does not require such
reports of S&Ls, illustrating its charac-
teristic protective attitude toward the
institutions it regulates. To say that the
paucity of bank performance reports
sold to the general public makes my
point moot is to misunderstand the
advocacy role the FHLBB plays in be-
half of S&Ls.

Thomas P. Vartanian, the FHLBBs
general counsel, has been quoted as
saying that a chartered thrift institu-
tion could “branch or merge interstate
and establish automatic teller ma-
chines anywhere in the world. Mr.
Vartanian, who incidentally also is
general counsel to the Federal Savings

and Loan Insurance Corp., further
states that an S&L’s corporate parent
would not be subject to Federal Re-
serve Board laws restricting bank
HCs. He says the S&L HC would be
free to engage in virtually any activity
not expressly forbidden, to make any
investment it wished and to have a
controlling interest in almost any com-
pany it chooses anywhere in the world.

Limitations have been placed on the
new federal stock savings banks that
may, indeed, be more burdensome
than those on institutions with an ex-
isting bank charter. But those limita-
tions are technicalities rather than re-
flective of the true manner in which
the FHLBB regulates S&Ls. The
FHLBB often has been willing to
waive restrictions and has shown a
willingness to tolerate conditions that
federal bank regulatory agencies
would never permit. Would banks
have been permitted to operate for
over ayear with anegative networth as
the failed Biscayne Federal Savings &
Loan in Miami was?

As the old saying goes, if you can’t
beat 'em, join ’'em. Differences in the
way laws are enforced as well as those
regulations that continue to place
bankers on an unequal competitive
footing despite deregulation may have
prompted you to consider changing to
a new federal thrift charter. To that, |
say, why not?

In many bankers, a deep-seated
aversion to changing charters exists. |
remember discussing how much more
flexible a state charter is with the CEO
of a venerable national bank several
years ago. While acknowledging the
rightness of my argument, he said that
his bank had been chartered nearly 70
years earlier by the Comptroller ofthe
Currency and he was loathe to give up
that sentimental attachment.

But wouldn’t a charter by any name
be just as sweet, especially ifit offered
tremendous advantages over an ex-

(Continued on page 43)
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Capture the growing

60+ market for your
bank with

Besides being among your bank’s most profitable
accounts, senior citizens are one of its fastest-growing
markets. Fact is, their numbers are growing twice as fast
as the total U.S. population.

So it's obvious that winning a growing share of this 60+ market is important
to your bank’s long-term success. And that’s precisely what HORIZONS 60™ is
designed to do.

HORIZONS 60™ is a complete, ready-made senior citizens program with a
proven record of success in attracting new bank customers and deposits from the
60+ population, as well as strengthening bonds with existing customers in that
age group.

Included are a well-organized travel tour program, quarterly newsletter,
shop-by-mail service, accidental death insurance, car rental and motel discounts,
all necessary advertising materials—in fact, everything you need to make your bank
the market leader in your community. All at a fraction of the cost of developing
it on your own.

And these tangible dollar savings don’t even begin to take into account the
savings in expensive bank management time.

Write or phone us today for full details on HORIZONS 60.™ Sooner or later,
one bank in your community is going to capture the major share of the 60+ market.

Shouldn’t it be yours?
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The WHOOPS Debacle
— What Lessons
Can Be Learned?

HE Washington Public Power

Supply System (WPPSS) — or
“WHOOPS” as it sometimes is re-
ferred to — formally acknowledged
this summer that it was unable to pay
debts on its nuclear projects Nos. 4 and
5. The admission that the WPPSS
would default on $2.25 billion in bonds
sold to finance the two plants will re-
sult in the biggest municipal default in
history. If we are to see what lessons
can be learned from this debacle, it is
wise to take a broader look at some
recent trends in financing municipal
bonds.

The needs of traditional issuers of
municipal bonds, such as cities, states
and counties, have grown in recent
years, and the necessity to repair or
replace the country’s deteriorating in-
frastructure has become a popular
topic of late. Use oftax-exempt financ-
ing by power and housing authorities
and other borrowers also has grown
dramatically. Atthe same time as these
issuers’ needs have increased, their
ability to raise revenues to finance the
improvements has become more diffi-
cult. Growth in domestic spending by
the federal government is being
curbed as Congress grapples with
enormous deficits. Taxpayers, who
already feel overburdened, are in no
mood to service increased debt and
have taken measures to prevent fur-
ther increases in taxes. Beginning with
California’s Proposition 13, voters
have had some success in rolling back
taxes or limiting their increase.

The struggle has intensified be-
tween taxpayers who, on the one hand,
want no increase in taxes or hikes in
utility rates to pay off additional debt,
and bond buyers, on the other, who
have become more wary of municipal
credits since the New York City finan-
cial crisis, with each trying to shift the
financial responsibility to the other
party. Due to the reluctance of both
buyers and sellers of bonds to accept
the cost and possible problems in re-
paying debt, financial innovations that

10

By John G. Phillips Jr.

John G. Phillips Jr. is

v.p./municipal

analyst in the bond

department, United

Missouri Bank, Kan-

sas City. He joined

the bank in 1975 on

graduation from the

University of Penn-

sylvania's Wharton

School of Finance,

where he received a

master of business

administration degree. Mr. Phillips also
holds a bachelor of business administra-
tion degree from the University of Notre
Dame, South Bend, Ind.

aid in averting risks have come into
increased use in the market. Imple-
ments such as bond insurance, letters
of credit, “puts” and various “take-
outs” for housing notes have been de-
signed to make certain bonds more
acceptable to the buyer and lower the
borrowing cost to the seller of the
municipal bonds.

While such innovations have their
place in the market and, in many cases,
improve a credit, a thorough under-
standing of the risk factors involved in
the issuance of municipal bonds still is
necessary. In the case of WPPSS Nos.
4 and 5, the key to the security was a
“take-or-pay” contract. This often has
been referred to as a “hell-or-high-
water” contract because it was consid-
ered an ironclad agreement in which
participants must pay the cost of the
project no matter what complications
occur in completing the project. We
may never know exactly how ironclad
the WPPSS contracts were because of
the Washington Supreme Court ruling
that utilities in Washington State did
not have the legal authority to enter
into such contracts, declaring them in-
valid. The contract may have worked
as it was designed, but its application
raised new questions, which led to in-
validation of the utilities’ contracts.

These new security features have, in

many cases, not been used long
enough for the public to become fully
acquainted with their risk potential,
and more legal questions are raised as
to their application than with tradition-
al municipal-bond-credit factors. Also,
such considerations as willingness of
taxpayers to repay the debt and the
proper public purpose ofcertain issues
are becoming more important.

The first area to consider in evaluat-
ing a credit risk with these innovations
is what assumptions are made that will
affect the validity and credit-wor-
thiness ofan issue, such as the strength
of the bank issuing the letter of credit,
compliance of borrowers and lenders
with the regulations of single-family-
mortgage bonds, financial strength of
the insurance company insuring the
municipal bonds or what the term of
the “put” is and under what circum-
stances it can be removed.

Secondly, general-obligation bonds
and “plain vanilla” water, sewer and
electric revenue bonds have along his-
tory of legal precedent and case law
regarding their usage and limitations,
so legal opinions usually do not ven-
ture unto untested grounds. Legal
opinions on bonds with new features
have less legal history and, therefore,
are more likely not to be upheld in the
courts.

As case law relating to these new
security features is built up over the
coming years, decisions will be coming
out ofan environment that is develop-
ing an increasingly anti-lender bias, far
different from previous years. lIrate
taxpayers and rate payers and the
tendency to look at the federal govern-
ment for a bail-out make the future
legal precedent for these bonds, in my
opinion, more questionable.

A third element sometimes missing
from bonds backed by these innova-
tions is flexibility. If a key element in
the security is faulty or missing, the
quality of the credit often is drastically
reduced. Related to the question of
flexibility is the problem of monitoring
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You can offer equipment leasing
without a leasing department.

We’re here to back you up.

Equipment leasing can be a very profitable busi-
ness. But it can also be a very complicated one.

You need to know the exact future value of equip-
ment, how to price the lease to your customer, how
to protect the equipment’s residual value, and how
to comply with the latest regulatory changes and
tax laws.

We’ll show you how.

At First Lease, we have years of experience in every
phase of equipment leasing. We’ll come to you.

we’'ll show you how you can offer equipment leasing
without the expense of starting up and maintaining a
leasing department. You'll be able to handle your
customer and your credit decisions without interfer-
ence. We'll stay in the background, taking care of
the mechanics; your customer doesn’t know we
exist.

We’'ll keep you abreast of changing rules and regula-
tions, provide accurate pricing guidelines, evalua-
tion and documentation programs. And most impor-
tant—we’ll take care of the bookkeeping. Your staff
will learn how to identify a potential lease customer.
We'll support your marketing by teaching you to
make vendor calls, and provide you with ads and
brochures.

MID-CONTINENT BANKER for November, 1983

We’ll be your operations department.
First Lease provides you with a computerized

pricing system which incorporates all the variables
involved in lease pricing. You'll be able to offer your
customers competitive prices while you increase
your profit yield.

We understand the special requirements of handling
documentation in a lease transaction— how equip-
ment location, use, and termination can affect your
profits— and how to avoid unexpected costs and tax
liabilities.

Our comprehensive knowledge of all types of equip-
ment allows us to accurately predict your residual
values. We also offer a Guaranteed Residual Pro-
gram to protect your investment.

Let us make equipment leasing a profitable product
for you. For an in-house consultation, fill out the form
below or call 502/423-7730.

1

I - t L
AND EQUIPMENT CONSULTING CORR
420 Hurstbourne Lane ¢ Suite 202
Louisville, KY 40222
Please have one of your leasing experts
contact me.
Name
Position
Company Name

State

Phone

1
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credits. If an Aaa general-obligation
bond is in danger of a downgrade, it
usually will show weakened financial
statements and deteriorating econom-
ic numbers. Often, it takes years for
these problems to result in a down-
grade, but for those bonds backed by
the new credit features, downgradings
often are swift and extreme. Down-
gradings are swift because they often
are caused by a surprise occurrence,
such as an adverse court ruling, and
they are extreme because had the
bond been worthy ofa premium rating
on its own, no additional security fea-
ture would have been used. It is im-
portant to realize just what the rating
agencies look at when they rate a bond
and understand that the agencies may
react differently to different problem
credits with the same rating.

So where does this leave us? It is
impossible to answer this question ful-
ly since the total impact ofthe WPPSS
default has yet to be determined.
Hopefully, a number of positive re-
sults will be forthcoming.

First, better information in a stan-
dardized form and on a timely basis is
becoming the norm in municipal
accounting, and this should accelerate
the process.

Secondly, this information needs to
be disseminated in usable form. The
best research and analysis are pointless
unless buyers use the information. The
number of individuals who are buyers
of municipal bonds has grown dramati-
cally, and, therefore, an extensive

educational program is needed.

How can you prevent something
like the WPPSS from happening to
you? Purchase ofabond is like making
a loan, and an evaluation needs to be
made as to the likelihood of the loan
being repaid. The evaluation should
be based on past performance of the
borrower and on anticipation of its
prospective credit-worthiness. Credit
risk, however, is notjust that the debt-
or is unwilling or unable to repay the
debt. Credit risk includes the risk that
the debtor’s condition may weaken or
be perceived as being more precar-
ious, which would have an adverse
affect on the market price of the secu-
rity. This costs bond holders more
money than do actual defaults. Details
ofaparticular bond issue often are cru-
cial and should be heeded, but should
not cause one to overlook the basics.

The days when a bond could be
purchased, put in a portfolio and for-
gotten are over, if they ever existed,
and constant review is essential today.
As banks face stronger and stronger
competition and their profits are being
squeezed, performance of the bond
portfolio takes on greater significance.
Sales and purchases should be made in
anticipation of events and rating
changes, rather than after the fact, to
maximize a portfolio’s worth. Even af-
ter a downgrading, all hope is not lost
that the holder will be able to sell the
bonds at a reasonable price. Moody’s
downgraded WPPSS Nos. 4 and 5 from
A-l to Baa on June 10, 1981, over two

Glass-Steagall Barrier Crumbling?

BANK (American National, Austin, Tex.) last month received
A approval from the Office of the Comptroller of the Currency to
operate an investment-advisory subsidiary, MPACT Securities Corp.
This action is seen by many as an effort on the OCC’s part to eliminate
the barrier between the banking and brokerage industries, a barrier
imposed by enactmentin 1932 ofthe Glass-Steagall Act. This act defines
the line between commercial and investment banking.

The new firm’s operations are being coordinated with, but are being
kept separate from, those of another American National subsidiary,
MPACT Brokers, Inc., a discount brokerage established earlier this
year. The bank is a member of Mercantile Texas Corp., a Dallas-based
multi-bank HC. Services of MPACT Brokers are being used by all banks
in the HC and by 160 other banks in Texas, New Mexico, Oklahoma,

Arkansas and Louisiana.

Among services offered by MPACT Securities are advising clients on
investments, distributing an investment-advisory newsletter and pro-
viding various advisory services for correspondent-bank trust depart-

ments and for corporate customers.

In addition, MPACT Securities Corp. has developed a “Southwest
strategy,” which is a close-up analytical view of companies in Texas and
contiguous states that are making news or represent potential invest-

ment candidates.
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years before the technical default
occurred.

Not all problems can be anticipated,
so it is important that a portfolio be
diversified, with alimit on the number
ofbonds it has in any one credit, in any
one state or in any one type of bond
(single-family-mortgage-revenue
bonds, for example). Limits should be
set based on geographical proximity,
credit quality and availability ofbonds.
These limits should be reviewed at
least annually.

There is no substitute for common
sense, and one must fight to keep the
element of greed out of the decision-
making process. The old saying that
the greater the reward, the greater the
risk, has not become obsolete. Never
be afraid to admit not understanding
the situation, and press for additional
information ifthere is some confusion.
A knowledgeable bond salesman may
not always have the cheapest offerings,
but ifhe understands the market and is
aware of possible credit risks, the
money he saves you by avoiding bad
credits will more than make up for a
higher price. Also, before purchasing a
bond, try to imagine the worst that
could happen and how the debt would
be repaid under such circumstances.

In conclusion, the new lesson from
the WPPSS is the old lesson of vigi-
lance. The municipal-bond market has
seen the introduction of more and
more types of bonds, and rapid
changes in credit quality can occur,
making a thorough credit review
essential. This review should be built
around the fundamentals of credit
evaluation and common sense. Do not
take the new financial innovations at
face value; familiarize yourselfwith the
negative, as well as the positive,
aspects ofthe security feature. Greater
risk in the municipal market brings the
potential for greater reward. Portfolio
profits can be realized by purchasing
undervalued credits, but it is equally
important to realize that losses can be
avoided by not purchasing credits that
are overvalued or contain potential pit-
falls.

Opportunities never have been
greater for those with the knowledge of
municipal credits and a willingness to
act rather than react.  «

- Littlewood, Shain & Co. Richard
Lieb hasjoined this Wayne, Pa.-based
consulting firm as executive vice presi-
dent/ehief operating officer. He was
senior vice president, operating ser-
vices, SEI Corp. LSC also has opened
three regional offices — Atlanta, New
York City and San Francisco.
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financial Planning.
Wetake care ofthe loose ends.

The world of personal financial self-study or formal classes, the
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AN MCB INTERVIEW

Municipal Lease/Purchase Agreements
Offer Alternative to Municipal Bonds

DITOR’SNOTE. The recent prob-

lems with bonds in connection
with the Washington Public Power
Supply System (WPPSS) incident
seems to make municipal lease/pur-
chase agreements more attractive to
investors, says Howard Hutchinson,
president, Hutchinson, Fox, Inc.,
Chicago-based firm specializing in this
type of investment.

Mr. Hutchinson says tax-free mu-
nicipal lease/purchase agreements are
being used increasingly by non-federal
taxing bodies. Value of such agree-
ments was $300 million in 1980, but is
estimated to reach $1.5 billion this
year. Banks, he says, account for an
estimated 85% of the total dollars in-
vested in municipal lease/purchase
agreements.

The following interview with Mr.
Hutchinson is designed to inform
bankers about iuctl ag*reements.

MCB: Mr. Hutchinson, what kinds of
state and local governments use mu-
nicipal lease/purchase agreements?
Mr. Hutchinson: Lease/purchase
financing has been used by almost all
types of taxing bodies. These include
state governments, counties, cities,
schools, parks, forest preserve and
other municipal districts.

MCB: Who are the investors in these
financings?

Mr. Hutchinson: These securities
have been sold to bank investment and
loan portfolios, trust departments, in-
surance companies and individual in-
vestors.

MCB: What kinds ofequipment usual-
ly are financed?

Mr. Hutchinson: Most often compu-
ters, word-processing equipment,
photocopiers and telephone intercon-
nect systems. Garbage trucks are com-
mon, as are other types of vehicles.
Occasional financings can be made for
anything from water towers to water
meters. In addition, many real-estate
financings have been handled in this
manner.

MCB: How are payment schedules de-
termined?

Mr. Hutchinson: The municipality
and the leasing company select a
mutually satisfactory repayment

schedule. The municipality has the op-
tion of paying monthly, quarterly,
semiannually or annually. The repay-
ment period can be from two to eight
years. In most cases, payment fre-
quency is monthly and total life of the
obligation is from three to five years.
Some real-estate financings have had
20-year maturities, but these are rare.
MCB: What dollar amounts are in-
volved in each purchase?

Mr. Hutchinson: Lease/purchase
agreements are written in all sizes —
from $5,000 into the millions. The
typical transaction is between $25,000
and $150,000. Individual offerings or
packages of offerings can be tailored to
fit an investor’s needs.

MCB: Can one investor participate
with other investors in a large financ-
ing?

Mr. Hutchinson: Yes. Many transac-
tions are sold in this manner.

MCB: How do yields on municipal
lease/purchase obligations compare
with those available on municipal
bonds?

Mr. Hutchinson: Yield relationships
vary over time, but the rate of return
on municipal leases tends to average
approximately 125% ofyields available
on five-year “A”-rated municipal
bonds.

MCB: Why wouldnt the state or local
government issue bonds?

Mr. Hutchinson: Most equipment
purchased doesn’t cost enough or have
a long enough useful life to justify the
expense of issuing municipal bonds.
Lease/purchase obligations usually are

written to match the useful life of the
equipment. Additionally, the genera-
tion of a lease/purchase obligation is
much less time-consuming than the
creation of a bond issue.

MCB: What risks does the investor
assume?

Mr. Hutchinson: Nearly always, terms
of a lease/purchase agreement specify
that the government unit acquiring the
equipment being financed has entered
into a multi-year contract. By law,
however, funds must be appropriated
annually. The investor assumes the
risk that the municipal-taxing body
will be unable or unwilling to raise
enough money from all sources at its
disposal to appropriate necessary
funds.

MCB: How many of these obligations
have failed to repay?

Mr. Hutchinson: In the experience of
my firm, one out of approximately ev-
ery 400 agreements ends in a failure to
appropriate the necessary funds.
When this has occurred, it is most
often because the municipal govern-
ment involved has been small and/or
unsophisticated, the source of funds
was a federal grant that was not re-
newed or the lease/purchase contract
wasn’t properly written.

MCB: What happens if my bank in-
vests in one of these transactions and
the municipality fails to appropriate
funds?

Mr. Hutchinson: Hutchinson, Fox,
Inc., the vendor ofthe equipment and
the leasing company that originated
the transaction work together to repos-
sess and dispose of the equipment at
the highest possible price for benefit of
the investor. To date, no municipal
lease/purchase obligation sold by my
firm has experienced a failure to ap-
propriate funds.

MCB: What protection does the bank
have against non-appropriation of
funds?

Mr. Hutchinson: A strong contract is
the most important protection against
non-appropriation of funds. A well-
written agreement has clauses that re-
quire the local government to pledge
its best efforts to make all appropria-
tions for the life of the contract. Also
included is a statement that the munic-
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Yield ahead.

Improving the yield on your investments
takes constant, careful review. Under today’s
rapidly changing market conditions, knowing what

to buy, when to buy it,
and when it matures is
P essential.
Thats why you
should call the
Commerce Bank Bond
Investment Group.
Our Bond Group
representatives are
trained professionals in
portfolio management. They will keep you up to
date and informed of rapidly changing market
conditions. And they will help you inmaking timely
decisions in order to improve your yield.
Call the Commerce Bank Bond Investment

Group at 816/234-2462 today. Together, we will
review your current investment position and

ommerce Bank
management of your (():rKansas |tyIXk NA#R C

portfo 10. 816/234-2462 + 10th & Walnut » Kansas City, MO 64141
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ipality reasonably believes this can be
done for every year the agreement is in
effect. Sometimes the municipality is
required to submit an “essential-use
letter stating why the financed equip-
ment was chosen and listing functions
to be performed by the equipment.

A good agreement generally con-
tains a “non-substitution-of-equip-
ment clause” that requires that, for
some period oftime, the local govern-
ment will not use similar or identical
equipment or contract out the function
being performed to any other entity.
Together, these pledges create a
strong contract.

It has been my firm’s experience
that, if the equipment is essential to
the smooth function ofthe government
involved, if the governmental body is
reasonably sophisticated and if the
contract language contains the above-
mentioned provisions and is properly
signed, the risk is well within the
criteria for being termed “investment
grade.”

MCB: What other documents are in-
volved?

Mr. Hutchinson: The investor re-
ceives abound set of documents clear-
ly stating his or her ownership rights in
the financing. These include:

« Certificate ofownership or partic-
ipation

e Assignment documents

e Copy of the agreement

¢ Legal opinions

e Receipt certificate
signed

« UCC filing form

¢ Financial data on the municipality

e Essential-use letter
MCB: What is the annual volume of
municipal/lease agreements on a
national scale?

Mr. Hutchinson: Estimates of current
volume range from $1.5 billion to $2
billion per year. During the decade of
the 1980s, the combination of rising
equipment costs, static municipal
budgets and continued citizen demand
for services should lead to a dramatic
increase in the volume of equipment
financed in this manner.

MCB: How long has this business been
in existence?

Mr. Hutchinson: Banks have been
financing equipment for their local
communities in this manner for more
than 100 years. However, indepen-
dently originated transactions didn’t
become significant until about 1969.
The growth of the municipal lease/
purchase business since then has been
rapid.

MCB: Are these investments liquid?
Mr. Hutchinson: No. Municipal lease/
purchase obligations can be sold to
another party by the initial investor,
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properly

$100,000 CD to Be Offered
With Insurance Feature

A new $100,000 CD with both prin-
cipal and interest insured will be
offered soon by CDx, a national ex-
change for federally insured CDs, lo-
cated in Washington, D. C.

The CDx CD will be discounted in
the same way as Treasury bills. The
dollar amount of interest will be de-
ducted from a $100,000-denomination
certificate so that principal, plus
accrued interest, will total $100,000 at
maturity.

but they aren’t liquid in the same way
municipal bonds or listed stocks are
liquid. Hutchinson, Fox, Inc., will use
its best efforts to find another investor
for a lease/purchase obligation it origi-
nally sold should the original investor
wish to unload.

MCB: Is a specific tax pledged to the
payment of these securities?

Mr. Hutchinson: Not usually. Funds
are appropriated from the general fund
of the municipality. Rarely will a spe-
cial tax be levied to underwrite pe-
riodic lease-purchase payments.
MCB: How are periodic payments
processed?

Mr. Hutchinson: Different leasing
companies handle payment processing
in different ways. The objective is to
get payments to the investor on time.
Some leasing companies invoice the
municipality every time a payment is
due. Some send the local government
a coupon book. Either system works as
long as it is properly set up initially and
as long as tardiness on the part of the
municipality is dealt with immediate-
Iv-

l\)//ICB: Are there any late payments?
Mr. Hutchinson: Payments some-
times are tardy or irregular. On occa-
sion a municipal government will
agree to a monthly payment schedule,
fall one or two months behind, and
then make several payments at once.
When a municipality is tardy, it is re-
quested to offset a late payment with
an early one.

MCB: Who gets the depreciation and
investment-tax credit?

Mr. Hutchinson: Nobody. Municipal
lease/purchase obligations are, in real-
ity, installment-purchase obligations
of the municipality. The IRS has ruled
that as long as the intent to purchase
exists, interest is exempt from federal
income tax. Structuring the transac-
tion as a taxable lease would cost the
state or local government more
money.

MCB: If these are not really leases,
why are they called lease/purchase
obligations?

Mr. Hutchinson: Early lease/purchase
documents were titled “lease with op-
tion to renew.” These contracts had to
be renewed each year and for this
reason were called "leases.” As pre-
viously discussed, current documenta-
tion stays in place for the life of the
agreement and only the funding is
appropriated annually.

MCB: How is Hutchinson, Fox, Inc.,
paid for selling these obligations?
Mr. Hutchinson: We act as agent for
the leasing company that originated
the security being sold. The fee usually
is between 1% and 2% of the sale
amount and is built into the selling
price.

MCB: Are there any other fees the
investor must pay?

Mr. Hutchinson: No, the investor con-
tracts to purchase an offering at a cer-
tain yield and the amount paid isdeter-
mined by calculating the investment
price for that yield.

MCB: Are municipal lease/purchase
obligations ever rated by the rating
services?

Mr. Hutchinson: Standard & Poor’s
and Fitch’s Investors Service will rate
municipal lease/purchase obligations.
Because ofthe cost involved, however,
ratings are not often requested.
MCB: Is the interest exempt from
state income tax?

Mr. Hutchinson: Yes or no, depending
on the state. Usually, if the state ex-
empts interest on municipal bonds
originated within the state, the same
will apply to municipal lease/purchase
obligations.

MCB: Why don’t the municipalities
take these securities to a local bank?
Mr. Hutchinson: Most municipal
lease/purchase financing is handled in
this manner. If the bank doesn’t need
tax-exempt income, if the amount of
money is too large or if the municipal-
ity doesn’t think to call the bank, the
financing is awarded to a leasing com-
pany.

MCB: For whom is this type ofinvest-
ment suitable and for whom is it not
suitable?

Mr. Hutchinson: Individual investors
and institutions in the highest tax
brackets are the only ones who should
consider municipal lease/purchase
obligations as suitable investments.
Additionally, because there is no rec-
ognized secondary market, these
securities should be purchased only
when the total individual or institu-
tional portfolio already contains a suffi-
cient amount of liquid holdings. As a
rule of thumb, an individual investor
should have a total investment port-
folio of at least $150,000 before diver-
sifying into municipal lease/purchase
obligations. « «
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You get the profits withoutthe
problemswhen you get MasterCard
and Visa* programs from Marine.

Thats why more than 300 financial institutions in 35
states have come to Marine Midland for their MasterCard
and Visa programs. And why you should, too. Just look at
all we offer you.

[0 The worlds best-used credit cards for your custom-

ers. CI'Your organi-
zations name promi-
nently displayed on
the cards.ONo prod-
uct development
problems and mini-
mal start-up costs.
O Trouble-free service in
such critical areas as credit,
processing, customer service,
and marketing. OO Guaranteed
Income from 7 different sources as
soon as you affiliate. O Use of the cus-
tomer file. O Access to new products and
services. CJA nationwide network of account
.officers and service representatives. [1Over 29
years’experience in the development of credit card programs.
So whether you will be issuing credit cards for the first
time or are just ready to give up the headaches of processing
them yourself, do what so many financial institutions have
done. Get your MasterCard and Visa programs from Marine.
And get the profits without the problems. Call Jim Willman,
Sales Manager, (716) 843-5179. marine midland bank,na.

Make it happen with Marine.
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Putting Treasury Holdings to Work
As Hedge Against Rate Fluctuations

REASURY BONDS represent one
Tof the most widely held and re-
spected investments available. These
securities are a valued component in
the investment portfolios of many
commercial banks, pension funds, in-
surance companies and private indi-
viduals. But do investors really receive
the maximum return on these bond
holdings?

One method that can increase re-
turns on T-bond holdings also reduces
risk of potential rises in interest rates.
This strategy, called “covered call
writing,” is possible since the intro-
duction last year of options on U. S.
Treasury bond futures by the Chicago
Board of Trade (CBOT).

T-bond Futures Options Funda-
mentals. Options on T-bond futures
have basically the same contract speci-
fications as T-bond futures. They also
share fundamental practices and ter-
minology with stock options. But there
are a few twists that bear review:

« Call (Put) Option — A CBOT T-
bond call (put) option holder or buyer
owns the right, but not the obligation,
to buy from (sell to) the option writer
(seller) one CBOT T-bond futures con-
tract at a specified strike, or exercise
price, on or before the expiration date.

e Premium — Option buyers pay a
negotiated premium to the option sell-
er in return for the rights associated
with option ownership.

The premium is quoted in terms of
percent ofpar in minimum increments
of one sixty-fourth (1/64) of a percen-
tage point or $15,625 per contract. For
example, apremium of2-32/64ths may
be translated into dollars as 2-32/64ths
percent of $100,000 or $2,500.

» Exercise Price — The exercise or
strike price is the price at which the
option holder may buy T-bond futures,
in the case of a call; or, sell T-bond
futures, in the case of a put.

e Expiration Date — Option con-
tracts can be exercised at any time up
to and including their expiration date.
After expiration, they become null and
void. CBOT T-bond options may be
exercised for T-bond futures deliver-
able in the months of March, June,
September and December, but they
generally expire on the third Saturday
prior to the named month.
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By John W. Labuszewski
Marketing Manager
Chicago Board of Trade

Note that upon exercise ofa CBOT
option, the option holder and writer
take positions in the CBOT U. S.
Treasury bond futures market. A call
holder takes along position at the exer-
cise price while a call writer takes a
short position. A put holder takes a
short position at the exercise price
while aputwriter takes along position.

Limited Risk. Because the option
holder may or may not exercise the
option at his discretion, holder’s risks
are limited to the premium paid to the
option writer upon purchase.

Consider a call option. Ifthe price of
the underlying futures contract ex-
ceeds the exercise price, the call hold-
er might elect to exercise the option by
buying T-bond futures at the lower ex-
ercise price. T-bond futures then may
be sold at a profit in the market at the
higher prevailing price.

If the T-bond futures price is less
than the exercise price, the holder
simply will “abandon” the option by
permitting it to expire unexercised.
Thus, the option holder limits his risk
to the premium and leaves open the
door to potentially large profits in the
event of a large price advance.

Viewed from this perspective, there
appears to be little motivation to sell or
write an option. The writer’s risks and
returns mirror the holder’s risks and
returns — the returns are limited to
the premium while the risks may be
quite large. One may observe, howev-
er, that the premium is negotiated
to balance these risks and returns.
Moreover, the sale of an option can
prove quite attractive to investors who
already own T-bond or similar long-
term debt instrument investments.

Simple Covered Call Sale. As the
name implies, the “covered” call sale
involves the sale ofa call against a long
position held in T-bonds, either in the
underlying T-bond futures market or
in actual T-bonds. For example, as-
sume that a financial manager holds
one CBOT $100,000 face value T-bond

futures contract, which was purchased
at 78-00/32nds. Further, assume that
he sells one T-bond call option for a
2-00/64ths premium or $2,000 with a
strike price of 78-00. This option is
struck “at-the-money,” i.e., the cur-
rent underlying market price equals
the exercise price. Also assume that
the market remains quite stable and
that, by the time the option is about to
expire, the T-bond futures price re-
mains at 78% of par.

At this point, the option holder
probably would “abandon” the option
or permit it to expire unexercised. Ex-
ercising this option would entail
buying a T-bond futures contract at
78-00 when it is valued at 78-00 —
there is no profit in this transaction.
Moreover, the holder also would pay
transaction costs, including commis-
sions. When the option holder aban-
dons the option, the writer retains the

full option premium, in this case,
$2,000.
If the market moves “out-of-the-

money” by declining below 78-00, the
call holder has even less incentive to
exercise the option because that would
entail the purchase of T-bond futures
at an exercise price in excess of their
current market value. Should the mar-
ket move “in-the-money” by advanc-
ing over 78-00, the option holder likely
would elect to exercise the option be-
cause that would entail the purchase of
T-bond futures at an exercise price less
than the current market value.

Figure 1 (see page 52) shows the risk/
return posture assumed by the cov-
ered call writer. The writer sells the
call, hoping the underlying market
price will remain relatively stable and
permit him to retain the full $2,000
premium. If the market advances
beyond 80-00, the covered call writer
would have been better offhad he not
written the call because the call may be
exercised, cutting into profits that
otherwise would accrue from holding
the long T-bond futures. But the cov-
ered call writer still made $2,000; his
loss is purely an opportunity cost and
not an out-of-pocket expense.

At prices less than 80-00, the cov-
ered call writer is better off having
written the call; at all prices less than

(Continued on page 52)
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ThereSoneword here that tells you
the key difference.

As a bank, we know more about
the needs of banks than anyone else. So
Bankers Trust offers you considerably
more than just the services of securities
firms. That includes an intimate knowl-
edge of the growing needs of commercial
banks and the variety of ways to fund
their needs, including stock placements,
secondary capital issues, intermediate
placements and short-term funding. And
because of our lending capabilities as a
commercial bank with merchant bank-
ing services, we can act either as
principal or agent in capital market
transactions.

Our knowledge of the industry can

Goldman Sachs

Merrill Lynch

Salomon Brothers

Morgan Stanley

First Boston

Lehman Bros. Kuhn Loeb

Kidder Peabody

also prove invaluable to your bank’s
senior management and board of
directors in mergers and acquisitions.
This knowledge enables us to provide a
broad range of services, including:
fairness and equitability letters, valua-
tions, divestiture and diversification
studies, assistance in negotiations and
the implementation of techniques for
maintenance of ownership continuity.
Corporate finance is a core business at
Bankers Trust, with a dedicated unit
specializing in merchant banking services
for financial institutions. In size and
professionalism our Corporate Finance
Department is second to none. So if
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you'd prefer a major financial institution
with a wide range of merchant banking
services, objectivity, lending flexibility
and most importantly, the experience of
a major commercial bank, put Bankers
Trust at the top of your list. And find out
why our key difference could become
your key advantage.

BankersTrust
Company

280 Park Avenue, New York, N.Y. 10017
Member FDIC © Bankers Trust Company.

19



Discount Brokerage a 'Must' for Banks
Due to Competition, Speaker Says

ODAY, and in the predictable fu-

ture, banks will be forced by com-
petition from within and outside the
banking industry to supply discount-
brokerage service to their customers,
said David Grayson, a speaker at the
National Brokerage Conference and
Service Exposition, held recently in
New Orleans.

Mr. Grayson is executive vice presi-
dent, Investors Access, New York
City, adivision of Discount Brokerage
Corp. of America.

Admitting that “forced” is a strong
word to use, Mr. Grayson said, in ex-
planation, that “The decision about
discount brokerage within banks has
been made for you, forced on you by
the marketplace. ... It now isacom-
petitive priority that your bank offer
discount brokerage.”

He quoted statistics from Wall
Street Research Group based on a sur-
vey conducted last April. Among 160
commercial banks:

e Forty-three percent said they
were getting into brokerage to gain
profits.

e Seventeen percent were going
into brokerage to retain existing rela-

tionships and gain new ones.

* Another 17% said they would en-
ter discount brokerage to compete bet-
ter for financial services now and in the
future.

« The remaining 23% said they
weren’t sure why they wanted to get
into discount brokerage, but they were
considering offering the service.

These figures show the pressure
banks are feeling from the competi-
tion, Mr. Grayson said. “What’s sur-
prising is that nearly half the banks in
this study said they would enter dis-
count brokerage to gain new profits.
They expect to make money from their
discount-brokerage services right
away.” But they are wrong, he added.

“New profits are a good and natural
instinct for all ofus, whether banker or
broker,” Mr. Grayson said. “Howev-
er, profits from brokerage may be
more elusive, more difficult to achieve
than you may believe.

“You can make money by offering
discount brokerage, but you must have
patience. And you can be patient. In
fact, patience is one ofthe hallmarks of
effective bank marketing.”

He presented guidelines he consid-

ers most important when choosing the
best type of discount-brokerage ser-
vice and in selecting the vendor best
suited to a bank’sindividual needs and
customers.

“W hatever type of discount-
brokerage service you ultimately de-
cide to offer — limited or wholesaling,
full, do-it-yourself or acquisition of a
discount brokerage — you must antici-
pate wide swings in market activity,
both bear- and bull-market condi-
tions,” he said.

“What’sbest for the market’s bullish
cycles — having enough staffto handle
the volume and keeping valuable de-
positors satisfied — will be much too
costly for a bank to maintain during
bear cycles,” he said.

Launching into his sales pitch, Mr.
Grayson then told his audience that a
limited service provided by a profes-
sional discount broker “is the best
route for you to follow, the fastest
route to profits.”

He suggested the following guide-
lines for selecting a discount-
brokerage:

e Choose a broker carefully.

e Make sure the firm’s staff is flexi-
ble enough to adjust to peak and low
periods of activity.

* Find out ifthe broker is selfclear-
ing.

e Determine ifthe broker’s person-

(Continued on page 51)

Putyourbottom linewith American Security.
Talktoan American.

Leading bankers look to American Security for protection of their
bottom line and their customers. Our Collateral Protection Program
can cover your bank and your customer under our Limited Physical

Damage Plan.

Our insurance program can be administered by one of several sophis-
ticated tracking systems, including our innovative System
One, a major breakthrough in automated efficiency.

Since 1938,we have been a leader with the most com-
plete line of credit-related insurance in the industry, in-
cluding life, accident and health, unemployment, and
much more. Now, because of the ever changing leas-
ing environment, we offer a custom-design, residual
value protection program to meetyour bank’s leasing

needs. We not only increase the bottom line
on your non-interest income, we help pro-

% 's

*a tectyour bank’s overall profits.
security lalk to one ot our highly
skilled professionals today.

Ingranesgral
%&%@@E lalk to'an American.
(4043 261-5000

AMERICAN SECURITY INSURANCE CO. « STANDARD GUARANTY INSURANCE CO.
UNION SECURITY LIFE INSURANCE CO.
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"With Mellon Bank we went
immediately to a system that was
up to date—and stays up to date

Harold W Allmacher Jr., President
First National Bank in Mount Clemens

The First National Bank in
Mount Clemens is one of nearly
200 banks in 16 states that use
Mellon’s Datacenter Services.

"We were willing to pay a little
more for Mellon’s Remote Job
Entry systems because of the pay-
off,” says Allmacher. "The payoff
has been fast start-up, little or no

@

Renaissance Center, Detroit

Whydoes abank 20 miles from Detroit
have its data processing done in Pittsburgh?

downtime, and a system that’s
constantly updated to stay on top
of changes in the industry. Others
promise. Mellon delivers.”

Mellon was one of the first banks
to apply electronic systems to
banking, in 1955, and weve been
in the forefront of development
ever since. A staff of more than
500 bankers who are data-process-
ing professionals, supported by an
annual development budget in
excess of $40 million, ensures that
commitment. Mellon’s Datacenter
shares in those resources, giving
its customers a distinct financial

Mellon Bank

and competitive advantage in
today’s demanding, rapidly
changing financial services
environment.

If youtre concerned about main-
taining cost-effectiveness while
providing the new services that
staying competitive demands,
compare your processing costs and
capabilities with those provided
by Mellon’s Datacenter.

Just call Dick Meyer, vice presi-
dent,(412)234-4861. Or write to
him at Mellon Bank, Datacenter
Division, One Mellon Bank Center,
Pittsburgh, PA 15258.

Bankers helping bankers compete.
MID-CONTINENT BANKER for November, 1983
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ABA Convention Serves as Platform
By Banking Interests
To Present Their Views to Industry

Final Session Features Economists' Predictions

AST MONTH’S ABA convention,
held in Honolulu and attended by

ing with the outlook for the economy,
was one of the most informative for

more than 12,000 bankers, spousesbhankers, yet was one of the least well

and exhibitors, proved to be a catchall
for practically every aspect ofbanking.

Speaker after speaker paraded
across the platforms set up in three
locations in Honolulu. They repre-
sented Congress, federal regulatory
agencies, various banks, suppliers of
bank services and the ABA itself.

Much of what was said has been re-
ported by the media: Fed Chairman
Paul Volcker came out strongly against
dismembering his agency by lopping
off its regulatory arm; ex-President
Gerald R. Ford called for a strong de-
fense capability and a buoyant econ-
omy; Walter Wriston, chairman of
Citicorp, New York City, urged bank-
ers to seize opportunities for future
growth; Senator Jake Garn (R.-Utah),
chairman, Senate Banking Commit-
tee, outlined plans for legislation to
further deregulate banking; House
Ways and Means Chairman Dan Ros-
tenkowski (D.-1ll.) called for banker
support in reducing federal-budget
deficits, and FDIC Chairman William
Isaac broached the subject of having
banks voluntarily make certain finan-
cial disclosures to large-account de-
positors.

The final convention session, deal-

22

attended, due to the fact that most
bankers had headed for vacations on
other Hawaiian islands or the Orient.

Among the panelists at this session
was Robert T. Parry, executive vice
president/chief economist, Security
Pacific National, Los Angeles. He said
that chances of a prolonged period of
growth and relatively moderate infla-
tion are pretty high for the U. S. in the
forthcoming months.

“After a slow start almost a year ago,
the recovery showed growth rates in
the second quarter 0f9.7% and almost
7% in the third. Growth rates should
settle at about 4% to 5% in 1984,” Dr.
Parry said.

The economist sees consumer
spending for durable goods remaining
strong in 1984, although spending for
housing will grow slowly. Business
spending for equipment will rise, as
will federal spending for defense.

“This relatively strong growth will
enable unemployment rates to fall
further, but they are not likely to fall
below 8%,” Dr. Parry said.

He added that inflation will rise, but
will remain moderate, due principally
to a large amount of excess capacity,
continuing foreign and domestic com-

petition for the buyer’s dollar and
salaries growing much more slowly.

“Interest rates will be affected by
conflicting forces. The slowing of eco-
nomic growth, the persistence of rel-
atively moderate inflation and strong
growth of private saving will be impor-
tant forces limiting upward pressures
on interest rates,” he said. “At the
same time, demands for funds will rise
with the expanding economy.” He
thinks the Fed should continue to pur-
sue a policy that is aimed at containing
inflation. He held out little hope of
reducing the federal deficit.

Such policy will result in little
change in interest rates, he said,
although the trend could be downward
through the next six to nine months.

Discussing the value of the dollar,
Dr. Parry said he believes it should
decline slightly on a trade-weighted
basis. “Relatively high interest rates as
well as political and economic instabil-
ity throughout the world will favor the
dollar,” he said.

He added that inflation prospects for
the world economy look good. Howev-
er, there will be some upward cyclical
pressures on commodity prices that
will benefit commodity exporters.

He concluded by stating that “world
financial problems will remain grave
and certainly will be with us for many
years. But these problems will be
greatly helped by economic recovery.”

Another panelist was Jerry L. Jor-
dan, professor, Anderson Schools of
Management at the University of New

ABA officers for 1983-'84 include (from 1I.)
Willis W. Alexander, e.v.p.; James G.
Cairns Jr., pres.-elect; C. Robert Brenton,
pres.; William H. Kennedy Jr., council ch.;
and Harry R Mitiguy, treas. Mr. Cairns is
pres., Peoples Bank of Washington, Seat-
tle; Mr. Brenton is pres., Brenton Banks, Des
Moines, la.; Mr. Kennedy is ch., Nat'l Bank
of Commerce, Pine BIluff, Ark.; and Mr.
Mitiguy is pres./CEO, Howard Bank, Bur-
lington, Vt.
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Despite allure of Waikiki beaches, bankers
flocked to convention meetings to hear
federal regulators, economists and bank-
ers make presentations. Dress at conven-
tion was decidedly casual.

Mexico, Albuquerque.

He said the prospect of large deficits
in the federal budget for many years
into the future and uncertainty about
the implications for interest rates are
factors that can’t be avoided when ex-
amining the U. S. economy for the
years ahead. Financing government
spending affects interest rates, despite
arguments to the contrary, he added.

“Given the current composition of
government spending,” he said, “an
increase in the government’s deficits
means that either real or nominal in-
terest rates must increase. Which, and
how much, depends in part on the
cause ofthe deficit-spending increases
versus tax-revenue reductions. It also
depends on the actions of the Fed.

“If open-market operations result in
only a slow rate of increase of non-
interest-bearing debt, real interest
rates will be somewhat higher than
otherwise, but nominal interest rates
will not contain much of an inflation
premium and will be relatively low.”

Dr. Jordan said it’s too soon to be
certain whether a secular decline of
inflation has begun, rather than mere-
ly a cyclical decline.

“The projected federal deficits mean
that financial-market participants have
to weigh four options available to the
government. One would be to succeed
in reducing the growth of federal
spending below the growth of national
income. But that means smaller in-
creases for many of the still-sacred
cows in the non-defense budget as well
as for defense spending. Market par-
ticipants arent likely to assign a high
probability to that possibility until
they see it happen.

“A second option open to the gov-
ernment would be to raise current or
future explicit taxes. But Congress has
never voted for a significant structural
tax increase during peacetime. Many
leaders of Congress now advocate re-
peal of personal income-tax indexa-
tion, scheduled to take effectin 1985. |
would expect the President to veto any
such efforts. In the meantime, it’s not
likely that investment decisions will be
made on the assumption of higher ex-
plicit taxes.

“A third option would be to rein-
flate, and | think that is the option
feared most by the financial commu-
nity. Any further indication that such
an option has been accepted by eco-
nomic policymakers would result in
upward pressure on nominal interest

rates, especially long-term yields.

“The fourth option would be to do
none of the above and risk a slow pace
of capital formation for a couple of
years and tolerate a high unemploy-
ment rate, even through the 1984 elec-
tion. This option also doesn’t seem to
be a good basis for making investment
decisions, and | doubt it will be
assigned a high probability.

“That leaves re-accelerating infla-
tion as the option that must be consid-
ered as most likely until there is some
action by Congress to reduce the def-
icits. Until such time, the level of mar-
ket interest rates early this year should

New Service Unveiled

“Risk Management: A Bank-Wide
Assessment of Risk” was unveiled by
the ABA at the Honolulu convention
as a major new ongoing service to
banks.

The service is directed to bank
CEOs and initially will include three
sections. The first section is an ex-
ecutive summary on risk manage-
ment for the CEO that will serve as
the foundation piece for the in-depth
information that follows and that will
offer CEOs an introduction to the
risk-management process, an identi-
fication of emerging or nontra-
ditional risks and an explanation of
the use of the “Risk Management”
manual that will be available early
next year.

The other two sections of the
manual will be a series of four execu-
tive summaries on nontraditional
risks and four separate reports pro-
viding an in-depth examination of
those risks. The reports are designed
for department managers ofthe indi-
vidual activities.

Areas to be covered in the initial
series are credit-related off-balance-
sheet activities, discount-brokerage
activities, payment-systems mech-
anisms and ATM/POS systems. A
continuing review ofvarious banking
services and an analysis ofassociated
risks isplanned as part ofthe service.

MID-CONTINENT BANKER for November, 1983

be viewed as the lows for this cycle.”

Also on the panel was David M.
Jones, senior vice president/econ-
omist, Aubrey G. Lanston & Co., New
York City.

Dr. Jones told bankers that the
economy is at a critical crossroads.

Uniquely, we face both great oppor-
tunities and dangerous challenges.
Our near-term future is brightened by
a stronger-than-expected economic re-
covery in 1983 and, at least so far, by
still low inflation,” he said.

But he warned that dangerous chal-
lenges are threatening recovery.

Specifically, the structural federal
deficit (that portion of the deficit that
doesn’t decline with recovery) is out of
control. Excessive federal borrowing
demands related to this uniquely ris-
ing deficit, despite recovery, threaten
to sop up an unprecedented large por-
tion ofnet private savings. The result is
likely to be to ‘crowd out’private long-
er-term borrowing and business-
capital spending.”

These large federal borrowing de-
mands are partly responsible for real
interest rates being abnormally high,
he said, which adds to the economy’s
down-side risk. He added that the still-
threatening world-debt crisis also
serves as a major potential limitation
on future economic growth. “At the
very least, the debt-repayment diffi-
culties faced by developing countries
will make bank lenders extremely cau-
tious and will severely limit the availa-
bility of new credit to finance their
growth for many years to come,” he
said.

Another dampener for world recov-
ery is a dangerous lack of coordination
among U. S. fiscal and monetary poli-
cies and those in other major industrial
nations. He said the U. S. and other
major industrial economies must serve
as the locomotives” for world recov-
ery. But major international econom-
ic-policy objectives have shifted dra-
matically since the late *70s from fight-
ing unemployment to fighting infla-
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tion, which has resulted in extremely
restrictive fiscal policies in those na-
tions.

“The problem is that the U. S. isout
of step with the rest ofthe world,” Dr.
Jones said. “World recovery likely will
be held hostage to a U. S. economic
policy mismatch. This mismatch is be-
tween an extremely expansionary
U. S. fiscal policy and a moderately
restrictive U. S. monetary policy. This
U. S. policy mismatch tends to keep
real U. S. rates high and the U. S. dol-
lar strong. This forces foreign nations
to protect their respective currencies
by keeping their interest rates higher
through greater monetary restraint
than otherwise would have been the
case.”

He said the U. S. should dramatical-
ly tighten its fiscal-policy stance by
means of federal spending cuts, tax in-
creases, or both, so as to coordinate
more closely with the anti-inflation fis-
cal policies of other major industrial
powers. “Only in this way would it be
possible, in turn, to ease monetary
conditions and reduce real interest
rates to levels that could assure sus-
tained world recovery.”

He lamented that there’s little
chance such a move would be made
prior to next year’s election. There-
fore, interest rates are likely to remain
at a level higher than is consistent with
sustained world recovery through the
rest of this year and most, if not all, of
1984.

Dr. Jones sees the near-term finan-
cial outlook to include a sideways
movement in short- and longer-term
interest rates through the remainder of
1983. He sees a moderate decline in
short- and longer-term rates in early
1984, reflecting a slowing in economic
activity, particularly in housing. Later
in 1984, there is likely to be moderate
upward pressure on rates as economic
recovery continues and private credit
demands increase, particularly in the
business sector.

By early 1985, Dr. Jones sees a
brief, but possibly intense, clash be-
tween private credit demands and ex-
cessive federal government borrowing
demands.

He sees the Fed as maintaining a
moderately restrictive policy stance.
For 1984, it will aim at the midpoint of
an already designated 4% to 8% M-I
target range. “Allowing for a 2% in-
crease in the velocity of money, this
Fed posture would accommodate
approximately an 8% growth rate in
nominal GNP in 1984 without addi-
tional interest-rate strains. However,
in 1985, monetary authorities are like-
ly to be unwilling to step up monetary
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ABA Pres. William H. Kennedy Jr., ch,
Nat'l Bank of Commerce, Pine Bluff, Ark.,
presided at opening session of ABA con-
vention, where he delivered president's
address.

growth sufficiently to accommodate
both recovery-related increases in pri-
vate credit demands and still excessive
federal borrowing needs.”

He added that the best economic
news is that inflationary pressures are
likely to remain moderate. Wage
pressures have moderated and pro-
ductivity is increasing, he added, thus
dampening unit labor costs for most
businesses.

He sees indications that, in the key
energy sector, the roughly equal bal-
ance between reduced energy-effi-
cient demands and expanded supply
could persist for some time, with re-
sulting stable prices.

ABA President William H. Ken-
nedy, chairman, National Bank of
Commerce, Pine Bluff, Ark., turned
over the gavel of office to C. Robert
Brenton, president, Brenton Banks,
Des Moines, la., during the conven-
tion. Mr. Kennedy now is ABA council
chairman. Installed as president-elect
was James G. Cairns Jr., president,
Peoples Bank of Washington, Seattle.
Harry R. Mitiguy, president/CEQ,
Howard Bank, Burlington, Vt., was in-
stalled as treasurer.

Next year, the ABA will exchange
the scented warm breezes of Honolulu
for the down-to-earth realities of New
York City for its convention, which is
set for October 20-24. — Jim Fabian,
senior editor.

New Program Unveiled
On Investment Analysis
By Union Planters

MEMPHIS — Union Planters
National has introduced a new invest-
ment-analysis program called Pro
Trader. It compares government,
federal, agency, municipal and corpo-
rate bonds as well as Treasury bills,
bankers acceptances, commercial pa-
per, CDs and term federal funds with
an unlimited number of multiple
swaps. Union Planters National also is
developer ofthe Prophet Asset/Liabil-
ity Management Model.

According to a bank spokesperson,
Pro Trader is unique because it gives
the interest rate at which cash flows
generated between first and last
maturity must be invested to equate
the net income generated from the
alternative investment. When com-
pared to the projected reinvestment
rate, this break-even interest rate will
determine quickly the advisability of
the trade. In addition, says Union
Planters, it also calculates duration,
the time it takes to recover the initial
investment.

Pro Trader also is described as hav-
ing the ability to carry the trade to
completion, as opposed to some pro-
grams that require the user to estimate
the period between the two maturity
dates. Pro Trader incorporates the
new tax law to accurately inform a per-
son ofall ramifications ofthe trade, and
it provides an account analysis for each
trade scenario.

Rate-Behavior Aid Offered

Union Planters National, Mem-
phis, has introduced a new program
called Pro Trend that helps analyze
behavior of interest rates. The pro-
gram utilizes historical-relationship
data on 30 investment instruments
and the position ofthose instruments
within the interest-rate cycle.

Based on the historical data base,
Pro Trend provides lead and lag time
relationships between the various
instruments from which banks do
their pricing. Knowing how one in-
strument moves in relation to
another enables a banker to deal
more effectively with the spread-risk
problem, according to Sandy Chest-
nut at the bank.

Pro Trend works in conjunction
with the bank’s Prophet A/L-man-
agement model. Access to Pro Trend
data is via phone modem from the
user’s micro-computer to the bank,
providing immediate updated rela-
tionship information.

A flat monthly fee is charged for
usage.
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Weturnonadime
soyoucanturna larger

When money is expensive, so is the
time funds are idle. Thats why so
many banks rely on Northern
Trust Bank for profit-enhancing
correspondent services. Our exper-
tise in getting funds to work
quickly and profitably has earned
us the reputation of being a pre-
miere processor for correspondent
banks. In fact, in independent
surveys, The Northern Trust
consistently ranks among the top
three cash management providers
in the industry.

The latest in computer tech-
nology assures check collection
and safekeeping that’s accurate
and fast. Our Cashline Balance
Reporting System gives you elec-

profit.

tronic access to your account for
maximum flexibility. You can get
a fresh update every 15 minutes
if necessary—and move money
within hours rather than days.

Add to our sophisticated
equipment the best in personal
attention and responsiveness, and
you get Northern Trusts ideal
combination of quality and effi-
ciency. A dedicated staff of profes-
sionals assures you personal
attention in all transactions.

We’re also ready to assist you
in handling your investments.
And our experienced Bond
Department representatives
are always on hand to provide
knowledgeable advice.

With Northern Thist Bank
behind you, you can count on
better service for your customers.

And a better bottom line for your
bank. For more information,
contact Curtis E. Skinner, Senior
Wee President, Northern Thist
Bank, 50 South LaSalle Street,
Chicago, Illinois 60675. Thlephone:
(312) 630-6000. Member F.D.I.C.

The more you want

your bank to do,
the more you need

The Northern.

Northern
Thist
Bank
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About Banks & Bankers

ILLINOIS

Continental Illinois National, Chica-
go, has elected these vice presidents:
J. David Smith, Albert W. Spranger,
Gwendolyn L. Hatten and Fidel L.
Lopez. Named second vice presidents
were: Julia P. Bell, Joan F. Neal, Joan
D. Schneider, Stephanie B. Hansen,
John J. Matusiak and John I. Moore Jr.
Vice President John R. Rucker was
made manager, food/chemicals/plas-
tics lending division, U. S. banking
services department.

Two banks have changed their names,
both to Eagle Bank. They are Farmers
& Merchants Bank, Highland, and
Sparta State. The latter now is Eagle
Bank of Randolph County.

Hayes Leaves IBA

CHICAGO — Patrick Hayes has
left the Illinois Bankers Association,
where he was banking professions
director, to become director of pro-
grams/services, University of lllinois
Alumni Association.

Mr. Hayes once was with Cham-
paign National and the Bank Market-
ing Association and was on the staffof
the Association for Modern Banking
in Illinois before its merger last Janu-
ary with the IBA.

Springfield Marine Bank has elected
these senior vice presidents: Stuart
Brown Jr., William R. Enlow, John E.
Staudt and Michael J. Burns. Mr.
Brown, most recently vice president,
retail banking, continues as cashier.
Mr. Enlow is secretary to the board.
Mr. Staudt is chief financial officer,
and Mr. Burns has joined the bank
from First Midwest Bancorp, Inc.,
Joliet, where he was executive vice
president. Springfield Marine also has
a new director, Paul J. Kardos, presi-
dent/CEO, Horace Mann Cos.

INDIANA

He had been employed by Southeast
Bank, Miami, Fla., for the last year.

'Old-Fashioned Fun'
Is Centennial Theme
At Greencastle Bank

GREENCASTLE — Central Na-
tional, which is 100 years old this year,
began its centennial celebration last
February with a dinner for all em-
ployees, retirees, stockholders and
directors. Service awards were given
to long-time employees.

The milestone was spotlighted again
September 16, when a reception was
held for the community. Festivities in-
cluded a memorabilia contest, for
which the bank sought from residents
anything related to banking and, in
particular, to Central National. In
addition, a children’s art contest chal-
lenged area youngsters to draw pic-
tures of Greencastle as it would have
been 100 years ago. Entries were dis-
played at the September 16th recep-
tion.

On September 18, the bank was host
at an old-fashioned ice cream social for
the entire community, with the whole
afternoon, according to a bank
spokesperson, “dedicated to old-
fashioned fun. ” Employees in finery of
the late 1800s served ice cream and
officiated at games such as apple dunk-
ing, bean-bag toss and scavenger hunt.
Musical entertainment was provided
by several area groups. Estimated

During ceremonial celebration at Central
Nat'l, Greencastle, children are fascinated
by clown, Dave Edwards, as he makes bal-
loon animals.

attendance was 3,000 persons.

Central National opened April 9,
1883, with DeW itt C. Bridges as presi-
dent. In 1884, Robert L. O’Hair was
named president pro tern. He was the
father of two men who later were to
become officers of the bank, Fred L.,
who became president, and Robert
H., who served as vice president. In
1890, Robert L. O’Hair was named
cashier when James V. Durham be-
came president. In 1893, when Mr.
Durham resigned the presidency, Mr.
O’Hair assumed the post.

Today, Stephen D. Teaford is the
bank’s chairman, and F. Mace Aker is

Lincoln National, Fort Wayne, has g mace Aker, pres., Central Nat'l, Greencastle, dressed in clothes of another era, is

appointed Stephen R. Smith vice pres-  serenaded by Sounds of Indy Chapter of Sweet Adelines at bank's old-fashioned ice
ident/director, branch administration. cream social. Event was held in connection with Central Nat'l's centennial.
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Help Stamp Out Director Liability Risk

With These Board-Related Manuals

CORPORATE ETHICS ... What Every
Director Should Know. $26.00.Society
is demanding more disclosure from all
businesses, including banking. Thus,
bankers literally are forced to re-exam-
ine policies on types of information
that can be disclosed publicly. The
board's disclosure policy can be a major
factor in the public's judgment of a
bank. The fact that a bank is willing to
discuss ... or make public . ..any of
its actions will encourage high stan-
dards of conduct by the bank staff.
This manual (over 200 pages) will help
directors probe "grey" areas of business
conduct so that directors can establish
written codes for their own bank.

QUANTITY PRICES
2 - 5 copies — $23.00 ea.
6-10 copies — $21.50 ea.

BOARD POLICY ON RISK MANAGE-
MENT. $20.00. This 160-page manual
provides the vital information a board
needs to formulate a system to recog-
nize insurable and uninsurable risks
and evaluate and provide for them. In-
cluded are an insurance guideline and
checklists to identify and protect direc-
tors against various risks. Bonus fea-
ture: A model board policy of risk
management adaptable to the unique
situations at any bank. Every member
of your bank's board should have a

copy!

QUANTITY PRICES
2 - 5 copies — $17.50 ea.
6 - 10 copies — $16.50 ea.

THE EFFECTIVE BOARD AUDIT.
$22.00. This 184-page manual provides
comprehensive information about the
directors' audit function. It outlines
board participation, selection of an
audit committee and the magnitude of
the audit. It provides guidelines for an
audit committee, deals with social re-
sponsibility and gives insights on en-
gaging an outside auditor. It includes
checklists for social responsibilities
audits, audit engagement letters and
bank audits. No director can afford to
be without a copy!

QUANTITY PRICES
2 - 5 copies — $19.00 ea.
6-10 copies — $18.00ea.

$26
. What Every Director
E?feective Conflicts of Interest Should Know About
Board Audit Fr Dot o Dffoun >
CORPORATE
ETHICS
RISK nr
MANAGEMENT  $16
$22 BANK BOARD (]|
LOAN POLICY
Cl
$20.50
THE BANK BOARD AND LOAN B $16

POLICY. $16.00. (Fourth Edition)
Recently off the press! This revised and
expanded manual enables directors to
be a step ahead of bank regulators by
providing current loan and credit poli-
cies of numerous well-managed banks.
These policies, adaptable to any bank
situation, can aid your bank in estab-
lishing broad guidelines for lending
officers. Bonus feature: Loan policy of
one of the nation's major banks, loaded
with ideas for your bank! Remember:
A written loan policy can protect direc-
tors from lawsuits arising from failure
to establish sound lending policies!
Order enough copies for all your direc-
tors!

QUANTITY PRICES

2 - 5 copies — $13.00 ea.
6-10 copies — $12.50 ea.

THE BANK BOARD LETTER
408 Olive St., St. Louis, MO 63102

CONFLICTS OF INTEREST.$16.00.
(Third Edition) Conflicts of Interests
presents everything directors and o ffi-
cers should know about the problem
of "conflicts." It gives examiners'views
of directors' business relationships with
the bank, examines ethical pitfalls in-
volving conflicts and details positive
actions for reducing the potential for
conflicts. Also included is the Comp-
troller's ruling on statements of busi-
ness interests and sample conflict-of-
interest policies in use by other banks
which can be adapted by your board.

QUANTITY PRICES
2 - 5 copies — $13.00 ea.
6-10 copies — $11.50 ea.

. copies, Board Policy on Risk Management
. copies. The Effective Board Audit
. copies, Bank Board & Loan Policy

. copies. Conflict of Interest

. copies, Corporate Ethics

Total Enclosed

Name
Bank.
Street .............
City, State, Zip

.Title

(Please send check with order. In Missouri, add 4.6% tax.)
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its president. Both are bank directors.

On October 23, 1933, Central
National had the dubious distinction of
being the site of the largest theft car-
ried out by the notorious John Dillin-
ger.

Indiana Bank Gets New Sign

A
| Lafayette’
fl Savings
Bank

Lafayette Savings Bank has a new sign
designed, manufactured and installed by
Vanadco Signs, Syracuse. The new sign is
internally illuminated with formed lexan
faces and embossed copy.

American Fletcher National, Indian-
apolis, has hired Richard C. Solaro as
vice president/national marketing
manager of the trust/asset manage-
ment group’s employee benefit/insti-
tutional accounts division. He pre-

viously was with an Indianapolis law
firm specializing in tax planning.

Indiana National to Issue Stock

Indiana National Corp., Indianapo-
lis, has filed a registration statement
with the Securities & Exchange Com-
mission for a proposed offering of
250,000 shares of adjustable-rate,
cumulative preferred stock.

The preferred stock will have a
stated value and a liquidation value of
$100 per share. Goldman, Sachs & Co.
has been designated as manager of the
underwriting group that will offer the
stock to the public.

MICHIGAN

Annual Credit-Card Fees
Canceled by Bank in Mich.

The second-largest issuer of bank
cards in Michigan has eliminated its
$12 annual card fee. Security Bank,
Southgate, Mich., made the policy
change September 1in abid to expand
its card-user base.

The bank expects the increased card
base and use of cards to offset loss of

income from the fee.

As part of its promotion to sign up
new card holders, the bank has been
using a telephone-solicitation service
that has been judged a success by
Franklin D. Alandt, senior vice.presi-
dent/banking.

“We believe there are going to be
continuing changes in technology in
regard to the cards,” Mr. Alandt said.
He expects that ATMs, debit cards and
POS terminals will encourage greater
use of bank cards.

Other bank-card issuers in Michigan
are on record as not following in Secur-
ity Bank’s footsteps. “We feel we offer
card holders a lot of value for that fee,”
said Robert D. Sznewajs, vice presi-
dent, Michigan National Corp., whose
lead bank, Michigan National, Lan-
sing, is said to be the state’s leading
bank-card issuer.

Leo A. Cooney, president, Compu-
ter Communications of America, card
processor for more than 200 Michigan
banks, said he expects bank-card fees
to continue rising because of small
profit margins and the earnings volatil-
ity of bank-card operations.

FrankJimKatlr
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Nine Out-State Banks
To Adopt NBD Name;
Venture Groups Formed

Nine out-state Michigan banks will
adopt the National Bank of Detroit
identity system over the next six
months.

Some of the banks affiliated with
NBD already have changed their
names. They are: Peoples Bank, Al-
pena, to NBD Alpena; Roscommon
State to NBD Roscommon; Cadillac
State to NBD Cadillac; and First
National, Evart, to NBD Evart. Wol-
verine State, Sandusky; Monroe
County Bank, Dundee; Grand Valley
National, Grandville; National Bank,
Ann Arbor, and Farmers & Mer-
chants, Benton Harbor, will change
their names and signage by next
spring.

NBD also has announced formation
oftwo venture-capital funds to provide
equity-investment opportunities in
high-technology businesses.

The NBD growth fund and the
leveraged buyout fund will provide,
respectively, for investments in high-
growth potential businesses in the ear-

ly stages of development and for lever-
aged buyouts of businesses with con-
sistent earnings histories. NBD is to
provide an ultimate investment of $15
million in each of the funds. All ser-
vices will be administered by Michi-
gan Capital & Service, Inc., an NBD
Bancorp subsidiary, and the Small
Business Investment Co.

Bank of Commonwealth,
Acquired by Comerica

Comerica, Inc., Detroit, has ac-
quired controlling interest in Bank of
the Commonwealth, Detroit.

Comerica purchased the interest in
Bank of the Commonwealth that had
been owned by First Arabian Corp.
which, together with other small hold-
ings, brought Comerica’s total interest
in Bank of the Commonwealth to just
over 80%. Comerica said that it will
become actively involved immediately
in the operations of Bank of the Com-
monwealth, which will operate as a
subsidiary until January, when it will
be merged into Comerica Bank-
Detroit.

Comerica Senior Vice President
Robert L. Condon has been elected

chairman/CEQO, Bank ofthe Common-
wealth. Robert E. Jones remains as
president/director. Three directors,
Matthew Steckel, Roger E. Tarnraz
and Albert Misrahi, have resigned.
Remaining current directors, Harold
E. Cross, Joyce F. Garrett, Aubrey V.
McCutcheon Jr. and David Pollack,
continued their memberships and four
Comerica officers, Joseph G. Horon-
zy, Arthur W. Hermann, David J.
Westhoff and Eliot R. Stark, were
elected directors.

When the merger is completed in
January, the combined system will in-
clude 61 offices in Detroit and 139
across the tri-county metropolitan
area.

Wallace L. Tupper has been elected
president/CEO of Hillsdale State Sav-
ings, an affiliate of Old Kent Financial
Corp., Grand Rapids. Mr. Tupper
previously was with Gaylord State,
another Old Kent affiliate, where he
most recently served as senior vice
president with responsibility for all
loan functions.

Frank Bauder. Jim Carmody. Kathy Hardy.
Andy Ruments. Max Roy. John Crotty.
Names synonymous with correspondent
banking. More specifically, with correspondent
banking at Drovers. Almost 150 years combined

experience.

Knowledgeable years... handling Overline
Loans, Capital Requirements, and now such
new services as discount brokerage. So
consider Drovers for your correspondent needs.
Youll find a continuity of policy. And a
continuity of people. Like Frank. And Jim.
And Andy. And Kathy. And Max. And John.

Call toll-free 1-800-621-8991.

Q Bjryy

In Hlinois, 1-800-527-2498.

ft*»/ Drovers BanK. cuiap.

47th & Ashland Ave., Chicago, IL 60609 « 1-312-927-7000.
MEMBER FEDERAL RESERVE SYSTEM AND FDIC.
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Upbeat Note Sounded on Autos
At Bank Meeting In Detroit

OADBLOCKS and a few jarring
potholes may still be ahead, but

top-level Big-Three automaker execu-

tives provided bankers attending
National Bank of Detroit’s correspon-
dent bank conference in late Septem-
ber with the most optimistic outlook in
years for the auto industry and the
Michigan economy.

The size of the federal deficit was
another recurring theme throughout
the two-day conference, which fea-
tured not only auto-industry execu-
tives but NBD experts in many fields.
Many of the nearly 350 NBD corre-
spondents who attended the confer-
ence at the Hyatt Regency, Dearborn,
were from Michigan, where the health
of the auto industry is a critical con-
cern.

NBD Chairman/President Charles
T. Fisher 11l and Donald B. Jeffery,
first vice president/Midwest banking
division, welcomed the correspondent
bankers to the conference. NBD is
celebrating its 50th anniversary this
year, and bankers in the audience
were told that correspondent banking
has been a “priority” business with
NBD since it was founded.

Ford Motor Co. Chairman Philip

F. James McDonald, pres., General Motors
Corp., tells bankers at NBD conference
banquet that technology in auto industry is
advancing so rapidly that what he knew
that morning probably isalready obsolete.

Donald B. Jeffery, 1st v.p., NBD's Midwest
banking division, chats with Charles
(Chuck) Mabley (r.), pres./dir., Security
Bank, Richmond, Mich., one of NBD's oldest
correspondent customers.

Caldwell established the upbeat tone
for the conference with his opening
address. The American auto industry
is recovering if not yet in robust good
health, he said, and he thanked the
banking community for “standing by”
the auto industry during its recent
troubles. He cautioned bankers not to
over-generalize about the positive eco-
nomic indicators they see about them.

“Unemployment still is unaccept-
ably high and the (federal) deficit
seems to be out of control, he re-
minded his audience.

Clearly, the three auto-industry ex-
ecutives who addressed the NBD con-
ference were anxious to dispel the
American auto industry’simage as low-
technology “sunset” operations on the
brink of extinction. “We dont believe
that for a minute,” said Mr. Caldwell.
He said the auto industry is “pulling
through” more technology than any
other industry to become more effi-
cient and to produce more sophisti-
cated products. The industry cannot
afford to become complacent and
won’t, he said.

“By 1990, staffs will be leaner, com-
munication lines shorter and turn-
around times faster,” he said.

F. James McDonald, president,

General Motors Corp., agreed with
Mr. Caldwell’s assessment ofadvances
in American auto-industry technology
and productivity. After giving some
sketchy details of what Americans can
expect in their cars of the future, Mr.
McDonald remarked that technology
is advancing so rapidly that what he
knew that morning probably had

already become obsolete.

Neither Mr. Caldwell nor Mr.
McDonald could match Chrysler
Corp s Gerald Greenwald’s jocular
spirits, however. “You’re looking at a
free man,” he said, referring to Chrys-
ler’s retreat from the abyss of bank-
ruptcy and its early repayment of gov-
ernment-backed loans. The vice chair-
man of the nation’s third largest auto
company credited banks, and NBD in
particular, with helping to save Chrys-
ler from extinction.

The company had learned from its
mistakes, Mr. Greenwald said. “We re
amuch leaner company and we re sell-
ing more cars and trucks,” he said.
Chrysler’s market share has, in fact,
increased to 11% this year, he noted,
and he boasted that the company is
seeking a 12% share ofthe auto market
and a 14% share of the truck market
during the current model year.

NBD’sconference was held at atime
when automakers were introducing
their 1984 models, and Messrs. Cald-
well, McDonald and Greenwald were
more than happy to talk about what
they felt would be the highlights ofthe
new models. Mr. McDonald spoke
with almost fatherly pride of General
Motor’s innovative “Fiero,” and Mr.
Greenwald had a couple of Chrysler’s
new line of mini-vans — due out this
winter — parked in front of the hotel
for bankers to preview.

Jack E. Barnds, vice president/busi-
ness and banking analysis for NBD,
said American auto production thus far
is up 30% over depressed 1982 levels.
He predicted that auto sales will in-
crease another 8% to 10% in 1984 and
that a third of the nation’s automotive

Philip Caldwell, ch., Ford Motor Co., wel-
comed NBD correspondents to Dearborn —
"Ford Country" as he called it — and pro-
vided bankers with overview of American
auto industry.
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production will be assembled in
Michigan.

Mr. Barnds’s forecast for general
economic growth in 1984 was by his
own admission U/2% below the con-
sensus forecasts of other economists.
His reasons for caution, he said, were
the nation’s rising merchandise trade
deficit and its mushrooming budget
deficit. The best news on the inflation
front is behind us, Mr. Barnds added.
He foresees an average inflation rate of
around 4V2% over the next 12 months,
but his projection for interest rates
essentially is for no change. While the
prime rate temporarily might break
below the 10% level, he said, there is
no pressure for it to stay there. But
neither does he anticipate that the
prime will break above the 11V2% to
12% level for long.

Other NBD representatives up-
dated correspondent bankers on avari-
ety ofeconomic, financial and manage-
ment issues. Joseph F. Conway, presi-
dent of an NBD subsidiary, Michigan
Capital & Service, Inc., which pro-
vides venture capital for high-
technology businesses, described how
his four-person staff operates. During
the conference, NBD announced
formation oftwo new $15-million ven-
ture-capital funds to provide equity-
investment opportunities in high-
technology businesses. Michigan
Capital & Service and Small Business
Investment Co., based in Ann Arbor,
will administer the funds.

Justin L. Moran, Buckheim & Row-
land, Inc., a consultant to the Michi-
gan Bankers Association, had the diffi-
cult chore of peering beyond October
linto the latest round of deregulation.
At the time ofthe conference, that was
only a few days away. In Mr. Moran’s
view, however, October 1would dawn
as “something ofa nonevent” in bank-
ing. Most banks would “wait to see
what shakes out” before taking any
drastic action, he predicted.

Bruce Burchfield, president of
CIRRUS Systems, Inc., and Thomas
H. Jeffs II, NBD executive vice presi-
dent and member ofthe CIRRUS Sys-
tems board, examined the prospects
for national and international ATM
sharing. NBD isthe lead bank among a
group of banks that developed
CIRRUS, the largest ATM-sharing
network, with headquarters in Oak
Brook, 111 By year’s end, Mr. Burch-
field said, 5,000 ATMs in 43 states rep-
resenting 92% ofthe American popula-
tion will be on the CIRRUS network.
The goal is to have 8,000 ATMs on the
network and 1,600 participating banks
(up from the current 900) by 1985, he
said. — John L. Cleveland, assistant
to the publisher.

Branch Opened by NBD Canada

A $500 donation to the University of Wind-
sor by National Bank of Detroit, Canada,
was highlight of opening ceremonies for
bank's new Ouellette Ave. Branch in Wind-
sor, Ont., recently. Attending were (from |.)
Richard H. Cummings, vice chairman,
NBD; Richard L Janisse, second vice presi-
dent, NBD Canada; John L Conroy Jr.,
president, NBD Canada; Eric West, busi-
ness school dean; Philip G. Moon, senior
vice president, international division, NBD;
and Joseph G. Conway, vice chairman,
NBD.

First of American Bank-Michigan,
Kalamazoo, has named five new vice
presidents: Norman A. Baxter, Bruce
M. Darr, William G. Gray, Harry B.
Storr and Terry L. Zirkle. In other
action, Ronald J. Austin, Paul A
Cleveland and Eric S. Durham were
named assistant vice presidents.

OUR PRODUCTS

NOT OUR DESIGN CAPABILITIES

panel surrounds

trash
containers

€NCIOSURES
19706 Center Ridge Rood
Cleveland, Ohio 44116

(216) 356-0950

INDEPENDENCE BANK GROUP, INC.

has acquired through a tender offer

THE BROWN NATIONAL BANK

OF KENOSHA

The undersigned acted as financial advisor
to the Brown National Bank of Kenosha

in this transaction.

Robert W. Baird & Co.

INCORPORATED

August 1983

MID-CONTINENT BANKER for November, 1983

31

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



MINNESOTA

Norwest Bank, Minneapolis, has
appointed John H. Olson, formerly
president, Norwest Business Credit,
Inc., as senior vice president/deputy
chief credit officer of the bank. The
move is to prepare Mr. Olson to
assume the duties of Chief Credit
Officer Willis F. Rich Jr. when he re-
tires in 1984. Mr. Olson began his
career at Norwest Minneapolis in
1954. In other action, Michael L.
Lucas has joined the bank as senior
vice president/manager, institutional
trust group. A. Rodney Boren Jr. was
named senior vice president of the
funds management group’s security
sales department. Jerry W. Hayes was
elected senior vice president, trust
operating systems/financial controls.
Vice presidents named include: Susan
D. Kinder, director, compensation/
organizational planning; Elizabeth C.
Helsel, senior national accounts repre-
sentative, New York national-accounts
office; Joseph W. Kapolka, corporate
financial planning; and Paul G. Sedio,
domestic banking group.

First Bank Minneapolis has taken
aboard George Budzynski, formerly of
Bank of the Commonwealth, Detroit,
as vice president, planning/finance.
Carleton Olmanson has joined the
bank as assistant vice president in the
manufacturers division. Previously he
had been with Norwest Bank, St. Paul.

Norwest Bank Owatonna’s acquisition
of First State, Medford, has been
approved by regulatory authorities.
The Medford bank had assets of $4.8
million as of June 30, while Norwest
Owatonna has assets of $106 million,
with approximately $85 million in de-
posits.

F & M Marquette National, Min-

neapolis, has appointed Minnie B.

Schroeder, formerly of First Bank

Minneapolis, as assistant vice presi-
IN.

dent. She will be responsible for
marketing a variety of investment
products.

OHIO

James J. Allhusen and Vincent A,
DiGirolamo, senior vice presidents at
BancOhio National, Columbus, have
been promoted to the newly created
positions of deputy group heads/retail
banking group. Mr. Allhusen — who
joined BancOhio in 1978 — will be
responsible for the retail services unit
and Mr. DiGirolamo — a BancOhio
staffer since 1960 — will have line re-
sponsibility in the bank’s retail orga-
nization, which includes all 243 Banc-
Ohio National metropolitan and com-
munity banking offices. Keith E.
Mitchell has been elected vice presi-
dent for BancOhio National’s Coshoc-
ton County area. Mr. Mitchell has
been with the bank since 1969.

Huntington Bank of Northeast Ohio,
Cleveland, has announced the follow-
ing promotions: James S. Ferguson to
senior vice president, metro-east re-
gion; Jay C. Hall to senior vice presi-
dent, metro-central region; James M.
Tanner to vice president, metro-east
region; Albert J. Bartucci to assistant
vice president, metro-east region;
Kristine A. Hess to assistant vice presi-
dent, metro-east region; and James E.
Pearce to assistant vice president,
trust institutional marketing depart-
ment.

Farmers & Merchants, Miamisburg,
has awarded a $603,000 contract to St.
Louis-based HBE Bank Facilities, a
design/build firm. The project in-
cludes alterations and additions to the
bank’s home office.

Toledo Trust has elected Dean T.
Fisher and Gary D. Lind vice presi-
dents in corporate trust and trust in-
vestments, respectively. Mr. Fisher
joined the bank in 1978 and Mr. Lind
in 1976.

Money Bags

Buy Direct from the Manufacturer

* Night Deposit Bags

« Individual Pocket Bags
* Canvas Coin Bags * Zippered Wallets * Lead Seals

to

Many sizes and styles available in a wide variety of
colors and materials. FREE silk screening of name

and logo with minimum order.

FAST DELIVERY!!!

O Laacke Bank Products Division
& Joys

Quality Since 1844

PHONE (414) 271-7885
Ask for Bank Products
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Arthur L. Purinton Il has been
appointed manager of Central Bank of
Cleveland’s commercial banking divi-
sion. Mr. Purinton, a Central Bank
vice president, joined the institution
in 1980. In the trust department,
Richard W. Lutts — who joined Cen-
tral Bank in 1979 — has been elected
vice president.

George W. Haigh, president/CEO,
Toledo Trustcorp, has been named
chairman, International Financial
Conference, an independent organiza-
tion established in response to the
growing needs of regional banks and
HCs to have a permanent forum on
international finance.

WISCONSIN

Citizens North Side Bank, She-
boygan, has moved to its new $820,000
facility on the city’s north side. A week
later, the 55-year-old bank changed its
name to Citizens Bank-Sheboygan
North to reflect its new status as an
office of Citizens Bank, another
Citizens Bancorp affiliate.

Appleton Bank is the name of the
merged Kimberly State and Associ-
ated Bank of Appleton. The bank is
being operated by the new executive
management team of President James
A. Semrad and Senior Vice President
John W. McKenzie.

Scott M. McBrair and Jeffrey J. Rem-
sik have joined the marketing depart-
ment of Marine Corp., Milwaukee, as
assistant vice president of market re-
search and as government relations
officer, respectively.

Marine First National, Racine, has
elected Gerald L. Schwallier presi-
dent/CEO and Robert W. Beaupre,
chairman. Mr. Schwallier joined the
bank as executive vice president/chief
operating officer in 1982, previously
having served as senior vice president,
American National, Kalamazoo, Mich.
Mr. Beaupre has served as president/
CEO ofthe bank since joining the HC
in 1980. Prior to that, he was presi-
dent/CEO/chairman, Security Marine
Bank, Madison.

Marine First National, Janesville, has
taken Glenn E. Stoup on board as vice
president/senior loan officer. Mr.
Stoup previously served as vice presi-
dent/finance and administration, Ad-
vance Products Corp., Beaver Dam.
He also has served as president/CEO,
Marine Bank, Beaver Dam (1977-
1980) and vice president/commercial
loans, Marine National Exchange
Bank, now Marine Bank, Milwaukee
(1971-1977).
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DIDC Votes Out Minimum Balances
For IRAs and Keogh Plans

EGINNING December 1, $2,500
minimum denominations will be

be phased outin two steps: 1. Effective
January 1, 1985, minimum denomina-

eliminated on money-market-depositions will be reduced to $1,000 on

accounts (MMDASs), seven- to 31-day
ceiling-free time deposits and super
NOW accounts used for individual-
retirement-account (IRA)/Keogh in-
vestment purposes.

In announcing this action, which it
took at its September 30th meeting,
the Depository Institutions Deregula-
tion Committee (DIDC) said this will
make it easier for IRA/Keogh investors
to earn market rates of return on their
funds while they decide on more
permanent investments for retirement
purposes.

The committee also took these ac-
tions:

e As required by the Garn/St Ger-
main Act, rules were adopted to elim-
inate the rate differential on passbook-
savings accounts and seven- to 31-day
time deposits ofless than $2,500, effec-
tive January 1, 1984. This will be
accomplished by increasing the rate
ceiling at commercial banks on these
deposits from 51/4% currently to the
5V2% ceiling enjoyed by thrift institu-
tions.

e Minimum denominations on
MMDAs, super NOWs and seven- to
31-day ceiling-free time deposits will

Manufacturers Hanover
Announces Realignment
Of Major Operating Units

NEW YORK CITY — John J. Evans
and Edward A. Farley have been
elected vice chairmen, Manufacturers
Hanover Trust.

Mr. Evans continues to have re-
sponsibility in the operational area and
Mr. Farley special responsibility for
domestic-credit matters. They had
been executive vice presidents in
charge ofthe operations and metropol-
itan corporate banking divisions, re-
spectively.

Messrs. Evans’ and Farley’s new
posts are part ofarealignment ofmajor
operating units and formation ofa new
investment-management subsidiary at
MHT.

Mr. Evans entered banking in 1950,
when he joined the former Hanover
Bank’s management-training pro-
gram. He became an assistant secre-
tary, national division, in 1956, assis-
tant vice president in 1959 and vice

34

these accounts. 2. Effective January 1,
1986, minimum denominations on
these accounts will be eliminated
altogether. As a result, effective Janu-
ary 1, 1986, all small savers without
exception will be able to earn market
rates of interest on their savings.

The above actions, combined with
the October 1stremoval ofall interest-
rate ceilings on time deposits with
maturities of 32 days or more, mean
DIDC has come a long way toward
fulfilling its congressional directive to
phase out interest-rate ceilings on de-
posits.

In related action, the Fed elimi-
nated reserve requirements (3%) on
nonpersonal time deposits with origi-
nal maturities of 18 months or more.
Earlier, the Fed exempted nonperson-
al time deposits with original matur-
ities of 30 months or more from re-
serves.

The Fed also redefined the term
“transaction accounts” so that time de-
posits with maturities of seven days or
more (instead of 14 days or more)
would be reservable as time deposits
rather than as transaction accounts. ¢ ¢

president in 1963, supervising MHT
business in 13 midwestern states. In
1970, he was promoted to senior vice
president in charge ofbranch adminis-
tration, metropolitan division. Two
years later, he transferred to opera-
tions and, in 1973, was advanced to
executive vice president in charge of
operations and named to the general
administrative board. In 1979, Mr.
Evans was elected a director of the
bank.

Mr. Farley joined the bank’s man-
agement program in 1951. He rose
through the posts of assistant manager
(1956), assistant secretary (1958), assis-
tant vice president (1959), vice presi-
dent (1962), senior vice president/re-
gional officer (1969), senior vice presi-
dent/deputy general manager in
charge of the metropolitan division’s
corporate banking group (1976) and ex-
ecutive vice president in charge of the
division and a member of the general
administrative board (1978).

Other organizational changes in-
clude the following:

« A North American hanking divi-

McCREE EVANS FARLEY

sion, combining units ofthe metropoli-
tan/national divisions, with Executive
Vice President Donald H. McCree Jr.
as its head. This division has responsi-
bility for corporate/correspondent
banking in the U. S. and Canada. Mr.
McCree, with the bank since 1960, has
worked in the national division’s
Southwest district, headed the nation-
al division-western, was assigned to
the international division and then
named officer-in-charge of MHT’s
London Office before returning in
1978 to New York City, where he suc-
cessively became senior vice presi-
dent/deputy general manager, inter-
national, and executive vice president,
national.

« An energy division, headed by
Conrad P. Albert, who was elected ex-
ecutive vice president, with con-
tinuing worldwide responsibility for
energy-related financing. He had been
senior vice president/deputy general
manager in charge of the national divi-
sion’s energy group.

e A separate institutional trust/
agency division, with Joseph L. McEI-
roy, executive vice president, as its
head.

« An investment-management sub-
sidiary, Manufacturers Hanover In-
vestment Corp., headed by Victor J.
Melone, who was elected its presi-
dent. He had been senior vice presi-
dent/deputy general manager, trust
division, and chief investment officer.
The new subsidiary is responsible for
$22 billion of assets.

« A private banking/securities in-
dustry division, headed by Albert R.
Gamper, who was elected executive
vice president. He was senior vice
president, corporate planning. The
new division includes two units from
the former metropolitan division, pri-
vate banking and Wall Street credit, as
well as two units from the former trust
division, personal trust and Manufac-
turers Hanover Trust (Florida).

« Manufacturers Hanover mer-
chant banking group, headed by S. A.
Constance, who was elected executive
vice president, with continuing re-
sponsibility for worldwide merchant-
banking activities.

» A specialfinancing group, headed
by Frank C. Wright Jr., who was
elected executive vice president.
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Bank-Leasing Program
Can Be Profitable,
Seminar Demonstrates

ANK-LEASING programs can bhe
profitable — in most cases, more

The seminar was attended by repre-
sentatives of numerous small banks

profitable than commercial lendingwho were interested in obtaining in-

This was demonstrated clearly at a
seminar in Kansas City sponsored by
FirstLease, a consulting corporation
based in Louisville.

The seminar was one of several
sponsored this year by the firm, which
plans similar seminars across the na-
tion in the year ahead. It was attended
by bankers, several S&L officials, as
well as an investment banker and
several others in private leasing cor-
porations.

Terry J. Winders, president of First-
Lease, pointed out to those attending
the seminar that bank leasing is profit-
able because, once the bank owns the
property leased to the customer, it is
entitled to these credits:

» Ten percent investment tax cred-
it.

» Depreciation of equipment.

* Residual value of equipment that
is recaptured at termination of the
lease.

Mr. Winders pointed out that leas-
ing is quite complex and that proper
structuring of a lease, documentation
and follow-through on such proce-
dures as insuring the property, keep-
ing track of its location and other fac-
tors need to be followed in proper
handling of a lease.

It was demonstrated to attendees
that structuring of a lease can change
the netreturn to the bank quite signifi-
cantly. For example, a lease started at
the end of the year obtains the 10%
tax-investment credit for the full year
and — based on the same “rental” or
lease payments — is more profitable
than a lease started January 2. Often a
lease can be structured, Mr. Winders
pointed out, so that yield to the bank
can be increased as much as 200 to 300
basis points without any significant
change in rental payments by the les-
see. This is where his firm, Mr. Win-
ders explained, can be ofassistance to a
bank in or planning to enter the leasing
field.

formation firsthand on problems in-
volved with leasing. As Mr. Winders
pointed out in his presentation, leasing
has legal problems, tax problems,
accounting and regulatory problems.
These all must be considered in struc-
turing and documenting a lease.

Bankers learned that one of their
best prospects for leasing would be the
firm that cannot make use of the in-
vestment credit or depreciation, since
it has been operating for the past
several years on a lean budget, with
little or no net profit. That type offirm,
they learned, would be eager to pass
along investment credits to its bank
“lender” and depreciation schedules
on leased equipment. A bank, of
course, also would have to be in a tax
position to make use ofthe investment
credits and depreciation ofequipment
leased. Ifabank, for example, is heavi-
ly invested in tax-free municipals and
shows a small net profit at the end of
each year, leasing is not as desirable, of
course.

During the two-day seminar,
attendees were given some informa-
tion on the history of leasing, structur-
ing of a lease, insurance problems,
guaranteed residuals, documentation,
accounting, operations procedures
and marketing.

FirstLease, sponsor ofthis and other
seminars planned for the future, acts as
consultant to numerous banks around
the country that cannot afford to main-
tain a full-fledged leasing department.
It is the opinion of Mr. Winders that a
bank must have approximately $1 bil-
lion in footings to justify a full-fledged
leasing department. His firm, he ex-
plains, can act as “backup” for the
smaller bank, helping process each in-
dividual lease, documenting it, struc-
turing and pricing the lease so that it is
profitable to the bank.

He estimates that if a bank enters
the leasing business completely on its
own, the software-processing program
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Terry Winders, pres, of FirstLease, discusses
leasing question with Rebecca Bass, repre-
senative of E. F. Hutton Credit Corp.,
Greenwich, Conn.

Seminar attendees go over set of questions
on leasing at start of two-day meeting in
Kansas City. Terry Winders, pres, of First-
Lease, is seen in background.

Software programs designed by FirstLease
for leasing operations are explained by
Chris Ivory, representative for FirstLease.

FirstLease staffers at seminar included Jan
Gerdom, v.p./operations; Joel F. McGuire,
regional sales mgr.; and George M. Span-
ish, e.v.p.
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alone would cost $160,000, and the
annual cost of operating a leasing de-
partment would be in excess of
$200,000. Therefore, he stated, the
average bank would find his firm’s ser-
vices of value and a lot less expensive.

Several ofthe bankers attending the
seminar were from agricultural areas
and immediately recognized the
potential of leasing heavy equipment
to the farmer. The farmer, hard
pressed in recent years and operating
at no or little profit, would not be able
to take advantage of the tax-invest-
ment credits and depreciation of
equipment and thus would favor leas-
ing equipment as long as the costs to
him were reasonable. One banker
from southwest Kansas indicated that
irrigation systems were aprime type of
equipment to be leased to the farmer.

Another banker attending the semi-
nar indicated that his correspondent
bank had ‘introduced” him to leasing,
that his bank had processed a number
ofleases, but he was there to gain more
information in order to determine just
how fully his bank could or should be
involved in leasing.

The seminar was attended by two
S&L representatives. New regulations
of that industry allow S&Ls to put 5%
of their assets in commercial loans. It
was pointed out that S&Ls, therefore,
would not be big competitors of banks
since they were limited to a combina-
tion of 5% leasing and commercial
lending.

It also was pointed out that leasing
will be subject to a new set of rules
effective January 1, 1984. Under the
Tax Equity and Fiscal Responsibility
Act of 1982 (TEFRA), several changes
are to be made under so-called fi-
nance-lease rules as opposed to guide-
line leases, and bankers must become
familiar with these.

Bankers attending the seminar were
given notebooks several inches thick
containing much of the information
dispensed at the seminar — enough

information on which to base future
judgments of establishing or expand-
ing their own leasing programs. —
Ralph B. Cox, publisher.

Bank Directors' Assembly
Set for Hawaii in Feb.

The Illinois and Montana bankers
associations and the Foundation of the
Southwestern Graduate School of
Banking at Southern Methodist Uni-
versity, Dallas, are co-sponsors of the
56th Assembly for Bank Directors,
scheduled for February 16-19 at the
Hyatt Regency, Maui, Hawaii.

Topics to be discussed during the
assembly include: the relationship be-
tween boards and managements, the
challenge of continued recovery with-
out inflation, a look into banking in
1990 and determining ifthe bank CEO
deserves his job. Discussion sessions
also will be held.

Mid-Continent-area bankers serv-
ing on the assembly faculty include:
Robert H. Boykin, president, Dallas
Fed; Fred Ferguson Jr., president,
Town North National, Dallas; William
J. Hocter, executive vice president,
Illinois Bankers Association, Chicago;
C. Neal Johnson, president, First
National, Artesia, N. M.; Glen E.
Lemon, chairman, First Bank, Book-
er, Tex.; Fouis F. Ramsay Jr., chair-
man, Simmons First National, Pine
Bluff, Ark.; and Charles C. Wilson,
chairman, First National, Rock Island,
11,

Director of the program is Alan B.
Coleman, president, SWGSB Foun-
dation at Southern Methodist Uni-
versity.

- James C. Sivon has joined the Asso-
ciation of Bank Holding Companies
(ABHC), Washington, D. C. He had
headed the Republican staff of the
House Banking Committee the past
three years. He is a member of the
District of Columbia Bar Association.

Insider-Lending Rule Issued

FINAL RUFE on insider-lending limits was issued September 27
A by the Comptroller of the Currency.

The rule raises the dollar limit on loans national banks may make to
their executive officers from $10,000 to $25,000, or 2.5% ofbank capital,
whichever is higher, up to $100,000. The limit doesnt apply to loans for
residential mortgage or education purposes.

The rule also raises the aggregate-dollar limit to $25,000 on all exten-
sions of credit to individual insiders, or 5% ofbank capital, whichever is

higher, up to $500,000.

Insiders include executive officers, directors, principal shareholders
and any of their related interests. A loan exceeding the aggregate limit
must receive advance approval from the bank’s board.

Failed First of Midland
Bought by RepublicBank;
Second Largest Closure

The nation’s second-largest bank
failure occurred in Midland, Tex., last
month when the FDIC transferred the
deposit liabilities of First National,
Midland, to RepublicBank First
National Midland. The new bank is a
subsidiary of RepublicBank Corp.,
Dallas.

First National’s sole office reopened
on October 17 under the Republic-
Bank banner.

According to the FDIC, acquisition
ofthe failed institution followed a com-
petitive-bidding process that included
both in-state and out-of-state potential
acquirers. The transaction was
approved by the FDIC’s board under
the authority of a provision of the
Garn/St Germain Depository Institu-
tions Act of 1982 that authorizes the
agency to solicit bids from out-of-state
banks in cases involving failed banks
with $500 million or more in assets.

First of Midland was closed on Octo-
ber 14 by Acting Comptroller of the
Currency H. Joe Selby due to the
bank’s inability to meet depositor de-
mand. The Comptroller’s office noted
that the bank had experienced severe
operating losses over the past 16
months, attributable to energy-related
loans that had gone sour. Publicity
about the losses resulted in a run on
the bank. First National was unable to
meet its obligations to depositors.

Deposit assumption with assistance
from the FDIC avoided the necessity
for a payoff of the estimated 76,400
accounts at First National.

In addition to assuming about $622
million in deposits and other liabili-
ties, RepublicBank paid the FDIC a
purchase premium of $51.1 million. It
also will buy First National’s securi-
ites, installment loans and certain
other assets.

The FDIC advanced $302 million in
cash to RepublicBank and will assume
First National’s debt of $664 million to
the Dallas Fed. The FDIC also retains
the failed bank’s assets with a book
value of about $1.2 billion.

= Actron, Inc. High-intensity open/
closed banking signs produced by this
firm have received Underwriters
Faboratory approval. Their message
can be read even in direct sunlight and
the units come in a sturdy, weather-
resistant case, available in brushed
stainless steel or dark bronze finishes.
Write: Actron, Inc., 1351 Jarvis Ave.,
Elk Grove Village, IF 60007.
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YOUR SURVIVAL MANUAL
FOR THE 80°'S

At last! A clearly-written, comprehensive guide through the maze of
modern banking, written by leading consultant Bob Sellers.

Why have so many banks failed in re- formation based upon his extensive ex-

cent times, while others continue to  perience and observation.

prosper? In Banking: The Age of Crisis and
What new strategies and tools are ~ Opportunity, he talks frankly of take-

many bankers already learning to use  overs, mergers, acquisitions, new

successfully? | . regulations, trust de-

Bob Sellers, foun- _ o partments, capital
der of Banking Consul- o8t e omy e omyto' ™ adequacy, cash man-
tants of America, and agement ... in fact,
Chairman of the Board = "¢ just about every topic
of First Southern Trust ADDRESS affecting the turbu-
Company, has written cITy lent banking industry
many articles on bank-  gare Z1p today.

Ing and has _Sp0ken Enclosed is a check or money order for Ifyou have time to
before banking and $27.95 per book, postpaid. read only one book
i Mail to: Banking: The Age of Crisis and Opportunit i i i
.academ|c grOUp,S. Now, ngt.ln’ac’ Pe_oggoi lé’zsan pportunity this year, make it this
in one book, he's com- Washington, D.C. 20013 one. Order your copy

piled a wealth of in- | Itoday.
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Banking and Insurance:
Opportunities and Possibilities That Exist

T APPEARS inevitable that one day
soon banks will have full insurance

powers. BankRisk projects that by

1990 banks and similar financial in-
stitutions may be writing or selling as
much as 30% ofall personal lines insur-
ance.

It is equally conceivable that insur-
ance and finance companies will be
firmly entrenched in the banking in-
dustry. In fact, many already are
there. Some recent banking activities
involving members of the insurance
and other nonbank financial-insti-
tution industries have included the ac-
quisition or formation ofbanks by com-
panies such as Prudential, Dreyfus
Corp. and Fidelity Group. In addition,
afew holding companies such as Sears,
Beneficial, Gulf & Western and Avco
Financial own both banking and insur-
ance firms without challenge from reg-
ulators or legislators.

On the banking side, the trade press
is keeping a close eye on Citibank and
others as to their every move in South
Dakota, while Bank of America is
quietly conducting insurance opera-
tions in California indirectly through
an SBIC (small business investment
corporation). Hundreds of banks are
already underwriting and selling cred-
it life insurance throughout the United
States. A number of grandfathered in-
surance agencies operate general in-
surance agencies at bank HCs, includ-
ing Norwest Corp., Minneapolis, First
Wisconsin Corp., Milwaukee, and
Citizens & Southern Corp., Atlanta.
At least 2,300 bank HCs, each with
assets of $50 million or less, were
granted agency powers in 1982 under
the Garn-St Germain Act.

With all the recent discussion about
deregulation and the expansion of
bank powers to include real-estate
brokerage, development, securities
services as well as insurance under-
writing, it is an appropriate time to
step back and review some of the key
events in the banking and insurance
movement, and project where the
movement is headed.

This article will examine and distill
the current opportunities for banks in
the insurance industry from the possi-
bilities for further involvement. While
it is true that bankers have barely
scratched the surface in entering the
insurance industry, numerous oppor-
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By Douglas G. Hoffman CPCU
ARM
Senior Consultant
Risk Planning Group, Inc.
Darien, Conn.

tunities are available to them already.
While no one is suggesting that they
retreat from lobbying efforts for dereg-
ulation, there also is no reason to wait
for Congress’ official starting gun.

« Current Opportunities for bank-
ers in insurance originally were de-
fined by several laws, including the
National Bank Act of 1933, the Bank
Holding Company Act (BHCA) of 1956
and Regulation Y. However, the Garn-
St Germain Act redefined banks’ in-
surance powers in 1982. Along with
the Federal Small Business Invest-
ment Act, the Export Trading Com-
pany Act and various state laws, bank
powers now stand as a fragmented
maze of specific opportunities.

Garn-St Germain: Passage of the
Garn-St Germain Act was not the de-
feat that many bankers have termed it,
nor was it the stunning success that the
insurance industry would like to be-
lieve. As termed by Dan Wall, staff
director of the Senate Banking Com-
mittee, “It was Congress, once again,
in its infinite wisdom, finding a spot
dead between two very opposing posi-
tions.”

The law actually reaffirmed several
bank opportunities in insurance estab-
lished by Regulation Y, and even
added some, depending on a bank’s
size. In general terms, Title VI of the
act serves as an amendment to the
BHCA by declaring that insurance
activities as a principal, agent or brok-
er are not closely related to banking or
managing or controlling banks. Spe-
cifically, however, the act outlines a
number of exceptions which, in effect,
broaden bank insurance powers.

For instance, the act has left the
powers of the 1970 amendments to
Reg Y relatively unscathed, allowing
banks to continue selling insurance in
communities with populations of less

This article is a condensed version of a
feature appearing in the third quarter,
1983, issue of “BankRisk: The Bank Risk
Management Quarterly.” Mr. Hoffman is
managing editor.

than 5,000 and to both sell and under-
write credit life and accident and
health insurance. The act also provides
a grandfathering ofinsurance activities
to January 1, 1971, in one case, and to
May 1, 1982, in another. It’s estimated
that these provisions will cover 16
bank HCs in the first instance and
nearly 1,000 HC subsidiaries in the
second. Secondary expansions include
unemployment insurance and limited
credit property and liability insurance
in the case of finance-company sub-
sidiaries.

The most significant result of Title
VI, however, was permission for agen-
cy activities of bank HCs with assets
below $50 million. This exception
leaves banks unrestricted as to lines of
insurance. Don Browne, group vice
president at First Atlanta Corp., has
observed that nearly 2,300 of the 3,500
bank HCs regulated by the Fed could
meet this requirement. He argues
that, “While Congress has now de-
clared that operation ofa property and
casualty insurance agency is not close-
ly related to banking, the size exemp-
tion makes it clear that, in reality, the
sole determining factor is not the na-
ture and scope of the activity, but the
size of the organization involved.”

Small Business Investment Com-
pany (SBIC): Through a move that sur-
prised many in the banking industry,
BankAmerica Corp. announced last
January 7 that it was entering the in-
surance business. The action set a
precedent as it involved a vehicle — a
venture-capital small-business-invest-
ment company, under the Federal
Small Business Investment Act — that
no one else had ever considered. The
move was swift and decisive. In the
words of Stephen McLin, senior vice
president at BankAmerica, “The beau-
ty of doing it as a venture-capital in-
vestment is that it doesn’t require Fed
approval.” Even its announcement
was well timed. It rode on the coat tails
of abigger headline in the Wall Street
Journal about the HC s acquisition of
Charles Schwab Corp., whereby the
Fed set precedent by ruling that dis-
count-brokerage services are closely
related to banking and are permitted
for bank holding companies.

BankAmerica’s move led to the
purchase, through its SBIC, ofa24.9%
share of HL Capital Management
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When the founders of IAC Group earned
their first Credit Insurance contract more

than 30 years ago, it was a sellers market.

Bankers wanted our services because we
made them money. Competition wasnt
a problem... neither was regulation.
Business was good and there was plenty
of it to go around.

Sound familiar?

IACS experience so closely parallels the
history of the banking industry, our
stories are interchangeable.

As the marketplace has become more
complex, IAC has learned right along
with banks to...go farther, try harder,
learn a whole lot more.

We're still the same people who may
have called on you 30 years ago—plus a
steady stream of new blood. We have
hired all the innovation and energy we
need to develop the broadest line of
bank insurance and investment services
available today—from any company.

If your bank has survived the past decade
of regulation, competition and
complexity, we know where you’re
coming from.

And wed like the chance to help you
get where you’re going...to
increased income, minimized risk,
predictable profits.

Call 1AC Group toll-free today and ask for
a free copy of our Products and Services
Checklist.

Missouri—800-892-5890
Other States—800-821-5434

Be a Part of Our Happy Ending.

“THE DIRECTION CONNECTION"

Kansas City, Missouri 64106 » (816) 842-8842 « (800) 821-5434
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Corp., which in turn owns interests in
workers’ compensation insurance, in-
cluding Pacific Compensation Insur-
ance Co., risk management and rein-
surance. The ownership percentage is
critical since the HC is presumed to
have control if it exceeds 24.9%. It is
interesting to note that one of HL
Capital’s other principal investors is
Citicorp, with 15%. Citicorp too is “in
the insurance business” under this
arrangement.

State Banking Laws: A number of
state-chartered banks have insurance
powers under “grandfathered” bank
charters. These charters permit a
number of nonbank activities, includ-
ing data processing, travel, security
brokerage, real estate, investment
advice, in addition to insurance-
agency operations.

The key to continued or “new” op-
erations in some cases is that the agen-
cies are located in the state-chartered
banks themselves, while the Fed reg-
ulates and prohibits bank HCs and
their nonbank subsidiaries from selling
insurance. Regulations pertaining to
bank HC and other lending-institution
subsidiary insurance activity reveal
that 23 states prohibit or restrict insur-
ance agency activities of HCs and
other lenders, while the remaining 27
have no such prohibitions.

One example of a bank firmly en-
trenched in insurance-agency activi-
ties is Hawkeye Bancorp in lowa. lowa
has no prohibition ofinsurance-agency
activities, nor does it have a “grand-
fathering” provision. The state allows
Hawkeye to operate insurance agen-
cies through its various bank sub-
sidiaries, offering a number of insur-
ance lines, including homeowners and
automobile. Premiums are deducted
directly from customer accounts, and
with its computer link to the Travelers
Corp., in 85% ofthe cases the bank can
print out the customer’s policy within
three minutes. The efficient computer
and mass-market system has permit-
ted customer savings of up to 35%.

Export Trading Company (ETC)
Act of 1982: Concurrent with its de-
bate over Garn-St Germain, Congress
passed another act that permits bank
HCs to make their first significant
direct entry into commercial opera-
tions. The Export Trading Company
Act allows activities in consulting, in-
ternational market research, advertis-
ing, marketing, product research and
design, legal assistance, transportation
and, among a host of other operations,
insurance. The bank may act as a prin-
cipal, agent or broker in the sale of
insurance covering the transportation
of cargo from any point of origin in the
U. S. to a point of final destination
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Electronic-Banking Security
ABA Conference Topic

Security problems of electronic
banking and income-producing insur-
ance activities will be among the topics
discussed at the ABA’s 1984 national
insurance/protection conference, set
for January 31-February 3 at the Hyatt
Regency Hotel-Embarcadero Center,
San Francisco.

Computer crime and the criminal
will be among general-session topics,
as well as employee-assistance pro-
grams and fundamentals of personal
power.

outside the U. S. but excludes cover-
age on risks resident or located, or ac-
tivities performed in the U. S. The
term “principal” is construed to mean
insurance underwriting.

To date, Bank of America has
formed an ETC subsidiary, while First
Interstate and others have been con-
sidering the possibility. One could
have guessed however, that Sears
already is a few steps ahead of the
banks. It modestly stated its goals for
Sears World Trade as becoming a “tru-
ly significant trading company.”

« Possibilities. Garn-St Germain:
Title VII ofthe act allows one or more
national and/or state banks to form a
bank service corporation in which they
can invest up to 10% of their unim-
paired capital and surplus, but not to
exceed 5% ofassets. A service corpora-
tion can engage in the same activities
as its parent banks and is authorized to
perform any activity permissible
under the Fed’s Reg Y. If this can be
interpreted to mean that banks can en-
gage in such activities, then the signifi-
cance of this section is that not just
bank HCs can qualify under the $50-
million-asset exception. In this case,
Don Browne estimates that approx-
imately 10,500 banks may be eligible
to enter the insurance industry. Their
operations would depend, however,
on the seven exceptions or “permitted
activities” outlined previously.

State Laws: On last March 4, Gov-
ernor William Janklow of South Dako-
ta signed into law ameasure that allows
out-of-state HCs to form or acquire a
state bank with a minimum capital of
$5 million for the purposes ofengaging
in “all facets of the insurance busi-
ness.” The authors of this bill and
others being considered by states such
as Delaware, Michigan and Minnesota
believe that they will circumvent
federal banking and insurance restric-
tions in that state banks, not the out-of-
state bank HC, would own insurance
operations. To date, several major
banks are hoping that the authors’view

is correct. Citicorp, First Interstate
and BankAmerica have all either
purchased or applied for South Dakota
state bank charters.

Based on precedent involving state
and federal banking laws, there is good
reason to believe that the Fed will rule
in favor ofthe South Dakota banks and
insurance companies as explained by
Frederick S. Hammer, Consumer
Bankers Association government rela-
tions operations chairman and execu-
tive vice president, Chase Manhattan
Bank, New York, in recent testimony
before the Senate Banking Commit-
tee. He argued that state-chartered
banks do not derive their powers from
the federal Bank Holding Company
Act, but from their own state regula-
tions. Section 225.4(¢e)(2) of Reg Y per-
mits a state-chartered bank or subsidi-
ary to “acquire or retain all . . . of the
shares of a company that engages sole-
ly in activities in which the parent bank
may engage, at locations at which the
bank may engage in the activity and
subject to the same limitations as if the
bank were engaging in the activities
directly. There is no requirement that
the Fed’s approval be obtained.”

Financial Institutions Deregulation
Act 0f1983 (FIDA): On last July 8, the
Reagan Administration sent to Con-
gress its proposed legislation for ex-
panding the powers of both banks and
thrifts in a number of financial-service
areas. The bill is a revision of the
Administration’s Bank Holding Com-
pany Deregulation Act, introduced in
1982. If passed, the Treasury Depart-
ment’s new FIDA would allow both
bank HCs and multiple S&L HCs to
engage in limited securities activities,
real estate development, investment
and brokerage, ownership of either
thrifts or commercial banks, all per-
mitted activities ofeither HCs or mul-
tiple S&L HCs, services of a financial
nature in addition to the above, as well
as insurance underwriting and broker-
age.

While bankers certainly do not yet
have free reign in the insurance busi-
ness, numerous opportunities exist.
On the other side of the coin, insur-
ance possibilities include the loosening
of state laws in places such as South
Dakota, which could result in tacit or
de facto approval of broad insurance
operations by the Fed. Or, broad Fed
approval could take the form ofan out-
right de jure permission, through the
passage ofthe 1983 Treasury deregula-
tion bill.

Through whichever form, BankRisk
believes that, in all probability, the
change will come by 1985, and bankers
should prepare now for this new area of
competition. ¢
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Fact-Filled Manuals for The Bank Director
Every Director Should Have a Copy of Each One

QUANTITY PRICES

Board Reports

$23.00 ea.
$22.00 ea.
$21.00 ea.

BOARD REPORTS ... for The Bank Director $26.00
More effective board meetings begin with effective reports. This 200-page manual
will help you determine the "quantity and quality"” of monthly reports needed by
directors so they (and management) can make proper decisions. Included are ex-
amples of reports most needed by directors who want to create policies that lead to
prudent management. Contains information on many topics such as effective re-
porting. . . reports to shareholders. . . report of examination. . . bank liquidity and
capital analysis. Manual illustrates various formats board reports can take. .. from
oral to detailed graphic presentation. Author: Dr. Lewis E. Davids.

PLANNING THE BOARD MEETING $10.00
This 64-page booklet provides some workable agenda, suggestions for advance plan-
ning and also lists types of reports a board should receive monthly and periodically.
It emphasizes the need for informing the board asquickly and concisely as possible.
Contains a chapter outlining a "workable" board meeting, another on visual aids for
the board meeting. Also contains a model for minutes of the board, plus sample
forms to communicate status of bank to the board. An excellent "companion" to
BOARD REPORTS. Author: Dr. Lewis E. Davids.

EFFECTIVE SHAREHOLDER MEETINGS $16.00

Before your next shareholder meeting, get ready for gadflies, activists and others
who may be planning to disrupt your program. Here's how to anticipate'damaging
incidents, prepare tested countermeasures, turn potential disasters into a plus for
your bank. Details include handling of unusual actions (such as replacing a CEQO) —
political contributions, laws and regulations directors may unwittingly break, stock
purchases, sales and disclosures, proxy provisions, etc. A checklist of meeting de-
tails. Promoting attendance. Stockholder proposals. Materials to mail. Agenda and
procedural rules.This book is atested"how-to"of Annual Meetings from inception
to final reports, including personnel responsible for each step. 96 pages of "must"
reading for chairmen, directors and officers involved.

RESPONSIBILITIES OF BANK DIRECTORS $11.00
This book is "right" for today's banking problems. Due to the economic influence
banks have on their communities, the rapid growth of HCs and the ever-growing
"consumer" movement, directors must know what is expected of them and their
bank in terms of responsibilities to depositors, shareholders and the public. This
manual examines recent court decisions, investment return, continuity of manage-
ment, long-range planning, effects of structural changes on competition, and more.
Author: Raymond Van Houtte, president, Tompkins County Trust Co., Ithica, NY.

*

| The BANK BOARD Letter
| 408 Olive St., St. Louis, MO 63102 |

Please send: §

Effective Shareholder Mtgs.

2-5 e, $13.00
6-10 oo $10.00
over 10 .vvvceeceeciennne $ 9.00

. S e copies, Board Reports $
Planning The Board Meeting . . .
——————— copies, Planning Meeting $ |
. $8.00 __ copies, Effective Shareholder Meetings  $ L]
$7.50
——————— copies, Responsibilities of Directors $ i
....................... $7.00 P P
------- Total Enclosed $ _
Name & Title
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Responsibilities of Directors
Street
2-5 e $9.00 Citv. State. Z |
ity, State, Zi
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i 1 i 0,
over 10 $7.50 (Please send check with order. In Missouri, add 4.6% tax.)
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How Captive Life Insurance Reinsurers
Can Bring Profitto a HC Subsidiary

ANKS and their HC subsidiaries
have historically generated sig-

By George R. Jump
Vice President/Marketing

nificant dollars by cross-selling credit American Security Insurance

life and disability insurance to qual-
ified customers. But, even though
they received a commission for their
efforts, the majority of the premium
dollars flowed to the insurer who
underwrote the risk.

In 1972, the Federal Reserve Board
expanded Regulation Y to allow bank
HCs or their nonbank affiliates to
underwrite credit life and disability as
a permissible nonbanking activity. Au-
thority to underwrite the risk under
Reg Y thus provided the mechanism
that allowed the HC to retain control
over more of the insurance premium
dollars it generated. More than 160
HCs have formed captive reinsurance
subsidiaries using the time-tested Reg
Y approach.

The monetary reward to those HCs
that accept the risk on the credit insur-
ance they generate has proved to be
significant. A survey conducted by the
Cleveland Fed indicates the average
HC s captive-life reinsurer
earned arate of return on capital near-
ly three times higher and a return on
assets nearly 15 times higher . ..
than those of the lead bank during
1978-1981.

The “Captive” Reinsurer Concept.
A reinsurer is a company that assumes
the risks ofanother insurer (the “direct
writer”) under insurance policies or
certificates originally issued by the
direct writer. This is analogous to a
bank purchasing indirect paper from a
dealer. “Captive” refers to the fact that
the reinsurance subsidiary of a bank
HC may assume the credit life and/or
credit disability insurance risk only
when such coverage is written in con-
nection with an extension ofcredit by a
lending subsidiary of the parent HC.

Formation of a captive reinsurer
allows the bank HC some significant
advantages. First, cash flow from in-
surance premiums generated by the
HC ultimately is controlled by the
HC, either as commission income to
the producing subsidiary, or as mortal-
ity and morbidity reserves in its cap-
tive reinsurance company.

Second, typically there are under-
writing profits to be derived. Under-

Group
Overland Park, Kan.

writing profits are the excess ofearned
premiums less claims, commissions
and any expenses of the captive. Most
captives consistently develop under-
writing profits beginning the first year.

The third advantage is the additional
investment income earned on dollars
flowing into the captive. Like a bank,
the majority of a reinsurance com-
pany’s assets consist of cash or cash
equivalents. Full use of these funds
provides a significant earning stream.
Additionally, they may be invested in
CDs of the affiliate bank or in other
qualified investments.

Fourth, since 1959, qualified life
companies have enjoyed favorable tax
treatment. A qualified life company
(for tax purposes) can defer from taxa-
tion one-half the underwriting profit
subject to limitation. Additionally,
10% of the investment income, not to
exceed $25,000 annually, is exempt
from taxation. Under current law, tax-
able income ofa qualified life company
can’t be consolidated for tax purposes
with that ofa nonlife parent for at least
five years, and then only by election.

The effective tax rate for most cap-
tives compares favorably to that of the
parent’s affiliates. It should be noted,
however, that Congress currently is
reconsidering taxation oflife insurance
firms.

Determining a Candidate. Any
bank HC that can generate an annual
credit-life-and-disability-premium
volume of $250,000 or more is a candi-
date for a captive reinsurer. Evalua-
tion of a HC s premium volumes
should consider its current or potential
premium production from the follow-
ing possible sources: finance company,
equity lending (second mortgages),
credit card, installment lending, com-
mercial lending, retired employees,
employee group life and employee
group health plans.

Emphasis should be on the first four
sources, as they contain the largest
possible number of potential insured

customers as well as the majority ofthe
lending products offered by the HC.

Selecting a Servicing Direct Writ-
er. Few HCs have elected to perform
the insurance activities associated with
running a captive reinsurer. They lack
the internal expertise and/or the econ-
omies ofscale ofaservicing direct writ-
er. Many, but not all, servicing direct
writers offer a “turnkey” package to
assist the HC in the formation of the
captive reinsurer and then service the
captive on a fee basis.

The most important step a HC will
take when forming a captive reinsurer
is the selection of its servicing direct
writer. Careful analysis of the exper-
tise and specific services provided by
the direct writer must be made. A
clearly demonstrable (and verifiable)
track record by the servicing direct
writer isarequisite. This step will help
the HC ensure ongoing maximization
of its insurance profits more than any
other single step it may take.

The legal expertise of the servicing
direct writer should be probed. The
legal department of the direct writer
chosen should be a resource of basic
information to the HC s counsel. The
direct writer’s legal department
should be knowledgeable about the
state statutes affecting the HC and the
statutes of the state in which the cap-
tive is domiciled. A direct writer
should be selected that will provide
assistance in the completion ofthe Fed
Y-4 application as well as in determin-
ing which state is best to domesticate
the reinsurance company. Inquiry
should be made about the direct writ-
er’s familiarity with Department of
Laborand Federal Reserve constraints
regarding reinsurance ofthe HC sem-
ployee-benefit programs into the cap-
tive.

The servicing direct writer must
understand consumer lending and
have developed products that meet to-
day’s lending needs. Consumer lend-
ing has seen a progression to larger
average balances and longer matur-
ities, resulting in the development of
variable-rate loans, irregular repay-
ment schedules and revolving lines of
credit, to name a few.

The servicing direct writer chosen
must have the expertise to support the

MID-CONTINENT BANKER for November, 1983

42
Digitized for FRASER
https://fraser.stlouisfed.org
Federal Reserve Bank of St. Louis



bank’s loan programs. The direct writ-
er must offer a full complement of tra-
ditional credit-insurance products, as
well as newer coverages, such as net
pay-off and irregular-amortization-life
benefits. Look to the direct writer for
innovative twists to writing long-term
life and disability products that meet
lending and insurance requirements.

Claims service by the managing
direct writer is important to bank-
customer relationships. Proper claims
handling also protects the underwrit-
ing profitability of the reinsurance
company. Look for online claims proc-
essing and five days turnaround as
standards in the industry. A full ser-
vice direct writer also must have ex-
pertise in statutory accounting, GAAP
accounting and taxation. The direct
writer should be qualified to establish
policy reserves and provide timely
financial statements for consolidation
purposes.

A high level of insurance sophistica-
tion isn’t a prerequisite to formation
and ownership of a captive reinsurer.
A lull-service direct writer brings in-
surance skills to the relationship. In
fact, aproperly organized captive rein-
surer won't impact the lender’s day-to-
day branch administration ofits credit-
insurance program. The activity
associated with the captive occurs after
branches have booked and remitted
premiums to the direct writer.

The concept ofa captive reinsurer is
sound and has stood the test oftime. It
should be viewed as an integral ele-
ment of the overall insurance strategy
of the HC.

As an economic concept, insurance
is just as dynamic and changing as
lending. The impact that a captive
reinsurer can have on the HC’s profita-
bility deserves to be fully explored. « «

Banking Scene
(Continued from page 8)

isting charter? Consider, for example,
that the forerunner of Chase Manhat-
tan, New York City, originally was
chartered as a waterworks company, a
charter the bank retained even after
the merger of Chase National Bank
into Bank of Manhattan Co. Bank
analysts determined that a waterworks
charter was superior to a national char-
ter. It was only after the Comptroller
ofthe Currency — particularly Comp-
troller James Saxon — liberalized en-
forcement of regulations that Chase
Manhattan switched to a national char-
ter.

As I read the Garn/St Germain Act, |
see advantages for banks in states
where branching or interstate mergers
are constrained or where ATMs are
overly regulated, to switch to federally
chartered stock savings-bank charters.
Not every bank would benefit from
such a switch, but some would find
more fertile soil in which to grow while
under the paternal care ofthe FHLBB
compared to the less sympathetic
treatment they receive at the hands of
federal bank regulators. And, brother,
would those same federal bank regula-
tors ever be steamed! ¢ o

e Diebold. This company and In-
formation Technology, Inc. (ITI) have
introduced a processing system that
provides on-line support for TABS®
ATMs and Programmable Control
Units to Burroughs B-900 through B-
400 Series computer mainframes oper-
ating ITI’s Financial Management Sys-
tem. The system will process a full
range of ATM transactions in a variety
of operating environments, anywhere
from simple capture of off-line transac-
tions processed by controller-based
systems to full-service, 24-hour-a-day,
on-line operation. Write: Diebold,
Inc., Canton, OH 44711.

Reinsurer Concept Praised

i dorse the concept of reinsurers (see adjacent article) is Robert O.

Q MONG operators of HC captive insurance firms who strongly en-

Halbert, CLU, president/CEO, Fidelity National Life Insurance Co.,
an Arizona-domiciled captive agency for United Banks of Colorado,

Denver.

Mr. Halbert says his agency is doing well, profitwise, forthe HC, and,
as proof, he cites the agency’s status as the fifth leading income producer
of the HC’s 29 divisions. The agency’s servicing direct writer is Amer-
ican National Insurance Co., headquartered in Galveston, Tex., and the
agency has been using the services of this firm since 1968.

Mr. Halbert especially appreciates American National’s legal and
marketing expertise and the fact that the firm is adept at providing
sophisticated services to enable the agency to service the HC’s up-scale
customers. As an example, he said more up-scale customers are being
offered open-end lines ofcredit that are secured by second mortgages on
their homes — a service that requires a different type of insurance
product than closed-end loans. He says his agency relies on American
National for development of the best insurance products.

Mr. Halbert says other direct writers have made presentations to the
agency over the years, but none have convinced him to switch from

American National.

United Banks has 29 member institutions and total assets of approx-

imately $3.5 billion.

Another supporter of the concept of reinsurers is Bill McCool, presi-
dent, Third National Life Insurance Co., captive insurance firm for
Third National Corp., headquartered in Nashville. The HC’s assets are
$3.6 billion and it controls 11 banks throughout Tennessee.

Mr. McCool became a part ofthe Third National organization early
this year when Third National Corp. merged with Ancorp Bancshares,

Chattanooga, his former employer.

At the time of the merger, Mr. McCool and his staff took proposals
from five top direct-writer firms, looking for the types ofcoverage Third

National Life needed. Volunteer State Life Insurance Co.,

Chatta-

nooga, won hands down because of its marketing and training depart-

ments, Mr.

McCool says. “No other firm examined had as good a

program for training as did Volunteer State. They don’t use salespeople
in their marketing department, they use marketing people.”

Volunteer State Life excels in the areas oftraining and prompt claims
service, Mr. McCool says. And the firm is continually upgrading its
services to banks. At present, the firm isworking with Third National to
create a “no-name” certificate that will simplify Third National’s record
keeping. The certificate will enable Third National to turn one clerical
person loose to do other chores, he says.

Third National Life’s return on equity places the division in the
position oftop performer, profitwise, among the HC’s affiliates, accord-

ing to Mr. McCool.
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Municipal-Bond Insurance
Helps Bank Officers
Invest With Confidence

By Lauren M. Miralia, Executive Vice President
Municipal Issuers Service Corp., White Plains, N. Y.

AX-EXEMPT municipal bonds

were a predictable, stable, often
dull investment instrument until a few
years ago. Portfolio and trust officers
could expect relatively stable interest
rates, reliable real rates of return for
the securities and little likelihood of
default scares or customer criticism.

But that predictability has changed.
Since the start of this decade, upheav-
als in the municipal market and un-
checked inflation have resulted in his-
torically high interest rates charged to
governmental borrowers. This offered
the apparent prize of larger-than-
normal returns as well.

But investors have become in-
creasingly concerned about the nega-
tive effect ofaprolonged recession and
deep cuts in federal and state-aid pro-
grams on the financial condition of
many state, county and municipal gov-
ernment issuers. Money managers
have witnessed downward-rating revi-
sions by both Moody’s and Standard &
Poor’s of many formerly top-invest-
ment-grade municipalities in a histor-
ically unequaled ratio of 3 to f. And
they know how these credit downgrad-
ings can substantially reduce the mar-
ket value of their municipal-bond
holdings, affect the quality and quanti-
ty ofbids for their bonds and engender
extraordinary pressure from invest-
ment committees, bank examiners and
clients.

How, then, can bank officers select
stable tax-exempt investments that are
both high quality and provide attrac-
tive yields? One way to accomplish
both objectives is by buying and own-
ing Triple-A-rated insured municipal
bonds.

How it Works. Municipal-bond in-
surance, such as that provided by the
Municipal Bond Insurance Association
(MBIA), provides an issuer that can
qualify (but not all borrowers can get
coverage) with a guarantee that earns a
higher-than-normal rating (AAA) by
Standard & Poor’s.

From the investors’ point of view,
this means they can buy municipals
insured against default with yields
equal to A+ or Aa-rated bonds, but
with quality ratings of AAA. Yields on
MBIA bonds, which are automatically
Triple-A rated by Standard & Poor’s,
often are 10 to 30 basis points higher
than even AA-rated bonds. At this
writing, normal 20-year general-
obligation bonds rated Aa by Moody’s
are returning 9.10% while AAA-rated
MBIA-insured bonds of the same
maturity yield more than 9.50%, a
highly significant increase in cash flow
and yield for bank portfolios and trust
accounts.

In addition, MBIA bonds, like other
AAA and Aaa bonds, tend to hold their
value longer in deteriorating markets.
And since they are true Triple-A quali-
ty, bank examiners willingly accept
them as such.

Other Advantages. While default is
an unlikely event on the part of the
credits MBIA insures, wide swings in
their individual credit standings are a
distinct possibility. Unlike unpro-
tected bonds, whose ratings can be
suspended, reduced or changed,
MBIA-insured bonds keep their Tri-
ple-A. Bondholders thus are protected
from adverse economic, legal, political
and social developments that can
materially affect municipal govern-
ments. Deterioration in a municipal-
ity’s credit standing will not change
Standard & Poor’s rating of bonds

While the accompanying article
deals with municipal bonds that are
rated, it isn’t intended to influence
bankers from supporting bond issues
of their local communities. The
majority oflocal bond issues in small-
er communities are not rated, but
local bankers usually are in a position
to know their reliability. Lack ofrat-
ings doesn’t mean such bonds are not
good buys. — The Editors.

guaranteed by MBIA.

Unlike most insurance policies,
which don’t pay a claim until some-
thing goes wrong, MBIA’s guarantee
of payments is readily convertible into
increased market value and liquidity.
In an era of continuing financial insta-
bility and credit problems, MBIA’s
guarantee can prevent significant de-
terioration in the value ofbond invest-
ments due to erosion of a municipal-
ity’s credit.

W ith these advantages to portfolio
managers, it’s not surprising that the
growth of financial guarantees has
been impressive over the past few
years. As recently as 1980, only 3% of
new long-term municipal issues sold
were covered by bond insurance. Last
year that figure increased to 9.5% and
in the first half of 1983, insured bonds
represented more than 16% of total
long-term new-issue volume.

Background. Since the inception of
the MBIA program in 1974, through
mid-1983, MBIA has insured 2,200
new issues of municipal bonds and
notes having a total face value of $15.8
billion and combined principal and in-
terest value of $33.7 billion. MBIA has
insured tax-exempt offerings of muni-
cipalities and governmental units in
every state and the District of Co-
lumbia.

Five prominent insurance com-
panies comprise MBIA’s membership.
These, with their share of participa-
tion, are:

e Aetna Casualty & Surety, a sub-
sidiary of Aetna Life & Casualty, 33%.

e Fireman’s Fund Insurance, a sub-
sidiary of American Express, 30%.

e Travelers Indemnity, a subsidiary
of Travelers Corp., 15%.

» Aetna Insurance, a subsidiary of
CIGNA Corp., 12%.

» Continental Insurance, a subsidi-
ary of Continental Corp., 10%.

Assets and surplus of the five com-
panies comprising the association
totaled $21.1 billion and $3.6 billion,
respectively, as of December 31, 1982.
This entire amount is pledged to every
bond MBIA insures.

Each MBIA insurance policy is a
several, notjoint, obligation ofthe par-
ticipating insurance companies and
each company’s liability is limited to its
stated percentage participation. Inves-
tors buy MBIA bonds directly from
municipal-bond dealers, with the poli-
cy fully paid in advance and attached to
or printed on the bonds. The pre-
mium, usually 0.75% to 1% of total
principal and interest, is paid by the
municipality (60% of the time) or the
underwriter (40%), depending on the
insurance program selected. Full pay-
ment of debt service within one busi-
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ness day is guaranteed by MBIA to
final maturity of the bonds.

In spite of huge insurance-company
resources backing MBIA-insured
bonds, these securities are considered
“story” bonds by some in the munici-
pal market; that is, issues with special
characteristics that must be explained
occasionally. Some buyers’ lack of
familiarity with such securities has
made MBIA-backed issues the best
buy ofany top-quality municipal issues
in today’s markets.

Comprehensive Credit Analysis and
Surveillance. MBIA does not qualify
every application for bond insurance
that is submitted. In fact, the associa-
tion’s analytical process is much more
comprehensive than most, because
MBIA irrevocably commits capital
when it guarantees the obligation.

Unlike the rating services, which
can suspend, reduce or withdraw rat-
ings, MBIA is unconditionally bound
to pay, when due, for the life of the
bond. In this respect, MBIA is acting
as a cosigner ofthe issuer. Just as bank
officials would not knowingly lend
funds to a poor credit risk, MBIA will
not guarantee issuers that aren’t likely
to pay off on their own resources.

However, in contrast to buyers of
municipal bonds, MBIA does not have
to worry about the marketability ofthe
issuer’s bonds or any deterioration of
ratings or quality other than outright
default. Clearly, this gives MBIA the
advantage of being able to take a wide
range of market-price risks (asopposed
to default risks) which most investors
are unwilling or unable to accept.

Aside from the yield advantages of
MBIA-insured bonds, there are nota-
ble technical, legal and operating
advantages for fiduciaries. MBIA’s
commitment to research, credit analy-
sis and follow-up surveillance is total.
When MBIA reviews, analyzes and
approves an issue, the bank officers’
usual geographic and technical policy
restrictions should be eliminated. For
example, a trust officer in Texas can
invest in lesser-known Florida, Penn-
sylvania or California issues that carry
MBIA insurance and get an AAA rating
at A+ or Aa yield level. Investment
policy committees of many banking in-
stitutions have added MBIA-insured
bonds, as aclass, to their approved lists
for trust investments.

Each issue analyzed by the manag-
ing agency of MBIA is subject to fur-
ther analysis by the analytical staff of
each MBIA-member insurance com-
pany. Ultimately, member companies
must either approve or turn down ev-
ery issue submitted.

The accuracy of MBIA’sinitial credit

quality assessment is monitored over
the life ofthe issue. Additionally, cred-
it surveillance gives MBIA the oppor-
tunity to notify the municipalities,
bond counsel, trustees and advisers if
their credit is deteriorating or bond
covenants are not being met.

Today, sophisticated bond analysis
can project avariety ofeconomic possi-
bilities, providing the basis for con-
tingency planning. While no technolo-
gy can guarantee future performance
or market price, an MBIA-guaranteed
security is one current investment op-
tion that can decrease risk, lessen
analytical time and reduce price vola-
tility while increasing total return with
absolute safety. « e

Harris-Bank of Montreal
Merger Second Largest
Purchase by Foreign Bank

Bank of Montreal’s $547-million ac-
quisition of Chicago’s Harris Bancorp,
Inc., ranks as the second largest ac-
quisition of an American bank by a
foreign firm. It ranks just behind Mid-
land Bank Ltd. of London’s purchase
0of51% of Crocker National Corp., San
Francisco, in 1981 for $595 million,
according to W. T. Grimm & Co,,
Chicago-based merger consultants.

Under the merger agreement an-
nounced October 5, Harris Bankcorp
holders of common stock will receive
$82 a share. Approximately 6.6 million
shares of Harris Bankcorp stock are
outstanding.

The merger unites the United
States’ 33rd largest bank HC — with
assets of $7.6 billion — with the third
largest bank in Canada. Harris Trust,
Chicago, subsidiary of Harris Bank-
corp, isthe third largest bank in Chica-
go, with assets of $7.4 billion.

The Harris organization observed its
centennial last year. On May 1, 1882,
Norman Wait Harris founded the in-
vestment banking firm, N. W. Harris
& Co., predecessor of Harris Trust.
The firm underwrote and sold public-
utility bonds and, later, financed
municipal bonds.

The company incorporated its Chi-
cago and western business as Harris
Trust & Savings Bank in 1907, adding a
trust and a savings department. Harris
Bank was merged with Chicago
National in 1960. In 1972, the bank
converted from a single corporate
structure to a holding-company orga-
nization. Harris Bankcorp remained
by law a single bank HC until January
1, 1982, when the Illinois multi-bank
HC act took effect. Since then, Harris
Bankcorp has acquired or has an-
nounced plans to acquire seven small-

er banks in Chicago’s suburbs.

“We believe the combination of
Harris Bankcorp and Bank of Montreal
will provide significant benefits for
shareholders, customers, employees
and for communities we serve,” said
William D. Mulholland, chairman/
CEO, Bank of Montreal. He said the
banks’ operations are complementary
and the union will produce stronger,
more competitive services in all major
markets the banks serve.

Mr. Mulholland stressed Bank of
Montreal’s commitment to continuing
Harris’ operation as an independent
U. S. bank holding company and
added that no significant changes in
Harris’ management structure or per-
sonnel are contemplated. The Chicago
bank will retain the Harris name, and
Harris’ newly acquired Chicago sub-
urban banks will “continue undis-
turbed as an important part of Harris
ongoing commitment to smaller and
mid-size corporate customers,” Mr.
Mulholland said.

BUSS MULLHOLLAND

Charles M. Bliss, Harris Bankcorp
chairman/CEO, said deregulation,
technological advances and rapid
changes in the financial-services in-
dustry led Harris to the conclusion that
alignment with a major international
bank was a sound course of action.
When Bank of Montreal made its ini-
tial inquiry about a merger, Mr. Bliss
said, “We came to realize that an
agreement could be reached that
would present Harris with the
strengths needed to enhance our fu-
ture position in banking while preserv-
ing the unique elements of our orga-
nization.”

Bank of Montreal is familiar with the
Chicago banking market, having
opened an office in that city more than
120 years ago to provide support to
local businessmen seeking to expand
the embryonic grain trade. The bank
drew praise for its financial support of
the community following the great
Chicago fire of 1871. Although the
Chicago branch office was closed in
1952, Bank of Montreal has main-
tained an active representative office
there since.
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Minnesota Bankers Slain
At Bank-Foreclosed Farm;
Probable Slayer Is Dead

Rudolph (Rudy) H. Blythe Jr., pres-
ident/director, and Deems (Toby) A
Thulin, vice president/cashier, Buffalo
Ridge State, Ruthton, Minn., were
killed by gunfire as they visited a farm
the bank had foreclosed on four years
earlier.

Mr. Blythe’s wife, Susan, vice presi-
dent/director ofthe $6.8-million bank,
had gone to the farm where the shoot-
ings took place with her husband and
Mr. Thulin, the bank’s loan officer, but
in a separate vehicle. When someone
was spotted hiding at the farm, Mrs.
Blythe was sent to get police. Sheriffs
deputies returned to the farm later and
found Mr. Blythe with gunshot
wounds in his shoulder and abdomen
lying in a ditch. Mr. Thulin was found
in his car — which had been struck
several times by bullets — where he
had been hit once.

A man suspected of the killings,
James L. Jenkins, 42, was found dead
— apparently by his own hand — at a
farm outside Paducah, Tex., four days
after the killings. Mr. Jenkins’18-year-
old son, Steve, also a suspect, turned
himself in to police in Texas and told
them where they could find his father.

A bank spokesman said that deci-
sions regarding replacements for Mr.
Blythe and Mr. Thulin still are pend-
ing.

Neither of the slain bankers had
been involved in the foreclosure on the
Jenkins farm. The bank had taken own-
ership of the farm in October, 1980,
and the Blythes and Mr. Thulin went

A Purchase for MHC

NEW YORK CITY — Boards of
Manufacturers Hanover Corp.
(MHC) and RCA Corp. have
approved an agreement in principle
for Manufacturers Hanover to ac-
quire RCA’s wholly owned subsidi-
ary, C.I.T. Financial Corp., for
$1.51 billion. The purchase would
be the largest ever for a bank HC.
The transaction will not include
C.1.T.’s insurance subsidiaries.

John F. McGillicuddy, chairman/
CEO of the bank HC, says his firm
expects to fund the cash portion with
a combination of new equity and
long-term debt. He adds that this
acquisition and its financing package
have been designed to enhance
MHC’s earnings and capital position
and to support C.I.T.’s expected
growth in assets and profits. MHC,
according to Mr. McGillicuddy, ex-
pects C.1.T.’s future earnings to cov-
er the acquisition’s financing costs.

to the farm to meet with someone who
had called by telephone to express an
interest in buying it from the bank.

* Neil B. Murphy, economist/profes-
sor of finance, University of Connecti-
cut, is serving as the Sam M. Cohodas
professor of banking/finance at North-
ern Michigan University, Marquette,
for the fall semester. He is the first
person to occupy the chair for an entire
semester. Through the Cohodas en-
dowment, a number of economists
have been brought to the university as
lecturers. Professor Murphy holds
bachelor’s and master’s degrees from

Bucknell University, Lewisburg, Pa.,
and a doctorate from the University of
Illinois, Champaign/Urbana. From
1969-71, he was chief of the economic
research unit in the FDIC’s research
division; in 1971, he was on the staffof
the President’s Commission on Finan-
cial Structure and Regulation (the
Hunt Commission) and in 1978-79, he
was senior vice president, Payment
Systems, Inc. He has held several re-
search positions and academic posts
and has authored or coauthored seven
books, monographs and reports.

LOOK INTO THIS COUPON
AND SB THE FUTURES.
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forecast the cash and futures ~
markets without the most cur-
N rent information, you might as
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Make checks payable to NCB Financial Futures, Inc.
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Risk Management Applies to All Levels,
Says Brown Brothers Treasurer

| T'SNO LONGER enough for com-

mercial lenders to focus the hard-
learned principles of risk management
primarily on the commercial-loan
portfolios of their banks, says Edward
J. Williams, treasurer, Brown Broth-
ers Harriman & Co., New York City.

They are urged to widen their focus
and apply the traditional principles of
risk management to nontraditional
areas of bank activity.

Mr. Williams, who is a member of
the board of Robert Morris Associates,
says bank managers must deal on a
daily basis with operational and clear-
ing risks enhanced by electronic tech-
nology, securities lending and re-
purchase agreements, foreign-
exchange activity and the interbank-
deposit market.

These are a few nontraditional risk
areas that he calls ‘pools of risk.” He
maintains that “unless nontraditional
risk areas are carefully considered and
controlled, they may give rise to losses
over the next decade rivaling or, at
times, even exceeding those gener-
ated by closely managed loan port-
folios.”

Mr. Williams says that banks can be
viewed as a series of interrelated pools
ofrisk that, when effectively managed,
produce a profit and, when ineptly
managed, can result in dramatic
losses. “The bank incurs risk when it
takes funds in various forms and incurs
it again when it places those funds into
various assets ata higher rate ofreturn.
Both credit and market risks are woven
into this structure.”

While both types of risk must be
effectively managed, he says, “. . .itis
in the area of detection and evaluation
of credit risk that the trained commer-
cial lender has roles to play in risk man-
agement through his or her bank.

These roles include:

e ldentifying pools of risk in both
traditional and nontraditional areas of
bank activity;

» Evaluating risks and the develop-
ment of effective monitoring systems
to allow for reporting to senior man-
agement and control of risks by senior
management;

» Training others within the bank to
appreciate the nature of credit risks,
particularly in operational areas where
personnel have never been exposed to
the principles of risk evaluation that
lenders have come to know so well.

“It’s imperative that the conscious-
ness of all members of the staffbe ex-

panded to think about their activities
in terms of the risks the transactions
they are handling may have on the
bank as awhole,” Mr. Williams main-
tains. “In the U. S. Army, everyone is
trained first as an infantryman, and in
banks, everyone should be trained as a
risk evaluator.”

His primary suggestion is that bank-
ers need to view risk management on a
separate plane throughout their in-
stitutions. They should set up a risk-
management committee or group to
define all the pools of risk in which the
bank is engaged. Bankers also need to
see that proper reporting mechanisms
are in place to assay those risks on a
continuing basis. Most important, he
says, they must see that the fun-
damental knowledge of risk assess-
ment is instilled through proper train-
ing into all levels and areas of manage-
ment to safeguard against those other-
wise unanticipated losses.

Mr. Williams’ views appeared in an
article in the August, 1983, issue of
“Journal of Commercial Bank Lend-
ing,” published by RMA. ¢ «

Free Planning Portfolio

KANSAS CITY — IAC Group
now is offering a planning portfolio
outlining DeferComp, a deferred-
compensation program for bank
directors and key executives. The
plan already has been implemented
in more than 100 banks in 11 states.

The “DeferComp Planning Port-
folio — which is free — provides a
step-by-step explanation of how this
deferred-compensation program
works. It includes questions most
commonly asked about the program
and their answers.

The portfolio, in addition to ex-
plaining what DeferComp is and
does, comes with a simple data
sheet. It provides a means for in-
terested bank executives to receive
more detailed information about
personalized DeferComp plans for
their banks.

Bank executives responsible for
compensation programs may obtain
this free planning portfolio by writ-
ing: IAC Group, DeferComp Divi-
sion, 1002 Walnut, Kansas City, MO
64106, or by calling Walter Ross at
800/821-5434.

Municipal-Bearer Bond Aides
Help With TEFRA Compliance

A record-keeping system for the
registration of municipal bonds and a
guide to recently enacted legislation
and legislative changes are available
from Safeguard Business Systems,
supplier of manual and automated rec-
ord-keeping and information systems.

As of last July 1, municipal-bearer
bonds were no longer tax exempt and
bond issuers became responsible for
record-keeping with respect to both
bonds and interest dividends.

Safeguard’s manual one-write rec-
ord-keeping system offers a method for
a municipality to comply with the
change, mandated by the Tax Equity
and Fiscal Responsibility Act (TEF-
RA). The system enables users to keep
records ofbond issues up to $5 million.
Instructions lead users through rec-
ord-keeping procedures for issuing,
reissuing, transferring and making in-
terest payments on municipal bonds.

The guide, “Procedures for the Reg-
istration of Municipal Bonds, ” outlines
each facet of a municipality’s obliga-
tions when issuing bonds under the
new legislative requirements. Divided
into two sections, the guide is de-
signed to be used as an introduction to
the new federal regulations, to help
establish record-keeping procedures
and as a standard reference manual.

The first section presents an over-
view of procedures for municipal-bond
registration and outlines record-
keeping procedures now required by
law when issuing bonds. The second
section presents a step-by-step guide
to issuing and record-keeping opera-
tions, from transfer record keeping to
disbursement of taxable interests.

For more information, call Safe-
guard at 215/641-5000.

Investment-Banking Office
Opened in Chicago

Citicorp of New York City recently
opened the Chicago corporate-finance
office of its global investment banking
division. The office is the first in a
series planned under a national expan-
sion program.

The office is the division’s third in
the U. S.; the others are in Los
Angeles and New York City. Addition-
al offices are planned for Houston,
Cleveland, Atlanta and San Francisco.

Services offered by the Chicago
office include merger, acquisition and
divestiture, private placements of
corporate debt, currency and interest-
rate swaps, barter and countertrade,
asset-trading, commercial-paper
issuance and other corporate fund-
raising products.
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MORE BUILDING BLOCKS
FORYOURCLIENTS'GROWTH

COMMERCIALCREDIT’S ASSET-BASED LENDING
MAXIMIZES THEIR BORROWING POWER.

Term and
Package Loans

Short-term
Unsecured
Loans

Factoring
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Revolving
Loans

Acquisition
Financing

Sustaining your clients’growth
requires capital. Commercial Credit’s
asset-based financing can helpyou pro-
vide them with the capital they need.

Since 1912, Commercial Credit
has helped growing businesses raise
capital. Capital to build acompany’s
inventory. Capital to take advantage
of supplier discounts. Capital to make
acquisitions.

What’s more, Commercial Credit

Business Loans, Inc. offers uniquely qualified
experts in the business financing field and a
nationwide distribution network geared spe-
cifically to the needs of growing companies.

Sowhether your clients are manufac-
turers, wholesalers, or service companies,
call us. We’ll provide the money they need to
build their business’success.

For more information, contact us at:

(800) 6d38-1520
In Maryland call 332-3659.

Offerings also available through the
Control Data Business Centers.

COMMERCIAL CREDIT
BUSINESS LOANS, INC.

a Control Data Company
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Banks Most Versatile Institutions,
According to Consumer Writers

B ANKS are seen as the most versa-

tile financial institutions, beating
out S&Ls and credit unions, according
to a survey of consumer journalists
writing for the nation’s daily newspa-
pers.

The survey, conducted with the
cooperation of the Wisconsin Bankers
Association (WBA), also revealed that
financial-related federal agencies,
such as the FDIC, FSLIC and the
Fed, are positively rated but consider-
able uncertainty exists about them.

The WBA cooperated with Mary-
Beth Kuester, aconsulting firm execu-
tive, and Michael Houston, professor
at the University of Wisconsin-
Madison, in surveying consumer writ-
ers. The survey was an update ofa 1977
study to detect key changes in consum-
er issues and attitudes in the past six
years and to examine emerging issues
and opinions.

Journalists were polled on specific
consumer issues, the effectiveness of
federal agencies, the consumer move-
ment and the consumer-information
environment. The study also ex-
amined the prevalence of the consum-

er-journalist position on daily news-
papers and the extent to which these
journalists considered themselves as
advocates.

New to the 1983 study were ques-
tions about inflation, unemployment,
interest rates and financial services.

The WBA cooperated in the survey
because the banking industry recog-
nizes that understanding the major
issues and concerns confronting con-
sumers is essential in corporate deci-
sion making, said Bryan Koontz, ex-
ecutive director.

Wisconsin bankers have a long his-
tory of cooperation with consumer,
labor and legislative leaders in dealing
with consumer financial environment
and a responsibility for delivering
quality services to consumers, Mr.
Koontz said. Bankers want to make
sure they plan programs and services
with long-term consumer interests in
mind, he added.

The study concluded that deregula-
tion is a consumer benefit. However,
the changing marketplace for financial
services, both with new products and
services and new sources of the ser-

vices, is confusing to customers. Mr.
Koontz said bankers will continue to
emphasize consumer education and
education ofemployees to better serve
customers.

Other key findings of the report:

e Consumer writing appears to be
more prevalent in newspapers today.

» Less advocacy is present among
journalists today.

« Energy and investment remain
popular topics with some increase in
new-product-development articles.

* Negative feelings toward insur-
ance firms, the energy situation and
consumer irresponsibility remain.

¢ Solar heat remains controversial,
as does national health insurance, sup-
port for which is weakening.

e Consumer tolerance of a ban on
disposable containers is more strongly
doubted today.

e Substantial majorities doubt the
continuance of low inflation and agree
that unemployment is the number one
problem.

e Most federal agencies are more
positively rated today than in 1977.

e There is no agreement as to the
best savings depository for consumers.

Copies of the report are available
from Consumer Communications Re-
sources, Inc., P. O. Box 232, Madi-
son, W1 53701. ¢

Designed for the busy executive — The nation’s newest and most com-
prehensive Financial Institutions Directory is now available. McFadden’s
new Savings Directory when combined with its American Bank Directory
becomes a handy 3-volume directory of American Financial Institutions.
Each listing contains: city, population, mailing address, memberships,
phone numbers, top officersftitles, financial data and much more!
COMPLETE DIRECTORY — American Financial Institutions — Yes, | want
all the nation’s top financial institutions in one complete directory:

O Send me copies of the current AFl @ $165 ea.

O Enter standing order for each Spring AFl @ $133 ea.

O Enter standing order for each Spring AFl @$116 ea. and stand-
ing order for Fall American Bank Directory @ $66 ea. (plus
shipping and handling)

SAVINGS DIRECTORY — American Savings Directory — Yes, | want to
add this volume to my library to include savings and loans, mutual sav-
ings banks, major credit unions and money market funds.

0O Send me copies of the current ASD @ $65 ea.

O Enter standing order for each Winter ASD @ $50 ea.

O Enter standing order for each Winter ASD @ $50 ea. and stand-
ing order for Fall American Bank Directory @ $83 ea. (plus
shipping and handling)

O SEND ME MORE INFORMATION

PLACE YOUR ORDER TODAY! Mail to: McFadden Business Publications,
6195 Crooked Creek Rd., Norcross, GA 30092.

COMPANY
NAME
ADDRESS STATE ZIP
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Discount Brokerage
(Continued from page 20)

nel are competent when responding to
questions from bankers and bank cus-
tomers.

» Become familiar with the broker’s
procedure for executing orders and
keeping records. How error-free is the
operation?

* Look into the profitability and
capitalization ofthe broker. Is the firm
100% committed to discount broker-
age, or is discount brokerage just a
sideline?

 What kind of rebate structure
does the broker pay the bank? Some
offer as much as 20% or 30%.

e Will the broker train the bank’s
people and give marketing assistance?

e How much commission savings
will the broker give the bank’s custom-
ers? Compare rates to those offered by
other discount brokers.

e Find out ifthe broker will protect
the bank’s vested interest in its cus-
tomers.

Ifthese guidelines are followed, Mr.
Grayson said, “you will make money
with discount brokerage.” — Jim Fa-
bian, senior editor.

Statement of Ownership, Management and Circulation (Re-
quired by 39 U.S.C. 3685)

1. Title of Publication: MID-CONTINENT BANKER, pub-
lication no. 482590.

2. Date of filing: September 19, 1983.

3. Frequency of issue: Monthly except semi-monthly in May.

3A. No. of issues published annually: 13.

3B. Annual subscription price: $12.00.

4. Complete mailing address of known office of publication:
408 Olive Street, St. Louis, MO 63102.

5. Complete mailing address of the headquarters or general
business offices of the publishers: 408 Olive Street, St. Louis,
MO 63102

6. Full names and complete mailing addresses of publisher,
editor and managing editor: Publisher: Ralph B. Cox, 408 Olive
St., St. Louis, MO 63102; Editor Rosemary McKelvey, 408
Olive St., St. Louis, MO 63102; Managing Editor: None.

7. Owner (If owned by a corporation, its name and address
must be stated and also immediately thereunder the names and
addresses of stockholders owning or holding 1percent or more of
total amount of stock. If not owned by a corporation, the names
and addresses of the individual owners must be given. If owned
by a partnership or other unincorporated firm, its name and
address, as well as that of each individual must be given.) Com-
merce Publishing Company, 408 Olive St., St. Louis, MO
63102; Wesley H. Clark, Donald Hugh Clark Trust, Ralph B,
Cox, James T. Poor, Lawrence W. Colbert, David Baetz, Wil-
liam M. Humberg, Bernard A. Beggan, all of408 Olive St., St.
Lou's MO 63102; Grinnell College, Grinnell, lowa.

8. Known bondholders, mortgagees, and other security hold-
ers owning or holding 1 percent or more of total amount of
bonds, mortgages or other securities: None.

10. Extent and nature of circulation. The average number of
copies each issue during preceding 12 months are: (A) Total No.
copies printed (Net Press Run) 9,042 (B) Paid circulation: 1. Sales
through dealers and carriers, street vendors and counter sales 0
2. Mail subscriptions 7,909 (C) Total paid circulation (Sum of
10B1 and 10B2) 7,909 (D) Free distribution by mail, carrier or
other means. Samples, complimentary, and other free copies
671 (E) Total distribution (Sum ofC and D) 8,580 (F) Copies not
distributed 1. Office use, left-over, unaccounted, spoiled after
printing 462 2. Returns from news agents 0 (G) Total (Sum of E,
F1 and 2— should equal net press run shown in A) 9,042. Actual
number of copies of single issue published nearest to filing date:
(A) Total No. copies printed (Net Press Run) 9,800 (B) Paid
circulation: 1 Sales through dealers and carriers, street vendors
and counter sales 0. 2. Mail subscriptions 8,576 (C) Total paid
circulation (Sum of 10B1 and 10B2) 8,576 (D) Free distribution
by mail, carrier or other means. Samples, complimentary, and
other free copies 669 (E) Total distribution (Sum of C and D)
9,245 (F) Copies not distributed 1. Office use, left-over, un-
accounted, spoiled after printing 555 2. Returns from news
agents 0 (G) Total (Sum of E, FI and 2— should equal net press
run shown in A) 9,800.

11. | certify that the statements made by me above are correct
and complete.

Ralph B. Cox, Publisher

The second most impressive address
In the nation’ capital.

Continental service. Spacious rooms and suites. The Apple of Eve. The Green House.
Quorum Lounge. Swimming atrium (in season). Underground shopping mall,
parking and Metro stop. Close to government, business and every sightseeing attraction.
For reservations, see your travel agent or
call LRI, Inc. toll-free: 800-223-0888.

(In New York State: 800-522-5455.

In New York City only: (212) 841-1111.)

480 L Enfant Plaza, S.W., Washington, D.C. 20024, Tel.: (202) 484-1000.
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DOES YOUR BANK
WANT TO
INCREASE

CORE DEPOSITS,

GAIN NEW CLIENTS,

BUILD
CUSTOMER TRUST,
CROSS SELL
PRODUCTS AND

SELL FEE INCOME
SERVICES?

Have you been looking for
a low cost “money-mana-
ger” marketing program
that gives your bank new
depositors?

Increase deposits « De-
W HAT crease bad debt write-
WE offs on consumer loans
DO < A community service
. Pprogram for credit coun-
FOR YOU seling and investments
counseling < Create pub-
lic relations opportunities « A strong sales
force at your branches ¢ Present your full
line of products and services in an educational
format « Position your bank for developing
new corporate and commercial accounts e
And much, much more!

HOW? we set up Financial Freedom seminars
under your bank's sponsorship ¢ We provide all
workbooks and materials « We train your staff to
conduct seminars.

WHERE? Eexclusive protected marketing area
« Nofrontend fees « No royalties « (optional) Your
bank’s idenfitication on all materials « Specialized
marketing assistance ¢

WHOO . are the prospects for you’

customers, general public, area employers, high schools,
colleges, government, and many many more.

Advertising aids.

Current

DOLLARPLAN STRATEGY"

r/olfsin Financial Freedom Seminars
uS /g !r 4801 Spencer, Suite 210
r “'" Las Vegas, Nevada 89109

DETACH HERE AND MAIL

IWANT MORE INFORMATION? WRITE.
DOLLARPLAN STRATEGY"

dollar* F'nancial Freedom Seminars
Spencer, Suite 210

/ Las Vegas, Nevada 89109
0O Please send me more information about your marketing
plan for financial institutions.
O Please give me a phone call at number below.
O Enclosed is check for $30.00 for complete set of
seminar materials and advertising aids for review and
inspection (refundable).

NAME OF BANK

DEPARTMENT

CITY/STATE/ZIP

|
(_P'H'UNE NUMBER WITH AREA CODE
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Figure 1.

Table 1; Covered Call

RIsWReturn Posture of Covered Call Writer

Sale Vs. Holding T-bond Outright

* Portfolio Manager holds $100,000 face value 14s,

Nov.

* Portfolio Manager sells Sept,
120 days until

2006-11, valued at $128,750.

call option with
expiration for $1,844.

* Results under five different scenarios:

) @ A Q) ®
Futures Bond Change in Bond Return
price price bond price interest on bond
74 $120,500 ($8,250) $4,603 ($3 ,547)
76 123,781 (4,969) 4,603 (366)
78 127 ,032 (1,718) 4,603 2,855
80 130,281 1,531 4,603 6,134
82 133,531 4,781 4,603 9,384
©® ® ® (10)
Premium Interest Loss on Covered Differen
received on premium exercise call return ©)-06
$1,844 $52 ($1,651) $1,896
1,844 52 1,530 1,896
1,844 52 4,751 1,896
1,844 52 ($2,000) 6,030 (104)
1,844 52 (4,000) 7,280 (2,104)
(1) Futures price at option expiration.
(@ Anticipated bond price at option expiration, based
upon futures price times conversion factor of 1.6286.
(3 Change in bond price from original value of $128,750.
(4 Bond interest, 14% on $100,000 principal over
120 days.
() Return on bond over 120 days: )+ (4).
®6) Premium received of $1,844.
@) Interest received on premium when invested for 120 days
at 8.4.%.
(8) Loss if option is exercised: futures price (@) minus
exercise price of 78.
(® Return on covered call sale (5)+(6)+(7)+(8).
(10) Difference between covered call returns and outright
bond return (9)-(5).
52

Treasury Holdings
(Continued from page 18)

the 78-00 exercise price, he gains the
entire $2,000 call-option premium.

Note that when the underlying T-
bond futures market drops below 76-
GO, the covered call writer is subject to
an absolute loss. However, if he in-
tended to hold the T-bond futures in
any case, the call insulates his pocket-
book by $2,000.

Hedging an Actual T-Bond. Assume
that a portfolio manager holds
$100,000 face value of the 14%,
November 2006-11 issue, which cur-
rently is valued at 128-24/32nds or
$128,750. Our portfolio manager be-
lieves long-term interest rates will re-
main relatively stable over the next
several months. He considers writing a
call option struck at 78% ofpar exercis-
able for the September T-bond futures
contract. The option expires in 120
days and may be sold for 1-54/64ths or
$1,844. But before writing the call, he
wants to compare this transaction s
possible results with those ofnot acting
at all.

Table 1 provides figures comparing
the possible performance of the cov-
ered call sale vs. holding the T-bond
outright under five different scenarios.

Obviously, when the T-bond futures
price is 78 or under when the option
expires, the portfolio manager is better
off by $1,844, having written the call.
However, this does not suggest that
the portfolio manager completely insu-
lates himself from risk of loss. In fact,
he will lose $1,651 on the covered call
ifthe futures price drops to 74. But this
still is preferable to the $3,547 loss that
would result if the portfolio manager
hadn’t written the call.

By writing a call option against a
long T-bond portfolio, the portfolio
manager has accomplished two ends:
(1) he reduced the risks associated with
a possible bond price drop, and (2) he
reduced the potential profit of a possi-
ble advance. But somewhere in be-
tween that decline and advance, he
augments his returns. « e

« Bank Marketing Association. A new
addition to the “How To’ training
series produced by this organization
offers guidelines from seven profes-
sionals in the field ofreward and recog-
nition. ‘How To Use Incentives Effec-
tively”is intended for financial institu-
tions planning or upgrading a reward-
and-recognition program. Write: Bank
Marketing Association, Training/Pro-
fessional Development Department,
309 W. Washington St., Chicago, IL
60606.
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Three CD's and a pastrami to go?
Sounds good. The point is that dereg-
ulation and competition from non-

RN BN pp| p a pp” pp banking sources have greatly changed
mpE T pplL E ||T ||D E the way the banking industry does
p pp it p *vp”"jE business. InnerLine, the computer-
based management support system,
1JIV JFAP Mk B helps you manage change more efficiently, more
Bp MSlip life B | profitably in this complex and competitive banking
fem~rrkw HI 12~ environment. It caters exclusively to the financial

community, delivering essential need-to-know information
that will help you buy and sell funds more profitably and
set competitive deposit rates. Facts, figures, timely trends,
commentary, analytical data and more are supplied by the
industry's foremost economists, journalists, researchers and consultants. It's all part of the
InnerLine menu of over 40 financial services served up in less than a minute over any desk-top
computer. And InnerLine comes to you for a per/day cost of less than you'd spend on lunch
at your favorite deli.
For more information call toll-free 1-800-323-1321. (In Illinois call 1-800-942-8861.) Or write
InnerLine, 60 Gould Center, Rolling Meadows, Illinois 60008.

INNERLINE

BRIDGING BANKING TO THE FUTURE
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Banking
Career

Specialists

Financial Placements is built on a
history of strong relationships
between bankers and Bank

News' publications.

You can benefit from these rela-
tionships — plus the more than
65 years of bank-related experi-
ence of these two men — by
using our specialized employ-

ment service.

Mike Wall Tom Cannon
Manager Associate
Call us!

We can help find the
right person or the

right position.

FINANCIAL

PLACEMENTS

a division of BANK NEWS

912 Baltimore
Kansas City, MO 64105

816-421-7941

BANK POSITIONS

President
Asst. Controller
Agri Loan...
Cashier
Comml/Instl. Loan
Instl. Loan

Commercial L
Collection Mgr...
Second Officer ....

Additional opportunities available in midwestern

states. Contact:

TOM HAGAN & ASSOCIATES

of KANSAS CITY

P.O. Box 12346/2024 Swift
North Kansas City, MO 64116

816/474-6874

0 SERVING THE BANKING INDUSTRY

SINCE 1970
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Mid-South RMA Chapter
Elects Bateman President

John H. Bateman, senior vice presi-
dent, Louisiana National, Baton
Rouge, has been elected president of
the Mid-South Chapter of Robert
Morris Associates.

Elected vice president was Deborah
Pittman, senior vice president, Union
Planters National, Memphis. New
secretary is William C. Scholl, vice
president, First Commercial Bank,
Little Rock. J. W. Cocke 111, vice
president, Deposit Guaranty Nation-
al, Jackson, was elected treasurer.

Corporate Personnel
Banking Division
Banking Personnel Specialists Since 1964
Nationwide Recruitment and Placement

Sr. Com’l Lender (Midwest) to60K
Chief Exec. Off. (MO, 29MM) to45K
Ag Lender (Midwest) to30K
Real Estate Lender (Midwest) t040K
Secondary Mkt Mgr. R E. (West) t032K
Loan Review (Florida) to40K
Controller (TX, Big Bank) t060K
Personnel Mgr. (Florida) to30K
Trust Administrator (WI) to37K
Trust Investor (Upper Midwest) t028K
Fixed Income Inv-Trust (Midwest) to 45K

Other Opportunities, all levels, now open! Send
resume in confidence with Geog/Salary require-
ments. All Fees Paid.

Rick DeVries, Manager
P.O. Box 4387 G.S.
Springfield, MO 65808
417-883-1212

AG BANKING
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Northern Trust Co... 25

Polk & Co., R. L.. 55
Systeme Corp....... . 3
Union National Bank, Little Rock... S/I5
Whitney National Bank, New Orleans .. S/l
Zahner & CO.....cocviviiiiiiiiieicrieie s S/21

CREDIT INSURANCE SALES — Experi-
enced collateral protection sales person; nation-
wide sales to financial institutions. Competitive
salary, incentive commissions and excellent
benefit package. Respond with resume and sal-
ary history in confidence to: Vincent J. Shea,
Vice President, United Heritage Services, P.O.
Rox 2107, Jacksonville, FL 32232.

PERSONNEL

Employers pay us to hire

the best.

Our two ag banking person-
nel specialists devote full
effort to serve banks in
need of experienced ag
lending personnel.

You pay us only when we

produce.

Confidential.

Guaranteed service, since
1968. Call without obliga-

tion today.

Jeannie
515/263-9598
Massena, IA 50853 i

SOfl AREERS, INC.

THE ORIGINAL AGRICULTURAL RECRUITER

Linda
515/394-5827
New Hampton, IA 50659
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""The banks that will fall by the wayside are the
ones that try to stay in the middle of the road!’

The POLK Round Table:
One in a series.

by C William Steelman
Senior Vice President
U.S. Trust Company

We feel very strongly
about independent
banking.

The move towards nation-
wide banking is overrated. It
certainly is coming, but it%s
going to be a lot longer com-
ing than is commonly thought.

Therell always be a place for an
independent bank in any community.
A bank that really looks after the
needs of medium sized companies
in a very effective way.

The advantage that community-
based banks have is that their people
are locals. They are making their
careers at that bank. They plan to
be around for a long time!

45 Wall Street is the place

we call home.

U.S. Trust supports the concept of
the local bank. And that support is
paying off.

Its inevitable that big money-cen-
ter banks will do the same thing in
Denver that they do in New York. So
even while they function as a corre-
spondent, they have their sights set
on expanding their role in that area.

But even more than that, many
banks try to be all things to all people.
In the future, you're either going to
have to be huge enough to do every-
thing for everybody, or you're going
to have to be a specialized institution.
The banks that will fall by the way-
side are the ones that try to stay in
the middle of the road!

We offer the independent banks
assistance by helping them effectively
compete against the big guys who are
out to steal their business in every
way they can.

U.S. Trust is not about to open
corporate banking offices in any other
state. We're comfortable right here in
New York City. And here is where we
can do the most good!

Lending is still a

bank’s major service.

You might not be able to tell it from

a lot of bank advertising these days,
but lending is still the major service
abank gives to the community. In
terms of the medium sized company,
we feel that the most important thing
they can get from a bank is money.

And that's how we fit in. We're
happy to come in and participate with
the local bank on loans above their
limit. We get at our prime market —
medium sized companies —through
the local banks ana small investment
companies.

But as | said, we do it through
other banks. We make it very clear
to them that we are not going to be
taking their business away. | think
this is why were far more credible.

Polk’s World Bank Directory
is the definitive work.
We use Polk’ Bank Directory to help
establish our position on the impor-
tance of independent banking. We
want bankers and other financial
officers to be conscious of U.S. Trust.
We want to create some recognition
factor.

Virtually everybody in the banking

business or financial busi-
ness has the books. Ifyou're
advertising to bankers, Polk's
Bank Directories offer one of
the most cost efficient ways
of getting your message
across. And it would be a rare
corporate treasurer’ office
that doesnt have a copy of

Polk's. So the reach is excellent

there as well.

You can tell by our advertisement
that we place a lot of value on the
impact of advertising in Polk's. In fact,
Polks is really synonymous with
bank directories. Polks Bank Direc-
tories are the definitive work.

Polk’s helps us get

the word out.

We’re working very hard to establish
U.S. Trust as the preeminent bank for
doing business with medium sized
corporations through other financial
institutions. WeVve already carved out
a very special place for ourselves, and
that’ an enviable position to be in
these days.

It is important to us that this
message gets out to the banking com-
munity as effectively as possible. So
when it comes to doing this, given
the choice...  would always use
Polks. © 1982 RL. Polk & Co.

Polk’ has
the answer.

R L. POLK & CO.
P.O. Box 1340 ¢ Nashville, Tennessee 37202
Telephone 615/889-3350 « Telex: 554344
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Boatmen’s Ernie Hellmich
Operations Assistance

Boatmen’s Correspondent Banking Officer Ernie Hellmich
and J. D. Moss, President and Chief Executive Officer of
Litchfield Bank and Trust Company. Whatever your
correspondent needs, Boatmen’s has knowledgeable
people to assist you. Call Ernie Hellmich. He can help.

Correspondent Banking Division

THE BOATMEN'S
NATIONAL BANK

OF ST LOUIS
e et o 314 425-3600 Member FDIC

Federal Reserve Bank of St. Louis





