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Compare For Yourself.
How Does Your Current
Credit Insurance Company
Measure Up To
North Central Life?
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B I n Fast, Computerized Claim w\ Home Office Customer Service
Settlements 1~ J %1 Department
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orrower
Your Business
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B I n Instant, Over-the-phone Rate B f Simplified Procedures Manuals For
Calculations For Difficult Loans —1 Administrative People
. Instant, Over-the-phone o i —| Complimentary Sales Aids,
I n Underwriting approval for over-limit BTC Brochures and Point-Of-Purchase
coverages Materials
B I n Sales and InSL_Jrance Training Free Analysis of Your Current
Programs Designed for Bankers 3 T __1 Insurance Operations

Incentive Plans to Help Increase . N -

your Productivity Captive Company” Capability
B I n Professional, Experienced Account

Field Representatives

No Company, Anywhere in The United States, Can Give
Your Bank As Much Help in Running A Smooth, Profitable
Credit Insurance Operation As North Central Life

America’s #1 Credit Insurance Service Organization

ction all ways

North Central Life Insurance Company

NORTH CENTRAL LIFE TOWER, 445 MINNESOTA STREET, BOX 64139, ST PAUL, MN 55164
In Minnesota call 800-792-1030
All other states 800-328-9117
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re onlya

mecallaway

Would you love to generate three times the profit of a com-
mercial loan? Would you love to institute a program
that's predicted to be 60% of the Capital Goods Market by
the 1990's? Are you within arm’s reach of a telephone?

If the answers to all three of the above questions is “yes,”
then pick up the phone and call (502) 423-7730 . . . but

be prepared to fall in love. Because First Lease has a story
you're going to love to hear.

First Lease is one of America’s largest equipment leasing
consultants. We help independent banks across the coun-
try set up profitable, in-house leasing departments without
a major investment in start-up and maintenance.

And First Lease works on a fee basis, so that leasing prof-
its stay where they belong . . . with our clients.

FirstLease

AND EQUIPMENT CONSULTING CORP.
You’'ll love leasing!

420 Hurstbourne Lane « Suite 202
Louisville, KY 40222

Fall in love in only two days

The best way to find out how your bank can start reaping
high equipment-leasing profits is to attend a First Lease
Two-Day Seminar.

In only two days, you'll get a clear understanding of the pro-
cedures and huge benefits of equipment leasing. Plus,
you’ll discover what it takes to get started and how to
negotiate, document and fund an equipment lease
transaction.

But hurry, First Lease seminar space is limited and fills up
fast. To make your reservation or to find out more, call
(502) 423-7730 or fill out and mail the attached

coupon.

Then attend a First Lease seminar, where

you'll sit back, listen and fall in love.

Name

Company Name
Position/Title
Address

City State
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CONVENTION
CALENDAR

Feb. 24-27: Bank Administration
Institute Security Conference/
Exposition, Houston, Adams
Mark Hotel.

Feb. 27-March 1: Dealer Bank
Association Annual Conference,
Scottsdale, Ariz., Camelback
Inn.

March 3-6: ABA Trust Operations/
Automation Workshop”™ New
Orleans, Hyatt Regency New
Orleans.

March 5-8: Inter-Finaneial Associa-
tion’s EXPO 85 — Electronic
Banking Conference/Equipment
Exposition, San Francisco, Hil-
ton Hotel.

March 6-9: Independent Bankers
Association of America National
Convention, San Antonio, Tex.

March 10-14: ABA Executive De-
velopment Program, Minneapo-
lis, Amfac Hotel.

March 10-15: ABA National Com-
pliance School, Norman, Okla.,
University of Oklahoma.

March 17-19: ABA National Corpo-
rate Banking Conference, Dallas,
Hyatt Regency Dallas.

March 20-21: First Lease Equip-
ment Corp. Seminar, Chicago,
Hyatt Regency.

March 24-26: Inter-Financial Asso-
ciation s Travel Services for
Banks Conference — New Fee
Opportunities, San Francisco.

March 26-29: Bank Administration
Institute Check Processing Con-
ference, Dearborn, Mich.

March 26-30: Louisiana Bankers
Association Annual Convention,
New Orleans, New Orleans Hil-
ton.

March 29-April 2: Association of
Reserve City Bankers Annual
Meeting, Wesley Chapel, Fla.,
Saddlebrook Resort.

March 31-April 3: ABA National
Retail Banking Conference, San
Francisco, Hilton/Tower.

April 11-14: Assembly for Bank
Directors Assembly 61, White
Sulphur Springs, W. Va., The
Greenbrier.

April 14-16: Conference of State
Bank Supervisors Annual Con-
vention, Phoenix, The Pointe.

April 14-17: National Automated
Clearinghouse Association Con-
ference, Phoenix, Hyatt Regency
Phoenix.
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WHEN YOU WANT TO
GETIT DONE,
CALL A CORRESPONDENT

WHO HAS

BEEN THERE =

There are only a handful
of correspondents who can
say they’ve learned the
needs of community banks
firsthand.

Ernie Yake is one of them.

He successfully man-
aged Commerce Bank of
Moberly. And before
that, he headed a subur-
ban Kansas City bank
on the Kansas side.

Today, Ernie runs the
Correspondent Depart-
ment at Commerce Bank
of Kansas City. Ernie
knows what bankers need.

And his knowledge is now
channeled into providing
services like fast, efficient
transit operations, bond
and investment services
and bank stock loans. The
same responsiveness he
provided to his bank cus-
tomers is now offered

to you.

So give Ernie a call at
234-2483. He knows how
to get it done for you,
because he’s already done
it himself.

€*Commerce Bank

MEMBER FDIC

GETTING IT DONE
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CORRESPONDENT BANKING

N

Survival

Kit'for 7/980s —

Nontraditional Services
Offered Community Banks
By Upstream Correspondents

ODAY’S BANKERS must be en-
Ttrepreneurial, must know about

and be able to offer new banking ser-

vices to a public that, on the whole, is
more sophisticated and knowledge-
able about the financial-services indus-
try than itwasjust afew years ago. This
holds true for community banks as
much as it does for large, money-
center banks.

However, how are the smaller banks
going to develop the innovative ser-
vices they must offer if they are to re-
main competitive with other banks,
thrifts and a growing number of non-
banks? Most smaller banks don’t have
the expertise and funds to develop
such services on their own.

The solution to this problem can be
found at upstream correspondent
banks. According to a Mid-Continent
Banker survey ofthese banks, a grow-
ing number are selling services they
developed for themselves to smaller
banks.

'Sharing" Theory

As explained by Lad. KvasnickaJr.,
vice president, American National,
Chicago, the assumption is that his
bank can share products it already has
developed with its respondent-bank
customers and thereby help them to
service their own customers while
keeping their development costs to a
minimum.

Many of these services are far re-
moved from the traditional correspon-
dent-bank services offered for so many
years. New programs available include
financial planning for customers ofcor-
respondent banks, discount broker-
age, interest-rate swaps, employee

6

New programs include
financial planning

for customers

of correspondent banks,
employee training,
schools for employees,
A/L-management
consulting and
franchising/licensing
agreements.

training, schools for employees, asset/
liability-management consulting,
marketing support, franchising/licens-
ing agreements and insurance.

The term “private label” is used by
several correspondent banks to de-
scribe some of their services. That is,
when smaller banks buy such services,
they, in turn, can offer them to their
customers as though they originated
them. Names of the large correspon-
dent banks that created the services
are transparent or not used.

A case in point is Chicago’s North-
ern Trust, where, says Commercial
Banking Officer Lorey H. Ford, the
emphasis the last year has been to
tailor existing products to meet cur-
rent needs ofits correspondents. This
means, she continues, that services
provided by Northern Trust for retail/
corporate customers have been rede-
signed as “private-label” or “ghost”
services for correspondent customers.
These new services cover awide range
— from more traditional cash-
management products, such as lock-
box, to discount brokerage and in-
terest-rate swaps. Some ofthese prod-
ucts, for instance, discount brokerage

and financial futures, resulted from
formations of new subsidiaries.
According to Ms. Ford, these products
generally have been well received. As
she puts it, “Correspondent banks
seem more comfortable turning to
their correspondents rather than to
other financial institutions for these
services.”

Northern Trust offers correspon-
dents a private-label discount-brok-
erage service in which Northern Trust
istransparentto acorrespondent’scus-
tomers. The product is provided
through a new subsidiary, Northern
Trust Brokerage, Inc., already a well-
established discount-brokerage firm
when it was purchased in late 1983.
Three types of services are available,
including one used by correspondent
trust departments. Commissions,
liability and involvement of the corre-
spondent vary with type of service
used. A free marketing package and
full-day training session are attractive
features of the service, Ms. Ford
points out.

Insurance Consulting

Other Northern Trust services in-
clude depository custody, special in-
vestments, private-label cash manage-
ment and credit. It also offers insur-
ance consulting. Northern Trust pack-
aged its in-house expertise in deter-
mining its corporate-insurance pro-
gram and offers it to its midwestern
correspondents on a consulting basis.
A correspondent’s policies are com-
pletely analyzed with an emphasis on
uninsured exposures and an evaluation
of premium payments.

Financial Planning. A product St
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CORRESPONDENT BANKING 1

Louis’ Mercantile Trust says is gaining
popularity is financial planning, which
the bank has been offering for several
years. The bank also has developed
MERCPLAN, a software package that
enables banks ofany size to offer finan-

ment reports within seconds.
Mercantile offers a full range of ex-
port-financing alternatives to corre-
spondents’ customers’ foreign busi-
ness, including short- and medium-
term financing, in cooperation with a

mated communications system, says
Mr. Leonard, a bank’s specialists are
able to advise its customers on both
spot- and foreign-exchange contracts
and execute requests promptly.

The bank’s drawing-book service is

cial planning to their customers.
MERCPLAN consists of a series ofin-
terrelated financial models that have
been designed to provide a client with
a complete financial plan. The finished
plan consists of financial overview,
education, insurance, retirement, in-
vestments and estate planning.

MERCPLAN, says Senior Vice
President Eugene A. Leonard, offers
the following advantages: flexibility,
user friendly, easy to learn, “what-if”
capabilities, complete integration, in-
expensive and professional appear-
ance.

Another Mercantile product is Flex-
W ire, which provides the bank’s cus-
tomers with electronic access to its
wire-transfer system directly through
their desk-top terminals or personal
computers. According to Mr. Leon-
ard, it’sno longer necessary to wait for
wire-transfer confirmations or tele-
phone notifications of incoming trans-
fers. FlexWire’s daily-transaction re-
porting, Mr. Leonard continues, can
provide customers with all needed in-
formation immediately, and its not

variety ofU. S. agencies.
Aided by MERCSTAR’s fully auto-

available to all domestic correspon-
dents. With this service, the bank’s

'Provider-Bank’ Concept Is Basis
For Financial-Institutions Group

ASTJULY, The Marine Corp., Milwaukee, established its financial-
institutions group by consolidating those functions most closely
identified with serving financial institutions. Those functions include:
traditional correspondent-banking services; marketing of data-
processing services, including transaction data processing and a new
on-site data-processing system; out-of-state investment affiliations/
license agreements; all bank credit/debit-card services; and advisory
services. According to a Marine spokesperson, the consolidation dem-
onstrates its commitment to the “provider-bank” concept.

Marine’s new organizational concept was inspired in part by a study
on effects of banking deregulation by Dwight Crane, a Harvard Uni-
versity professor. Focal point ofthe study is the theory of“provider” and
“distributor” banks. Professor Crane bases this theory on the assump-
tion that community banks can continue to survive and prosper in the
evolving financial-industry structure by focusing their efforts on dis-
tribution of financial services. He believes community banks will con-
tinue to originate loan/deposit services; however, they will look in-
creasingly to larger provider banks for services such as communications
and data processing, mortgage banking, marketing support, including
franchising or licensing agreements, and other services to gain efficien-

limited to the everyday wire-transfer
customer. Mr. Leonard says it can
offer the same advantages to all users,
whether it’s for repetitive, semi-
repetitive or non-repetitive transfers
or drawdowns. He adds the product
offers advantages of enchanced secu-
rity and lower transaction costs.

cies from economies of scale.

Marine, which already was providing correspondent-banking ser-
vices in Wisconsin and Illinois, plans to expand its market coverage into
a six-state area that includes Michigan, Minnesota, Indiana and lowa.
W ithin this area, there are more than 3,000 banks with average assets of

less than $150 million.

Marine says a key service now offered is the new on-site data-

processing system, which is comprised of a software package developed
by Jack Henry & Associates, Inc., Monett, Mo. The system, which
operates on an IBM System/36 computer, will enable community banks
to obtain cost-effective in-house data processing designed to provide
integrated information on customers, products, services and perform-
ance. Marine says the unique advantage of this system is Marine’s total
support from initial planning, training, conversion and installation to
future enhancement, regulatory updates and advisory consultations. In
addition, Marine will expand its advisory/consulting services to further
help community banks support their on-site data-processing needs.

Another development at Marine involves an investment affiliation
with EIm Marine Bancshares, a $400-million multi-bank HC located in
Elmhurst, 111 The combination ofa 4.9% equity investment, subordi-
nated debentures with mandatory stock-purchase contracts and a
license agreement, according to a spokesperson, “demonstrates
Marine’s commitment to corporate and correspondent business while
providing Marine with a significant investment in Illinois.”

Marine Bankcard Corp. continues to increase its marketing efforts in
Wisconsin, Illinois, Michigan and Minnesota. For example, during
1984, Marine established a complete in-house embossing operation for
all plastics issued by The Marine Corp. and its other service customers.
This resulted in cost reductions and increased customer service.

Cash-Letter Detail

Mercantile also offers what it calls
cash-letter detail, which is available to
customers with interactive computer
terminals. Cash-letter detail provides
previous-day deposits, and its associ-
ated float, for all cash letters. A hard-
copy reportis generated. Mr. Leonard
says this product can be combined
with the bank’s automated-reporting
service to complete customers’ trans-
action information.

International Banking. MERC-
STAR is Mercantile’s international-
banking system. It encompasses let-
ters of credit and trade finance/foreign
exchange. As for letters of credit,
MERCSTAR can be delivered directly
to offices of correspondent banks’ cus-
tomers. This allows them to issue and
amend their own letters of credit as
well as request and receive manage-
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A 'Survival Kit for 1980s _

customers can give their customers
drafts drawn on Mercantile’s foreign
correspondents. Mr. Leonard points
out that this enables a correspondent’s
customer to send checks drawn on
foreign banks to individuals and com-
panies abroad. The Mercantile name
doesn’t appear on drafts correspon-
dents give their customers.

Mr. Leonard says Mercantile is the
only bank, to his knowledge, that has
its own licensed U. S. customs broker-
age house as a subsidiary. This enables
Mercantile to give prompt and expert
services to correspondents’customers.
Services include document prepara-

tion, tariff payments and helping with
ocean/rail/truck/air-transportation
arrangements.

Schools. First National, Louisville,
offers schools for community banks
and has added three new ones for
1985. The bank has developed two
additional marketing products to com-
plement its officer-call program.

Atwo-day personnel-administration
school, offered in February and
November, is designed for individuals
responsible for establishing, doc-
umenting, administering and com-
municating personnel policies of their
institutions. Participants work from a

manual that addresses such issues as
salary administration, regulatory re-
quirements, a policy manual and
affirmative-action plans. Instructors
are responsible for development and
administration ofthese policies at First
of Louisville.

A one-day course on communication
skills for bank managers/supervisors
was developed under leadership ofJef-
fries & Associates, a human-resource-
development firm. It’s held in March
and October.

A one-day advanced teller-training
seminar, held in May and October, has
a curriculum modeled after the ad-
vanced training program required for
First of Louisville’s own tellers and is
designed for tellers with at least six
months’ experience.

First of Louisville also offers a prob-

Are You

Training Heads

ORRESPONDENT bankers take note! Respon-
dents aren t getting all the services they would

Listening, Correspondent Bankers?

List of Services Respondents Want

Respondent banks, on the whole, are quite loyal to
their correspondents. A number of them said they go

like from their big-city brethren. And some haveg their correspondents for 100% of their cash-letter

gripes about the service they’re receiving.

A recent poll of selected respondent bankers in the
Mid-Continent area reveals that a number of needs of
these banks are not being filled by correspondents.
The problem is, however, that few respondents want
the same services.

Only one category was mentioned by more than one
bank and that was training. Notjust one type of train-
ing, such as teller-efficiency enhancement, but several
types, ranging from improved cash-management tech-
niques to how to develop new products.

Among other services on respondents’wish lists are
summaries of regulatory changes, rate monitoring,
hedging, internal-policy consultation, profit planning,
loan participations, entry to the secondary mortgage
market, data-processing refinements and a service that
permits a respondent to interface its micro-computers
with the correspondent’s mainframe for easier retriev-
al of stored data.

One respondent’s wishes are less technically
oriented: He wants his correspondent to provide tick-
ets to basketball games! His request isn’t unusual,
considering that his bank already is receiving football-
game tickets from its correspondent!

Respondents also were asked to list services they
expect to be needing from correspondents in the fu-
ture.

The list includes ACH expansion, over-line partic-
ipations, merger/acquisition assistance, access to ATM
networks, personal financial planning for customers
and improved asset/liability management systems/re-
ports.

By a two-to-one margin, respondents participating
in the survey favor fees over balances to pay for corre-
spondent services, although almost as many opt for a
combination of fees/balances as for fees alone.

services. More than 80% are giving their correspon-
dents 50% or more of this business.

Despite this loyalty, some bankers are quite vocal in
their opinions about the services — or lack ofthem —
obtainable from correspondents.

One banker had this to say about funds availability:

We often feel we are ripped offwhen comparing our
balances to what our principal correspondent says is
available to invest.”

Another addressed loan over-lines: ‘“They are our
biggest problem. Correspondents require reams of
information, always want to structure the loan dif-
ferently no matter how we propose it. Loan officers are
patronizing and condescending to us, yet they can’t
shovel the money out the door fast enough for foreign
countries and the likes of Penn Square!”

Another banker has this to say: “l would like to see
correspondents come to us with specific thoughts,
ideas and suggestions rather than just making ‘good
guy’ calls.”

Other respondent gripes deal with quality of ser-
vices from correspondents:

W ed like a direct-dial phone directory so we can
reach the individual we want to speak to without get-
ting transferred or cut off.”

Id like to see an improvement in the quality of
calling people, as well as in response time.”

“They are trying to sell us services, yet at the same
time they are a competitor in the market.”

“Small banks don’t seem to be as important to the
big banks now as we were 10 years ago.”

Respondent gripes are summed up by this com-
ment: “Correspondents advertise that they are here to
help. What they’re really saying is, ‘W e’re here to help
— until you need something! ”— Jim Fabian, senior
editor.
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lem-loan school/workshop, credit-
analysis school/workshop, profession-
al-sales school, ag-lending school/
workshop and loan-review school/
workshop.

In 1984, the bank received approval
from the University of Louisville for
the awarding of continuing education
units (CEUs) for each school. The
CEU and its record system help indi-
viduals gain recognition for their
efforts, keep up to date and improve
their capabilities by taking partin non-
degree continuing education/training
activities. The CEU isameasure ofthe
amount of organized study a person
has completed. It’s defined officially as
10 contact hours of participation in an
organized continuing-education ex-
perience under responsible spon-
sorship, capable direction and qual-
ified instruction.

Schools Attract

According to Ken S. Reinhardt Jr.,
vice president/manager, correspon-
dent-consulting services, First of
Louisville, in two years, the bank’s
schools have been attended by 400
officers from 200 financial institutions
in seven states. There now are seven
banks in its officer-call program. Mr.
Reinhardt says that for these seven
banks, First of Louisville has con-
ducted 14 total-training sessions for
140 calling officers.

Besides the school series, First of
Louisville offers a retail-sales-in-
centive program and an IRA seminar.

Software Programs. One of the ma-
jor new services offered by Fourth
National, Wichita, is profit-planner
budgeting/asset-and-liability software.
According to Wayne Becker, vice
president, the system is written in
Lotus 1-2-3 and VisiCalc and includes
four modules: budget manager; rate-
sensitivity/remaining-maturity anal-
ysis; public-funds pricing; and deposit
pricing. Its selling price includes five
days of training.

Mr. Becker points out that the pro-
gram is useful for doing “what-if”
analyses in these areas: account bal-
ance, interest-rate scenarios and pric-
ing relationships. Fourth National
sends quarterly printouts with in-
terest-rate forecasts that users can plug
into the system to perform the analy-
ses.

For example, says Mr. Becker, a
user could say his loans normally price
at prime plus two and three quarters,
but he may want to put his loans on at
prime plus IV2. If so, what would that
do to earnings? The Fourth National
program can tell him.

The software, continues Mr. Beck-
er, is especially good for doing such

forecasts of asset/liability roll-offs and
impacts of balance shifts on balance
sheets/income statements.

Fourth National developed the
program in-house and has been using
it since January, 1983. It supposedly
will run on any computer capable of
running Lotus or VisiCalc software.

The bank has introduced several
other new services: cashless-ATM
operations; on-line point-of-sale cred-
it-card authorization; international
banking; captive-cash-letter transpor-
tation; and remote fine-sort cash-letter
clearing.

Micro-Computer Program. Bankers

Trust, Des Moines, la., offers a corre-
spondent service called SCAN (soft-
ware for credit analysis). SCAN, says
Brad Hansen, is a series of micro-
computer programs developed in-
house, programs capable of perform-
ing credit analyses on potential cash
flows for a variety of businesses, in-
cluding these in the commercial-loan
area: manufacturing/wholesaling/re-
tailing/construction.

There also are program modules
capable of doing agricultural or bank-
stock analysis.

Mr. Hansen says a loan officer or
other officer of a bank can call up the

THE CITIZENS NATIONAL BANK
OF DECATUR

CITIZENS DATA CENTER
ILLINOIS" LARGEST BANK DATA PROCESSOR

* SERVING OVER 80 BANKS FROM

DECATUR AND QUINCY CENTERS.
A COMPLETE OFFERING OF APPLICATIONS

— BOTH BATCH AND ON-LINE.

* SERVING OVER 150 BANKS WITH
CORRESPONDENT AND/OR DATA SERVICES.

» SERVICE THAT IS CLOSE —
AND PROFESSIONAL —

CALL US FOR PROMPT
ATTENTION:

FAST —
BUT NOT ‘BIG CITY’!

217/424-2202 BILL IRWIN — DATA SERVICE
217/424-2061 DAVE WEBER — CORRESPONDENT
217/424-2037 JACK DOLAN — CORRESPONDENT

IFOTHE CITIZENS
U-DNATIONAL BANK
OF DECATUR

LANDMARK MALL
DECATUR, ILLINOIS 62525

Uk'Ae

Member Midwest Financial Group
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program he or she needs, depending
on type of analysis being done. Pro-
grams can be bought as individual
modules or purchased as a package.

The software runs on Apple or IBM
compatibles, and a hard disk is re-
quired for large data bases, but, says
Mr. Hansen, some of the banks that
have bought the software are using it
on floppy disks.

Utilizing a typical spread-sheet en-
vironmentlike Lotus 1-2-3, VisiCalcor
MultiPlan, aloan officer can utilize the
software to do a complicated “what-if”
analysis ofa credit customer, based on

Selling Services

the customer’s financial statements.
The software is written so that a bank
president or bank clerk can run it effec-
tively, according to Mr. Hansen.

Other Micro Services. Citizens
National, Decatur, 111, is offering its
bank customers micro-computer ser-
vices that include word-processing to
help bank-marketing efforts and are
made available within 24 to 48 hours
with advanced scheduling. Direct mail
can be keyed to market segments in
the area with purchased lists or a
bank’s own listing.

Jack Dolan, assistant vice president

to Respondents:

Large, Small Banks Can Benefit

here are advantages for com-
I munity banks and large correspon-

Being the largest bank in the county
with 48% share-of-market (of eight

dent banks when the latter developanks), said Mr. Kocen, First Security

innovative services and market them
to downstream respondents. This was
pointed out in a talk given at the Bank
Marketing Association’s 1984 conven-
tion by Steven E. Kocen, vice presi-
dent/marketing director, First Secu-
rity National, Lexington, Ky.

Mr. Kocen pointed out that com-
munity banks can offer their customers
state-of-the-art services they could not
afford to design and implement them-
selves. At the same time, he con-
tinued, larger banks can create
another source of income at a time
when they want to reduce their de-
pendence on some lending activities
because of shrinking interest margins,
narrow gap positions and fluctuating
rates.

Perhaps, he added, another consola-
tion for larger banks is their belief that
such new-product development and
usage by bank customers will increase
the banking industry’s survival in the
face of increased competition from
brokerage houses, insurance com-
panies and similar nonbank financial
entities.

Mr. Kocen described for BMA con-
ventioneers First Security’s product-
development strategy. His bank is a
$1-billion one-bank HC and, accord-
ing to Mr. Kocen, is ranked fourth in
size in the 325+ banks in Kentucky.
Its correspondent network is made up
ofabout 250 ofthese banks, plus S&Ls
and credit unions. The bank has made
a significant investment in hardware
and software since 1980.
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felt it had to be on the leading edge of
technology in ATMs, POS, auto-
mated-fuel systems and credit ser-
vices. This technology, he said,
brought the bank state-of-the-art
banking at a state-of-the-art price tag.
Therefore, the bank’s management
saw an opportunity to accomplish two
objectives: 1. Protect its correspon-
dent base. 2. Enhance incremental in-
come by providing many of these new
services to its correspondents as well
as to other financial institutions.

Mr. Kocen then discussed three
such services and how they have
helped many community bankers in
Tennessee, West Virginia, Illinois and
Kentucky. The first is a revolving, pa-
per-based line of credit. Developing
and perfecting this system cost the
bank nearly $100,000, but First Secu-
rity offered it as a franchise for only
about 5% of developmental cost. The
bank then provided ongoing mainte-
nance of accounting, billing and pay-
ment services on a per-item cost basis.
This method, according to Mr. Kocen,
provides First Security with an addi-
tional source of fee income that’s ex-
plicitly priced. He said the program is
unique in that licensee banks own
their own credits or loan outstandings.
At the time he gave his talk, 46 com-
munity banks had booked more than
$8 million in new-loan volume, with
the average outstanding loan at
$9,700. These loans are priced at two
points over prime. He pointed out

(Continued on page 56)

at Citizens National, says the bank
offers optical-character-reading ser-
vices, which will transfer typewritten
text or data automatically to a com-
puter floppy disk without re-keying in-
formation. Time needed for buildi.ig
disk records can be cut dramatically,
saving hundreds ofkeystrokes, accord-
ing to Mr. Dolan.

The bank offers classes in micro-
computer orientation and operation
geared for management and/or staffs.

Other micro services include: docu-
ment printing (1099s, W2s, customer
receipts, etc.); account analysis for
business, farm or personal accounts;
financial-statement spread sheeting;
stockholder mailings; inventory man-
agement/reporting; assembly and
printing of employee/departmental
manuals; contract drafting/printing;
bank loan/deposit analysis and
graphics for reports, transparencies.

Citizens National has a totally sepa-
rate subsidiary called Central Com-
puting, which has its own staff and
computer hardware. Mr. Dolan says
this division does commercial data
processing for nonbank customers and
offers services that are available to cus-
tomers ofits correspondent banks. The
latter can earn fee income and provide
a needed service for their customers,
Mr. Dolan points out.

In addition, administrative termi-
nals soon will be available for Citizens
National’s correspondents on the easy-
anstoer program. These terminals will
offer updating capabilities and, says
Mr. Dolan, save a bank the expense of
buying a personal computer and doing
the input itself. He says Citizens
National will have its own terminal.

Money-Transfer System. Republic-
Bank Dallas reports two new products
itbelieves to be ofparticular interest to
its financial-institution customers:
automated money-transfer capability
and a fractional/as-of-availability-
schedule option.

Customer direct link (CDL), says
Jill M. Wilcox, cash management offi-
cer, enables users to communicate
directly to RepublicBank’s money-
transfer system via terminals or micro-
computers. This real-time, on-line ac-
cess allows users to initiate a variety of
wire transfers, access balance informa-
tion and monitor wire activity in and
out of their accounts each day. From
their terminals, customer banks can
initiate repetitive, semi-repetitive,
non-repetitive and drawdown trans-
fers.

RepublicBank’s CDL service pro-
vides a secondary-authorization fea-
ture for greater security and control
over wire initiation. Before wire trans-
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fers are released, a second individual
at a customer bank reviews and
approves transactions. Passwords are
selected by individual users and are
not accessible to anyone.

Since last November 1, Republic-
Bank’s customers have had the option
of being placed on a fractional-
availability schedule or the whole day
with an as-of adjustment schedule.

Training Help. Although 1984 was a
difficult year for Continental Bank,
Chicago, says Vice President Daniel T.
Zapton, it continues to make its corre-
spondent-banking relationships a high
priority. An important element of this
emphasis continues to be the bank’s
advisory-services unit, which con-
tinues to develop, in various stages,
in-house programs for use by corre-
spondent banks of basically any size.

"Train the Trainer”

Last year, Continental’s “Train the
Trainer” was a new product and has
had reasonable acceptance in the mar-
ketplace even though, as Mr. Zapton
points out, itwasn’t made available un-
til late in the third quarter. “Train the
Trainer”is described as a reusable self-
instructional tool that builds trainers’
skills and confidence in six easy-to-
follow units. The complete program
includes three videotapes, two au-
diotapes, three copies of the work-
books and three planning pads.

Also in a research-and-development
phase is a product called “Supervisory
Training, ” which should be completed
by the end of the second quarter and
made available to Continental’s corre-
spondent network nationwide, again
under the advisory-services unit.

Since 1981, says Mr. Zapton, the
bank has added three new products
and continues to make available at
least one new product a year.

Late last year, the bank moved its
portfolio-advisory-services products
out ofthe bond department into one of
its Midwest commercial-lending units.
According to Mr. Zapton, the bank be-
lieves this product, which basically is
asset/liability management, is an ex-
cellent training ground for line person-
nel, and transferring it puts the prod-
uct closer to the markets and needs of
customers.

A/L-Management Consulting.
American National, St. Paul, offers a
consulting service for asset/liability
management. Its correspondent de-
partment, says Vice President James
A. Russell, maintains an experienced
investment adviser to help a bank
analyze its A/L situation, establish in-
vestment and A/L policies and an A/L
committee and work with the latter for

a time to manage this aspect of the
bank from proved profitability. This
service doesn’t require micro-com-
puters or related software unless the
customer bank believes this is neces-
sary. Ifit does, American National will
help in selecting these items, but it is
not marketing them actively.

Its major products and services in-
clude: ownership loans for bank HCs
and individuals; financing of em-
ployee-stock-ownership plans; pur-
chase of over-line loans; investment
services through its money-market
center; bank-operations consulting;
and data processing by remote data
capture or by batch entry.

more competitive, sales oriented and
better managed. To help its correspon-
dent banks meet these challenges, he
continues, Capital Bank identified
three of its many services as those that
should receive priority consideration.
These services are used in the bank’s
own day-to-day operations and are
tried and proved to be effective. They
are: 1. Training — sales, tellers, opera-
tions. 2. Budgeting and asset/liability
management on micro-computers. 3.
Security seminars/systems needed to
avoid financial and data-base risk.
Discount Brokerage. Frost Nation-
al, San Antonio, Tex., provides a broad
range of services to financial institu-

"We have plans that hopefully will improve service in
all areas of correspondent banking, which is healthy at
Am South. We are optimistic about its future environ-
ment. We want to keep it this way by showing our
customers we truly care about them.” — Charlie T. Gray,

vice president.

In the upper Midwest, Mr. Russell
points out, the correspondent market
is changing as major HCs reposition
their perspectives toward servicing
downstream banks. However, Amer-
ican National re-emphasizes that it is
continuing its long service of support
to independent banks in its region.
This may not be a new service, says
Mr. Russell, but it is contrary to what
some major correspondents are doing
in abandoning this marketplace.

MBank Houston, effective last
month, added an asset/liability man-
agement-advisory service for institu-
tions in the $50-million-to-$500-
million range. Fees for this service
vary by size of institution and include
the setup; at least quarterly mainte-
nance; at least three personal visits by
MBank’s management group; and mar-
ket and ratio projections on bonds,
prime, etc.

By the way, the bank has changed
the name ofits correspondent-banking
division to financial-institution divi-
sion, allowing MBank to service S&Ls,
credit unions, insurance and mort-
gage-service companies as well ascom-
mercial banks.

Data Processing. Capital Bank,
Baton Rouge, founded its correspon-
dent-bank relationships on a commit-
ment to bank data processing. In re-
cent years, however, says Sal C. Quar-
tararo, senior vice president, dereg-
ulation has forced banks to become
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tions, says A. Leonard Magruder,
senior vice president, correspondent
division. Most recently, it addressed
new product and compliance require-
ments for its banks with the addition of
Discount Brokerage Services and
establishment of a direct relationship
with Depository Trust Co. (DTC), he
says.

Through Frost’s Discount Broker-
age Services and its clearing broker,
National Financial Services Corp.,
correspondent banks can offer broker-
age services to their customers. These
customers use Frost’stoll-free number
to place all their trades.

The new relationship with DTC,
according to Mr. Magruder, has expe-
dited the securities-clearance process
of confirmation and settlement oftrade
transactions.

In discussing his bank’s correspon-
dent-bank relationships, Mr. Magrud-
er uses the terms “professional” and
“personal” as key concepts for provid-
ing correspondent services in today’s
rapidly changing marketplace. He says
now, more than ever, a personal re-
sponse to each correspondent’s needs
is vital to the future success ofall finan-
cial institutions.

“Flexibility and excellent service,”
he points out, “will be deciding factors
in forming and maintaining correspon-
dent relationships, especially in the
lending function.”

(Continued on page 56)
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CORRESPONDENT BANKING

Centerre Bank Wins One From the Fed
By Providing Respondents
With Regional-Clearinghouse Option

Financial-Services Tool, Computerized Wire Transfer Also Introduced

S CORRESPONDENT banking
dead? No! Can the city correspon-

dent compete with the Fed for cash-

letter business? Yes!

These are responses from Thomas
E. O’Meara to questions asked by this
publication during a recent interview.
Mr. O’Meara joined Centerre Bank,
St. Louis, less than two years ago as
vice president/correspondent-division
manager.

Although he didn’t possess long-
term banking experience, Mr.
O’Meara brought to the job a strong
innovative ability and a competitive
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nature that were sharpened during his
seven years of sales experience in the
steel industry.

Centerre’s correspondent division
has a philosophy that revolves around
two major premises: (1) Find out what
the customer needs, and — using Cen-

terre’s resources — (2) fulfill those
needs. Simple? Maybe, but it takes a
bit of doing!

When Mr. O’Meara started at Cen-
terre, he was faced with new competi-
tion from the Fed for cash-letter busi-
ness. This wasn’t unusual among larger
correspondent banks, but Centerre’s

solution to the problem was. Develop-
ment of a regional clearinghouse
(RCH) proved to be a solution that ex-
emplified Centerre’s basic philosophy
of service.

The RCH concept gave the bank
strong ammunition to combat the in-
creasing competition it was facing from
other correspondents as well as the
Fed.

Centerre’s new product was de-
signed to allow member respondents
to clear items on one another more
efficiently while eliminating the addi-
tional expense of processing through
the Fed.

Each of six clearinghouses is made
up of a cluster of banks located near
one another. All are in a22-county area
circling St. Louis in Missouri and Illi-
nois that’s within the St. Louis Region-
al Check Processing Center (RCPC).

RCH members agree to send all
their RCPC items to Centerre, which
processes all checks between these
banks at no charge. Centerre also will
process checks drawn on banks outside
the clearinghouse for member banks at
a fee that’s competitive with that
charged by the Fed.

Mr. O’Meara gives an example of
the cost-savings for RCH-member
banks: “A $20-million bank with about
12,500 items processed a month saved
$450 per month by joining our sys-
tem.” Member banks also reduce or
eliminate processing requirements
and avoid multiple settlements, there-
by reducing transportation costs.

Centerre also offers better daily
deadlines, which translates into better
funds availability. The new costto each

Centerre Bank's regional clearinghouses
are clustered around the St. Louis head-
quarters of the bank. Six centers serve 22
counties in lllinois and Missouri that are
within the St. Louis Regional Check Proc-

essing Center. Nina Cleveland, staff artist
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SOLID
SECURITY
STEMS
FROM OUR
SOLID STATE
OF MIND
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The name of the game today is electronic
security. But unless electronic wizardry is
scientifically wedded to solid steel, your
protection becomes more electronic than
secure, more “gee whiz”than wise.

At Mosler, our feet have been firmly
planted in solid steel since 1848. And it%
from that point of view that we’ve designed
all of our electronic networks and apparatus.

Because physical security is the con-
tainment of things of value, whatever they
may be, the heart of it must forever be in
the solid protection that’ resistant to fire
and theft.

With so much security experience,
Mosler fully understands that and is
uniquely qualified to advise you about phys-
ical security and how it must relate to the
electronics that surround it.

We package physical security in any size
installation or configuration you need. A
complete line of vault doors, maintenance-
free safe deposit boxes, innovative modular
vaults (proof you can take it with you),
depository safes and more. A line second to
none in application and depth.

But Mosler doesn' stop there. Facility-
planning, expert installation and profes-
sional service support are more of the
Mosler promise. We have a nationwide
network of over 1,100 of the industry’s best-
trained technicians ready to maintain and
service your security on call, around
the clock.

Solid steel, solid service, a solid state
of mind. That’s why we say, with Mosler all
is well.

For a deeper look into Mosler Physical
Security, ask for information on the security
products that most interest you. It’syours,
toll free, at 1-800-543-4584. In Ohio,
(513)870-1138.

Mosler

An American-Standard Company____

ALL IS WELL.
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Centerre Wins One From Fed

member bank is lower than that of
processing through the Fed or with
other competitors. Centerre recently
extended its cutofftime by four hours
— from 3 to 7 p.m. — for next-day
availability on St. Louis country items.

Customers need not be RCH mem-
bers to take advantage of Centerre’s
later cutoff time. They, too, benefit
from more rapid collection of county
items and significantly improve the
availability of investable funds.

Taking a cash-management ap-
proach to clearing checks involves
focusing on expense control, penny
pricing and managing non-earning
assets to minimize float, Mr. O’Meara
says.

Tom O'Meara, v.p./corres. dept, head
at Centerre Bank, St. Louis, chaired
session about bank's new products for
respondents at recent annual Cen-
terre Correspondent-Bank Confer-
ence.

Centerre also is able to clear checks
outside the RCH area. The benefit,
again, is improved funds availability;
but a slightly higher price is charged
for these other-Fed-district items.

“The value ofthese investable funds
more than offsets the incremental cost
of processing,” Mr. O’Meara says.

Centerre’sdirect-send service offers
an increased number of direct-send
points and often extra deliveries per
day. This enables banks to have funds
available faster — often one day sooner
than was possible through the Fed,
Mr. O’Meara says. Thus, even though
Centerre has aslightly higher per-item
charge than the Fed, additional earn-
ings on available funds more than
offset this cost.
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The RCH/direct-send service isnt
the only new service Centerre is offer-
ing to respondents. Last November,
CenSTAR came on line. It’s described
by the bank as a “new financial-analysis
tool that’s designed to help bank loan
officers make better and more in-
formed lending decisions through
comprehensive and insightful finan-
cial-statement analysis.”

CenSTAR is a computerized finan-
cial-statement-analysis system that
runs on the IRM personal computer.
The software isbeing sold to customers
who can operate the program on their
own office computers.

“The system’s key feature is its flex-
ibility,” Mr. O’Meara says.

The tool generates a number of re-
ports in both historical and forecasting
contexts, including balance sheets, in-
come statements, net-worth recon-
ciliations, ratio and trend analysis and
financial summaries. CenSTAR per-
mits users to tailor spreads and cash
flows to portray the potential borrow-
er’s financial condition and debt-
repayment ability.

Regulators had been critical ofbanks
because they were placing too much
emphasis on collateral in case of fore-
closure rather than concentrating on
cash repayment. CenSTAR helps
bankers analyze credit up front to de-
termine whether the customer’s finan-

cial situation is solid and the cash flow
is adequate to service the debt.

In December, Centerre introduced
a state-of-the-art computerized wire-
transfer service that enables customers
to initiate wire transfers on their own
office computers. Centerre claims to
be the first bank in Missouri to offer
this service, which is called Customer
Direct Access (CDA). CDA speeds
funds transfer by taking maximum
advantage of computer technology.

A CDA wire transfer is sent by a
customer’s computer to Centerre’s
computer, eliminating the need for an
intermediate party. All CDA wires are
monitored by Centerre, sent out and
settled the same day.

“CDA offers a cost-effective, quick
and secure means of transferring funds
and significantly reduces the possibil-
ity of human error,” Mr. O’Meara
says.

Summing up his department’s phi-
losophy, Mr. O’Meara says, “We re
operating from the standpoint that we
must satisfy the needs of our custom-
ers. We don’t view Centerre as a com-
petitor ofthe respondent, and we don’t
want to view a respondent as a com-
petitor. We want to be looked on as a
supplier of services other banks need
to help them do a better job for their
customers.

“Centerre, working in partnership
with its respondents, can effectively
serve the needs of customers of all
banks in this area,” he says. — Jim
Fabian, senior editor.

Loan Fund for Women's Businesses
Established by First Bank System

LOAN FUND to aid women en-
trepreneurs has been estab-

small-business officers at all First

Banks.

lished with initial funding from the To qualify for a loan from the fund, a

foundations of First Rank Minneapo-
lis, First Rank Saint Paul and First
Bank System.

Purpose ofthe fund, which isadmin-
istered by the Women’s Economic De-
velopment Corp. (WEDCO), is to fi-
nance businesses owned by women
who fail to qualify for traditional
financing. The fund is seen as a last
resort forwomen who lack collateral or
equity, but want to start or expand a
business. Primary focus is on women
who are either underemployed or un-
employed and striving for economic
self-sufficiency.

The bank foundations have pledged
$50,000 per year to WEDCO and also
have agreed to provide loan-packaging
assistance and referrals to personal or

woman must have completed a WED -
CO evaluation process and received
appropriate training and technical
assistance; been denied a loan from a
traditional lending source; and re-
ceived approval from the WEDCO
loan committee.

Financing available through the
fund includes direct loans, loan
guarantees and co-participations for
various uses, including seed capital,
working capital and expansion capital.

Contributions to the fund are being
solicited from individuals, foundations
and corporations.

WEDCO has been in business since
January, 1984, but the loan fund be-
came available only recently.
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mVith Mellons service, we can offer

new products far sooner than with

our own processing operation”
Sotiros N. Cachules

Vice Chairman
Atlantic Bank of New York

Atlantic Bank of New York is one
of more than 200 financial institu-
tions from Vermont to Arizona
that use Mellon’s Datacenter
Services.

"We had our own data processing
system for many years,” says
Cachules, "but to introduce new

Why does abank in New\brk City
have its data processing done in Pittsburgh?

products after deregulation, we
would have had to acquire new
and costly resources. We chose
Mellon because they e bankers
and understand our needs, they
have a great track record, and
their pricing is reasonable. The
results have been excellent.”

Mellon was one of the first banks
to apply electronic systems to
banking, in 1955, and we've 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

Mellon Bank

commitment. Mellon’s Datacenter
shares in those resources, giving
its customers a distinct financial
and competitive advantage.

Ifyou're concerned about main-
taining cost-effectiveness while
providing the new services that
staying competitive demands,
compare your processing costs
and capabilities with those of
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 Cen-
ter, Pittsburgh, PA 15258.

Bankers helping bankers compete.
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CORRESPONDENT BANKING!

Community Banks:

Building

From Positions of Strength

N THE FACE of continuing dereg-
ulation, proliferation of nonbank

a community bank by saying if it looks
like a community bank, ifit acts like a

banks and a growing number of multi- community bank and ifit operates like

bank HCs, where do community banks
stand? What is their future? Will they
survive?

To obtain answers to these questions
and to get a perspective on community
banking, Mid-Continent Banker
editors asked Randall A. Killebrew,
1984-85 chairman of the ABA’s com-
munity bankers council, for his opin-
ions on the subject. Following are the
questions posed to Mr. Killebrew,
president, First National, Petersburg,
111, and the answers he gave.

* * *

# How would you define a com-
Q- munity bank?

# About three years ago, the

¢ American Bankers Association
sponsored a contest to define a com-
munity bank. Michael L. Gibson, vice
president, Miami County National,
Paola, Kan., won the competition with
this definition:

A community bank is the financial
lifeline ofthe community, provid-
ing the resources through which
consumer and commercial cus-
tomers perform the financial
transactions ofthe local economy.
It renders these services person-
ally, confidentially and economi-
cally while striving for community
improvement and achievement of
the investment-return expecta-
tions of its shareholders.

I think Mr. Gibson’s definition pro-
vides considerable insight into this
thing called a community bank. Is size
a factor? Maybe. Is location important?
Probably not. Is it a philosophy of op-
eration? Most definitely.

I would summarize my definition of
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a community bank, then it probably is
one.

# What are the major challenges
Q- facing community banks?

# Nonbank competition, inter-
» state banking, availability ofhu-
man resources, agriculture loans and

maintaining confidence are but afew of
the major issues that concern com-
munity banks. Which of these issues
poses the greatest threat to the com-
munity bank is a matter of perception.

To me, however, the greatest long-
term threat to my bank and other com-
munity banks is the hypocrisy that ex-
ists between the way banks and other
providers of financial services are reg-
ulated. Let me give you a few exam-
ples.

By opting to make commercial loans
or accept consumer deposits, but not
both, the so-called nonbank bank
operates on a playing field all its own.
Anonbank bank owned by abank hold-
ing company can maintain offices
across state lines despite the Douglas
Amendment to the 1956 Bank Holding
Company Act. Diversified companies,
such as Sears, want to own nonbank
banks for numerous reasons, including
gaining access to consumer deposits or
expanding financial services and prod-
ucts.

Capital standards for banks are
another subject of much debate today.
When the final percentages are agreed
on, we can plan on banks’ capital re-
quirements being substantially higher
than those required of our thrift com-
petitors. This places banks at a sub-
stantial disadvantage when consider-
ing pricing policies designed to
achieve a competitive return on equi-
ty-

increasing disclosure requirements
require banks to publicize their non-
performing assets and their past-due
loans. Most of our competitors, like
the thrifts, are notburdened by similar
requirements.

Services banks may offer are con-
fined to the list of bank-like activities
approved by the Fed, while our com-
petitors have no such restrictions.
S&Ls have been in the insurance busi-
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ness for years, yet many banks cannot
offer this service. It is not uncommon
to find insurance men offering auto
financing, Production Credit agencies
selling crop insurance or thrifts taking
equity participations in real estate,
while banks are restricted to those ac-
tivities approved by the Fed.

While banks must file Community
Reinvestment Act statements to docu-
ment their sincere commitments to
their communities, most other finan-
cial-services providers do not. This
allows these competitors to freely
drain funds from the community, sell-
ing them to the highest bidder.

These factors and others are eroding
the value ofthe bank charter. | believe
the recent conversion of Old Stone
Bank, Providence, R. I., from a com-
mercial bank to a federal savings bank
is an omen. By shifting its charter, it
received several benefits.

1. Reduced capital requirements,
from 6% to 3%.

2. Access to the below-market-rate-
lending facilities of the Federal Home
Loan Bank System, in addition to the
Fed discount window.

3. Elimination ofmost disclosure re-
quirements, other than those of the
Securities and Exchange Commission.

4. Ability to engage in amuch broad-
er range of activities, including real-
estate development, data processing
and insurance underwriting.

These disparities in law and regula-
tion must be addressed. Failure to
bring about competitive equity will
pose serious questions regarding the
future viability of all banks, which are
the pillars of their communities.

I have one additional thought on this
subject. As we debate proposals de-
signed to correct these inequities, let
us not forget these are banking issues
and not consumer issues. Consumer
groups have a list of banking concerns
quite different from ours. Their listin-
cludes placing limits on the time banks
may hold checks before allowing cus-
tomers access to funds, requiring in-
creased disclosure of terms on savings
instruments and other services, im-
posing limits on bank fee increases and
requiring banks to provide basic finan-
cial services at low or no cost.

The contrast in priorities will pro-
vide the fuel for a heated debate.
Bankers must be prepared to address
these consumer concerns if they want
Congress to listen to their “wish list.”

# What opportunities are avail-
e able today to improve profita-
bilMy and productivity?

# Much has been written about
« the need to increase non-

interest income during these times of
shrinking margins. | would like to put
my plug in for controlling expenses!
Community banks traditionally have
relied on processing and delivery sys-
tems that are labor intensive. As com-
munity bankers, we must re-evaluate
these systems and attempt to find
more productive ways of utilizing our
personnel.

People are the most expensive re-
source on the bank’s operating state-
ment. They also are the most critical
element in maintaining the quality of
our service. We must find ways to use
technology to process routine transac-
tions and carefully choose those people
who deliver our bank s products and
services. Ways must be found to have
our people work smarter and not
necessarily harder.

Controlling expenses cannot stop
with personnel. Every line item of ex-
pense must be reviewed. There can be
no sacred cows. The result should be a
much leaner organization that pro-
duces higher-quality services at re-
duced cost.

In marketing products and services,
community bankers must find ways to
differentiate their institutions from
their competitors. One of the most
effective ways of accomplishing this is
through the choice of the people who
deliver the bank’s products and ser-
vices.

Providing distinguished service re-
quires personnel who not only are
able, but also personable and devoted
to their communities. Then, these staff
persons must be thoroughly trained.
They must know what each product is,
how it will help the customer, how it’s
priced, and — for today’s questioning
consumers — bhe able to justify the
price in terms of bank costs and cus-
tomer benefits.

We also must remember that in to-
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“Community banks are
building from positions of
strength. Our real strength
lies in our ability to serve
the customer diligently.
Relationship banking re-
mains our strong suit. We
will continue to expand and
upgrade our product men-
us to meet consumer
needs.” — Randall A. Kil-
lebrew, chairman, ABA
community bankers coun-
cil.

day’s increasingly competitive en-
vironment, having the most active
Kiwanian, the most effective United
Way solicitor and the most energetic
Chamber of Commerce worker is not
enough. They won’t offset noncom-
petitive pricing, antiquated products,
poor processing systems and ineffec-
tive delivery systems.

To improve the marketing of com-
munity-bank services while increasing
the productivity and profitability ofthe
organization, the CEO of the com-
munity bank must:

1. Bring enthusiasm to the organiza-
tion. Be optimistic about his bank and
his business. It is the attitude and de-
meanor of the CEO that will prevail
throughout the bank.

2. Be professional. The community
should look to its community bank
with respect. Talents ofthe bank s staff
should be admired. This means every-
one must train, read and study to stay
on top of his or her business. This
knowledge and skill must be made
available to the bank’s customer so that
the customer likewise can be more
productive and profitable.

3. PLAN. PLAN. PLAN. Success
won’t come without a great deal of
thought. Goals and objectives must be
formulated. Strategies must be out-
lined that will serve the needs of the
market while, at the same time, sup-
porting the bank’s goals.

4. Budgets must be prepared that
supportthe bank’s goals. Sacrifices will
have to be made. The choices will be
hard, and feelings will be hurt. Once
the budget is in place, results must be
monitored. This will help avoid finan-
cial surprises. This discipline will help
everyone say no to those requests
that are always tempting, but that we
cannot afford.

5. Above all, the CEO must man-
age. He must know what he is doing
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and what those he is managing are
doing. He must reward and recognize
producers. He must realize mistakes
will be made and be willing to learn
from them. After all, mistakes are only
detours on the road to success.

# What is the future of commu-
Q° nity banking?

# Many researchers and authors

* have portrayed the 80s as the
decade when the role of the commu-
nity bank would decline. According to
this theory, the number ofbanks in the
U. S. would decrease dramatically,
and most of this decline would come at

the expense of the small community
bank. However, we are approaching
the midpoint of this decade, and the
number of community banks in this
country has grown.

During 1984, there were a record
number of bank mergers and the
greatest number of bank failures since
the Depression. Despite these facts,
the FDIC ended the year with more
insured banks than it had at the start of
the year because ofentrepreneurs who
perceive a positive future for the in-
dustry.

I am enthusiastic about the future of
community banks and their role in pro-

Former Independent Banker
Cites Advantages of HCs
N independent bank, now a member ofa bank-HC group, still is a

i community bank, according to its president. It has lost none ofits
community-bank status as a result of its affiliation with a holding com-

pany.

Gilbert E. “Gib” Coleman, chairman/president, Security Bank, Mt.
Vernon, 111, has this to say about the support services received from the
HC and also tells other independent banks that being part ofa holding
company is “not all that bad.”

Secuiity Bank is a $125-million bank located about halfway between
St. Louis and Evansville, Ind. The town has 17,500 population, with
about 35,000 persons living in its county (Jefferson). In October, 1983,
Security Bank was merged into St. Louis-based General Bancshares, a
multi-bank HC with assets of $2 billion and owning banks in Missouri,
Illinois and Tennessee (General Bancshares is able to acquire banks in
the latter two states because it was formed and was operating in those
states before the Douglas Amendment to the Holding Company Act of
1956 was adopted, and thus it operates under a grandfather clause).

As a formei independent banker who now has worked more than a
year in an institution owned by a multi-bank HC, Mr. Coleman is
upbeat about bank HCs. He says bankers concerned about affiliating
with HCs and losing their “so-called” independence should not worry.
As an affiliate of HCs, according to Mr. Coleman, banks can have:

« Greater stability through a larger capital base.

e Quicker and better advice through the HC s legal/administrative
departments, as well as interpretation of banking regulations.

e Larger lending limits for a bank’s large and good customers.

« Opportunity to buy participation loans if a bank’s loan demand is
down.

* Investment advice concerning purchase or sale of securities.

« For senioi management, better job security because performances
are judged by bankers and not by nonbankers.

* For shareholders, investments are more secure than in an inde-
pendent bank.

Mr. Coleman has this advice for the independent banker:

1 Do not be paranoid about losing your independent status; it may be

the best thing that happens to you.

2. Do not put your own welfare ahead of the stockholders; you are
hired to represent them.

3. Do not mislead your directors and shareholders about the real
value of their stock. You might sell 50 or 100 shares at book and a half;
you probably cannot sell 5,000 shares at that price.

4. Keep an open mind! What may not seem to be aviable option today

may be the best solution tomorrow.

5. Do not wait until your bank is in trouble before considering selling;

sell when the bank is in excellent shape. You will get a much better
price.

viding financial services to their mar-
kets. Like most businesses, commu-
nity banks will have to change to meet
the changing demands of their con-
sumers, but they can do it.
Community banks have proved to
be extremely durable. Many have ad-
justed to deregulation much faster
than some of their larger cousins.
Community banks are building from
positions ofstrength. Our real strength
lies in our ability to serve the customer
diligently. Relationship banking re-
mains our strong suit. We will con-
tinue to expand and upgrade our prod-
uct menus to meet consumer needs.

National Figures Booked
To Address Independents
At March Convention

Fed Chairman Paul Volcker and
House Majority Leader Jim Wright
(D.,Tex.) will be heading the list of
national figures addressing members
of the Independent Bankers Associa-
tion of America (IBAA) March 6-10 in
San Antonio at the association’s annual
convention.

Others to appear on the podium in-
clude U. S. Senator Thad Cochran
(R.,Miss.), chairman, appropriations
subcommittee, Senate Agriculture
Committee, and secretary to the Re-
publican Conference; CBS News Cor-
respondent Charles Kuralt; San Anto-
nio Mayor Henry Cisneros; and A. J.
King, IBAA president, and president,
Valley Bank, Kalispell, Mont.

Topics that will dominate the two
business sessions will include the
economy, tax reform, financial legisla-
tion and the agricultural situation.

Special-interest sessions will deal
with one-bank HCs, micro-computer
use in banks, commercial lending and
bank management. Attorneys William
P. Johnson and John J. Kendrick will
speak at the HC session; M. Arthur
Gillis, a consultant, will present the
micro session; and Allen R. Houk,
president, Diversified Group, Hous-
ton, will conduct the commercial-
lending meeting.

Also on the program will be a session
for young bankers, featuring George
Blanda, former National Football
League player, as guest speaker.

Entertainment will be provided by
Charlie Pride, country-western sing-
er; comedian Danny Gans and vocalist
Julie Dees.

Convention sessions will be held in
the San Antonio Convention Center.
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We do all the things the other
correspondent banks do...

plus one thing more...

We talk to you

Millikin Bank understands that the heart
of correspondent banking is people. And the best
way to get to know people is to spend time with
them.

DeanClausen, Jim Miller and Brian Brace
have combined their experience and speed-of-
response with a cooperative, friendly approach
to correspondent banking. And that cooperative,
friendly approach includes spending time with
you.

For loan participation, check clearing or
safe keeping, trust Millikin Bank. They’'ll meet all
of your correspondent banking needs plus one
thing more... they’ll talk to you face to face.

T H E M I L L I K I N 100 SOUTH WATHR ¢ [)KCATUR, ILLINOIS 62525
217-429-4253
NATIONAL BANK Vember oG
OF DECATUR
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COMMUNITY BANKING

How to Plan for Development
Of an Insurance Profit Center

By William J. Ahearn and Robert A. Vecchiotti
Organizational Consulting Services, Inc., St. Louis

OMMUNITY banks have a natu-
ral advantage when it comes to

casualty industry over the past three
years.

distribution of insurance products to Consequently, with only a handful

customers. This strength applies
equally to all banks, no matter their
size.

Three overriding reasons for focus-
ing on this area are: (1) The prospect
for significant deregulation at the
federal level seems to have gone aglim-
mering, partly because of appre-
hensions raised by the debacle at Con-
tinental Illinois, Chicago; (2) congres-
sional concerns of whether to allow
banks to assume the risk of underwrit-
ing insurance and (3) evidence that
most banks would not embrace the
risky underwriting side of insurance
even if they could. This attitude has
been heavily reinforced by the poor
financial performance ofthe property/

Messrs.Ahearn and Vecchiotti serve Orga-
nizational Consulting Services as vice pres-
ident/financial services and president, re-
spectively. Thefirm specializes in strategy
planning, change management and orga-
nization effectiveness.

of banks having the resources and in-
clination to leap into the insurance
business with both feet — and a Con-
gress not in the mood to let them — it
can be safely assumed that banking’s
role in insurance will be restricted
largely to the marketing side — where
its natural strength lies.

Community banks have two basic
marketing choices, when permitted by
law or regulation: (1) Dealing directly
with an insurance firm through a cap-
tive agency and (2) turning the func-
tion over to an outside insurance agen-
cy and acting more or less as a conduit
between the agency and the customer.

Most insurance companies favor
arrangements in which they perform
all but the agency function. Their
strategy is simple and straightforward:
Limit the bank’s insurance role while
capturing market share. The bigger
the bank, the more attractive it is to an
insuror. The same rationale applies to
the major insurance agencies.

Banks Reveal Insurance Plans

RECENT survey of 55 Mid-Continent-area bankers about their
institutions eventual plans to engage in insurance services re-

vealed the following:

¢ Likelihood of owning an insurance agency: 20% highly likely; 36%
somewhat likely; 33% not at all likely; 5% not sure.

e Likelihood of renting lobby space to an independent insurance
agency: 6% highly likely; 50% somewhat likely; 34% not at all likely;

10% not sure.

» Likelihood ofselling customer lists to independent insurance agen-
cies: 4% highly likely; 13% somewhat likely; 73% not at all likely; 8% not

sure.

Surveyed bankers represent institutions ranging in size from $50
million to $500 million. Five percent of the banks already owned insur-

ance agencies.

The survey was taken at a seminar sponsored by Financial Products

Group, Chicago.
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Where does all this leave smaller
community banks — those with assets
of $100 million or less? Collectively,
these banks represent a formidable
force of more than 12,000 of the na-
tion’smore than 15,000 banks and one-
third of the system’s total deposits.
Despite their collective weight, these
banks aren’t likely to be wooed by the
insurance establishment and conse-
quently must take the initiative if they
want a piece of the action.

From a relative standpoint, insur-
ance stakes are just as great for the
community bank as for industry giants:
If, for example, Citicorp can market
insurance products to 10% of its cus-
tomers, thereby boosting profits by 5%
to 10%; perhaps, so too, can a com-
munity bank. The leverage is the same
in both cases.

Ifacommunity bank is fully commit-
ted to establishing an insurance profit
center, the same two agency choices
are available: bank-owned-and-man-
aged or outside-owned-and-managed.

A substantial commitment by man-
agement is required to pursue the
bank-owned-agency approach, includ-
ing start-up expense, organization,
staffing, training/supervision ofadmin-
istrative/sales personnel, appointment
of an experienced marketing manager
to supervise day-to-day operations and
interface with insurance carriers. An
executive with ultimate responsibility
for profit-center success must be
found, and — most crucial of all — a
strategic operating plan for an insur-
ance profit center must be developed.
Key to the agency’ssuccess is the man-
ager with skills in both marketing and
administration. As the agency grows,
these functions can be separated.

Overall supervisory responsibilities
would include recruiting/training/
licensing of sales/office personnel; de-
velopment/maintenance of record-
keeping systems; assignment of sales
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goals/quotas; maintenance of statistical
information on sales performance;
holding producers responsible for re-
sults; monitoring performance; and
finally, a myriad of administrative/
sales controls necessary to proper
management of an insurance agency.

Financial rewards from a bank-
owned-and-managed agency can be
substantial. With the middleman re-
moved, the agency receives the full
commission on business written from
insurance firms. An additional benefit
is direct leverage with the insurance
firm, which can be helpful in smooth-
ing out bank-customer dissatisfaction
arising from service/claim problems.

The bank’s second choice — and a
more passive approach — is to pur-
chase the services of an outside insur-
ance agency to perform all or some
agency functions. The more functions
performed by the agency, the lower
the commission rate received by the
bank. The assumed advantage of an
outside agency is that the “profession-
al” will be able to penetrate the cus-
tomer base more quickly and more
deeply, thereby producing more total
commission dollars for the bank, de-
spite the lower commission rate.

Keys to success in working with an
outside agency are developing a
strategic plan for an insurance profit
center to which the agency can agree;
selection of the “right” agency for the
particular customer base; negotiating
the most favorable terms with the
agency; committing the agency to sup-
port the bank’s marketing, financial
and customer-service goals and cus-
tomer-relations standards.

Last, bank management should de-
velop a strong, positive working rela-
tionship with agency principals and
producers, communicating their spe-
cial knowledge concerning expecta-
tions and sensitivities of customers.

W hat follows is a briefdescription of
an innovative agency approach to
marketing a bank’s customer base. It
illustrates the type ofcreative arrange-
ments emerging from an industry
undergoing drastic change.

An insurance agency based on the
East Coast sees banks, not as intruders
poised to capture agency markets
through unfair advantage, but, rather,
as partners injoint ventures with agen-
cies. The agency, acting as an insur-
ance marketer for seven financial in-
stitutions, produced $18 million in
premiums in 1983. A higher figure is
expected for 1984.

Crediting banks with much of its
success, the agency maintains that
banks want to market their customer
bases, but don’t want to do the selling

because of administrative headaches
and expense involved.

This is how its system works: The
agency handles all marketing, sales
and service of insurance to bank cus-
tomers. The bank forms an in-house
insurance agency with a single
licensed employee. A contract is
agreed to between the outside agency
and the bank agency — usually for five
years — allowing the outside agency to
market agreed-on insurance products
on the bank’s behalf.

The outside agency receives 70% of
the commission; 30% goes to the bank
agency. The bank, however, “owns”
the policies. At the end offive years, if
the bank doesn’t want to renew the
contract, it has two options: Sell the
policies to the agency for IV2 of the
annual commission or keep the poli-
cies and pay the agency 1-& of the
annual commission.

Ifthe agency doesn’t want to renew,
the bank has two options: It can insist
that the agency buy the policies or it
can place the policies with another

agency or an insurance company. It
appears that the bank owns the policies
only ifthe agency decides not to renew
the contract.

The agency isn’t interested in doing
business in bank lobbies, but works
out of its own offices. Actual solicita-
tion and selling aren’t done face-to-
face with bank customers, but through
effecting low-cost mailing and tele-
communication techniques.

Key to the program’s success is bank
sponsorship, which is a dynamic moti-
vator. Letters of solicitation are mass
produced on bank stationery and
mailed to bank customers along with
promotional brochures subsidized by
insurance companies. Telephone so-
licitors contact customers for policy ex-
piration dates and, finally, producers
are put to work on the phone to clinch
sales. Insurance applications are re-
ceived from nearly halfofthose called.

As a first step in establishing an in-
surance profit center at a bank, a mar-
ket survey should be completed. This

(Continued on page 38)

Banks, Insurers Are Urged
To Create Joint Ventures

/[/m

'm convinced the sale of life insurance is such a logical and natural

I marketing opportunity, and fulfills such a basic consumer need,

that possibly by the end of this century, financial institutions have the
opportunity to become the dominant distributors of such products.” So
said Robert MacDonald, president/CEO, ITT Life Insurance Corp.,
Minneapolis, in a speech to the Town Hall of California.

Mr. MacDonald said the sale of life insurance by banks and thrifts in
“scaled-down” financial-service centers can resolve problems that
threaten profit margins in the two industries, while providing consum-
ers with policies at less cost and greater convenience.

“It’s time,” he continued, “to merge the strengths of our two indus-
tries into a strong alliance that will help overcome respective weak-
nesses and provide both sides with the opportunity to grow and pros-
per.”

Mr. MacDonald said life insurance provides banks and thrifts with the
high-margin product necessary to ease the profit squeeze caused by
deregulated interest rates and high costs of operating branch networks.
It also enables them to broaden their product/service lines, thus helping
to retain current customers and add new ones.

He argued that insurance companies also benefit, by relying on
expansive branch networks with large walk-in traffic to help insurance
agents identify prospects and by conducting their business in an atmos-
phere more conducive to consumer trust and acceptance.

According to Mr. MacDonald, medium-sized banks/thrifts, vulner-
able to one-stop financial-service superpowers, especially should con-
sider joint-venture strategies. As he put it, “Creating scaled-down
financial-convenience centers that mimic offerings of the larger com-
petitors” is a way to survive.

Mr. MacDonald has negotiated joint ventures between his firm and
several banks and thrifts over the past year. In 1983, ITT Life signed an
agreement with Norwest Corp., Minneapolis, to sell ITT Life policies
through 64 Norwest agencies within a seven-state, upper Midwest
region.
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COMMUNITY BANKING

Cooperation Among Banks, Cities
For Public-Financing Grants
Stimulates Community Development

NEW shopping center called

Towne Centre is operating in
Danville, 111, and it’s giving the city an
economic boost that is making itabet-
ter place to live and work.

A new regional shopping center
called Penn Central Mall is about to be
constructed in Oskaloosa, la., that is
expected to vastly improve the busi-
ness climate of that community.

Both projects were developed with
the assistance of local banks, which
stand to reap considerable benefits
from development of their communi-
ties.

These projects stand as a testimonial
to cooperation among municipal gov-
ernment, financial institutions, the

rates to attract $20.3 billion in private
investment and generate new jobs,
says J. Terrence Farris, UPC vice
president.

UDAG funds typically are used to
finance manufacturing facilities,
hotels, office buildings, financial in-
stitutions, shopping centers, health-
care centers and capital equipment.
The program offers fixed-rate second-
ary financing for as low as 5%, amor-
tized over terms as long as 30 years.

UDAG funds are passed from HUD
as a grant to an eligible community in
order to be loaned to a private entity at
low interest — usually in a form of a
second mortgage — to finance about
20% ofaproject’s total cost, Mr. Farris

Towne Centre in Danville, Ill., is result of cooperation among banks, municipality and
retail firms. Urban Planning Corp., St. Louis, served as consultant for $16-million project.
First Nat'l, Danville, moved headquarters to center, occupying three-story building at r.

business community in general and a
firm called Urban Programming Corp.
(UPC), located in St. Louis.

UPC serves as a sort of clearing-
house for financing for community-
development projects. It specializes in
public financing development plan-
ning, real estate and marketability
consultation for various develop-
ments.

Although UPC is a private firm, it
encourages communities to take
advantage of the Urban Development
Action Grant (UDAG) program that
came into being in 1977 and is adminis-
tered by the U. S. Department of
Housing and Urban Development
(HUD). Nationally, more than 1,000
eligible communities have used $3.6
billion of UDAG funds at low interest
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says. The balance ofthe financing must
be private and can be arranged
through industrial revenue bonds,
pension funds, syndication proceeds,
retained earnings or other convention-
al means. UDAG loan proceeds may
not be used for working capital or in-
ventory.

UDAG funds are used as gap financ-
ing to make projects economically
feasible that otherwise are not feasible
through strictly conventional financ-
ing, Mr. Farris says. The funds have
saved many projects that never would
have gotten offthe ground — but only
because their availability was known to
officials of involved financial institu-
tions, municipalities or the business
community.

UDAG funds are loaned at an in-

terest rate and term that provides an
adequate return on investment, Mr.
Farris says. Funds may be used for
direct construction or rehabilitation of
a facility as well as for such activities as
clearance, site improvements and pro-
vision of infrastructure.

In order for a community to partici-
pate in the UDAG program, it must be
included on HU D s list ofeligible com-
munities, which is determined annual-
ly. Approximately 8,400 ofthe nation’s
19,000 communities now are eligible,
he says.

In Danville, an urban-renewal pro-
gram succeeded in eliminating a 21-
acre blighted area in the southern sec-
tion of the downtown portion of the
city. The project successfully attracted
an investment of more than $15 million
for a new bank building, a civic center
and public-safety building. However,
the area was not completely de-
veloped.

UPC was called in to make recom-
mendations. It advised the city to in-
vite shopping-center developers to a
redeveloper’s workshop, at which an
informational kit and presentation
materials were distributed to provide
facts about the city, the site and what
the city was willing to do to attract
development.

Of the 40 developers attending, 14
submitted letters of interest and a deal
was struck, with the city acting as a
public entrepreneurial partner. The
result was aproject considerably larger
than first envisioned, both in acreage
and value.

Danville’s three downtown banks
were supportive of the project, Mr.
Farris says. Palmer American, First
Midwest and First National commit-
ted themselves to buying short-term
notes for the city’s land-assemblage
costs. In addition, First National be-
came the key anchor of an office build-
ing in the center and cooperated with
the developer in selling its existing
downtown facility to the developer for
future office use.

Oskaloosa had a deteriorating down-
town. A local businessman took the
lead in pushing for development of an
enclosed regional mall on a 20-acre site
in the heart of the community. The
project was a natural for the commu-
nity of 10,000, since the nearest com-
parable shopping center was 60 miles
distant.

With the assistance of UPC, the
project received a 3.3-million loan

(Continued on page 38)

MID-CONTINENT BANKER for February, 1985

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



Presenting your best reach to the
financial services market

Banking Savings Banks Trust Com]
U.S.

Commercial Finance Companies Pi
Market Accounts Preferred Stock

Banker Ac Analyst
Commercial Loans Auto Loans Es Plannin
Travelers Cheques Eurobonds Indus nsuranc
Secondary Market Hedges Calls Reins nagemen

FDIC Ag Lending Bank Cards DBMS Fixed Asset Home Banking
Teller Bill Paying Personnel/Payroll/Pension Teller Staffin
Investment Firms Insurance Companies Accounting Internationa
Banking Credit Unions Trust Lending Commercial Bank
Financial
Analysis Consumer Finance Companies Life/Health Money Marke
Funds Passbook Accounts NOW Accounts Dividends ARM
NAFCU Computing Audits
Personal Financial Planning Money Orders Flower Bonds Zero
Coupon Bonds Mortgage Insurance Futures Puts Options Ris

There’s a new kind of financial industry today —
financial services —broader, less structured.
And as deregulation and new technology provide

U.S. Banker is an independent national publication
serving top management. Each issue provides commen-
tary and objective analysis of industry developments

diverse opportunities for growth, financial services
are being provided by many different players.

United States Banker and Financial Computing
understand this evolution and provide a unique reach
into the vital financial arena.

These magazines serve the entire financial industry
— banks, thrifts, credit unions, investment firms,
mortgage, finance and insurance companies. Each
publication reaches executives in the leading financial
institutions to provide in-depth, authoritative infor-
mation on activities affecting the industry as a whole
—and on each segment of the total industry picture.

as well as face-to-face interviews with financial in-
dustry leaders.

Financial Computing concentrates on practical in-
formation about computer applications, hardware
and software specifically designed for banking and
finance. End-users, managers and DP executives find
in its pages computing solutions — micro, mini or
mainframe —for their financial specialty.

Use both magazines to effectively influence deci-
sion making at all levels within financial institutions.
Reach the financial services industry with United
States Banker and Financial Computing.

Cleworth Publishing Co., Inc.
One River Road, Cos Cob, CT 06807 Telephone (203) 661-5000

Call or write for a free media kit on each magazine today.
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AGRI-BANKING

Debtor Distress
In Agriculture

By Neil E. Harl

griculture is going through
A the most wrenching financial
djustment in a halfcentury. Not since
the 1930s have issues ofdebtor distress
and creditor remedies gripped the
farm community as they have in the
1980s. Quite clearly, the 1980s are set-
ting modern-day records for financial
difficulties by farm and ranch firms and
by nonfarm firms in rural communi-
ties.

Available data on amount and dis-
tribution of debt in agriculture leave
little doubt about the seriousness of
the financial stress gripping a substan-
tial part of the sector. Moreover, pros-
pects are for approximately one-third
of the farmers to continue to slide to-
ward insolvency unless (1) interest
rates fall sharply or (2) farm income
rises dramatically. Neither outcome
seems likely at the moment. With a
chronic and persistent capacity for
agriculture to overproduce, and with
many of the countries most likely to
increase food imports to improve diets
pressured by heavy debt loads and
high and rising interest rates, only
adverse weather is likely to produce
substantial upward pressure on net
farm income. With respect to interest
rates, changes rest with national fiscal
and monetary policy and international
financial conditions and are likely to be
determined by such groups as congres-
sional budget committees, House
Ways and Means Committee and Sen-
ate Finance Committee, the Fed and
departments of Treasury, Commerce
and State. Groups focusing on tradi-
tional agricultural policy are likely to
have limited impact on interest rates.
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Roots of the Problem. The current
wave of financial problems has numer-
ous roots: 1. Adverse weather condi-
tions in some areas. 2. High real rates
of interest. 3. Over-expansion in the
1970s under an assumption of con-
tinued inflation. 4. Reductions in land
values as the inflation rate has fallen.

The single most significant factor
appears to be the Fed sdecision in late
1979 to wring inflation out ofthe U. S.
economy. That action led to tight
money, high interest rates and a
dramatic slowing of the inflation rate.
The problem has been compounded
by massive budget deficits, which have
contributed to high real interest rates.
The result for farmers has been stag-
gering real rates of interest and falling
land values, sufficient to cause lenders
to develop concerns about a substan-
tial proportion of farm borrowers. A
similar situation exists among debtor
countries as high real interest rates
have created debt-repayment prob-
lems.

Neil E. Harl is Charles
F. Curtiss distinguished
professor in agriculture
and professor of eco-
nomics, lowa State
University, Ames, and
a member of the lowa
Bar. Dr. Harl gave the
talk on which this arti-
cle is based at the ABA
national agricultural
bankers conference
late last year.

Of the four major elements of the
problem, one — weather conditions —
is outside the realm of human in-
tervention. Another — over-
expansion in the 1970s — is history,
and nothing now can be done to
change the fact that it occurred. The
other two, high real interest rates and
falling land values, can be affected by
appropriate policies.

First, a word should be said about
over-expansion. During the 1970s,
almost everyone sought to accommo-
date inflation. Social-security benefits
were indexed; some labor contracts
were indexed; compensation offederal
employees was indexed. Farmers
accommodated inflation in some in-
stances by anticipating future capital
needs with purchases on accelerated
bases. Some home owners pursued the
same strategy. It is important to note
that the way individuals sought to
accommodate inflation had a great deal
to do with their economic status when
policies shifted toward a low-inflation
economy.

Amount!Distribution of Debt.
Viewed from the standpoint of indi-
vidual farmers, perhaps never in the
history ofagriculture have problems of
debtor distress occurred at a time
when there was greater heterogeneity
among farmers. Thirty-six percent of
the farmers in lowa owe little or no
debt and are doing relatively well,
economically. Those with substantial
debt — and that is between 30% and
40% of all farmers — are in various
stages of difficulty.

From the standpoint of what can —
or should — be done to ease the prob-
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lem with legislation, the big question
is the magnitude of the problem for
those in imminent danger ofbecoming
insolvent. Most recent data are from
an lowa survey in March, 1984. The
study was carried out by the lowa Crop
and Livestock Reporting Service with
much of the analysis by Robert Jolly,
lowa State University.

e The category of farmers in the
most serious financial bind are those
with debt-to-asset ratios of greater
than 70%. That means for every $10 of
assets, the farmer has more than $7 of
debt. In the lowa study, 10% of the
farmers, holding 9% of the assets, fall
into the over-70% category. That
group, however, holds more than 25%
of the total debt.

With a greater than 70% debt-to-
asset ratio, there’s little hope of eco-
nomic survival. An average interest
rate of about 11% — and those with
heavy short-term borrowing or vari-
able-interest-rate mortgages or both
may be paying 15% or 16% — would
require an almost 8% rate of return on
all assets just to pay the interest bill.
And that’s nothing for consumption.
Most studies show a rate of return in
the 3%-5%-range. The clear message:
Those over the 70% mark are headed
toward insolvency — and at a remark-
able pace.

e Farmers with debt-to-asset ratios
of greater than 40% are facing financial
problems. Most are losing net worth.
With a 40% debt-to-asset ratio and
paying an average of 11% interest, it
would take a net return ofnearly 4p2%
just to pay interest costs.

In the lowa study, 28% of the farm-
ers with 30% of the assets fall into that
category. And they accountfor 65% of
the debt.

The picture actually may be more
grim than these numbers indicate.
There is some evidence assets may be
overvalued and amount ofdebt under-
stated.

Farmers from all size categories are
in the over-40% group. Data indicate
the bulk of those in difficulty are full-
time family operations.

Figures from a Fed study tell a simi-
lar story. Nationally, data show 8% of
farmers with 8% of the assets have
debt-to-asset ratios of greater than
70%. That group holds 31% of the
debt.

Data on total farm debt dramatize
the magnitude of the problem
nationally. In 1971, total farm debt
outstanding in the U. S. totaled slight-
ly more than $54 billion. Asrecently as
1976, that figure stood at slightly more
than $91 billion. In the next eight
years, the figure climbed to $216 bil-

lion. Farm debt as apercentage offarm
income stood at 215% in 1960, rising to
334% of net farm income in 1975 and
skyrocketing to 1,350% of net farm in-
come in 1983. Unless inflation permits
payment from increases in asset
values, indebtedness eventually must
be paid from income.

For asubstantial segment ofthe 30%
of farmers concerned with economic
survival, repayment would be feasible
only if commodity prices were sub-
stantially higher than at present; in-
terest rates were reduced or principal
repayment requirements were eased.
Much of the debt is short term with
interest rates tied to current loan rates.
Even much of the real-estate indebt-
edness is based on variable-interest-
rate financing, as with Federal Land
Bank financing, or is based on contract

"The current wave of finan-
cial problems (in agriculture)
has numerous roots: 1.
Adverse weather conditions in
some areas. 2. High real rates
of interest. 3. Over-expansion
in the 1970s under an assump-
tion of continued inflation. 4.
Reductions in land values as the
inflation rate has fallen.”

purchases with amortization over 10
years or less. A substantial amount of
real estate was acquired in the late
1970s with relatively short contracts
(some as short as five years) with bal-
loon payments at the end of the initial
payment period. A number of such
balloon payments came due in 1984
and will become due in 1985.

Lenders holding land as collateral,
principally the Federal Land Bank and
sellers under land contract, report rel-
atively low default rates. However,
willingness of short- and intermediate-
term lenders to provide credit needed
to keep land payments current appears
to be diminishing rapidly.

Higher Price-Support Levels. If
price- and income-support policies
were to be sufficiently favorable to
farmers to solve the economic prob-
lems ofthe 30% with the greatest debt,
serious problems ofpricing U. S. com-
modities out of world markets and
problems of production control likely
would emerge.
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Possible Scenarios. Undoubtedly,
the most crucial question in framing
solutions to problems of farm-debtor
distress is what can be expected over
the next two to five years with respect
to: (1) interest rates, (2) farm income
and (3) strength of the general econ-
omy both domestically and worldwide.
Substantial uncertainty surrounds
each of those variables. For purposes
ofdiscussion, four scenarios are identi-
fied.

1. Continued high real interest
rates, possibly rising over the near
term, with stable or slightly lower
farm-commodity prices. At some
point, high interest rates will choke off
economic activity in the general econ-
omy with a recession resulting. A de-
cline in private-sector borrowing
should weaken interest rates.

2. Value ofthe U. S. dollar relative
to other currencies, presently high by
historical standards, could decline
sharply because of the effects of the
record-setting trade deficit (expected
to total $120-$130 billion for the 1983-
84 federal fiscal year) and a decline in
interest rates domestically. The result
presumably would be increased ex-
ports with a positive effect on farm in-
come.

3. The Fed, concerned about eco-
nomic pressure on Third-World debt-
or nations (over $800 billion owed,
much ofthe total to U. S. financial in-
stitutions) and pressure on some sec-
tors ofthe U. S. economy, might relax
credit controls with an increase in the
money supply and resulting higher
rates of inflation. After some lag, farm-
land values likely would be affected.
However, it is unclear in a world of
deregulated financial markets what the
impact would be on real interest rates.

4. If high and rising interest rates
cause Third-World nations to default
on their debt obligations, an interna-
tional liquidity crisis of major propor-
tions could occur. The effects would be
highly destabilizing within and outside
the U. S. Obviously, every effort will
be made to avoid such afinancial catas-
trophe. Probability of such a default
would seem to be quite low.

Traditionally, distressed debtors
have pursued several different rem-
edies, ranging from informal liquida-
tions of part or all their assets through
bankruptcy as the most formal remedy
available. In some instances, morato-
ria have been made available.

Bankruptcy. If nothing is done
beyond maintaining present federal
farm-loan programs, farmers facing the
most serious financial problems would
be expected to turn increasingly to
Chapter 7 (liquidation) or Chapter 11
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(reorganization) bankruptcy. If eco-
nomic pressures continue, bankruptcy
will appear to be increasingly attrac-
tive to debtors. For a substantial num-
ber, Chapter 11 reorganization is not a
realistic alternative as the inexorable
trend is a decline in net worth under
about any realistic scenario.

Major effects ofan increase in rate of
bankruptcy filings would be felt in ru-
ral communities. Lenders would ex-
perience an increase in non-
performing loans with some lenders
facing loan losses sufficient to raise
questions of lender survival. Vendors
of farm inputs and other merchants in
rural communities also would be sub-
stantially affected by an increase in
bankruptcy filings. A significant num-
ber of sellers ofland on contract, many
of whom are retired farmers, also
would be affected. Although bankrupt-
cy would give farm borrowers a new
start, the ripple effect in rural com-
munities likely would lead to an in-
crease in bankruptcy filings by others
in the community. Encouraging farm
debtors to remain with their loans and
keep the loans in performing status
surely is in the public interest. It is
important to keep in mind that formal
bankruptcy filings account for only a
relatively small portion of total num-
ber of farm firms disappearing because
of insolvency or exhaustion of credit.
The effect of termination of indebted
firms on lenders and other creditors is
approximately the same in either in-
stance although obligations may not
be formally discharged in non-
bankruptcy situations.

Quite clearly, the only hope for farm
debt to be paid is to create a realistic
opportunity for the debtor to remain in
production and generate sufficient
cash flow for debt repayment.

Moratorium. Another remedy
would be for states to utilize moratoria,
either those presently available (as in
lowa) or available through enactment.
In the 1930s, as the level of debtor
distress rose, indebted farmers sought
a general moratorium on real-estate-
mortgage foreclosures as a political
solution to the problem. Most agri-
cultural states enacted moratorium
legislation beginning in the early
1930s. The legislation was held by the
U. S. Supreme Court to be constitu-
tional ifa state ofeconomic emergency
existed. Ifno other solution is in place
and functioning, pressure is likely to
build for states to enact (or to activate)
moratorium legislation. The moratori-
um remedy would provide a period of
debtor reliefas to affected obligations.
The lowa statute, as one example,
affects only real-estate obligations. To
be an effective remedy, a moratorium
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also should affect non-real-estate in-
debtedness. There is little justification
now for treating the two types of in-
debtedness differently.

Perhaps the most serious shortcom-
ing of a moratorium is that it shifts the
burden to creditors, who then respond
by reducing exposure to borrowers
who are the most likely candidates to
invoke the moratorium. Thus, itwould
likely end up impacting adversely bor-
rowers in greatest need of assistance.

Federal Initiative. Following sever-
al days of intense behind-the-scenes
activity, President Ronald Reagan on
September 18 announced a four-point
program to deal with problems ofdebt-
or distress in agriculture. Two of the
four initiatives involve debt restruc-
turing.

Debt-restructuring plans typically
seek to accomplish two basic objec-
tives: 1. To provide an opportunity for
worthy farmers (in terms of manage-
ment skills and overall financial situa-
tions) to work themselves out of their
financial plights and maintain their
loans as performing loans. 2. To help
stabilize factor markets by reducing
amounts of land and machinery com-
ing onto the markets as loans are lig-
uidated and loan collateral is sold.

FmHA Debt Set-Aside. The first in-
itiative in the four-point program in-
volves setting aside a portion of the
principal and accrued interest on some
Farmers Home Administration
(FmHA) loans of farmers indebted to
the FmHA for fanner-program loans
on or before September 18, 1984. The
set-aside is for a period of up to five
years with no interest on the set-aside
amount during that period.

The maximum set-aside is 25% of
total FmHA indebtedness or
$200,000, whichever is less. Thus, the
largest amount of set-aside would be
$200,000. For set-aside amounts
above $100,000, approval of the
FmHA district director is required.
Payments are to be rescheduled on the
amount of indebtedness not set aside.
The set-aside amount is to be resched-
uled or amortized over the remainder
of the loan with payments beginning
after five years. Again, no interest is
due on the set-aside amount for the
five-year period.

An important point is that only that
part of the debt is to be set aside
needed to create a positive projected
cash flow. For this purpose, cash flow
is defined as income necessary to pay
all farm-operating expenses, family liv-
ing costs, amount needed to service
debts and a contingency amount for
unplanned expenses such as machin-

(Continued on page 46)
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About Banks & Bankers

ILLINOIS

Frank C. Rubinic hasjoined American
National, Rockford, as senior vice
president. He formerly was president/
CEO at First National, Wheeling.

Joseph Migely has joined Drovers
Bank, Chicago, as senior executive
vice president/director. He formerly
was with Marine Bank, Milwaukee,
and First National, Chicago.

Bruce I. McPhee has been promoted
to president/CEO at First Illinois
Bank, Evanston. He joined the bank in
1978 and succeeds Howard B. Silver-
man, who now is chairman.

Jean E. Marshall has been elected
senior vice president/personnel and
administration at Edgewood Bank,
Countryside. She joined the bank in
1967.

Karl T. Barthelmess Jr. has been
appointed senior vice president/au-
ditor at Continental Illinois Corp. and
Continental Illinois National, Chica-
go. He succeeds William D. Plechaty
as auditor and joined the bank in 1970.

INDIANA

Terre Haute First National has pro-
moted Ray G. Ingram and John W.
Perry to senior vice presidents; Morris
Crumrin, Harold V. Rost and Leland
S. (Bob) Sutherland to vice presidents/
banking-center managers; and
Michael A. Carty to vice president/
controller.

Union Bank, Greensburg, has elected
Robert R. Friedersdorf and Philip D.
Metz to its board. Both are farmers and
served previously before the bank was
merged into Indiana United Bancorp
in mid-1983. In other action, Carmen
L. Glenn was appointed auditor.

Robert S. Kaspar has been elected
vice president/controller at Irwin Un-
ion Bank, Columbus. He joined the
bank last November, coming from a
CPA firm in Indianapolis.

Fort Wayne National has named
Thomas L. Baumgartner senior vice
president/chief operations officer,
Stephen R. Gillig vice president/con-
troller and Margaret L. Harden vice
president/trust officer.

Lincoln National, Fort Wayne, has
appointed Alvin R. Moll Jr. senior vice
president/chief financial officer and
promoted Kenneth G. Sterling to vice
president/cashier. Mr. Moll formerly
was with Toledo (O.) Trust and Mr.
Sterling formerly was vice president/
director of operations.

IOWA

American Trust, Dubuque, has pro-
moted Bill Schrup and Jeffrey P.
Mozenato vice presidents/commercial
loan officers. Lynn A. Sanders was ap-
pointed second vice president, finan-
cial accounting, and Arlys C. Runde
was named personal banking officer.
Mr. Schrup was with the FDIC’s lig-
uidation division when he joined
American Trust in 1982. Mr. Mozena
has been with the bank since 1975, as
has Mr. Sanders. Mrs. Runde, who
joined the bank in 1966, is manager of
the downtown drive-up banking ser-
vice center.

Robert A. Harris has been elected
president/CEO at Norwest Bank
Keokuk, succeeding J. AgnewRovane,
who has retired after 12 years with the
bank. Mr. Harris previously was with
Norwest Bank Marion as senior vice
president/consumer-banking group.
He has been with Norwest since 1975.
Mr. Rovane had been president since
1980. He joined the bank in 1972.

Mark G. Kilian has been promoted to
internal auditor at Valley National,
Des Moines. He joined the bank last
April as staff auditor.

Richard E. “Dick” Retz has been
promoted to vice president, corre-
spondent banking division, Merchants
National, Cedar Rapids. He joined the
bank last July, coming from Home
State, Jefferson.

MICHIGAN

Dearborn Bank has promoted Peter
P. Hanoian and Barbara Pittiglio to
vice presidents. Mr. Hanoian is
branch administrator; Ms. Pittiglio is
personnel director.

Manufacturers National, Detroit, has
named Patrick M. McQueen senior
vice president and Paul A. Aramian,
William A. Cole, Richard C. Kluge
and Patrick J. Callahan vice presi-
dents. Mr. McQueen joined the bank
in 1970 and is in charge of consumer
loans.

NBD Bancorp and National Bank,
Detroit, have elected James E. Barlett
and Louis Betanzos executive vice
presidents for both firms. The bank has
appointed John W. Fisher Il first vice
president/international division and
Angelo M. Guerreso vice president/
Instaloan division.

MINNESOTA

Wallace V. Blomquist has been named
senior vice president at First Bank
Saint Paul. He joined First Bank Min-
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neapolis in 1955 and had been a senior
vice president/special loans/commer-
cial division. He now heads commer-
cial-loan workout activities at both
banks.

Levor (Bud) Garnaas has been pro-
moted to vice president at First Bank
Minneapolis. He joined the bank last
month and had been assistant vice
president, government trading/sales
division, capital markets/treasury
group.

Dharani (Darin) P. Narayana has
been named executive vice president/
national/international department at
NorwestBank Minneapolis. He joined
the bank in 1969 and continues to man-
age the financial-institutions business
group.

Robbery-Reward Program
Reverses Crime Trends

Many bank robbers are going to jail
because of programs like the robbery-
reward program sponsored by the
Minnesota Bankers Association, says
Gerald Thomas, chairman, MBA
security committee, and vice presi-
dent, Midway National, St. Paul.

Since 1979, the MBA, in coopera-
tion with the FBI and other law-
enforcement agencies, has been con-

Work Starts on Norwest Center

Construction has begun on Norwest Cen-
ter, Minneapolis, following ground break-
ing ceremonies last December. The 66-
story office tower will be 950 feet high,
include a four-story shopping gallery at its
base and a three-story Norwest Bank pa-
vilion. Site of the structure is the city block
bounded by Sixth and Seventh streets,
Nicollet Mall and Marquette Avenue. Nor-
west will occupy approximately 700,000
square feet of the more than two-million-
square-foot building. Norwest Bank Min-
neapolis will occupy the pavilion on the
first and second floors of the four-story
base and will have offices in the tower
portion. The bank's main entrance will be
at Seventh and Marquette. Photo shows
how tower (c.) will affect Minneapolis' sky-
line.
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MBA Announces Scholarship

The Minnesota Bankers Associa-
tion, in partnership with the Busi-
ness Economics Education Founda-
tion, will sponsor Minnesota Busi-
ness Venture, a week-long summer
program for high school students to
learn more about business and eco-
nomics.

Purpose of the program is to en-
able students and teachers to under-
stand the private-enterprise system
and the role ofbusiness in society; to
learn about state, national and global
economics; and to gain leadership
skills and insight into career oppor-
tunities.

MBA-member banks will provide
scholarship funding and will encour-
age students from their communities
to participate. Two sessions are
scheduled for July.

ducting a statewide reward program.
The MBA pays up to $5,000 to any
eligible person who provides informa-
tion leading to the arrest and indict-
ment of anyone suspected of commit-
ting or attempting to commit a rob-
bery, burglary, larceny or extortion of
a member Minnesota commercial
bank.

Amount of the reward depends on
thé seriousness and circumstances of
the crime, and bank and law enforce-
ment personnel are not eligible.

The program was established be-
cause ofan increase in bank robberies
and a low solution rate. Since it began,
these trends have been reversed, Mr.
Thomas says.

OHIO

Citizens Banking Co., Sandusky, has
awarded a $2.5-million contract to
HBE Bank Facilities, St. Louis, for a
new 23,300-square-foot, three-story,
L-shaped building. The project will
feature on-site parking, four drive-up
teller lanes and a two-story arched en-
try into the first-floor lobby. Comple-
tion is expected by February, 1986.

Central National, Cleveland, has
elected Richard W. Owens and Wil-
liam H. Robinson Jr. vice presidents.
Mr. Owens is in the foreign-exchange
department and Mr. Robinson is in the
Ohio division. Mr. Owens joined the
bank in 1983; Mr. Robinson recently
rejoined the bank after leaving last
year.

David L. Riesling has been elected a
vice president of BancOhio National,
Columbus. He is manager, special-

assets department/personal-trust divi-
sion.

Toledo Trust has acquired 14 branch
offices in Allen, Defiance, Fulton,
Williams, Henry and Paulding coun-
ties due to its merger with Maumee
Valley National, Defiance.

Toledo Trustcorp has filed applica-
tions to establish a new bank in Co-
lumbus to be named Trustcorp, Inc.
Paula Kauffmann has been elected
president of the new bank. She
formerly was deputy director of the
Division of Economic Development
Financing, Ohio Department of De-
velopment.

Robert W. Gillespie has been elected
president/CEO, Society National,
Cleveland. He formerly was presi-
dent/chief operating officer. Former
Chairman/CEO Gordon E. Heffern
continues as chairman. Mr. Gillespie
joined the bank in 1968.

WISCONSIN

Valley Bank, Shawano, has elected
William Blvthin chairman and John A.
Hennessy president/CEO. Mr.
Blythin is former president/CEO and
has been with the bank five years. Mr.
Hennessy was executive vice presi-
dent and joined the bank last summer,
following service as president, Valley
Northern Bank, Appleton.

Marine Corp., Milwaukee, has
elected James W. Eyster and Jon H.
Stowe senior vice presidents and the
following to vice presidents: Norman
C. Hansen, Raymond E. Riekkoff,
John R. Nowicki, Bruce E. Thompson,
Jane C. Arnold, Ralph F. Patek,
Gerald W. Smith, Brandy K. Chappell
and Gerald E. Olley.

Dale Thomas Tietz has been ap-
pointed assistant vice president/
branch manager at F&M Bank Slinger.
Mr. Tietz formerly was with F&M
Bank Menomonee Falls.

First Interstate Bank, Sheboygan, has
acquired Gottsacker Insurance Agen-
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cy. The firm will continue to operate as
an independent agency.

Export-Trading Company
Formed by First Wisconsin

First Wisconsin Corp., Milwaukee,
is cooperating with three major U. S.
firms to form an export-trading firm to
specialize in exporting processed foods
and other associated products.

Called Intercontinental Trading
Co., the firm will be ajoint venture of
processed-food producers and finan-
cial institutions interested in expand-
ing exports of U. S. foods and related
products.

In addition to First Wisconsin, in-
vestors are Wilson Foods Corp., Okla-
homa City; Walter E. Heller Overseas
Corp., Chicago; and Land O’Frost
Corp., Lansing, 111

The firm is being formed under the
export Trading Act of 1982, which was

Accreditation Program Announced
For State Banking Departments

HE Conference of State Bank Su-

pervisors (CSBS) has begun an

accreditation program designed
promote and recognize excellence in
state regulation and lead to reduction
in federal-regulatory/supervisory
activity in well-managed state-
chartered banks.

Illinois already has completed the
formal accreditation process per-
formed by review/audit teams com-
posed of out-of-state professionals ex-
amining the operations and capabili-
ties of the department. lowa has
moved through several steps in the re-
view process, while several other
states are in the initial self-evaluation

to 2.

wise to assure good banking services to
each state.

To achieve recognition in Con-
gress, in federal agencies and within
each state ofthe high level ofcapability
of each accredited state banking de-
partment.

The CSBS accreditation program is
comprehensive and highly disci-
plined, involving a six-step process:

1. The state banking department
evaluates itself using comprehensive
performance criteria set forth in the
Self-Evaluation Guide.

2. The state banking department
submits a request for accreditation re-
view to the CSBS performance stan-

designed to promote growth by allow- process. dards committee (PSC), accompanied
ing producers to join with financial in- The program has two basic goals. by acopy ofthe department’s selfeval-
stitutions and other firms that offer ex- 1. To strengthen capabilities of uation, supporting documents and

port-related services.
The company is headquartered in
Rolling Meadows, 11

state banking departments to assure
the safety and soundness of banking
within each respective state and other-

We are pleased to announce that

SHERWIN R KOOPMANS

formerly Assistant Regional Director,
Federal Deposit Insurance Corporation

has joined our firm as a

PRINCIPAL

in our Chicago Office

Lyons, Zomback

OstrowskKi, Inc.

Consulting Bank and Thrift Analysts

70 Pine Street
New York, New York 10270
(212) 480-0055
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20 North Wacker Drive
Chicago, lllinois 60606
(312) 782-2209

narratives and a statement of financial
support for the accreditation-review
process.

3. An accreditation-review team
appointed by the PSC conducts an on-
site evaluation, using the same form
and criteria as the banking department
and its self evaluation.

4. The accreditation-review team
analyzes and submits its findings to the
PSC.

5. An audit team then evaluates the
review team’s procedures and sub-
stance ofits report for consistency with
performance guidelines and criteria.
This assures a high and consistent level
of discipline between each accredita-
tion-review-team evaluation. The au-
dit team also determines that stan-
dards and procedures as required for
accreditation are followed and that re-
view findings justify apublic proclama-
tion that an evaluated department
merits accreditation. These findings
are reported to the PSC.

6. On formal recommendation of
the PSC, the CSBS board officially
notifies the department that it is an
accredited state banking department
for a five-year period. Maintenance of
accredited status is contingent on a
satisfactory annual self evaluation and
filing of a full report with the PSC.

Sidney A. Bailey announced the
new program. He is PSC chairman and
Virginia commissioner of financial in-
stitutions. PSC vice chairman is
Eugene Kuthy, Michigan commission-
er of financial institutions.
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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.

What Every Director

E?fe y Conflicts of Interest Should Know About
ective |mm
Board Audit '
CORPORATE
ETHICS
“S RISK
MANAGEMENT
$ 29 BANK BOARD
LOAN POLICY
b ey

$20.50

THE BANK BOARD AND LOAN
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.

b

$16

CONFLICTS OF INTEREST.$16.00.
(Third Edition) Conflicts of Interests
presents everything directors and offi-
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.

1
$22.00. This 184-page manual provides THE BANK BOARD LETTER 1
comprehensive information about the 408 Olive St.. St. Louis. MO 63102
directors’ ?“.d't _functlon. !t outlines copies, Board Policy on Risk Management S o
board participation, selection of an ies. The Effective Board Audit $
audit committee and the magnitude of cop!es, € Eftective boar u_' """"""""""""
the audit. It provides guidelines for an COPIES, Bank .Board & Loan Policy L —
audit committee, deals with social re- copies, Conflict of Interest L —
sponsibility and gives insights on en- copies, Corporate Ethics $ s
gaging an outside auditor. It includes Total Enclosed L —
checklists for social responsibilities
audits, audit engagement letters and Bank
bank audits. No director can afford to 7T
. Street ..
be without a copy! . )
City, State, Zip.
QUAN_T|TY PRICES (Please send check with order. In Missouri, add 4.6% tax.
2 - 5 copies — $19.00 ea. 1Ji
6-10 copies — $18.00 ea. fc* 1
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How to Improve

Effectiveness

Of Board Meetings

othing iS more common
nl\l around many banks than a
eetling. Recently, I started calling for
the officers of a bank about 8:30 in the
morning. | tried three or four and in
each case the secretary simply said,
“He is in a meeting.” Finally, at 10:15
I had word one ofthese officers was out
of the meeting, but before I could get
to him he was back in another!

This is not the kind of thing that
bank wanted, and ifone ofits directors
had been trying to get some service at
that same time, | expect he would (and
should) have alerted the CEO to the
need to schedule meetings as far as
possible at hours that do not interfere
with service to customers, perhaps re-
duce the number of meetings and cer-
tainly have them conducted in an ex-
peditious way. He probably might
have mentioned also that the secretary
could be a great deal more helpful to a
customer than to simply say, “He is in
a meeting.”

The same time and customer incon-
venience can be caused by directors
meetings, especially committee
gatherings. Directors should ask
themselves how much staff time is in-
volved in meetings of board and com-
mittees, how many bank officers are
sitting in these meetings and how
much are the meetings really costing.
Of course, this goes to the number of
directors’committees the bank has and
the frequency of such meetings.

Importance of Meetings. However,
this does not begin to get to the im-
portance ofmeetings ofthe bank board
and of its committees because the
board is the center of the decision-
making process of most financial orga-
nizations. Committees can add to the
ability ofone individual by bringing to
bear the whole intelligence and ex-
perience of a group. On the other
hand, the effect of a committee can be
just the opposite.

Recently the New Yorker carried a
series of articles on decision-making

34

By John Donald Wright

processes at General Motors. Ob-
viously, the brightest stars in big cor-
porations like GM are assigned to the
important committees. Rut the thrust
of the article was to the effect that
many decisions came out ofthose com-
mittees that have contributed to the
erosion of our automobile industry.

The Edsel is said to have cost Ford
over $200 million. That may be a pit-
tance by today’s standards, but it was
big money then. No doubt, it was
approved by a committee of the best
and brightest.

David Halberstam, in a book in fact
called “The Rest and The brightest,”
has detailed the processes of commit-
tee meetings in the Kennedy, Johnson
and Nixon administrations concerning
the Viet Nam War. His book brilliantly
illustrates how bad, disturbing and
even irrelevant information and
psychology can come to bear to make
committee decisions far worse than
most individual decisions. Nobody
wanted to tell the President something
he did not want to hear. Nobody
wanted to back up on positions pre-
viously taken. Some strong members
of the committee wanted to be heroes
and advance their standing in the
administration. All wanted to continue
to the next administration. So, some of

This article is taken from the book,
“The Effective Bank Director,” by
John Donald “Don” Wright, pres.,
Don Wright Associates, Inc., Dallas-
based bank-consulting firm.

“The Effective Bank Director”
(R1565-2, cloth, $29.95) and another
book by Mr. Wright — “Banking: A
Dynamic Success” (R0380-7, cloth,
$28.95) — are available from Reston
Publishing Co., 11480 Sunset Hills
Rd., Reston, Va. (800/336-0338).

MID-

the ablest and most sincere people in
the country made one bad recom-
mendation after another.

These same forces bear on bank
board and committee meetings. We
could detail them right down the line.
The process of bringing keen minds
together, willing to discuss and listen
and to arrive at committee decisions
that are better, not worse, than indi-
vidual decisions, not only is important,
it is vital. We set so much store by
committee processes, particularly
those ofthe directors and officers loan
committees, that poor results can be
disastrous.

This firstimportant point goes to the
leadership of the board or committee.
The second goes to the membership.
Unless each committee member can
speak out, unless each can listen, un-
less each can evaluate, the whole com-
mittee process on which we depend is
a poor one.

What InterferesP What are the usual
mistakes in board and committee
meetings? Directors with whom | have
spoken have listed these:

1. CEO talks too much or too little
— probably the first.

2. Staff reports are too long and not
properly prepared.

3. Lack of preparation, possibly be-
cause material for prior study was not
sent on time.

4. Directors or committee members
become involved in solving a few small
problems instead of taking a broad
view and concentrating on the most
important issues.

5. The agenda is not properly
arranged for the directors or members
to provide real input. Sometimes the
real issues come up when everybody is
eager to leave.

How to Improve. So let’s start with
the agenda as the handiest tool for im-
proving our meetings. Recently, | had
the opportunity to serve on the boards
of other companies and wish | had had
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This Four-Volume

MARKETING LIBRARY

How to Plan, Organize & Conduct Bank Anniversaries. . .
The complete guide to procedure when holding a formal
opening, an open house, any kind of bank celebration; 166
pages, many illustrations; 12 chapters starting with "First
Things First,” ranging through "Add a Little Pizazz and
Oom-pah," concluding with Expect the Unexpected";
eight appendices containing actual plans, budgets, programs
used by banks in actual celebrations; a completely factual,
step-by-step how-to-do-it book now in its second printing.
Regular Price: $24.00

How to Write Bank Publicity and Get It Published. . . The
complete guide to procedure in writing publicity releases
and how to prepare them so that newspaper and magazine
editors will use them; 61 pages; 12 chapters with titles such
as " Constructing the News Story," "Placing the News
Story," "Handling 'Sticky' Situations,"” "Dealing with News
Media"; another completely factual, step-by-step how-to-
do-it manual.

Regular Price: $10.00

MID-CONTINENT BANKER for February, 1985

Regular Price

$60.00

oy $42.50

How to Plan, Organize and Conduct an Incentive Campaign
... Mid-Continent Banker's newest how-to-do-it manual; a
complete guide to procedure in evolving an effective in-
centive campaign to sell bank services and/or increase bank
deposits; 96 pages, 16 illustrations; starts by telling you
premium terms and the history of incentives, roams
through such topics as trade area studies, tying in with cur-
rent events, getting new business from old customers, moti-
vating staff members and concluding with a series of six
case histories of actual bank promotions that obtained ex-
ceptional results.

Regular Price: $15.00

Profit-Building Ideas for Bank Christmas Promotions. This
is NOT a Christmas Club book, although ONE chapter is
devoted to Christmas savings promotion plans. Other chap-
ters: selling various bank services during the Holidays: using
lobby decorations most effectively;, helping children at
Christmas; remembering employees in Christmas planning;
using the "good will season" to build bank good will; get-
ting the most benefits from Holiday publicity; planning for
the Holidays from mid-summer to New Year's. In 80 pages
are packed tested Holiday ideas used by banks, big and
small, from coast to coast.

Regular Price: $11.00

MONEY BACK GUARANTEE—If not completely satisfied, return
within 10 days for full refund.

rMID-CONTINENT BANKER
408 Olive, St. Louis, Mo. 63102
Please send us books checked:
$24.00 ea.
copies, Bank Publicity Book (fl $10.00 ea.
copies, Planning an Incentive Campaign (a

copies, Bank Celebration Book (u

$15.00 ea.
copies, Profit-Building Ideas for Xmas (a $11.00 ea.

SEND ALL FOUR BOOKS AT THE LOW PRICE OF $42.50
[ ] Check enclosed

ST B ittt
City, State, Z ip

(Check should accompany order. We pay postage and handling.
Missouri banks please include 4.6% sales tax.)
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this chance long ago. One company is
headed by a brilliant entrepreneur
who has started companies before, has
always been successful and is on the
road to another fine achievement. But
that does not mean he is the best hand
atrunning meetings. Atarecent meet-
ing, we heard outstanding reports
from the staff for an hour and 45 min-
utes, but they could have been con-
densed to 30 minutes. Just when
everyone was getting ready to adjourn,
the chief executive said, “Now I’d like
you to consider whether we should sell
a division of the company.”

Here was the only thing in the whole
meeting directors could put their teeth
into. It is probably the most important
question to which the board could con-
tribute in ayear, and it comes up at the
tail end of a meeting when it will re-
ceive the least consideration.

| thought how often | have made
that same mistake. How often do we
bring our most important loans up at
the last of the loan meeting? All this
goes to the agenda. Just because the
agenda for aboard or committee meet-
ing has once been structured in a cer-
tain way does not mean it has to remain
that way forever; nor do we need to
stay in a rut because law or regulation
may require that we cover certain
things in each board meeting. The
CEO’s operating reports may always
have been scheduled first, but that is
not a requirement. One of our direc-
tors recently asked that the agenda be
set up so the items on which the board
could make the major contribution are
placed first, and I think that is an out-
standing suggestion.

When and Where to Meet? Every
once in a while, every board or com-
mittee should ask itself, “Are we meet-
ing at the best time of the day?” We’d
like to meet when our minds are fresh.
But we also would like to meet when
directors are under the least time
pressure. ldeally, they should be able
to come in a few minutes ahead oftime
to look at their information and should
feel there is nothing more important
for them at that particular time than
this meeting. It is disruptive if direc-
tors have to leave the meeting, espe-
cially ifthe chairman must leave. Early
morning meetings have an advantage,
but often directors must leave to make
an appointment or catch a plane. Late
afternoon meetings may strike the
director at the time of his lowest
physical and mental energy. Night
meetings particularly run into that
problem. One bank has a program in
which directors can come at 11 a.m. (if
they desire), look at their material,
have lunch and then get into a formal
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board meeting immediately after. This
has a good deal to recommend it if
members are willing to cut into the
middle of their days.

Where should the board meet? Of
course, the usual answer is in the
boardroom. But years ago, our board
went to a place on the lake that was
owned by one ofour fine directors, and
we met in two adjacent rooms forming
an L-shape. The arrangement was
such that some of the directors could
not see the entire group. We all were
sitting in straight-backed chairs, and
few had the luxury of a table. We did
not have a lot of high-powered audio-
visual equipment. Butwe did have the
finest communication we had ever had
at any board meeting. The relaxed set-
ting just invited easy discussion.

This is not to say a lot of meetings
should be held away from the bank —
but perhaps occasionally one should.

Of course, we all know many banks
have elegant boardrooms with large
tables, and these are impressive show-
places. But the test of the large ex-
penditure generally made on board-
rooms is, do they really contribute to
director communication and good de-
cisions? We all have had a feeling on
entering certain rooms that they were
quiet, dignified, comfortable and
pleasant. These are the things that will
help make good concentration and
communication and thus good deci-
sions. Anything that contributes to
good decisions will help pay for the
boardroom.

Preparation and Conduct. Board

Student Given Chance
To Live In Paraguay
With Bank's Help

Thanks to Chicago’s First Security
Bank, a high school student spent the
past summer living with a family in
Asuncion, capital of Paraguay.

Each summer, the American Field
Services (AFS) Scholarship Program
exchanges 8,000 students and teachers
among 60 countries. The objective is
to give those involved the opportunity
to get to know and understand coun-
tries other than their homelands.
However, while some students are
able to finance their trips themselves,
many city students cannot and so miss
out on this educational experience. In
its first year as a member ofthe Chica-
go Business AFS Scholarship Pro-
gram, First Security sponsored the
high school student by paying her par-
ticipation fee.

and committee.meetings are impor-
tant enough for significant advance
preparation. The CEO and other staff
members who are going to report
should rehearse to stay within time
limits. Whatever maps, charts and
slides are going to be used should be
ready. If the directors are to receive
handouts, the latter should be passed
outatthe proper time, notwhen some-
thing else is being considered. Need-
less to say, the room needs to be prop-
erly lighted and air conditioned, and
all other efforts should be made to
keep down those peripheral and subtle
irritations that make it difficult for the
mind to focus on a complicated
thought.

The conduct of the meeting is so
significant! Frequently, someone
wants to arrive at a conclusion before
the subject is even properly intro-
duced. Others insist on having more
than their due weight of influence.
Sometimes, it’s apparent in any meet-
ing that some members have teamed
up in advance. All these things tend to
destroy the true genius of a meeting.
Frequently, the attitude of the chair-
man or the CEO or one or two strong
directors is all determining. Who has
not been in a bank officers’ loan meet-
ing, for example, where everybody
waited until the old man expressed
some thought, and then everybody
rushed to get out in front on that idea?
The same kinds of psychology can be
applicable in a board meeting if the
chairman or president presents some-
thing in such away that an open discus-
sion cannot be held and alternatives
cannot be considered.

All these failings have given rise to a
well-known expression: “A camel is a
horse designed by a committee.”

Summary. It does not need to be
that way. By naming the right people
to the committees, counterbalancing
one strong influence with another, by
not having people there whose pres-
ence is unnecessary or detrimental, by
proper preparation (and sometimes by
an expression of ground rules in adv-
ance) and by quiet, deliberate, coop-
erative comments, boards and com-
mittees can elicit information and atti-
tudes from a broad range of back-
grounds that should ensure the finest
possible decisions. And the finest
possible decisions are what the bank
and the industry will need more in the
next few years than ever before. It is
well to also consider every meeting as a
sales gathering. People leave feeling
better or worse. Let’s try to always go
out with the feeling that we are on the
right track, working together and “that
was a good meeting.” ¢
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The Great
1985-86
Halley’s Comet

Promotion#
Is Coming!

Tie Onto the Tail OfA Once-In-A-
Lifetime Affiliation Opportunity
Designed To Make Your
Marketing Efforts One Brilliant
Success After Another.

Your marketing team can be the
first on the planet — and the only
one in your institution’s marketing
area —to hitch your financial
products and services to a truly
world class promotional opportunity:

The Great 1985-86 Halley’s Comet
Promotion® now being offered
exclusively by J. EDWARD
CONNELLY ASSOCIATES.

The predicted, long-awaited
(76 years) return of this spectacular
celestial visitor will just as
predictably generate awareness,

interest and excitement that will
involve all demographic and value
groups.

IT WILL ECLIPSE THE OLYMPICS!

Indeed, interest in Halley’s Comet,

and the success of product
promotions that are affiliated with it,
promises to eclipse even the 1984
Summer Olympics!

J. Edward Connelly Associates is
ready right now to show you how
your Institution can become the
focal point for informational,
educational and product
promotional excitement that
Halley’s Comet will be bringing this
way in 1985.

For more information on howyour institution
can achieve brilliant marketing successes in 1985
and 1986 by taking adavantage of a truly ‘Heaven
Sent” affiliation opportunity. Mail Coupon to:

J. Edward Connelly Associates
1020 Saw Mill Run Blvd.
Pittsburgh. PA 15220

Address
City
Zip Code

T Asset Size Phone

or call tollfree 800/245-6532

JET

J. Edward Connelly Associates, Inc.
AMERICA'S LEADING FINANCIAL MARKETING COMPANY
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Cooperation
(Continued from page 22)

from UDAG.

lowa Trust and Savings, Mahaska
State and an S&L were instrumental in
negotiations with the UDAG office by
providing adequate commitment for
financing the project, which eventual-
ly was replaced by a bond program.
These institutions also actively sup-
ported the developer by financing ini-

tial land-assemblage efforts and par-
ticipated in providing technical assist-
ance and financing to businesses being
relocated from the cleared area.

Mr. Farris says financial institutions
have the ability to encourage use of
UDAG programs, when necessary,
through individual business-customer
assistance on particular projects, work-
shops/luncheons for business custom-
ers, workshops for the business com-
munity sponsored by an economic-
development organization such as the
local chamber of commerce and dis-

cussions with others in the real-estate
industry, such as appraisers, account-
ants, realtors, engineers, architects,
etc.

Mr. Farris sees UPC’srole as that of
an intermediary between the private
and public sectors in order to expedite
project developments. — Jim Fabian,
senior editor.

How to Plan
(Continued from page 21)

identifies profit potential based on
number of home/auto owners in the
community. The survey can be con-
ducted with or without direct contact
with bank customers. Management
may wish to consider direct contact to
measure interest in particular insur-
ance products.

Another important step is to identify
key insurance agents within the com-
munity with the capacity to market to
and serve the needs of the bank’s cus-
tomer base. Discussions ofan arrange-
ment to sell insurance in the lobby or
by direct mail would follow. In some
areas where a customer base may be
too small for an individual bank to
establish an insurance profit center, a
regional consortium of banks could
seek a common agent to offer insur-
ance products to their combined cus-
tomer base.

It’s evident, then, that community
banks can establish insurance profit
centers that tap the dormant asset
value oftheir customer bases, as sever-
al large banks already have done. Bank
management should explore the wide
range of marketing options available,
selecting the one best suited to its
situation.

The potential for significant earn-
ings already exists. It remains only for
management to put programs in place
to create these profits. The resiliency
and quick reaction-time capability of
community banks should be a substan-
tial advantage in achieving this goal.

» The St. Louis Fed has appointed 10
new officers: Dallas S. Batten, Hillary
B. Debenport, Rik W. Hafer and
Michael E. Trebing, research officers;
Dennis W. Blase and Harold H. Rie-
ker, supervisory officers; Judie A.
Courtney, human resources officer;
Gregory S. Pusczek, general services
officer; Frances E. Sibley, systems
officer; and Harold E. Slingerland,
credit officer.
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Matching Production to Resources
Key to Survival in Beef Business

eef-cattle production
ﬁ in the U. S. will be required to
adJlst to the changing structure and
economics of the industry.

The National Cattlemen’s Associa-
tion has discussed today’s beef-cattle
business as a “mature” industry. A ma-
ture industry is one that must cope
with slower population growth; hence,
slower growth in per-capita consump-
tion of the product.

In addition, the present economic
status suggests this mature industry
cannot count on rapid, or prolonged,
increases in prices paid for the prod-
uct. This leveling out of growth, and to
a lesser degree prices received, poses
new concerns for the producer who
must change his management prac-
tices to effectively cope in a new com-
petitive market.

Optimizing Production

Over the lifetime of most cattlemen,
the direction of the beef industry has
been toward maximum production.
Choice of breeds, feed supply, labor
intensity and ahost ofother cost factors
were not major considerations in
efforts to maximize production so long
as the industry was a growth industry.
However, under a mature-industry
scenario, production goals must be ad-
justed to better relate to a cost-benefit
analysis. Optimum production with
net profit being the only maximum
consideration is perceived by many to
be the only sure route to profitability
in the beef industry of today and
tomorrow.

By H. H. Dickenson

H. H. Dickenson is
executive vice presi-
dent, American
Hereford Associa-
tion, Kansas City.

Optimum production means match-
ing production to available resources.
For the most part, this means a careful
analysis of available feed supplies and
how management must adjust to adapt
to the environment. A goal of higher
weaning weights may need to be re-
placed by a goal of more calves with
lower unit weights. Increased milk
production may be costly when plotted
against the cost-benefit analysis of
what it costs to achieve greater milk
production. To a degree, even lower
prices received for calves may prove
beneficial ifthe cost ofproducing those
calves can be reduced significantly.

Optimum production requires
trade-offs. Through genetic selection,
man can change cattle significantly and
still not defeat the basic purpose of
beef cattle. But there are biological
limitations, and it is the cost-benefit of
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these trade-offs that must be consid-
ered when looking at optimum versus
maximum.

From an economic value, reproduc-
tion is by far the most important of the
trait groups. Therefore, this is where
most emphasis should be placed.
W ithout a calfto sell every year, a cow
cannot pay her way. After achieving a
goal of a live calf for each cow, then
growth, or weaning weight, becomes
the priority item. Last, in economic
value, is carcass merit.

Calving ease thus becomes a high
priority for the commercial man. To
obtain maximum calving ease general-
ly requires a trade-off with growth.
Heavier weaning weights mean
heavier birth weights, and this trans-
lates to more calving problems. By the
same token, selecting for calving ease
alone means lighter weaning weights.
Selection for optimums in this area
thus is an important consideration.

Cow size has been a controversial
subject for some time. Larger cows
generally have heavier calves, but cost
of maintaining larger cows may well
offset the benefits of heavier sale
weights. Again, the producer’s ability
to adjust to environmental restraints is
the key to his choice of cow size.

Thus, optimal production in the
beefindustry involves the merger ofa
number of biological and economic
functions that allow cattle to be the
most efficient type for a given farm or
ranch. Adjusting one’s operation to the
optimum-production concept does not
necessarily mean that growth, size or
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milk production must be decreased.
Rather, it implies there are limits for
any of these traits at which point beef
animals become counterproductive.

However, there is little doubt that
striving for optimum production is the
key to survival for most beefoperations
in the future. The cost-benefit ratio is
contingent on matching production to
available resources, and financing
beef-cattle operations in the future
must take this aspect into considera-
tion. In the final analysis, profitable
beefproduction must be based on this
formula.

Profit Margin = (Average Wean-
ing Weight) x (% Calf Crop) x
(Average Sale Price/Lb. of Calf)
x (Number of Cows in Herd)
Minus Annual Cost of Operation.

In making this formula work, the
producer must consider a number of
proved production truths and eco-
nomic facts that have an impact on
profitability.

Production Truths

Frame and Growth . Frame size is
primarily an indication of (1) birth
weights; (2) weight at choice grade and
(3) mature weight. Selection for
growth should occur within frame size.
W ithin a frame size, faster-gaining cat-
tle generally are more efficient.

Cow Size. Biological extremes sel-
dom represent maximum economic
efficiency for the commercial produc-
er. Beyond the need for an optimum

"Over time, premiums or
discounts for a specific breed
or type are largely a matter of
supply and demand. Under
current economics, there may
be just as much opportunity for
improving profitability through
lowering input costs as there is
through increased output or in-
creased prices.”

range in size to meet market-weight
criteria and to suit environmental
adaptability, the impact of cow size on
economic efficiency is minimal.

Milk Production. A high-quality en-
vironment can accommodate a wide
range in milk-production potential,
but a less-favorable environment must
use the moderate- to low-milking cows
to be most efficient.

Cattle Type. Cattle type should not
stray far from the economically avail-
able feed resources ou the home farm
or ranch. Low levels of nutrition favor
smaller-breed types. Moderate levels
of nutrition are best suited for
medium-breed types. High levels of
nutrition can accommodate large-
breed types.

Crossbreeding. Breeds used in rota-
tional-crossing systems should be rel-

Merger/Acquisition Plan Published

takeover attempts and impending mergers and acquisitions has

Q SURVIVAL game plan ofalternatives and strategies for unexpected

een published by the Touche Ross Financial Services Center (FSC),

New York City.

The publication, titled “The Banking Shakeout,” is aimed at direc-

tors,

CEOs and chief financial officers of financial institutions. Its

issuance was prompted by the increasing number of banking mergers

and acquisitions in recent months.

There isan immediate need to focus on the rapidly changing banking

environment,

says J. Thomas Presby, FSC partner in charge. “Bank-

ing executives, particularly those associated with small to mid-size
institutions, recognize the urgency with which they have to deal with a
merger, acquisition or consolidation. Early planning is the key when
bankers are faced with shrinking earnings and growing expenses.”
The publication examines the acquisition/divestiture process from
feasibility review to integration of operations and human resources. It
discusses a range of alternatives and considerations to be made in the
event of an acquisition or takeover with key questions that should be

asked by banking management.

Copies are available at no charge from William K. Smith, director,
bank mergers/acquisitions, Touche Ross Financial Services Center,
One World Trade Center, New York, NY 10048.
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atively similar rather than different in
type. The spread in cow size between
breeds should not exceed 200 pounds,
and milk-production differences
should not exceed eight pounds daily
production.

The Functional Cow. She works for
her owner instead ofher owner for her.
She is trouble free. If she costs extra
time and labor, she is nonfunctional.

Total Cow Herd. Success or failure
iu a commercial cow-calf enterprise is
measured at the herd level, not at the
individual cow level. In most environ-
ments, cows in the herd should not be
extreme in any one production trait.
They should be moderate in most traits
so as to withstand volatile changes that
occur in climate, cattle prices and pro-
duction costs.

Aggravation Factor. While not tied
directly to the profit formula, atrait or
characteristic such as disposition has a
powerful impact on management effi-
ciency. Ease of handling can be a
breed asset or a breed liability that
warrants consideration. Likewise, eco-
nomic traits such as feet and udder
soundness are either a plus or a minus
as it relates to labor requirements.

Economic Truths

Cattle Prices. Over time, premiums
or discounts for a specific breed or type
are largely a matter of supply and de-
mand. Under current economics,
there may be just as much opportunity
for improving profitability through
lowering input costs as there is
through increased output or increased
prices.

Feedlot Demands. Predictability
will become a major component in
overall acceptance by feedlots. Knowl-
edge of the performance potential ofa
pen of cattle is money to the modern
feeder. Shorter feed periods cut down
on both feed costs and interest owed.
Contrary to what many predicted a few
years ago, cattle with ability to grade
choice on shorter feed periods are
most in demand. Feedlot cattle must
be able to perform satisfactorily under
climatic extremes.

Packer Demands. Boxed beef ac-
counts for nearly 60% of the carcass
beef sold today, and the trend is to-
ward an even higher percent. Accept-
able carcass weights for most boxed
beefprograms are 600 to 800 pounds or
1,050 to 1,300 pounds live weight. Be-
cause of restaurant demand for certain
size cuts of steaks and roast, the most
optimum carcass weight is 725 pounds,
which translates into a 1,200-pound
live weight. Yield grades two and three
will remain the most desirable from a
cutability standpoint. « e
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A Natural

Question "

Can Make A Big Difference!

As an experienced banker, you naturally know the right
questions to ask of loan applicants.

And, if your applicant happens to be in farming,
naturally you ask: “Are you protected with Crop
Insurance?”

You know that crops can be damaged or destroyed by
too much rain, or too little rain, and rain at the wrong
time. All the other hazards: wind, hail, fire, insects or
disease can wipe out a whole year's production. When
this happens, the borrower could end up with little or
nothing to show for the investments of time, money and
labor. This means no income to pay expenses, loss of
income to repay production loans or service long-term
debt, and possibly no capital to keep on farming.
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If you make Crop Insurance part of the picture, the™
outcome of a crop loss does not need to be financially 1
devastating. Crop Insurance allows the farmer to repay!
loans, meet production expenses, and to keep on
farming.

Now the new Crop Insurance program offers farmers
yield guarantees and premium rates based on their own
production history. Plus flexibility to purchase the
coverage they need. So Crop Insurance is a natural.

“Are you protected with Crop Insurance?” Think about
it! Isn’t it a natural question to ask your next farm
borrower? n

It can make a big difference!
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Cut Ag-Loan Defaults
By Sharpening
Lenders' Skills

///C ounseling agricultural
borrowers is an area where
our bankers need to do a better job.”
That comment, by a bank president in
the Hawkeye Bancorp system,
summarizes a problem facing agri-
cultural lenders across the country: the
need to sharpen lender skills as a way
to cut the escalating number of agri-
cultural-loan defaults.

Complicating the situation is a major
change in the way Hawkeye Bancorp
and other banks are approaching agri-
cultural lending. Lenders trained to
look primarily at net worth — a farm-
er’s assets and liabilities — now must
focus more closely on his or her real
ability to repay loans from cash flow of
the operation.

The problem has become more dis-
tinct in the past two years. Through
the 1970s, most agricultural lending
was asset based. Because ofinflation in
land and equipment values, stable or
improving commodity prices and
favorable livestock markets, little or no
attention was paid to the ability of a
farming operation to ser-
vice debt from current
cash flow. W hen the infla-
tion pattern reversed in
the early 1980s and mar-
kets began their down-
trends, banks found
themselves with large
numbers of agricultural
borrowers who didn’t
have the assets to support
the amount of credit that
already had been ex-
tended. The result:
agricultural loan defaults
in record numbers. An
approach to agricultural
lending emphasizing
cash-flow analysis clearly
was necessary.

“The lender has a great
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By James Bullard

James Bullard is vice
president, credit
administration,
Hawkeye Bancorp,
Des Moines, la.

deal of responsibility for a lot of the
capital decisions his customers make
and is likely to have more in the fu-
ture,” according to Glen Determan,
loan administrator for Hawkeye Ban-
corp.

“We need to form closer rela-
tionships with our borrowers and help
them become better marketers with
the assistance of good cash-flow pro-
grams. Our role is not to manage their
businesses for them, but to give them

Harvest Production

Sell Farm Commodities

the guidance they need to make intelli-
gent decisions,” says Mr. Determan.

At Hawkeye Bancorp, a major con-
cern was finding the tools to help our
agricultural loan officers examine
farming operations from a true cash-
flow basis and enhance the agribusi-
ness background they need to do bet-
ter as financial advisers. We also
needed atraining system that could be
customized to our specific needs and
that could help standardize agricul-
tural-lending practices in the 36 banks
affiliated with the Hawkeye Bancorp
system.

Agri Lending, anew training system
from San Francisco-based Omega,
Consultants to Bank Management,
was selected as the basis for such a
program. The Agri Lending system
was implemented on atrial basis at two
Hawkeye Bancorp banks in the fall of
1984. The 10trainees who participated
included bank presidents, senior loan
officers and apprentice agricultural
lenders.

The foundation of the Agri Lending
system used at Hawkeye
Bancorp is the Decision
Strategy, a step-by-step
process for reaching a
credit decision that helps
our lenders gather, orga-
nize and assess borrower
data systematically. The
four major steps in the
Decision Strategy proc-
ess are 1. Loan request/
applicant review. 2.
Financial position and
past performance. 3. Pro-
jections. 4. The credit de-
cision. Each step of the
Decision Strategy repre-
sents a hurdle that must
be passed before the loan
officer can proceed.

Agri Lending is struc-
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tured as a two-part curriculum. Agri
Lending I: Agrifinance teaches our
trainees the fundamentals, including
the nature of agribusiness and the
financial tools necessary for credit
analysis. In Agri Lending II: Credit
Analysis, our lenders learn the more
advanced techniques of loan analysis,
including the Decision Strategy.
Although lenders with strong account-
ing backgrounds and familiarity with
the agricultural-lending environment
can test out of part I, Hawkeye Ban-
corp lenders who completed the train-
ing recommend including it, even
though the material might seem
elementary to experienced lenders.

One trainee, a senior loan officer,
commented that Agri Lending | “pro-
vides a common groundwork of termi-

Agricultural Lending:
Making Credit Decisions

Loan Request and Applicant Review

Financial Position and
Past Performance

Projections

The Credit Decision

n

nology and information for everyone
for the remainder ofthe course. It also
provides a logical thought process for
analyzing loan applications, along with
the tools to measure repayment capac-
ity, workability and risk for both lend-
er and borrower before making loan
decisions.”

In addition to providing a structure
for determining agricultural-credit
risk, Agri Lending also serves as a
checklist for gathering necessary finan-
cial data — a crucial process in alend-
ing area where audited financial state-
ments are rare. In other types of com-
mercial lending, we assume that books
are set up on an accrual basis, with the
borrower supplying the necessary
financial data. Most farmers, however,
use cash-based accounting for the few

Decision Strategy

mThe Loan Request
m The Business Entity

m Farm and Financial
Management

m Current Financial Position
m Past Year Profitability

m Past Loan Performance
m Financial Trends

m Borrowing Cause

m Operating Plan

m Cash Flow

m Profitability

= Pro Forma Balance Sheet
m \Workability

m Security

m Risk

m Assessing Creditworthiness
m Making the Credit Decision

m [ oan Servicing

financial statements they do prepare.

Within Hawkeye Bancorp and its
primarily “country-seat” agricultural
trade-center banks, collecting in-
formation is 50% of the work in agri-
cultural lending. Lenders must gather
data, put the information together and
verify its accuracy before they can be-
gin an analysis. This information-
gathering and verifying process, which
is missing in most other commercial
lending, is a major training need
addressed in Agri Lending.

According to Kevin Fisher, Omega
product specialist, development ofthe
Agri Lending training system began in
1979 as ajoint venture between Omega
and the Baltimore Farm Credit banks
and reached its final form in 1982 in
field tests with the Omaha Federal In-
termediate Credit Bank. Its purpose
was to provide an alternative to the
traditional apprenticeship method of
training agricultural lenders, which
can be inefficient and time consuming.

“In researching Agri Lending, we
found that apprentices can watch an
experienced lender make 50 loans and
feel they have witnessed 50 unique de-
cisions because of the complexities in-
volved in agricultural lending,” Mr.
Fisher says. “Lacking a clear frame of
reference, they tend to see the differ-
ences, not the similarities. Agri Lend-
ing offers a considerable shortening of
training time by combining the step-
by-step Decision Strategy with on-the-
job training experience — the tradi-
tional apprenticeship method.”

At Hawkeye Bancorp, Training
Director Kevin Remillard said com-
pletion of the Agri Lending system
took 14 weeks — 90 to 100 hours —
compared with the estimated two to
three years required to reach a compa-
rable level ofexpertise in the tradition-
al on-the-job training approach.

“In addition to shortening the train-
ing time, the Decision Strategy tech-
nigque also shortens the credit-analysis
process,” Mr. Remillard says.
“Documenting the information neces-
sary for agricultural loans can take
twice as much time as preparing other
kinds ofcommercial loans, especially if
you don’t understand what you’re
looking for and what the ratios mean.
That was a problem especially with our
junior lenders. The Decision Strategy
taught them how to start and what to
focus on. That’s critical.”

In addition, Mr. Remillard says Agri
Lending gave Hawkeye Bancorp
trainees a common basis for com-
munication, which will become in-

Copyright ©1983 by Omega Performance Corporation mSan Francisco, California. All rights reserved.

Foundation of Agri Lending system used at Hawkeye Bancorp, Des Moines, is
Decision Strategy, outlined in this chart. It's step-by-step process for reaching
credit decision.
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There's a major change in the way Hawkeye Bancorp and
other banks are approaching agricultural lending. Lend-
ers trained to look primarily at net worth — a farmer's
assets and liabilities— now must focus more closely on his
or her real ability to repay loans from cash flow of the

operation.

creasinglv important as training is
offered in other banks in the system. If
our lenders don’t have an ability to
communicate on a common ground, it
will be difficult to improve technique.
“Excellence comes only with con-
sistency. If I were to choose one thing
apprentices and senior lenders alike
got out of the training, it’s a consisten-
cy of approach to lending decisions.’

As an example, one trainee — a
senior vice president who has 10 years’

experience in agricultural lending —
says: “l ve been looking for this kind of
a course ever since | became involved
in ag lending. It’s given me a basis in
accounting for things I've been doing
for 10 years, knowing they were cor-
rect, but not being able to explain
them adequately to customers or my
junior loan officers.”

One of the two Hawkeye Bancorp
system bank presidents who com-
pleted the course echoes that opinion,

Investment-Policy Danger Signals Noted

NK DIRECTORS who oversee their institutions’investment poli-
cies should be alert to eight danger signals that might lead examin-

ers to suspect trading activities, say attorneys with the financial section

of Borod & Huggins, Memphis law firm that specializes in financial-
institution representation.

If regulators find evidence of trading activities, they will require the
institution to mark-to-market the value of its investment portfolio,
which can result in a tremendous write-down on capital. If municipal
securities are involved, forced registration as a municipal-securities
dealer is inevitable.

The following situations act as red flags to regulators:

e Assets purchased with an intent to resell, often evidenced by high
turnover of investments in the portfolio that are held for far less than
maturity.

e Undue preoccupation with whether money rates are high or low
and the financial structure of the economy when investment decisions
are made, leading to conclusions by examiners that speculation formed
the basis of the trading decision.

* Emphasis on income from investments versus the value of holding
investments to maturity.

« A species of security (sub-investment) that itself evidences a spec-
ulative intent, such as futures contracts rather than municipal bonds.

e Churning the portfolio to take profits from short-term price
movements, often evidenced by volume purchases and sales of secu-
rities held for abriefholding period, rather than engaging in purchases
and sales to improve portfolio character.

* An executive in charge ofan institution’s investment portfolio who
is not well versed in sophisticated market products and techniques, but
who is engaging in financially complex transactions.

* A regular pattern of engaging in volume, speculative trades as
opposed to occasional purchases and sales for specific investment goals,
such as laddering of maturities or ridding portfolios of issues that have
declined in credit quality.

« Sales of portfolio securities with price differentials or markups to
bank customers or other banks used as a source of income.

Structuring investment policies and practices in conjunction with
counsel is advised, rather than trying to defend against imposition of
regulatory sanctions or regulatory requests to restate call reports, says
Borod & Huggins.

adding: “l have noticed a marked im-
provement in the approach loan offi-
cers are taking in analyzing credit.
They have a better understanding of
accounting procedures. They are
asking the right questions regarding
the profitability and workability of
credit lines and seem better equipped
to relate the necessity ofthese matters
to their customers.”

The second bank president who par-
ticipated in the training comments that
his bank could have avoided $400,000
in bad loans during 1984 ifhe had been
through the course at the beginning of
the year.

Because of these results, Hawkeye
Bancorp is planning to implement the
Agri Lending training program in an
additional 28 banks in the system dur-
ing 1985. Agri Lending will be the
basis for all Hawkeye Bancorp’s on-
going training and educational efforts
in the agricultural-lending area. Fu-
ture plans include adapting the Agri
Lending material to produce com-
puter-prepared cash-flow and financial
pro formas and enhancement of inter-
view and counseling techniques. « «

» Bank Building Corp. Gary Strong
and Richard T. Breitenfeld have joined
the firm as marketing manager/finan-
cial facilities and sales manager/Mid-
Continent region, respectively. Mr.
Strong formerly was marketing mana-
ger for the St. Louis Fed; Mr. Breiten-
feld was with Golden Real Estate En-
terprises and Hilti, Inc., where he was
area sales manager.

STRONG BREITENFELD

Area Weavers Show Work
In Exhibit at Bank

The ancient art ofweaving from bas-
kets to tapestry was the subject of a
display at Toledo (O.) Trust’s Atrium,
Three SeaGate. The exhibit was called
“Fibers Alive, an Exhibition of the
Best of Northwest Ohio’s Fibers.”

Shown were approximately 30
pieces representing the best work of
northwest Ohio weavers, entrants in
the fiber-arts competition sponsored
by the Toledo Area Weavers Guild.
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Attention Bank CEOs:

How Does Your Bank
“Introduce” the New Director
To His New Job?

HE NEWLY ELECTED bank director probably seems
T overwhelmed with the responsibilities ofhis new job and the
complexities of the banking system. So, you Il want to acquaint
him with his “new chair” as quickly and as “gently” as possible.

Your bank undoubtedly has a portfolio of material to hand to
the new director. Our instructional folder, entitled “Briefing the
New Bank D irectorcan be a useful addition to your introduc-
tory material. It iswritten by Dr. Lewis E. Davids, editor of The
BANK BOARD Letter.

“Briefing the New Bank Director’ provides the recipient with
an overview of the director’s job and responsibilities and also
offers suggestions on “homework” and “reading” assignments
that will bring him quickly up-to-date in his job.

This 8-page folder concludes with what the author has termed
the “20 Commandments for Bank Directors” starting with Thou
shalt not attempt to usurp prerogatives of management,” and
ending with “Thou shalt submit thy resignation gracefully and
with dignity when no longer making a positive contribution to the
bank.”

Fora FREE copy ofthis folder, fill in the coupon below. You’ll
receive this plus other information concerning the bank director’s
job that can be useful to him and, of course, to the bank.

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

Please send me a FREE copy of “Briefing the New Bank Director |
| along with other information about The BANK BOARD Letter.

Name Title |

Bank et e — !

I AAATESS et et ettt bereas
m City I State Zip |

MID-CONTINENT BANKER for February, 1985

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



Debtor Distress
(Continued from page 26)

ery repairs and illness of family mem-
bers.

If a set-aside of 25% does not pro-
duce apositive projected cash flow and
a 10% margin to cover unanticipated
expenses, preliminary indications are
that no part of the debt can be set
aside. The FmHA county supervisor is
to help the borrower in seeking a
voluntary debt adjustment from other
creditors. If that produces a positive
projected cash flow and the 10% mar-
gin, the set-aside can be approved.

The FmHA will require the “best
lien obtainable” on all assets owned by
the borrower except a personal auto-
mobile or automobiles and household
goods.

This part of the program continues
until September 30, 1985, unless ex-
tended. Date of approval is when the
five-year period begins.

Loan guarantees. The second ele-
ment of the new set of federal initia-
tives involves restructuring of debts
held by commercial banks, production
credit associations (PCAs) and other
eligible lenders wunder federal-
guaranty rules. Only farm loans classi-
fied as “problem loans” are eligible for
the guarantee.

As a condition for the guarantee, the
lender must write off at least 10% of
total principal and interest outstanding
on the loan. The write-off must be a
permanent cancellation ofthe amount.
A new note is to be written for the
adjusted amount due. Thus, the farm-
er receives the benefit of the write-off.
There can be no agreement between
lender and borrower to reinstate the
portion of the debt written off.

Note that the 10% write-off is the
minimum amount that must be can-
celed. The write-offmust be enough to
provide for a projected cash flow suffi-
cient to pay farm operating expenses,
service all debt, provide for family liv-
ing expenses and cover taxes expected
to become due.

The FmHA can guarantee up to 90%
of indebtedness remaining after the
write-down. But preliminary FmHA
rules state the guarantee may be less
than 90% to assure an appropriate
sharing of risk between the private
lender and the federal government.

The debt-adjustment plan to be pre-
pared by the creditors and the borrow-
er presumably will provide for neces-
sary crop and livestock financing for at
least 1985.

The FmHA will not guarantee loans
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ifthe rate charged exceeds the lender s
best rate for its best farm borrowers.
Lenders participating in the new
loan-guarantee program are encour-
aged to apply for the Approved Lender
Program, but participation isn’t lim-
ited to lenders with Approved-
Lender-Program status.

The guarantee involves a 1% initial
fee.

FmHA rules also state that lenders
applying for loan guarantees are ex-
pected to enter into any necessary
debt-adjustment negotiations with the
borrower’s creditors who have pro-
vided supplies or dealer-type open
credit.

The President’s announcement on
September 18 indicated that $630 mil-
lion of loan guarantees would be made
available for the program. Each dollar
of guaranteed loan offsets a dollar of
loan-guarantee authority.

Contracting for Assistance. Under
the third element of the four-part
program, the FmHA has taken steps to
provide expanded management and
financial services to farmers under
stress. The FmHA can contract with
“farm-management associations, agri-
cultural lenders, private farm-
management firms and agricultural
consultants.” Former U. S. Depart-
ment of Agriculture or FmMHA em-
ployees are not eligible, however.

The idea is to make management
and financial expertise available at the
county level. Services of those con-
tracting to assist in the effort are to be
made available to individual farmers,
agricultural lenders and the FmHA.

Authority for hiring individuals and
firms expires September 30, 1985.

Help With Loan Servicing. The
fourth and final element in the federal
program is authority for the FmHA to
contract with private-sector lenders to
provide assistance in servicing FmHA-
insured farmer-program loans. FmHA
county supervisors are authorized to
contract with any approved lender in
the normal trade area.

Conclusion. The four-part federal
program represents a modest, but
heartening, first step toward easing
the massive debt problem in agricul-
ture. The guarantee authority likely
will fall far short ofwhat eventually will
be needed. But if the program is han-
dled responsibly, additional guarantee
authority from Congress would seem
not to be out ofthe question. The spot-
light now is on all of agriculture —
farmers, lenders, farm managers, in-
put suppliers and universities — to
address the debt problem in a manner
that will merit the confidence of the
nonfarm world. « «

Current-Events Quiz Contest
Sponsored by Bank, Schools

The sixth annual Manufacturers
Bank-Detroit Public Schools Current-
Events Quiz Contest attracted more
than 16,000 students from 24 Detroit
high schools participating.

Paul L Hussey (c.), e.v.p., Manufacturers
Nat'l, Detroit, congratulates Robert Scott of
MacKenzie High School, one of 24 partici-
pants in current-events contest sponsored
annually since 1979 by bank and Detroit
Public Schools.

Purpose ofthe contest is to motivate
Detroit high school students to read
newspapers to learn about current
events, particularly local issues.

Each year, a student from each of
the participating schools is honored as
“champion” for his/her school.

Manufacturers National donates the
prize money and the cost ofall Detroit
Free Press newspapers used through-
out the program.

e Bank Earnings International. Com-
petitor Series is the name of a new
product designed to give financial in-
stitutions under $200 million in assets
a competitive edge that increases earn-
ings by reducing costs, enhancing
work flow and improving service. The
series offers three separate earnings-
improvement tools. The program
identifies earnings opportunities with-
in the financial institution and de-
velops a tactical plan with specific ac-
tion steps that enhance earnings. Fol-
low-up plans include Horizon Man-
agement, which develops long-range
strategic plans, and Executive Mana-
ger, which is a software application for
micros that allows for comparisons of
the bank’s performance to the ap-
propriate peer group to determine
strengths/weaknesses. Write: Bank
Earnings International, 3420 Norman
Berry Dr., Suite 623, Atlanta, GA
30354.
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AGRI-BANKING

Ag-Bank News Not All Bad:
Leasing Boosts lowa Bank's Yield

EWS HASN'T BEEN GOOD for

agricultural banks lately, so
when an ag bank finds a service it can
offer that is helpful in retaining cus-
tomers, keeping local funds from leav-
ing the area and posting an average
yield of 20% before taxes, things begin
to look much better!

All these things have been happen-
ing for the past year at Maquoketa (la.)
State, according to Florian Steffen,
senior vice president.

About a year ago, the bank con-
tracted with Dodgen Financial Group,
Inc., Des Moines, to put an equip-
ment-leasing program in place. Con-
siderable investigation and inquiry
had been made about the benefits of
equipment leasing in previous months
and expectations for a successful ven-
ture were high.

Factors that prompted the offering
of this service included a tendency for
the bank’s farm customers to opt for
leasing rather than purchase when
they needed new equipment. The lo-
cal farm-implement dealer was more
than happy to provide leasing arrange-
ments while Mr. Steffen and the half-
dozen or so loan officers at Maquoketa
State were powerless to prevent con-
summation of the leasing deals.

Not only were the bank’s customers
going elsewhere for the type of financ-
ing they preferred, the funds they ex-
pended for leases were going out of
state to the headquarters ofthe leasing
firm (adivision ofthe farm-implement
manufacturer).

Mr. Steffen says Dodgen Financial
Group sold the bank a packaged leas-
ing program that included software
compatible with the bank’s computer
hardware. The program handles rec-
ord keeping, and updates are provided
periodically (six times so far during the
first year of the program!).

Mr. Steffen was impressed with the
simplicity of the software. It’s so easy
to use, he says, that even loan officers
who were skeptical of using a com-
puter now feel at ease when quoting
leases to dealers and customers. They

say it’s simpler than the bank’s loan-
processing procedure.

The supplier keeps a representative
in the areato serve asatroubleshooter.
All Mr. Steffen has to do when he has a
question about the program is make a
phone call to the representative.

The program’s existence has made it
possible for loan officers to make new
contacts with dealers that have re-
sulted in referrals of names of farmers
who, after a call from the bank, have

signed on as bank customers.

Mr. Steffen says he used to become
irked when agood, long-time farm cus-
tomer traded machinery and signed a
lease with the machinery manufactur-
er.

“Now we are keeping this business
in the bank and getting a better yield
than if we had made a loan, ” he says.

He sees the potential of the leasing
program as great. But full benefits
won’t be realized until the farm situa-
tion improves. As of last November,
the $83-million-asset bank had about
$200,000 in leases.

“We re getting our fair share of the
leasing business,” he says, “despite
the fact that not much machinery is
being sold due to ashort crop in 1984.”

William D. Dodgen, president,

MID-CONTINENT BANKER for February, 1985

Dodgen Financial Group, says that it’s
not uncommon for a bank to realize
before-tax yields of 20% to 25% from a
leasing program. Such a yield looks
pretty good at a time when effective
financing rates to bank customers
range from 10% to 13%.

He terms leasing as “a powerful
financial service to bring in new cus-
tomers and one that keeps dollars at
home.”

Farmers whose incomes have de-

clined materially are more likely
candidates for leasing programs, he
says, for these reasons:

e The farmer can’t take advantage of
depreciation schedules or tax-in-
vestment credits.

* The bank, as owner of the leased
equipment, can take advantage of
these tax credits.

The result: The bank can offer a low-
er-cost leasing package to the farmer
and both the bank and the farmer are
winners.

Mr. Steffen says that, without the
assistance of the Dodgen firm, “we
would be ill informed about leasing
and probably would still be leaving the
machinery companies and large HC
lessors walk away with the business.”
— Jim Fabian, senior editor.
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AGRI-BANKING

Bank's Commodity-Hedging Program
Well Received by Local

HEN abanker can assist a farm-
er during this period of hard

their cash flows, costs and any other
factors to arrive at a break-even point,

times, that’s news. And $39-millldn- Bell says. After the price the farm-

asset Watseka (111) First National has
been in the news quite a bit during the
past year.

It’s all because of the bank’s new
concept in commodities futures trad-
ing called an “introducing broker.”
The bank opened such a brokerage in-
house about a year ago.

The program isn’t a carbon copy of
some other bank’s service; it’s a new
animal, so to speak — one that was
originated at the bank (although other
banks have since adapted it). Con-
siderable ag-press coverage has been
given to it.

The new service is strengthening ex-
isting customer relationships and
bringing new farm-client customers to
the bank.

It amounts to a form of “price insur-
ance” for farmers, even before they
plant their crops, says Kerry A. Bell,
vice president. It allows farmers to
market their products in the longest
time frame possible — almost two
years.

Although the bank doesn’t offer
advice on price, its loan officers do sit
down with farm customers to map out

er desires is established, the bank
automatically phones orders in to the
Chicago Mercantile Exchange for the
farmer when the established price is
met.

The bank doesn’t predict the price of
acommodity; rather, it designs a scale-
up plan for each customer. Ifafarmer
decides to sell apercentage ofhis com-
modities at a nickel a bushel higher
than a break-even price, the bank
phones the exchange floor when that
price is met.

If prices rise 10 cents above the
break-even point, another percentage
is sold. This procedure continues until
all commodities and livestock are sold,
Mr. Bell says.

A hedging program was seen as an
aid to farmers after Mr. Bell learned
that many farmers in the bank’s trade
area were uncomfortable dealing with
traditional commodity brokers be-
cause of the speculative nature of the
deals.

They didn’t like to think about
marketing their crops; they were pri-
marily concerned about producing
them. That’s the mind-set they inher-

EQUIPMENT LEASING
SOFTWARE FOR COMMUNITY BANKS

If you own a micro computer, there is now an easy to use and affordable
way for you to price lease transactions and manage your lease portfolio.

Comprehensive Leasing Software From Dodgen Financial Group

Inc. will help you:

» Price lease transactions and solve your yields
* Prepare lease versus loan comparisons

« Compute early terminations

late charges

Maintain complete customer and payment history records
Generate billing statements, past-due notices and automatically bill for

* Print an aging of lease payment receivables
» Handle all bookkeeping and accrual entries.

For details and a demonstration diskette please call or write:

DODGEN FINANCIAL GROUP INC

4301 Mary Lynn Drive

Des Moines, IA 50322

Phone (515) 278-1056
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Farmers

ited from their fathers and grand-
fathers operating the farms in the past.
Farmers were conditioned to letting
outside factors influence their deci-
sions, factors such as a maturing note, a
rent payment that was due or selling
plans of neighboring farmers, Mr. Bell
says.

The realities of the farm situation
have begun to force change on farm-
ers. Theyve been strapped with in-
creasing production costs, higher in-
terest rates and depressed crop prices.
Shrinking profit margins and deflating
values of farmland have led to lower
networths. Farmers had difficulty pro-
jecting cash flows before planting be-
cause they had no concept what the
market price would be at harvest time.

The volatile nature of commodity
prices added further complications be-
cause farmers would neglect to take
advantage of prices when they were
high and end up selling during a
trough price period, Mr. Bell says.
This was going on despite the availabil-
ity ofadequate marketing information.

Many of the bank’s farm customers
were familiar with the use ofcommodi-
ty futures for marketing crops, but few
were pleased with results obtained.
The poor showing was attributed to
unfamiliarity of brokers with the farm
business. They didn’t have time to
learn and develop proper marketing
techniques, Mr. Bell says.

So the ground was fertile for the
bank to develop its own program. It
saw itselfas uniquely qualified to edu-
cate farmers about hedging as a way to
improve profits because of its under-
standing of the farm business and its
special financial-planning needs. The
bank has the ability to develop an
annual financial plan that fits in with
farmers’ production plans and it lends
operating money.

The bank also was mindful ofthe fact
that it needed more services to attract
new customers, retain old ones and
promote itselfin the community. In so
doing, it could blunt the effects of lost
business due to deregulation.

Establishing the service wasn't easy,
due primarily to obtaining necessary
approvals from various agencies, not
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the least ofwhich was the Comptroller
ofthe Currency, Mr. Bell says. It took
five months to convince that agency
that the service was incidental to bank-
ing.

It was necessary to seek approval
from the National Futures Association
(NFA), which also took five months;
have bank personnel pass commodities
exams and arrange for dues to be paid
to the NFA.

Two programs are offered — man-
aged and nonmanaged. The only dif-
ference is that the first is implemented
automatically by an outside adviser
while the second is monitored and
acted on by the farmer himself.

Steps in developing market plans in-
clude determining the production cost
or break-even price and adding a profit
goal so price targets can be attained.
When target prices are attainable,
managed accounts are transacted auto-
matically.

Margin calls for each client are made
directly to the bank and aline-of-credit
loan is used for margin purposes, Mr.
Bell says. When excess equity is built
up in the futures account, it’s for-
warded back to the bank and applied to
the margin loan. Excess equity beyond
the loan balance is placed in an in-
terest-bearing account.

Managed accounts are most popular
with farmers, with about two-thirds ol
the bank’s farm customers opting for
them. Approximately one-third of the
accounts were opened by farmers not
previously dealing with Watseka First
National.

To spread the word about the ser-
vice, the bank held seminars in sur-
rounding communities. During the
seminars, bankers first show farmers
how the markets have performed dur-
ing the past few years. Then they show
them how the hedging plan works.

Although no attempt is made to give
advice about future conditions, it’sob-
vious that the bank’sservice is having a
favorable effect on the futures of par-
ticipating farmers! — Jim Fabian,
senior editor.

e The Kansas City Fed has promoted
Vice President Jerry D. Shreeves to
general auditor, succeeding the retir-
ing Louis W. Kupersmith; John E.
Moore, securities department mana-
ger, to operations officer and David K.
Webb from operations officer, Denver
Branch, to assistant vice president.
Mr. Kupersmith joined the bank in
1970. Mr. Moore has been named su-
pervisor of the electronic communica-
tions department.

Hedging Program Benefits Farmers
In Marketing Crops, Locking in Costs

HEDGING PROGRAM was de-
AFveIoped about three years ago at

farmers have no previous experience
with the futures market and lack the

armers & Merchants State, Bushconfidence to open an account and fol-

nell, 111, to give farmers an additional
tool to market their crops and livestock
and to help lock in input costs in the
case of a long hedge.

In general, accounts are handled as
follows, says Daniel F. Hennenfent,
farm loan officer:

e The bank helps farm customers
open hedging accounts with a broker-
age firm of their choice.

» Hedging decisions are made by
mutual consent of the farmer and the
bank and orders to brokers are placed
at the farmer’s direction.

Although Mr. Hennenfent is careful
to avoid influencing farmers as to
which broker they should use, many
ask him what firm Farmers & Mer-
chants State uses and is happy with.
The response is Heinold Commod-
ities, Chicago, the firm the bank uses
for most of its trades.

e Copies ofall trades are sent to the
bank so it can monitor account activity.

e Margin calls are sent directly to
the bank, where they are paid by
money order. A separate line of credit
funds margin calls.

« A security agreement covering
funds in hedging accounts requires
that all funds drawn from an account be
sent to the bank and be used to repay
loans.

“Hedging is only one of the tools a
farmer can use to market his crops and
livestock,” Mr. Hennenfent says. “By
taking advantage ofhigh prices to mar-
ket products and taking advantage of
low prices to lock in input cost for the
livestock feeder, we feel we are reduc-
ing our risk on other production loans,
making the farmer and the bank less
likely to suffer from adverse price fluc-
tuations.”

He adds that use ofthe futures mar-
ket isn’t always the best marketing
alternative. Use of basis contracts, for-
ward cash sales, delayed pricing and
cash sales to market production also
are encouraged. He adds that the use
ofoptions on futures will become atool
in the future.

Mr. Hennenfent believes use of fu-
tures and options on futures under
close bank supervision offers addition-
al advantages for farmers:

e Farmers can overcome any fear
they may have ofthe futures market by
working with bankers they trust. Most
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low a marketing plan.

e The psychological fear of having a
margin call come to the farmer’s home
is eliminated when the account is with
his bank.

There are additional advantages for
the bank, too, he adds:

e The bank acts as an insulator be-
tween the farmer and the broker. This
prevents speculation by the farmer
and the “churn-and-burn” hedging
practiced by a small minority of brok-
ers.

e Margin money and funds drawn
from hedging accounts always are con-
trolled by the bank, preventing any
diversion of funds.

“We feel our program has been suc-
cessful and has helped many farmers
take advantage of marketing opportu-
nities over the past few years,” Mr.
Hennenfent says. “Marketing general-
ly is one of the farmer’s weaknesses.
We believe the farmer who will sur-
vive these rough times must not only
be a superior producer, he must be an
expert in marketing and financial man-
agement.” — Jim Fabian, senior edi-
tor.

e Mosler. This firm has introduced an
advanced access-control system that
provides users with high-security ac-
cess control in flexible configurations
to meet varying facility requirements.
The system is capable of operating off-

line with a Mosler Century® 22
“smart” alarm control, on-line with a
COMSEC™ proprietary system, and
can be further enhanced with acompu-
ter for management reporting and
activity record retention. Write: Mos-
ler, 1561 Grand Blvd., Hamilton, OH
45012.
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AGRI-BANKING

Real-Estate-Lending Program
Designed to Help Banks
Retain Ag Customers

OING business in an agricultural
environment suffering from

By Carol Wormer

economic crisis is a tough assignment

for anyone, especially a newcomer,
but MASI is tackling that challenge.
MASI (MABSCO Agricultural Ser-
vices, Inc.) was conceived in 1981,
when several rural agricultural bank-
ers began exploring ways to halt the
flight of farm loans. A year later, MASI
was incorporated as a subsidiary of
MABSCO Bankers Services, Inc., a
consortium of 12 midwestern state
bankers associations established to
fund research and development of
bankers’service companies. MASI has
since experienced dramatic growth,
having expanded into Indiana, Mon-
tana and Oregon — territory outside
the original MABSCO borders of

Arkansas, Colorado, Illinois, lowa,
Kansas, Michigan, Minnesota, Mis-
souri, North Dakota, Oklahoma,

South Dakota and Wisconsin — and is
exploring new horizons in services.

The initial challenge tackled by
MASI was that of providing agricul-
tural bankers with a reliable, reason-
ably priced source of funds for farm
and ranch production, operating and
equipment loans, with a somewhat
lesser emphasis on loans to commu-
nity-scale agribusinesses. The com-
pany contracted with Rabobank
Nederland to tap wholesale money-
market-priced funds for the program.
Rabobank, a Dutch bank with strong
ag-lending experience and orienta-
tion, purchases the loan participations
via its branch in New York City.

MASI is a service company, de-
veloped by bankers for agricultural
bankers, to provide over-line and li-
quidity credit needed by rural com-
munity banks.

“The decision to diversify and move

Carol Wormer is assistant secretary,
MABSCO Agricultural Services, Inc., Des
Moines, la.
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ahead in expanding services was rein-
forced by the enthusiastic response
from participating banks,” says Jim
Potter, MASI executive vice presi-
dent/chief operating officer. “As a re-
sult, we have formed a new products
committee, which meets quarterly.
The committee currently is looking at a
proposal for purchasing the guaran-
teed portion of Small Business Admin-
istration (SBA) loans by participation.
Also nearing completion is a ‘surplus-
funds-investment program,” whereby
member-MASI banks can place their
excess funds with Rabobank for time
intervals ranging from overnight to
several months.”

MASI currently has marketing rep-
resentatives calling on an enrollment
potential of more than 6,500 commu-
nity banks in 15 states. Through
aggressive marketing and prudent
management, the loan-funding pro-

PETERSON MINGER

Les Peterson, pres., Farmers State, Trimont,
Minn., is pres., MABSCO Agricultural Ser-
vices, Inc. (MASI), Des Moines, la. Walter
W. Minger, retired s.v.p., Bank of America,
San Francisco, isv. ch. of MASI and ch. of its
credit committee. Mr. Minger, highly re-
garded as agricultural lending specialist,
has represented MASI at many seminars
and speaking engagements throughout
u. S

gram continues to thrive in spite of
economic adversity. To date, MASI
has 132 banks signed up, with total
outstandings holding steady over the
winter months at approximately $45
million. Participations, involving over
400 borrowers, average $185,000 in
size. MASI’s budget for 1985 projects
that volume will double by mid-year.

Walter W. Minger, recently retired
senior vice president, Bank of Amer-
ica, San Francisco, a nationally known
and highly regarded agricultural lend-
ing specialist, is one of MASI’s fore-
most proponents. Mr. Minger was in-
vited to join MASI’s board in April,
1984, as vice chairman. Since then, he
has represented MASI at numerous
seminars and speaking engagements
throughout the country. Shortly after
joining the firm, Mr. Minger was
elected chairman of MASI’s credit
committee, where he has been in-
strumental in helping fine-tune credit
criteria for farm and ranch loans and
expand the criteria to encompass agri-
business loans.

Having met the challenge ofprovid-
ing a dependable source of low-
interest funds for farm/ranch and agri-
business loans — and evolving com-
prehensive loan criteria — MASI has
made an auspicious beginning into two
other service areas: a Farmers Home
Administration (FmHA) guaranteed-
loan-funding program and intermedi-
ate-term-real-estate-lending program.

Ed Tubbs, chairman, Maquoketa
(la.) State, and chairman of MASI, ex-
plains the rationale behind the FmHA
program, which was inaugurated in
May, 1984.

“MASI’s ‘FmHA guaranteed-loan-
funding program’ allows originating
banks to sell, by participation instead
of assignment, the guaranteed portion
ofthese loans in their portfolios. Banks
are permitted to sell in this manner for
specified periods of not less than 120
days nor more than one year. This pro-
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FOR YOUR DIRECTORS — TO HELP THEM HELP YOU

No. 51 BUDGETING, FORECASTING
and PLANNING

Every bank must know WHERE it is
going and HOW to get there! Manage-
ment should “map the course,” but
directors should play a role in estab-
lishing goals.

This manual supplies directors
with tools they need to steer bank
policy in the best direction. Chapters
help directors establish “missions”
statements, trace stages of a plan-
ning process. Details HOW to per-
form financial planning, how to plan for
new services ... how to “forecast.”

Techniques used by successful
banks are included, along with sour-
ces of information and a bibliography
of references.

Price — $31.00
2-5 copies $27.50 ea. 6-10 copies $26.00 ea.

No. 101 DIRECTORS . . . Selection
Qualifications, Evaluation
and Retirement.

This 42- page manual answers key
questions concerning director selec-
tion, retention and retirement. Special
section: the prospective director and
how he should be expected to contri-
bute to the bank’s success. Includes
a rating chart.

Manual also contains a section
posing questions that a prospective
director should ask himself before he
accepts a bank board post.

Another section deals with the sen-
sitive nature of director retirement.
Age can be a guide but not an over-
riding factor in this decision.

Price — $10.00
2-5 copies $8.00 ea. 6-10 copies $7.50 ea.

No. 210 MAXIMIZING
CORRESPONDENT BANK
RELATIONSHIPS

Directors aren't “born correspon-
dent experts, but you can help them
catch up in a hurry, and it's profitable
for you to do so. This 100-page manual
covers all facets of correspondent
banking. Clearings and float analysis
. . . loan participations . . . lines of
credit . .. foreign exchange, etc. This
manual also helps directors APPRAISE
correspondent services — to make
certain you receive maximum service
at a competitive price.

The manual also discusses several
federal regulations, including the con-
straints imposed on “insider” bank
lending by FIRA. A MUST for every
bank director.

Price — $16.00
2-5 copies $13.00 ea. 6-10 copies $10.00 ea.
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No. 220 — AN INVESTMENT GUIDE
For the Bank Director

This 192-page manual discusses the
merits of directors paying closer attention
to investment policies.

Poorly thought-out-and-executed in-
vestment policies can place a bank’s
capital in jeopardy, particularly during a
period of rising interest rates.

Should the board “intrude” upon man-
agement prerogatives of the CEO in the
administration of the investment port-
folio? No, says the author, However, a
written policy, structured around the
bank’s deposit and loan “mix,” can be
comforting during rising or falling interest
rates.

As an aid to management and the
board, the author presents numerous in-
vestment policy statements presently in
use by recognized well-run banks.

Price — $26.00
2-5 copies $23.00 ea. 6-10 copies $20.00 ea.

No. 230 — CONTRACTS WITH BANK
EXECUTIVES

In many banks, salaries, bonuses
and fringe benefits of top manage-
ment are covered by contracts. Since
many contracts extend for periods of
five years they call for careful con-
sideration.

This 48-page manual discusses the
role of the board’s Compensation

Please Send These Management Aids:

copies $
copies $
copies $
copies $
copies $
.copies $

In Missouri add 4.6% tax)
Tax $
TOTAL $

CONSUMER
Lending Policy

A Manual for Directors,
Management and

Committee in determining the nature
of such contracts. The author
suggests that “performance” can
and should be the key in rewarding
the executive. Charts and worksheets
are included to help the committee
arrive at “fair and equitable” pre-
requisites as motivating factors for
the bank executive.

An aid to writing a NEW contract or
in REVIEWING existing contracts.

Price — $12.00
2-5 copies $9.00 ea. 6-10 copies $8.50 ea.

No. 240 — CONSUMER LENDING
POLICY

Bank directors don’t get involved in
lending, but they do help formulate con-
sumer-lending policy. Therefore, they
must be familiar with the dramatic in-
creases in personal bankruptcies and
new policies called for.

This 208-page manual includes an
array of consumer loan policies in force at
various-sized banks; provides checklists
of topics on installment-credit policy, pro-
cedures and policy components; model
application forms; Federal Reserve reg-
ulations; cost analysis of consumer op-
erations, plus a bibliography of reference
materials.

Price $26.00

2-5 copies $22.00 ea. 6-10 copies $20.00 ea.

The BANK BOARD LETTER
408 Olive Street
St. Louis, MO 63102

Name
Bank
Address
City

State__ Zip



vides a liquidity valve for participating
banks. At the end of the initial par-
ticipation period, the bank can repur-
chase the loan if its liquidity situation
warrants or renew the participation
with MASI for another term.”

Response to a survey mailed to all
participating banks in the spring of
1984 showed an overwhelming need
and tremendous interest in real-estate
financing. Ninety-two percent ofbank-
ers surveyed indicated they would use
the proposed program.

Hugo Steensma, Rabobank’s gener-
al manager for North America, is en-
thusiastic about MASI’s long-term
prospects and believes the new real-

7% TO 15% LESS CALVING PROBLEMS

estate-lending program will enable ru-
ral banks to maintain their agricultural
customers.

““Rabobank’s support for an in-
termediate-term-real-estate-program
demonstrates its long-term commit-
mentto MASI and to U. S.-production
agriculture. At a time when several
major midwestern banks appear to be
abandoning their correspondent par-
ticipations in agricultural loans, Rabo-
bank is willing to provide commit-
ments for up to five years to qualified
farmers,” Mr. Steensma points out.
“Agriculture is cyclical, and new pres-
sures are forcing some restructuring.
It is Rabobank’s objective through the

HEREFORD BULLS PRODUCE 6% TO 11% MORE CALVES

UP TO 4,500 MORE POUNDS WEANED FROM A 100 COW HERD

This year more cattlemen will buy Hereford bulls.

Write or call the AHA forcomplete research results orforassistance in locating bulls.
All things considered...

HEREFORD

American Hereford Association « 715 Hereford Drive » Kansas City, Missouri 64101 « Phone (816) 842-3757
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real-estate program to provide a long-
er-term financing vehicle appropriate
to the variance in agricultural cash
flows.”

“Expanding into the real-estate
market will create increased activity
for community banks and MASI, ” adds
Jim Potter. “A real-estate-lending
program will be available in early 1985
and will enable participating banks to
place first and second mortgages. We
feel that having this lending capability
will enable community banks to keep
real-estate equity under their collater-
al control,” Mr. Potter continues.
“The advantage to the bank is a
strengthened overall position as
opposed to sending the real estate to
other long-term lenders.

‘Banks are especially pleased with
the concept because it allows them to
control the principal collateral of their
customers. Loans with longer-term
amortizations are attractive to bankers
since they keep the collateral to bolster
their operating lines. This affords orig-
inating banks the opportunity to match
the term of agricultural credits — ex-
tended on the basis of real-estate col-
lateral — with actual projected repay-
ment capabilities of its borrowers.
Such restructuring of debt in accord-
ance with the underlying security
generally permits better utilization of
the borrower’s cash flow. Further, ifa
borrower buys more land, the bank
can carry the note for two to three
years until the customer wants a long-
term loan. The net result is that bank-
ers have greater flexibility to extend
credit to their farm customers in a
more prudent manner; aflexibility that
is desperately needed in today’s tight
farm economy.”

Agricultural enterprise has been
hard-hit by sustained high interest
rates, declining land values that have
eroded farm equity, commodity prices
below cost of production and succes-
sive years of weather-related prob-
lems. In spite of the current agricul-
tural situation, Walt Minger feels that
“as bank loan-to-deposit ratios return
to their previous high levels, banks
really will need the MASI services.”

Comments from MASI originating
banks are consistent in their praise of
the fast, courteous service and oppor-
tunity afforded to increase bank yield.
According to Les Peterson, MASI’s
current president and president,
Farmers State, Trimont, Minn.,
“MASI is taking additional steps to en-
sure that it will offer a package of ser-
vices unequaled in its endeavor to en-
able country banks to be competitive
and to provide the support their agri-
cultural customers deserve.”
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Four Fact-Filled Manuals for The Bank Director
Every Director Should Have a Copy of Each One

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 as quickly 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 anticipateldamaging
incidents, prepare tested countermeasures, turn potential disasters into a plus for
your bank. Details include handling of unusual actions (such as replacing a CEO) —
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 a tested"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:

QUANTITY PRICES

Board Reports

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

Effective Shareholder Mtgs.

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

Planning The Board Meeting

25 _ _ copies, Effective Shareholder Meetings
610 ... copies. Responsibilities of Directors
Over 10 .. $7.00
Total Enclosed
Name & Title
A . Bank -
Responsibilities of Directors
25 $9.00 street
TS ' City, State, Zip

610 v $8.00 (Please send check with order. In Missouri, add 4.6% tax.)

. y .6% .
Over 10 ... $7.50
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mAGRI-BANKING

Banks' Ag-Software Helps Farmers
Make Hard Business Decisions

VERLOOKED in media atten-
tion given the farm-debt-

tant. Customers’checks are picked up
at the bank and used to compile

distress problem plaguing the natiom®nthly financial statements. Then,

midsection have been the variety of
services financial institutions fre-
quently provide their agricultural cus-
tomers.

The rural bank often is more than
just a source of loans; it is a source of
financial advice that enables a farmer
to surmount the difficult challenges
farming presents today. A couple of
recent Hollywood movies revived the
image of bankers as a farmer’s adver-
sary, but the reality is that farmers and
bankers usually are partners working
toward the same end.

representatives of the software com-
pany schedule conferences with the
bank’s participating customers to go
over the reports.

During the conference with the cus-
tomer, the advisors supply expert
advice on business problems the cus-
tomer may be having. Mr. Daum says
that generally it’s easier for an un-
biased expert adviser to spot key ele-
ments in the financial report than it is
for the farmer involved. Depending on
the complexity of the farm customer’s
operations, the computer printout can

As the sophistication of farmers grows, those who do
not want to go to the trouble and expense of purchasing
their own computer software and hardware will turn to

their business ally —
computing services,

their banker —
providing banks not only with a

for financial-

source of fee income, but also a natural insurance that
their most valued customers are steering clear of eco-

nomic difficulty.

A number of rural banks provide
farm customers with access to comput-
er-generated financial data about their
operations that otherwise might not be
available. For more than eight years,
Greene County Bank, Carrollton, 111,
has been offering its farm customers a
financial-reporting and counseling ser-
vice. Philip Daum, president of the
$30-million bank, says the dozen or so
customers who utilize the service
seem to find it useful.

Computer software that makes the
service possible is supplied by Agro-
Systems, Lubbock, Tex. Although
Agro-Systems makes the software
available for use on a bank’s in-house
micro-computer, Greene County
Bank has its customers’ financial re-
ports run on a computer at Agro-
Systems’ regional office 14 miles dis-
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be 30 or 40 pages long.

“The customer can get a lot of in-
formation out of the report if he uses
it,” Mr. Daum says. “Ofcourse, there
always are those customers who will
throw the report into a corner some-
where and never look at it.”

Mr. Daum says he feels the bank is
supplying information to his customers
they otherwise might not have — at
least not at a reasonable cost. Operat-
ing afarm is so time consuming that it’s
not easy for a small farmer to compile
the lengthy financial reports needed
for analysis and tax purposes.

Peoples Bank, Albia, la., runs finan-
cial reports for its customers on its in-
house Tandy 2000. Software is sup-
plied by FBS Systems, Inc., Aledo, 111
Peoples Bank has been using FBS Sys-
tems’ Coordinated Financial State-

ments (CFS) software to provide in-
come and expense reports to its cus-
tomers, but, according to John Judge,
vice president/farm representative,
the bank recently purchased FBS Sys-
tems’ TransAction Plus software,
which will enable the bank to generate
balance sheets and other financial re-
ports.

Customers have been paying a $25
setup charge and $15 monthly fees to
use the service. The new software runs
so much faster that Mr. Judge says he
is hopeful the bank will be able to
maintain the same fee schedule even
though the bank will be able to provide
more elaborate reports than it pre-
viously has.

“There always is something better
available, and we re trying to upgrade
our service to farm customers,” says
Mr. Judge.

Ofthe 25 or so customers currently
participating in the program, a couple
represent large hog farms, but most
own small family farms. Customers
must sign arelease saying they agree to
allow access to the financial documents
that serve as the basis of the reports.

Obviously, a loan customer who has
access to accurate, financial data is less
likely to make seat-of-the-pants busi-
ness decisions that can get him/her
into difficulty. This logic partially was
what persuaded Clinton County Bank,
Frankfort, Ind., to set up a comput-
erized farm record-keeping system for
its farm-loan customers. The fee for
using the service is $500 annually.

Jim Need, vice president, says the
dozen or so customers presently par-
ticipating in the program can use the
reports to see variances in actual ver-
sus projected cash flows so that correc-
tive measures can be taken in time to
produce favorable results. Farmers
enter their financial information in a
special journal, which they then bring
into the bank so that data can be put
into the bank’s micro-computer.

Software Clinton County Bank uses
is called AccuFarm-GL and is supplied
by Ontario Systems Corp., Muncie,
Ind. Once the farmer’s financial in-
formation has been entered in the
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computer, balance sheets, income
statements, general-ledger transaction
listings, trend-analysis reports, prof-
itability reports, enterprise-income
statements, tax reports, inventory-
balance reports and fixed-asset man-
agement reports can be generated.
Farmers love the service not only be-
cause they get excellent management
information, but also because year-end
reconciling is easy.

“Of course, we like the system be-
cause we feel we can keep closer tabs
on aloan throughout the year and have
greater confidence that our loan cus-
tomers are operating from a correct set
of data,” says Mr. Need.

The bank’s loan officers do have a
chance to review the financial reports
for loan customers, and if “they spot
something in one ofthe financial state-
ments that causes concern, they will
question (the customer about) it,” says
Mr. Need. Customers using the ser-
vice “run the gamut” from those re-
garded as the best to those deemed to
be problems.

Mr. Need hastens to add, however,
that Clinton County Bank has not had
as much of a problem with farm loans
as banks in other parts of the county
have reported. He credits the bank’s
good fortune to a combination of good
climate, fertile soil, superior local mar-
kets, a greater dependence on live-
stock rather than grain and some ex-
tremely sophisticated local farmers.

“We rejust down the road from Pur-
due University, and many of our farm-
ers attend sessions there to improve
their knowledge of the business of
farming,” he says.

At First Fidelity Bank, Burke,
S. D., John Lillibridge, chairman,
says he is planning to use software re-
cently developed by Homestead Man-
agement Systems, Inc., Des Maines,
la., to run complicated “what-if”
simulations and improve farm-lending
decisions. The software is called the
Homestead Farm Financial Planner.
To Mr. Lillibridge, it seems to be the
fulfillment of a dream he’s had for at
least two years.

“Let’ssay afarmer comes in to one of
our six banks and wants a loan to buy
200 head of feeder cattle and put them
on the pasture in May,” says Mr. Lil-
libridge. “He wants to know what his
costs are going to be, and I'm tired of
having to guess.”

The software can simulate possible
outcomes of the lending decisions
based on the farmer’s own data and
state average cost data (updated
quarterly) thatisincluded as part ofthe
system.

“We've seen a lot of software pack-
ages that do after-the-fact spread-sheet

analysis, but this is the first one we've
seen that permits us to do complicated
‘what-if simulations of actual condi-
tions,” says Mr. Lillibridge. The agri-
cultural area around Burke is highly
diverse so the software had to be able
to accommodate a wide variety ofagri-
lending situations. The Homestead
system is accommodating, so much so
that Mr. Lillibridge says he feels as
though First Fidelity was the “guinea
pig” for which the system was de-
veloped.

“We’d ask if this feature was in the
system and if it wasn’t, Homestead
would run back and reprogram so that
it was,” Mr. Lillibridge says.

For now, Mr. Lillibridge is content
that the system will be able to help him
spot marginal and solid loans. One
day, he says, First Fidelity may pur-
chase a farm record-keeping system
supplied by the same vendor and start
a computer service bureau for First
Fidelity’s farm customers. The bank
used to provide a manually operated
service bureau until about nine years
ago when the service became too un-
wieldy to maintain.

Today’s computer technology may
make it feasible for First Fidelity to
reinstate the service, according to Mr.
Lillibridge. Providing his farm cus-

tomers with simulations of the out-
comes of their alternate business deci-
sions would be a service many of his
customers would find helpful. He cau-
tions, however, that his experience has
been that farmers who want the
simulations run are those who already
have a good grasp on the details oftheir
business and who really dont need the
service. The marginal-loan prospects
are the customers who don’t see much
need for simulations, he says.

Most bankers would agree, howev-
er, that farmers today are amuch more
sophisticated group of businessmen
than they were just a few years ago.
Many are as at home with a compli-
cated financial report as they are driv-
ing a tractor. As the sophistication of
farmers grows, those who do not want
to go to the trouble and expense of
purchasing their own computer soft-
ware and hardware will turn to their
business ally — their banker — for
financial-computing services, provid-
ing banks with not only a source of fee
income, but also a natural insurance
that their most valued customers are
steering clear of economic difficulty.
— John L. Cleveland, assistant to the
publisher.

ARE YOU CULTIVATING A
CROP OF NON-PERFORMING

AG LOANS??

Call (515) 225-0085 COLLECT To Learn About

THE PLANNER

Revolutionary Software for Farm Credit Analysis and Planning

Homestead Management Systems, Inc.
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Selling

(Continued from page 10)

that’s over $1 million in interest in-
come for these banks.

In 1982, First Security developed a
Visa debit card. Like the revolving line
of credit, the debit card initially was
developed for First Security’s exclu-
sive use. At the end of the first year,
said Mr. Kocen, the bank had income
0f $240,000, with back-office savings of
$9,000 in processing and postage. De-
velopmental costs were recovered in
the first year. Here, too, he said, was
an opportunity to boost fee income.

The bank offered the Visa debit-card
service to its network, and community
banks, S&Ls, even credit unions re-
sponded. The franchising fee was still
pegged at 5%. He believes many ofthe
franchisees will recover their invest-
ments in only one or two years. As of
the time of the speech, 41 institutions
had issued nearly 35,000 debit cards;
total volume had reached $12 million;
average debit-card transaction was
$34.71; and merchant-discount in-
come had exceeded $250,000.

ALUMINUM

lightweight heavy duty

CHECK CASES

#3227-ALUMINUM CHECK CASE, of 050
high strength satin aluminum (mill finish), 2
compartments with built in movable compres-
sor plates and removable cover permit pro-
cessing directly from case without use of
another tray. A2 inch tray for reports or other
documents fits in the case over the 2 check
compartments and is enclosed by the cover.
The anodized cover permits easy stenciling
or painting. Case has steel tubular handle,
label holder, 2 locking drawbolts.

Also available: Disc Pack Case, Forms Case,
Data Module Case, Magnetic Tape Case,
Single Check Case, Check Tray Case.

3333 W 48TH PL CHICAGO 60632 312/247-4611
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The third service Mr. Kocen dis-
cussed was discount brokerage. Under
First Security’s discount-brokerage
program, much, if not all, the capital
commitment is eliminated for the par-
ticipating community bank, which
simply earns apercentage ofits client’s
sales commission as straight income.
According to Mr. Kocen, the commu-
nity bank earns between 20% and 30%
of its client’s paid commission and has
no liability or expenditures except
those marketing related. Again as of
the time the speech was given, 48 in-
stitutions were in the program with
more than 2,500 clients; average sales
commission was $71 per trade; earn-
ings to community banks per trade
were $14.20; and two banks were at
30% and were earning more than $21
per-trade average.

Another approach to new-product
development may be through franchis-
ing, said Mr. Kocen. In a franchise
relationship, he continued, franchisor
and franchisee enter into a contractual
arrangement for mutual benefit. Fran-
chising, he said, provides the fran-
chisee with economies of scale, a coor-
dinated approach to the market, in-
creased advertising power and man-
agement/marketing techniques de-
veloped and tested by others. The
franchisor, said Mr, Kocen, enjoys
rapid entry into new markets with lit-
tle additional capital and state-of-the-
art product offerings. « «

‘Survival Kit’
(Continued from page 11)

Strategic-Planning Seminar. First
National, Chicago, says Vice President
Thomas M. King, is endeavoring to
serve the community-bank market
with timely professional information
and services. This is part of the bank’s
strategy to enhance its position in this
marketplace by supplementing the
more traditional services with informa-
tion and techniques to compete effec-
tively in the ever-changing dereg-
ulated financial marketplace.

As an example of this philosophy,
First National is presenting a series of
three strategic-planning seminars at
the Chicago Marriott Downtown. Two
were held last month, and the third is
scheduled for February 26-28.

Called *“Strategic Leadership:
Through Planning and Implementa-
tion,” the seminars have two purposes:
To enable attending banks to design
and/or sharpen their strategic-plan-
ning processes and to bring to these

banks shirt-sleeve sessions with aprac-
tical workbook approach developed
from First National’s planning experi-
ence.

As listed by the bank, attending
banks will receive the following ben-
efits from the seminars: methods to
motivate their managers to think
strategically; processes for im-
plementing/monitoring well-written
strategic plans; factors important to
their customers; appraisals of their
banks’ competitive strengths and
weaknesses; alternatives for evaluating
performances of their senior man-
agers; focused action plans for their
departments/divisions; and ways to en-
hance their leadership with director
involvement/approval.

At the wrap-up sessions, attending
bankers will hear experiences of bank-
ers who have instituted this strategic-
leadership process.

Mr. King says these seminars are
intended to be of measurable assist-
ance to community banks’ senior-
management teams. He adds that First
National believes this is what respon-
dents expect oftheir correspondent re-
lationships.

American National ofChicago’s Vice
President Lad. Kvasnicka Jr. says
many services it offers its own custom-
ers also could be part of the product
offerings of its respondent banks.
These include private-label lockbox
and the bank’s newly introduced dis-
count-brokerage service. The bank
also is investigating the possibility of
offering other products, including in-
surance and investment services.

In addition to offering products
American National’s respondents can
sell to their customers, it also recently
introduced or modified other services
for respondents’ own use. These in-
clude a new Chicago coupon-col-
lection product, reduced prices for
cash-letter clearing and — soon — a
“credit markets” newsletter.

“We have just completed acompre-
hensive review of our correspondent
business,” Mr. Kvasnicka says, “and
have concluded it does make sense for
American National to continue to
serve this market. We believe oppor-
tunities exist to serve community
banks, which means we must provide
services they can sell profitably to their
customers or services they themselves
can use internally.”

Bailee Service. Merchants National,
Cedar Rapids, la., offers bailee ser-
vices for public funds through its in-
vestment department. This product
came as the result of a new state law,
which requires that a “bailee” bank
hold securities pledged for public
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funds. The law followed dissolution of
the state sinking fund. Merchants
National maintains all necessary docu-
ments and performs any additional
duties as described in the Bailment
Agreement and outlined in lowa Code
Section 453 as amended. This includes
issuing joint receipt for custody of
securities held, verification to the pub-
lic body that there’s sufficient collater-
al to secure its deposits and providing
audit confirmations as required.

Another service — reserve-re-
quirement calculations/maintenance
— was the result of the Fed’s newly
imposed contemporaneous-reserve
requirements.

“Through input of balance informa-
tion into our computer system, says
Lynn Whiteman, correspondent bank-
ing officer, “either by Merchants
National or the respondent bank, re-
serve requirements can be calculated
and then maintained for state banks.”

Another lowa bank, Security
National, Sioux City, says it has estab-
lished a regional clearinghouse center
in Mitchell, S. D. This center, accord-
ing to Wilma Weeks, correspondent
services officer, improves both availa-
bility and charges for banks in the area
because most of their South Dakota
items don’t leave the state.

Comprehensive DP System. Lou-
isiana National, Baton Bouge, offers a
comprehensive data-processing sys-
tem and package of support services to
financial institutions that want to de-
velop their own in-house data-
processing capability without the
associated cost of highly trained pro-
grammers and operating personnel.
The bank says it provides inexpensive,
quality conversions and a flexible sys-
tem with an in-house computer capa-
bility that will support a respondent
bank’s efforts, not control them.

AmSouth’s Priority. Charlie T.
Gray, vice president, AmSouth Bank,
Birmingham, says his bank is looking
at new services and product develop-
ment in the correspondent-banking

area. However, as the bank moves into
1985, the correspondent emphasis will
not be on new services.

“Our priority,” continues Mr. Gray,
“will be placed on customer service.
We have the full menu of services, as
do most correspondents, to meet the
needs ofdownstream customers. W hat
we need to do is ensure that these
customers are served in a manner that
justified their confidence in us.

“We have plans that hopefully will
improve service in all areas of corre-
spondent banking, which is healthy at
AmSouth. We are optimistic about its
future environment. We want to keep
it this way by showing our customers

we truly care about them. — Rose-

mary McKelvey, editor.

e NAC/Heller. Michael A. Parker has
been named manager, new-business
development, in the Central Commer-
cial Finance Division, St. Louis.
Michael S. Stern has joined the St.
Louis office as manager, credit/opera-
tions. Mr. Parker is responsible for
new-business development in Mis-
souri, lowa and southern Illinois.

How to get

maximum investment
portfolio performance
with minimum
management expense.

Sure, you'd like to make your investment
portfolio work harder, but you just don’t
have the time. And creating more overhead
is out of the question.

Here’s how a growing list of banks like
yours are getting maximum performance
with minimum time and expense: Financial
Institutions Investment Services.

Financial Services is a registered
investment advisory firm specializing in total
investment services for community banks.
Our strong team of professionals combined
with our unique state-of-the-art communica-
tions system can satisfy all of your invest-

ment needs.

So, you continue to make all the

Correction

An article in the December, 1984,
issue titled “Bank’s Balloon-Note
Financing Makes Auto Loans Afford-
able,” stated that the “Good Buy Car
Loan” program at First National
Bank of Commerce, New Orleans, is
serviced by Wheelways Insurance/
Financial Services, Wynnewood,
Pa. The correct servicer is American
Security Insurance Co., Atlanta.

Mid-Continent Banker regrets
the error and any embarrassment it
may have caused.

MID-CONTINENT BANKER for February, 1985

decisions, we do all the work, and your
investment portfolio becomes as efficient as
those of the larger institutions in your
market. Without their overhead.

For more information, write or call for
our brochure.

FINANCIAL INSTITUTIONS
INVESTMENT SERVICES

6750 Antioch Road, Suite 200, Merriam, Kansas 66204
National: 1-800-243-4555 Kansas: 1-800-232-0207
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HE RISING cost of automobiles
and the 1984 Tax Reform Act have

Auto Leasing:
Tax Maze for Bankers

By Terry J. Winders

tax laws that allow for recovery of costs
on motor vehicles for income-tax pur-

combined to make motor-vehicle leasposes through depreciation and the

ing an attractive alternative for both
professional and personal use. Howev-
er, current federal tax laws make for
confusion for bankers trying to decide
how to handle a customer’s request for
an auto lease.

Motor-vehicle leasing generally is
categorized under the heading ofcom-
mercial or consumer leasing. A com-
mercial lease is handled much the
same as a traditional equipment lease
and, with the exception ofa few pecu-
liarities that apply to autos, docu-
mentation isn’t difficult.

Consumer leasing, on the other
hand, must address many disclosure
issues and a multitude of differing state
laws. Therefore, | suggest that bankers
pay careful attention to consumer laws
in their states (to see if provisions are
similar to or different from) federal in-
come-tax regulations. Kentucky, for
instance, restricts state-chartered
banks from leasing motor vehicles.

This article deals with the generic
difficulties of different types of auto
leasing for federal income-tax pur-
poses. It’s always prudent to check
with local tax counsel to determine the
differences between state/federal tax
issues to make sure the bank is in com-
pliance with all rules/regulations.

The ability of a leasing firm to offer
lower rentals on a motor-vehicle lease
depends on two variables:

* Residual value ofthe auto at lease
termination, and

e Use of depreciation and invest-
ment tax credit (ITC) to reduce the
lessor’s tax bill.

How much ofthe value ofthese vari-
ables is passed on to the lessee is de-
pendent on both competition and the
lessor’s profit motive.

The 1984 Tax Reform Act. Federal
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ITC recently were modified.

The 1984 Tax Reform Act places re-
strictions on the amount of cost recov-
ery allowed for “luxury” autos. There-
fore, if a taxpayer requires use of an
auto priced at more than $16,667 and
intends to use it more than 50% of the
time for business purposes — and in-
tends to take a tax deduction — he will
find a restriction or limitation on the
amount ofthe ITC and depreciation he
can take on his tax return. (Limits ap-
ply to four-wheeled vehicles rated at
6,000 pounds or less that are manufac-
tured primarily for use on public
roads. Limits don’t apply to ambu-
lances, hearses, trucks, vans and other
vehicles used directly in the trade or
business of transporting persons or
property for compensation or hire.)

The ITC is limited to $1,000 unless
the taxpayer elects to use a reduced
investment-credit percentage. Then
the credit limitation is reduced to two-
thirds of what it would be otherwise.
The depreciation deduction, including
the Section 179 expense deduction, is
limited to $4,000 for the taxable year
the auto is placed in service and $6,000
for succeeding taxable years.

Special Note: Leasing firms, finan-
cial institutions or corporations active-
ly engaged in auto leasing as a business
are not affected by ITC or depreciation
limits. However, for leases of 30 days
or more, the lessee is denied a deduc-
tion for a percentage of his lease pay-
ments that is substantially equivalent
to restrictions placed on the ITC and

Mr. Winders is president, First Lease ir
Equipment Consulting Corp., Louisville.
His experience includes 20 years in equip-
ment leasing and 15 years in bank leasing/
marketing.

depreciation deductions just de-
scribed.

This means that, if the bank is
actively engaged in equipment or auto
leasing and the motor vehicle is used
by the customer (lessee) and not to
conduct bank business, there are no
restrictions on the ITC or deprecia-
tion, provided the transaction is a true
lease.

(Atrue lease is one that qualifies as a
lease under the Internal Revenue
Code so the lessee can claim rental
payments as tax deductions and the
lessor can claim tax benefits of own-
ership, such as depreciation and the
ITC.)

This also means that a lessor may
reduce payments to a potential lessee
to reflect the value ofthe ITC and de-
preciation taken on the full acquisition
cost of the vehicle.

The lessee, on the other hand, is
restricted as to the amount ofdeducted
rental payments (restrictions are the
same as those on the ITC and deprecia-
tion). However, the lessee has re-
ceived the value of the full ITC and
depreciation by virtue of the lessor re-
ducing his rentals equal to that value.

The ability of a leasing firm to take
full tax benefits and pass on a lower
cost to the customer makes auto leas-
ing an attractive alternative to outright
purchase for financing “luxury” autos.

Leasing of autos priced less than
$16,667 also is attractive because the
lessor reduces his rentals by taking
advantage of tax credits, depreciation
and estimated value ofthe motor vehi-
cle at lease termination. The amount of
cash ordinarily necessary to amortize a
traditional loan usually is a great deal
higher than the amount of cash neces-
sary to meet rental payments on an
auto lease.

The 1984 Tax Reform Actwent even
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further and finally approved a practice
that, while being used by major auto
lessors on fleet leases for years, had
been considered a questionable prac-
tice. It’s a special option at the end of
the lease called a “terminal rental-
adjustment clause” (TRAC).

A TRAC is an option at the end ofan
auto lease that permits the following,
providing all other aspects ofthe lease
meet IRS standards for a traditional
true lease:

The vehicle must be disposed of at
termination of the lease by sale to an
unrelated third party. This sale estab-
lishes the true fair-market value
(FMV) of the vehicle, and it can be
determined whether the residual
assumption (end value) of the lessor
was correct. If the sale of the vehicle
was for an amount greater than the
residual value stated by the lessor in
his original documentation, the lessee,
because he took better care ofthe vehi-
cle than originally assumed, receives
an adjustment ofhis rents paid equal to
the difference between the lessor’sre-
sidual and the net selling price.

If the vehicle sells for an amount
somewhat less than the residual
assumption stated by the lessorin orig-
inal documentation, there is an

assumption that the lessee used the
vehicle harder than originally ex-
pected and an adjustment of rents paid
is made to reflect the increase neces-
sary to compensate the lessor for the
difference between the vehicle’s net
sale value and the residual assumed.

The TRAC is allowed only on motor-
vehicle leases. All other provisions of
the lease must meet IRS standards for
a traditional-tax lease. That means
that, ifa TRAC isincluded in a motor-
vehicle lease and the lessor intends to
take full tax benefits, there are some
restrictions as to what is allowed for the
lessee at the end of the lease.

If the lessee wants to acquire title to
the vehicle, he is forced to pay its
actual FMV or the residual amount,
whichever is higher, because this is
one of the provisions the IRS requires
to prove the transaction was a true
lease. The “owner” (lessor) retains the
value as well as the risk of asset own-
ership.

Recause the TRAC forces the vehi-
cle to be sold to an unrelated third
party, it establishes the true cost ofthe
lease for the lessor without allowing
the lessee to acquire title at a bargain
price.

Any attempt to sell the motor vehi-

AUTOMOBILE LEASING

cle to the lessee for an amount less than
its FMV would place the true-lease
nature of the transaction in question
with the IRS. The TRAC would appear
to be in conflict with the true-lease
nature of the transaction; however, it
was made a part of the 1984 Tax Re-
form Act and, therefore, currently is
allowed on auto leases only.

An auto lease handled on a true-
lease basis that doesn’tinclude aTRAC
usually carries three options for the
lessee at termination:

e Purchase the auto at its fair-
market value.

* Renew the lease at its fair-rental
value.

¢ Return the motor vehicle to the
lessor with no obligation.

Many schools of thought exist as to
whether or not a definite purchase op-
tion is allowed for the lessee in a true-
tax lease. The reason for lack ofagree-
ment is that an auto’s actual value, be-
cause of historical data, can, with
mileage adjustments, be fairly well de-
termined at the end of a three-year
lease. Therefore, if the purchase op-
tion approximates the FMV of the
equipment at lease termination, it
can’t be considered a bargain and,
therefore, wouldn’t be outside IRS re-

TYPE OF
LEASE

Commercial
Non-Tax
Lease

Commercial
True Tax
Lease

Commercial
Tax Lease
Rental Ad-
justment
Clause .

Consumer
Non-Tax
Lease

Consumer
Tax Lease

ITC

Only used by
Lessee. Re-
tricted to
$1,000.00.

Used by either
Lessor or
Lessee (not both)

Used by either
Lessor or Les-
see (not both.)

Not Available

Used only by
Lessor.

DEPRECIATION

Only wused by
Lessee . Re-
tricted to
$16,667.00.

Only used by
Lessor. (No
limit)

Only wused by
Lessor. (No
limit.)

Not Available

Used only by
Lessor.
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DEDUCTIONS ON
INCOME TAX

Lessor nothing.

Lessee ITC,
Interest and
depreciation (up
to restrictions.)

Lessor-deprecia-
tion and ITC.

Lessee-rentals.
(Restricted to
like amount as
depreciation and
1TC. )

Lessor-deprecia-
tion and 1ITC.
Lessee-rentals.
(Restricted to
like amount as
depreciation and
1TC L)
Lessor-nothing.
Lesse-Interest.
Lessor-1TC and

deprec iat ion.

Lessee-nothing.

PURCHASE
OPTION

TERMINATION
RENTAL ADJUSTMENT

Not Advisable

Not Allowed Okay .

Okay Okay

Not Allowed

Autos only
Provided auto sold
to unrelated third

party.
Okay Okay
Not allowed Not allowed
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quirements.

The difficulty generally comes when
a purchase option is for an amount less
than the FMV at termination because
of a change in economic conditions or
popularity of the auto. This area of
federal tax law isn’t as clear as it should
be and, therefore, a bank in the auto-
leasing field would be prudent to be
conservative and not offer a defined-
purchase option, especially ifa TRAC
is included.

An equipment lease in which the
lessor doesn’t take the ITC and depre-
ciation is a nontax lease and takes on
the appearance of a conditional sales
contract. However, it’s not called a
conditional sales contract because the
lessor usually determines a value for
the motor vehicle at lease termination
and then risks his ability to realize this
residual value by disposing ofthe vehi-
cle at lease termination. The lessor
uses this residual value to reduce lease
rental requirements over the lease
term. The lessee has no responsibility
for this residual value and, therefore,
the lessor is “at risk, ” making the trans-
action a lease instead of a conditional
sales contract.

An auto lease in which the lessor

FACED WITH

DISPOSING OF
FORECLOSED

BUSINESS COLLATERAL?

Bankers Liquidation Report will
connect you with buying prospects
for all types of business equipment,
inventories, even complete
businesses. A low cost listing

in The Report will be seen by
thousands of businessmen and
entreprenuers each month.

Effective recovery means the best
possible price for the collateral with
the least time and effort by bank
personnel. Bankers Liquidation
Report will help you meet this end.

Our optional reader inquiry service
will provide names and phone
numbers of prospective buyers,
while shielding your bank from
inconvenience and unnecessary
publicity.

For further information about our
service, or to order a listing, contact:

BANKERS LIQUIDATION REPORT
6440 Flying Cloud Drive

Eden Prairie, Minnesota 55344
(612) 8290213
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doesn’t take the tax side of the transac-
tion allows for a variety of options at
termination. These options include a
defined-purchase option, bargain re-
newal or a TRAC. These plus many
more options are allowed because the
lessor has no fear oflosing any tax de-
ductions and because the only income
the lessor has included in the transac-
tion is interest.

Consumer Leasing. One provision
of current tax law that needs explana-
tion involves a lessor actively engaged
in auto leasing who leases a passenger
car to aconsumer. As explained above,
it’s necessary that state consumer laws
be checked. But for federal income-tax
purposes, the 1984 Tax Reform Act,
Section 179, adding Code Sections
280(1) and 6653(h), and amending
Code Section 274(d) and 6653, casts
significant light on what Congress be-
lieved to be the effect, under prior law,
of personal use of an auto by a lessee.

When it enacted the new Section
280(f), Congress obviously believed a
lessee’s personal use is irrelevant to
the lessor’s tax treatment. If the law
stated that personal use by a lessee
precludes the lessor from taking the
ITC, enactment of subsection (c)(1) of
280(f) to the effect that the ITC should
not be denied to a lessor by virtue of
the application of Section 280(f) would
have been wasted.

It means that a lessor actively en-
gaged in motor-vehicle leasing who
leases an auto to a consumer for his
personal use still is allowed to take the
full ITC and depreciation benefits,
provided the customer doesn’t have an
opportunity to buy the car for some-
thing less than its FMV at lease ter-
mination. It’s important that the bank-
er realize the consumer has no deduc-
tions whatsoever at income-tax time.

A consumer who leases an auto
where the lessor has taken the ITC and
depreciation merely is renting an auto
over a long-term agreement and
doesn’t have any interest or deduc-
tions on his personal tax return at the
end ofthe year. He has received what
benefits there are in the form of re-
duced rentals. This may vary by state
for income-tax purposes, but it’s clear
that, for federal income-tax purposes,
the tax side of the transaction — pro-
vided the lease remains true — is avail-
able to the lessor.

The chart on page 59 illustrates who
receives what form of tax deduction for
federal income-tax purposes and
whether a purchase option or TRAC is
permissible on one of five types of

leases.

« A commercial nontax lease func-
tions like a conditional-sales contract
when the lessor retains legal title and
takes aresidual assumption, but passes
to the lessee the ability to take the ITC
and depreciation.

e A commercial tax lease assumes
the lessor is retaining full tax benefits,
thereby lowering the rental fee to the
lessee accordingly. The lessee has the
right to deduct rentals, provided the
transaction meets IRS standards for
true leasing.

« A commercial tax lease with a
TRAC must meet the traditional stan-
dards of a true lease with exception of
the TRAC.

e A consumer nontax lease func-
tions as a conditional-sales contract
when the only reduction in rents
comes from the lessor’s ability to
assume a risk as to the value of the
vehicle at lease termination.

« Aconsumer taxable lease provides
the lessor with the ability to take full
tax advantages from ownership of the
vehicle and assume a value for the
vehicle at the end ofthe lease and thus
reduce the lessee’s rentals according-
ly. The consumer lessee receives no
deduction.

Auto leasing is a unique form of
equipment leasing. A close review of
state laws as they pertain to both con-
sumer and commercial leases and are-
view of federal and state tax laws are
necessary before the bank enters this
complicated form of financing.

Auto leasing is an attractive, profit-
able form offinancing. However, itre-
quires diligence on the banker’s part to
make sure the bank is covered from a
tax/legal standpoint with the right
documentation and the right amount
of compensation for its efforts. «

PRESIDENT AND CEO
$60,000,000. bank in western Illinois is
seeking a professional banker to serve as
President and Chief Executive Officer.
Applicants must have 10 years experience
as a bank executive with proven abilities in
leadership and experience in agricultural
lending. Degree required.

Send resume and salary history in confi-
dence to:
WIPC
Executive Search Corp.
P.O. Box 6664
Louisville, KY 40207
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Davids
(Continued from page 62)

tional cost involved.

Although these services were ap-
preciated by corporate accounts, the
rise of money-market rates tended to
stimulate a more lean money-market
management policy. Most major
accounting firms actually provided
tremendous assistance to corporate
treasurers, so that, in effect, by the
creative use of float, there were times
when corporations were able to oper-
ate with negative balances while their
bank accounts indicated positive bal-
ances.

Almost every study shows that when
a customer — corporate or personal —
is asked whether he would prefer im-
plicit or explicit interest, explicit in-
terest wins out.

It’s my conviction that explicit in-
terest on corporate accounts generally
is preferable to implicit interest.
Corporate treasurers prefer it, though
many commercial bankers don'’t.

When turnover of demand deposits
at New York City banks reaches a ve-
locity of 2,000 times a year, and when
daylight overdrafts among such banks
exceed tens of billions a day — some-
times on one bank alone — | am con-
cerned about the possibility ofan elec-
tronic glitch developing.

Much of the velocity is a result of
banks being prohibited from paying in-
terest on corporate accounts. It’s mind
boggling to think that 2,000 deposit
turnovers per account per year is an
average for New York City money-
market banks.

It’s appropriate for serious bankers
to look into all ramifications of pay-
ment ofinterest on corporate deposits.

Ag Banking Personnel

(Nationwide)
Let us help you. Call the ag lending personnel specialists
without cost or obligation. Confidential. Employers pay us
to hire the best.

Linda
515/394-5827
New Hampton, IA 50659

Jean 515/263-9598 If
no answer, 712/779-3567
Massena, lowa 50853
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FINANCIAL EQUIPMENT
BOUGHT AND SOLD

We buy, sell and upgrade anywhere in the US.
Top prices paid for Brandt, Cummins and Glo-
ry money processing equipment. Extensive in-
ventory of FULLY WARRANTEED, rebuilt
coin sorting and wrapping equipment available
from stock at an excellent savings. NCR, IBM
and SHARP teller terminals bought and sold.
Many units discounted significantly. Contact:
Data Financial, P. O. Box 09054, Milwaukee,
W1 53209 (414) 351-5400.

POSITIONS AVAILABLE

Credit Mgr — small credit union $20K
Commi Loan — $200MM urban bank $40K
President— small rural bank $38K
R.E. Loan — $100MM suburban $28K
Ag/Comml Loan — $40MM community ~ $35K
AgriLoan — $30MM rural bank $30K
Controller— $150MM suburban $35K
Sr. Commi Loan — suburban bank $40K

Additional opportunities are available in midwest-
ern states. Resume and salary history requested.

TOM HAGAN & ASSOCIATES

of KANSAS CITY
P.O. Box 12346 2024 Swift
North Kansas City, MO 64116

816/474-6874

SERVING THE BANKING INDUSTRY
SINCE 1970

Dunhill
Personnel System.

The System
that puts bankers in their places.

The right people in the right places keep the world
of finance and banking on a steady course. The Dunhill
Personnel System places the right professionals in the
right banking positions, nationwide.

Our National System will recruit qualified
professionals to fill the position,
and we can also coordinate the

real estate and physical

moving needs of your new

employee.

Call the Dunhill Personnel

Agency of Fayetteville
and let the System work
for you.

Dunhill

Personnel Agency of Fayetteville, Inc.

P.O. Box 1570
Rogers, Arkansas 72757
(501) 636-8578
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THE BANKING SCENE

By Dr. LEWIS E. DAVIDS
Professor of Finance

Southern Illinois University, Carbondale

Is Corporate-Checking Interest a Good Idea?

interest being paid on personal

( DISCUSSED the probability of

ures show a dramatic increase in turn-
over velocity during the last decade or

checking accounts with a leading Miwo. A good bit of that velocity was

souri banker more than a decade ago.
The discussion was prompted by the
growing popularity of money-market
funds that were siphoning off the
cream of personal accounts by paying
high interest rates, yet providing de-
mand withdrawal by use of drafts.

This arrangement had certain ad-
vantages over checks, especially when
it came to float.

The Missouri banker contended that
permitting interest payments on per-
sonal checking accounts would sound
the death-knell of community banks.
Our discussion included reference to
the fact that, prior to the imposition of
Regulation Q in 1933, banks tradi-
tionally paid interest on such accounts,
and they operated profitably in such a
situation.

Looking back, it’s clear that many
country bankers would have preferred
not to pay interest on personal check-
ing accounts, but the tides of change
made it inevitable if banks were to
compete effectively. It’s also clear that
banks have learned to live with the
situation by finding sources ofrevenue
to offset the interest expense.

There still is a great fear among
bankers concerning the implications of
exempting corporate checking ac-
counts from Regulation Q. In that con-
nection, there are some numbers with
which bankers should be familiar.
They are from a recent issue of the
Federal Reserve Bulletin dealing with
deposit turnover.

For all insured banks for more than
the last nine months, demand deposits
have turned over more than 400 times
ayear. For the major New York banks,
the turnover figure ranges from 1,600
to close to 2,000 times a year. Other
banks experience demand-deposit
turnover exceeding 200 times a year.

Yet turnover for NOW accounts
averages only 15 to 16 times a year.

These not-seasonally-adjusted fig-
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induced by the fact that corporate
treasurers tend to pool funds from var-
ious banks into a central bank, keeping
a zero balance overnight with that in-

Almost every study shows
that, when a customer —
corporate or personal — is
asked whether he would prefer
implicit or explicit interest, ex-
plicit interest wins out.

stitution by placing the funds in the
money market. This has caused some
students of banking to be concerned
about the literally tens of billions of
dollars of daylight overdrafts taking
place in major money-market banks.

To a large extent, the situation is
fueled by the Fed’s shortsightedness
in not permitting interest payments on
corporate checking accounts. Such a
policy would have encouraged corpo-
rate treasurers to leave their funds at
banks rather than investing them in
the money market.

The policy would have motivated
corporate treasurers to keep their
funds at the bank because they knew
the bank was paying a reasonable
amount of interest to keep the funds.

Most community bankers are reluc-
tant to think about the possibility of
payment of interest on corporate
checking accounts. This isunderstand-
able. Some bankers, while conceding
that corporate interest will come, feel
that the longer it is delayed the better.
In the meantime, velocity figures will
increase. It’snot too late for bankers to
be thinking ofthe implications on their

own institutions of interest on corpo-
rate checking accounts.

I don’t know whether the Fed will
implement corporate-interest pay-
ments in the near future or, if and
when they are implemented, whether
the Fed will restrict the amount of in-
terest paid on such accounts, as was
the case under old Regulation Q. It’s
logical to expect a phase-in period dur-
ing which rates would be controlled to
give banks time to become acclima-
tized to the situation. However,
attempts to legislate interest-rate ceil-
ings have failed in the past.

A decade ago, a customer visiting a
bank was likely to see inducements for
making a deposit such as premiums
and trips to exotic places. The value of
the gift was correlated directly to de-
posit size. The so-called ‘gifts” were a
form of interest in economic terms
called “implicit,” as distinguished
from the monetary payment of in-
terest, which is called “explicit.”

Implicit interest tried to equate the
prevailing explicit interest that was
legally payable under “Q” to the pre-
vailing real market rate, which was
higher. In one sense, the fact that a
bank could acquire premiums at
wholesale prices permitted it to adver-
tise these premiums at retail value and
tended to make the spread between
implicit and explicit interest rates and
the market rate less obvious. To a simi-
lar extent, corporate accounts were
wooed to maintain balances in check-
ing accounts by services, such as check
reconciliation, security safekeeping
and the like.

Some services were provided by
banks using computers that were not
fully utilized, permitting the services
to be dispensed at a low marginal or
incremental cost. A study some years
ago on correspondent service pricing
revealed a tremendous range of prices
charged to respondent banks, some
obviously below any reasonable func-

(Continued on page 61)
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Whatdoyou do
whenyourbest
corporate customer
wantstoleasea..

Whatchamacallit?

If you’re saying no, AFI can help you say yes
with our BankLease Program. AFI offers:

e Complete turnkey leasing services

< No start up costs for your bank

e Complete preparation of lease
documents

« Closing of lease transactions on
your behalf

e Remarketing used equipment at
lease termination

If your big city competitors are
offering lease financing to your
customers, contact AFl today!

Ifyou can name It,
you can lease it!

FINANCIAL CORPORATION

Affiliated Financial Institutions

NAT'L 1-800-321-3010 Hanna Building, Cleveland, OH 44115
OHIO 1-800-362-0434
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Boatmen’s Ted
Operations Assistance
Overline Assista
Loan Participations.
Investments.

Boatmen’s Vice President Ted Smothersworking
with Bob Menz, Chairman and President of The
First National Bank of Highland. Whatever your
correspondent needs, Boatmen’s has knowl-

edgeable people to assistyou. Call Ted Smothers.
He can help.

Correspondent Banking Division

THE BOATMEN'S

NATIONAL BANK
OF ST LOUIS

Member FDIC





