Approved February 4, 1987

Date
MINUTES OF THE _SENATE ~ COMMITTEE ON FINANCTIAL INSTITUTIONS AND INSURANCE
The meeting was called to order by Sen. (ll\l}i:ii;;l)er?o;l Arasmith at
~9:00  am./p¥ on February 3 1987 in room 229-8 of the Capitol.

All members were present except:

Sen. Warren - Excused

Committee staff present:

Bill Wolff, Legislative Research
Bill Edds, Revisor of Statutes

Conferees appearing before the committee:

Harold Stones, Kansas Bankers Association
Richard D. Nichols, Kansas Bankers Association
Jim Maag, Kansas Bankers Association

Murray D. Lull, Smith Center, Kansas

The mimutes of January 29 were approved.

The hearing began on SB 72 concerning branch banking with the chairman calling on
Harold Stones, Kansas Bankers Association, who informed the committee that there
would be three pieces of testimony to be presented by Richard Nichols and Jim Maag
of the Kansas Bankers Association and by Murray Lull, a banker from Smith Center,
Kansas, to be followed by any questions the committee may have. He also introduced
the Board of Directors of the Kansas Bankers Association. Testimony followed as
announced . (See Attachments I through III.)

The chairman asked Mr. Stones if there was a possibility that the branching capacity
would be used on solventbanks and neglected for troubled banks. Mr. Stones said this
was possible but not probable, noting that in Nebraska few large city banks have been
grabbing smaller banks as an option. He contemplates that this is the way it will be

in Kansas. The chairman asked further if the branching would be localized rather than
statewide and also if it would be used for negotiated sales. Mr. Stonmes said it is
anticipatied that it would be relatively regional and that it would be used on negotiated
sales.

Sen. Karr questioned Mr. Nichols in regard to his testimony dealing with interstate
banking. Mr. Nichols said it shows that the winds of change are coming and that now
bankers can see this as a possibility. Mr. Stones added that Kansas will be dealing
with inter state branching for savings and loans.

Sen. Strick asked if there is a limitation on how many banks can be acquired by
negotiated sale. Mr. Stones said there is no limitation but that the multibank
holding company bill did have a limitation but only on depository comstraints.

The chairman asked Mr. Stones if this bill permits charter banks in multibank holding
companies to be comverted to branches. Mr. Stones said it does. Sen. Werts clarified
by explaining that it permits a branch of one of the banks in the holding company but
not of the holding company.

The meeting was ad journed.

Unless specifically noted, the individual remarks recorded herein have not
been transcribed verbatim. Individual remarks as reported herein have nat
been submitted to the individuals appearing before the committee for

editing or corrections. Page 1 Of _._.]'___
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The KANSAS BANKERS ASSOCIATION

A Full Service Banking Association

February 3, 1987

TO: Senate Committee on Financial Institution and Insurance

FROM: Richard D. Nichols, President
Kansas Bankers Association

RE: SB 72 - State-wide branching by acquisition

Mr. Chairman and Members of the Committee:

As President of the Kansas Bankers Association, I want to thank you for granting
the Association an opportunity to appear before the Committee on this matter of
vital importance to the banking industry and the future of Kansas. The KBA is
celebrating this year its 100th year of service to our industry and we are
already planning how we can best serve Kansas banking in the next 100 years.

Planning for- the future in our industry is no easy task and that is one of the
reasons we are appearing before you today on SB 72. Everyone is aware of the
difficulties faced by the agricultural, energy and aviation sectors of the
" Kansas economy and that, in turn, has heavily impacted our industry. Added to
those difficulties is a tremendous increase in the number of competitors offer-
ing banking services and the expanded activities of our traditional competi-
tors. Statistics provided to the Committee in this testimony booklet show how
Kansas had the 3rd highest bank failure rate in the United States over the past
three years and how the profitability of banks in certain size groups has
deteriorated during this decade. Already many Kansans and some entire communi-
ties have been left without banking services due to bank failures and a continu-
ation of these problems for some period of time is an unfortunate reality.

In September of 1986 the State Affairs Committee of the KBA addressed the issue
of how a change in the bank structure laws could assist in the survival of
banking services for many Kansas communities. There was discussion about pos-
sible expansion of the failed bank act passed last year, branch banking from
county-wide to state-wide, and even some discussion about interstate banking.
The committee decided to ask me to appoint a special subcommittee to meet with
representatives of the Kansas Independent Bankers Association to see if there
was any "common ground" or consensus on possible changes in the bank structure
laws. A meeting of the two groups was held in Newton in mid-October and while
there was a full afternoon of frank discussions about bank structure the two
groups did not reach an agreement on any potential Tegislation.

The State Affairs Committee once again addressed the issue at its meeting on
November 5, 1986, -and the decision was made to take a survey of all of the
owners (or the largest stockholder if no majority owner existed) of Kansas banks

Office of Executive Vice President e 707 Merchants National Building
Eighth and Jackson e Topeka, Kansas 66612 e (913) 232-3444
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on four key structure issues. The committee debated at some length the ques-
tion on who should receive the survey and it was decided that the owners or
largest stockholders should receive it since it was their capital at risk and
thus their attitude about the future of banking might well be different from
that of a CEQ or president who did not have a signficant ownership stake. In
addition, the committee designed the survey so that respondents who did not want
change could simply vote "no".

A copy of the survey and its results are included in the testimony booklet. 72%
of the banks responded to the survey which we believe is a very significant per-
centage for a mail survey and shows the high degree of interest in structure
change. Contrast that with a similar survey on bank structure conducted by an
interim legislative committee in 1983 which resulted in only a 54% response by
banks. [t was apparent to the State Affairs Committee that the survey results
showed a solid majority of bankers wanted change in the structure laws and the
committee decided at a special meeting on November 24, 1986, to recommend to the
KBA Board of Directors and the Governing Council that the KBA seek Tegislation
in the 1987 session which would allow state-wide branching by acquisition. In
subsequent actions, both the Board and the Governing Council endorsed this
recommendation overwhelmingly. Included in your booklet is a sheet listing the
motions and votes on the proposal by the committee, the board and the council.

As you can see, the decision to seek this legislation was arrived at in a
thorough and democratic manner. A majority of the members of our two major
policy making bodies---the Board and Council---are nominated by petition and
elected by secret ballot as are the officers of the Association. Our
Association by-laws require truly democratic rule and we seek imput from Kansas
banks and do significant research before making major recommendations to the
Legislature. KBA members who are also members of the KIBA serve on the various
KBA policy-making bodies including the State Affairs Committee, the Board and
the Council. I know of no trade association in this state that is more open and
democratic in its operation than the KBA.

Mr. Chairman and members of the Committee, we in the banking industry have been
criticized in the past by legislators for bringing structure issues before you
when there was no clear consensus among bankers on those issues. I stand here
as President of the KBA today to tell you that we have conducted an open, fair
and objective survey of Kansas bankers and have found a solid majority in favor
of state-wide branching by acquisition. Even more important than this consen-
sus, however, is the fact that this legislation may well spell the difference
between the survival or loss of banking services to thousands of Kansans in com-
munities throughout this state in the coming years.

On behalf of the Kansas Bankers Association, I respectfully request that the
committee give favorable consideration to SB 72.

" Richard D. Nichols Attachment I
Kansas Bankers Association Senate F T & I — Feb. 3, 1987
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1 Jueumoelly

I

A I B c D E
1 HNSOLVENT BANKS IN KANSAS
2 IDATE IBANK DEPOSITS ASSUMED BY MISCELLANEQUS
3 }j1982 | None in Kansas (42 in U.S)
T e Ear e e 1. S
5 11983 INSOLVENCIES--48 BANKS FAILED IN US
6 {9/6/83 Douglass Stale, Kansas City 31,156]Will Taliaferro, K. C,
7 1
I R B LA P
9 11984 INSOLVEMCIES--79 Banks Failed in{US
10 |1/27/84 Indian Springs St,KC 34,125|Noone
11 [8/22/84 Thayer State v 12,325)Virqil Lair, Erie
12 |10/10/84 Rexford State - 4,052|Tim Sungren, Grinell
13 110/25/84 First National, Gaylord 3 6,7531John Peters, Osborne
14 111/29/84 Strong City State 4 _5,107}Ed Cosiello, Tampa
15 112/11/84 University St., Wichita Yy 4,299]4th Nil., Wichita
16 |12/20/84 Farmers St., Selden e+ 12,470|Bob Gaskill, Wionona
17 7 TOTAL DEPOSITS 79,131
R I R e T T L e [
19 |1985 INSOLVENCIES 120 Banks failed in US
20 |5/2/85 Bank of Commerce, Chanute 69,2991Virgil Lair
21 16/13/85 First State Bank, Edna 1 9,873|Bill_ Schmoll
22 16/20/85 Farmers Stale Bank, Dexter 4 5,046{NoOne
23 17/2/85 The Madison Bank 4 7.734|First Ntl, Madison
24 17/18/85 Eskridge State Bank ic_ 8,550|Mack Colt
25 17/23/85 The First National Bank, Onaga . 20,401|Bachman, Saylor
26 |7/25/85 Kans. American, Overland Park v 24,770{John Sullivan
27 17/25/85 Citizens Sl. Eldorado 31,577]First Nil, Wichita
28 18/14/85 State Bank of Herndon 13 5,368}Noone
29 18/23/85 Bank of Bronson 14 9,890INoone
30 |9/25/85 Sedan Stale Bank 27,372|Noone
31 111/21/85 Farm & Merch. of Rush Co. 28,900]Noone
32 |11/21/85 Decatur Co. National ) 12,900]Bob Gaskill, Winona
33 13 TOTAL DEPOSITS 261,680
I R e LA S . A
35 §1986 INSOLVENCIES
36 }1/9/86 First Ntl., White City ke 9,100]Ken Haddock, Heringlon istin US
37 ]3/28/88 First St Bank, White Cloud 7 5,100|BRANCH of Silver Lake St. $15,000 for deposits
38 |5/1/86 Bank of Nortonville 1% 6,400|BRANCH of Valley Falls 38th in _US--$216,100 for deposits
39 §5/15/86 Citizens St., St. Francis 14 22,000]Dale Goodwin, Goodland
40 16/5/86 Citizens St., McCracken w2 10,552Noone
41 16/19/86 First Nil., Chanute 44,900|Noocne 59th in US
42 }7/17/86 Bank of Kiowa >V 10,900{Noone
43 {7/24/86 McCune St., McCune v~ __7,800]BRANCH of City NUi, Pittsbrg |77th in US--$116,000 for deposits
44 18/7/86 Easton St., Easton w3 15,900[Exchange Bancshares, Alchsn__|Fort Nil. Bank--$401,000 prm. -84th in US 40th Aq
45 18/14/86 St. Exchange Bank, Yates Center M 24 ,800{BRANCH of Girard Nil. $363,000 premium
46 {8/21/86 United Bank of Minneapolis 1§ 21,600|BRANGH of Benngln St. 376,000 premium/FDIC kept $6.4mm assets
47 19/25/86 Home State Bank, Lacrosse 1, 12,400{BRANCH of Farmers, Albert 103 in US/312,000 premium/FDIC kept 7.8mm _asset
48 111/13/86 Hoxie State Bank, Hoxie 32,100|Tim Sungren, Grinell 123 in US/51k premium/
49 13 223,552
50
51 |1986 ASSISTANCE PRIOR TO INSOLVENCY
52 [4/16/86 | Talmage St. Bank 9.9601FDIC loan of 1.7mm e
53 |8/15/86 ' Staiz_Bank of Westphalia 4,100fmrgd-BRANCH of Ks St Garnelt! FDIC loan quarantee of $277,000
54 !
55 [4YRTOTALS - T 595,519
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i
T SR ST v o B g et - . §
- Closings Cluster in - . Closed Baniks
~Ciosings Cluster in - k
G L T U, - (By State)
. Nation’s Heartland -
: : . . '86 '85 ’84 '83 '82
Alabama ....cc.ccceeee. 1 2 1 1 1
Alaska .... T
Arizona .ccceeeeeeeeeenen .o
Arkansas .....cccceeeee ... 1 2 1 3
California ... 8 7 6 5 2
Colorado ...... . 7 6 2 1
Connecticut .......... ...
Delaware .....cccceeee ...
Dist. of Columbia ... ... .. .. ..
Florida ..cccceeueee. .. 3 2 2 .. 1
Georgia ...cccevceveecer ..
Hawal coceveeeveniecner s
1dahno coceeerereeeeenes
(1] T - J 2 5 6 5
Indiana ...... 1 2 ... ..
lowa .......... 1 3 .. 2
Kansas ...... 13 7 1
Kentucky ... .~ 1 1 .
Louisiana .. 1 .
Maine ........
Maryland .......c..... ...
Massachusetts ... ... 1
Michigan ... ... 1 1
Minnesota . . 5 6 4 1 1
Mississippi cococcveeee ..
Missouri .... 9 9 2 1 2
Montana .... 1 . L1 .
Nebraska . 613 5 1
Nevada ...cccccevevveane ... e 1
New Hampshire ... ... .
New Jersey w1 1 1
New Mexico .. . 3 ... .. .
New YOrk ....ccceeeee .ue 4 .. 2 4
North Carolina ..... ...
North Dakota ....... ...
ORIO e .
Oklahoma 16 13 5 1 3
Oregon ....... ... 1.3 5 5 ..
T e T . . T - Pennsylvania ........ ... e e 1
2 T I SN T S R . Puerto Rico .......... i 11 1
X i ’ 1 ; . §%u .
(.. Failures Mount for Three Hard-Hit States ) Rhode island ... -~ wo
K' T T B e T T B DR A J South Dakota ....... 1 .01 1L
. Tennessee ........... 2 5 11 12 3
Texas ..occcveceeeeenen. 26 12 68 3 7
Utah e 3 1 1 ... .
Vermont ...ceeeeeveees .o
Virginia ..oooceeeveeees o 1
Washington .......... ... 1
~ West Virginia ........ .. 1
Kansas » Ckiahoma s Wisconsin ............ 11 L
Wyoming ......cceee. 7 5 2 1 .
Total .cccecmreereieannee 138 120 79 48 42
The total of failures for 1986 does not in-
1 clude seven assistance transactions. There
? - were two in Kansas and one each in Louisi-
ana, Missouri, Oklahoma, Tennessee,
'79 '80 '81 '82 '83 '84 '85 '86 '79 '80 "81 '82 '83 '84 85 '86 ‘79 '80 ‘81 '82 '83 ‘84 '85 ‘86 Washington.

Attachment T
Senate F I & I — Feb. 3, 1987
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RETURN ON ASSETS
BY SIZE CATEGORY
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NET INTEREST MARGIN
BY SIZE CATEGORY

Net Interest Margin
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Loan Loss Provision

LOAN LOSS PROVISION
BY SIZE CATEGORY
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O'HEAD EXP MINUS
, NON-INT. INCOME
O'head Expense BY SIZE CATEGORY

2.6
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KANSAS PBANKERS  ASSN.

707 MERCHANTS NTL. BLDG.
913/7232-3444 TOPEKA,KS 66612

November 10, 1986

TO: ALL KANSAS BANK OWNERS

Enclosed with this letter is a statewide survey on banking
structure. Please respond to it by Wednesday, Nov. 19. Your response will
be kept confidential by the KBA.

This survey is being sent to you at the direction of the Kansas Bankers
Association's State Affairs Committee. The committee directed that the
survey form be sent to the owner of the largest number of shares of
stock in every bank in Kansas. If you own more than one bank, you will
find -a survey form for each one. In those cases, please identify each bank
separately by asset size, as requested on the form, and return a separate
form for cach bank you own. _

The State Affairs Committee is sincerely trying to identify the wishes
and desires of the owners of Kansas banks as to structure issues. There are
some bankers in Kansas who see that many  banks are having difficulties
today, and are 'watching their equity value erode and shrink. Where is a
market for the sale of these banks, and.the recovery of equity? They
believe that as many options as possible should be given to those banks, so
those who wish, might join together as a single charter with branches, to cut
costs; or some might sell to another bank before insolvency, and remain as a
service to their local community as a branch. They believe such options
should be available to any Kansas banker who wants them. A county-wide
or state-wide branching law through acquisition would create these options.

There are bankers who believe that the future economic well-being of
Kansas depends on our joining in a regional compact which would allow
banks to cross state lines through acquisition. A recent article in a financial
publication indicated Kansas is one of 13 states representing less than 4% of
the bank assets of our nation, which has not already adopted such legislation.

Attachment I
Senate F I & I - Feb. 3, 1987
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Page 10

On the other hand, there are other bankers who believe that any of
these structure changes, whether branching county-wide or state-wide
or interstate through acquisition, create more problems than they solve.
They cite concentration and possible abuse of financial power; the loss of
local ownership and control which could have less concern for the economy
of each individual community; and the danger of funds outflowing from local -
communities to money centers as their major reasons for opposing such bank
structure changes. These bankers also cite the possible dangers of increased
competition through future liberalization of any law which might be passed.

There is yet another group of bankers who would desire some
structure option not found on this survey----so we ask you to assume that
each guestion might be posed to you individually, and to answer
each as though it is the only alternative available. In other
words. if each option should happen to be the only one available,
would you support it or oppose it?

In conclusion, in some banks, the majority owner of a bank is hard to
identify. If you received this letter and some other person is the majority
owner, would you please pass this letter on-to him or her?  Or there may be
a few banks with equal majority ownership. In those instances, we hope you
will confer together and reach a joint decision as to your opinion. Also, in
those banks where the majority owner is a person other than the Chief
Executive Officer of the bank, that owner may wish to consult with the CEO.

Thank you for taking the time for this valuable help.

incerely,

vt

Harold Stones, EVP

Attachment I
Senate F I & I - Feb. 3, 1987



Kansas BANKERS  AsSsK.

707 MERCHANTS NTL. BLDG.
913/7232-3444 TOPEKA, KS 66612

Please return to the KBA office at the address listed above by Nov., 19

Please check vour response for each question. Answer each question as
though it is the ONLY alternative available, Measure each of the four
options against the present law.

1. Do you faver or oppcse county-wide branching with no limitation as to size or
number?

-~

avor Oppose

2. Do you favor or oppose county-wide branching through acquisition with no
newly-chartered branches authorized?

Favor Oppose

3. Do you favor or oppose state-wide branching through acquisition with no
newly-chartered branches authorized?

Favor Oppose

4. Do you favor or oppose regional reciprocal interstate banking by acquisition?

Favor Oppose

Bank size in assets as ¢f 6/30/86 is $ million.
(please round off to nearest million)

Please return to the KBA office at the address listed above by Nov. 19

giractment I 1 _ pep. 3, 1987




Worksheet1 Page 12

A B | ¢ | D E | F | G | H
1 |BANK OWNERS SURVEY ON STRUCTURE| AS OF NOVEMBER 24,11986
2
3 1. Do you favor or oppose county-wide branching with no limitation
4 |as to size or number?
5
6 |SIZE GROUPS TOTAL|FAVOR| % OPPOSE| % NO REPLY
7 |Below $10 million 104 37] 36% 67| 64%
8 |$11 thru $25| million 143 54| 38% 89! 62%
9 %26 thru $50| million 107 41| 38% 64, 60% 1
10 |$51 thru $100 million 54 33] 61% 22| 41%
11 |Over $100 million 32 251 78% 71 22%
12 |TOTAL RESPONSE 440, 190, 43% 249 57% 1
13
14 ‘e
15 |2. Do you favor or oppose county-wide branching through acquisition
16 |with no newly-chartered branches authorized?
17
18 {SIZE GRQUPS TOTAL|FAVOR| % OPPOSE| % NO REPLY
19 |Below $10 million 104 62| 60% 41 39% 1
20 311 thru $25| million 143 94| 66% 47| 33% 2
21 1826 thru $50| million 107 741 69% 30| 28% 3
22 1$51 thru $100 million 54 37! 69% 16/ 30% 1
23 |Over $100 million 32 27| 84% 4 13% 1
24 |TOTAL RESPONSE 440, 294, 67% 138| 31% 8
25 |-
26
27 |3. Do you favor or oppose state-wide lbranching through acquisition
28 |with no newly-chartered branches authorized?
29
30 |SIZE GROUPS TOTAL |FAVOR| % OPPOSE | % NO REPLY
31 {Below $10 million 104 45 43% 59| 57%
32 {311 thru $25| million 143 80| 56% 62 43% 1
33 |$26 thru $50! million 107 65| 61% 41 38% 1
34 |351 thru $100 million 54 36! 67% 16| 30% 2
35 [Over $100 million 32 261 81% 5 16% 1
36 |TOTAL RESPONSE 440| 252| 57% 183 42% 5
37
38
39 |4. Do you favor or oppose regional reciprocal interstate banking
40 |by acquisition?
41 [SIZE GROUPS TOTAL{FAVOR| % OPPOSE| % NO REPLY
42 |Below $10 million 104 33| 32% 70| 67% 1
43 |$11 thru $25| million 143 52! 36% 81 64%
44 (526 thru $50| million 107 471 44% 60] 56%
45 |$51 thru $100 million 54 30{ 56% 24| 44%
46 |Over $100 million 32 24i 75% 8, 25%
47 |TOTAL RESPONSE 440 186/ 42%| 253| 58%

Attachment I
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1983 SURVEY BY C&FI COMMITTEE

Survey

Early in its study, the Committee developed and circu-
lated among the 619 Kansas banks a survey seeking the opinion
of bankers and bank owners on the following propositions:

I.  Banking structure in Kansas should be changed
by the Legislature to allow for the creation
and operation of multi-bank holding com-

panies.

II.  Banking structure in Kansas should be changed
by the Legislature to allow for statewide
branech banking.

II.  Banking structure in Kansas should be changed
by the Legislature to allow full banking serv-
ices to be provided in detached auxiliary
banking facilities.

Responses to Each Proposition Summarized Under
the Headings Agree (A), Disagree (D)
and No Opinion (NO) ~

Proposition I (Multi-Bank Holding Companies)

Agree Disagree No Opinion

132 (39.3)% 197 (58.6)% 7 (2.1)%

Proposition II (Branch Banking)

Agree Disagree No Opinion

43 (12.8)% 283 (84.2)% 10 (2.9)%

Proposition 11l (Detached Facilities)

Agree Disagree No Opinion

165 (49.1)% 143 (42.6)% 28 (8.3)%

Attachment I

Senate F I & I - Feb.

3, 1987
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ACTIONS TAKEN BY KBA ON BRANCHING PROPOSAL

KBA STATE AFFAIRS COMMITTEE

e

The State Affairs Committee, at their November 5 meeting, voted to send a survey
on county-wide branching, state-wide branching, and interstate banking to all
Kansas bank owners. The survey was sent on November 10. 440 replies were
received by November 24 for a 72% response.

The State Affairs Committee met again on November 24 to consider the results of
this survey and the following action was taken by that committee.

"IT WAS MOVED BY BECKER, SECONDED BY ASMANN, TO RECOMMEND TO THE
GOVERNING COUNCIL TO CONSIDER STATE-WIDE BRANCHING BY ACQUISITION ONLY
WITH NO CHANGE IN EXISTING LAW RELATING TO INTRA-CITY BRANCHING.

MOTION CARRIED ﬁITH 1 VOTE IN OPPOSITION AND 1 VOTE IN ABSTENTION."

KBA BOARD OF DIRECTORS

The KBA Board of Directors, meeting on November 24, reviewed the survey results,
considered the State Affairs Committee recommendations, and voted unanimously to
endorse it to the Governing Council.

KBA GOVERNING COUNCIL

At the meeting of the Governing Council on November 25 the recommendations of
the State Affairs Committee and the Board of Directors were reviewed. Article
V, Section 4 of the KBA Bylaws stipulates that such motion or resolution for
Governing Council actiom shall be received by the EVP sixty (60) days prior to
the meeting, and a copy sent to all banks thirty (30) days prior to the
meeting. The Bylaws contiaue, however, that: “The Council, by a vote of
two—thirds of the members present at any meeting, may suspend the requirements
of this section and consider and act upon any resolution proposed for
consideration at aay mneeting.” After detailed explanation of the Bylaws
requirements by Chairman_Schuster, it was

MOVED BY NICHOLS, SECONDED BY CHANDLER, FOR THE COUNCIL TO SUSPEND THE
ADVANCE NOTICE REQUIREMENTS OF THE BYLAWS IN ORDER TO CONSIDER THE
RECOMMENDATIONS OF TE STATE AFFAIRS COMMITTEE AND THE BOARD OF
DIRECTORS, BASED UPON THE BANK OWNERS SURVEY.

MOTION CARRIED — 24 yes, 3 no, 2 abstentions.

Attachment I
Senate F I & 1 - Feb. 3, 1987
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Page 15

The vote was in excess of two thirds majority; therefore, the State Affairs
Committee and Board of Directors recommendations were placed on the agenda for
consideration.

MOVED BY CARSON, SECONDED BY CHANDLER, THE GOVERNING COUNCIL APPROVE
THE RECOMMENDATIONS OF THE STATE AFFAIRS COMMITTEE AND THE BOARD OF
DIRECTORS THAT THE KANSAS BANKERS ASSOCIATION OFFICIAL POSITION BE IN
FAVOR OF STATEWIDE BRANCHING BY ACQUISITION ONLY WITH NO CHANGE IN
EXISTING STATE LAW RELATING TO INTRA-CITY BRANCHING.

MOTION CARRIED — 26 yes, 3 uo.

MOVED BY NORRIS, SECONDED BY SHEIK, THE GOVERNING COUNCIL MEET AGAIN
TO CONSIDER AND APPROVE THE FINAL DRAFT OF THE BILL TO SEEK THIS
CHANGE IN BANKING STRUCTURE.

MOTION CARRIED.

At the December 23rd meeting, the Governing Council considered the bill draft
for "Statewide Branching through Acquisition”.

Harold Stones updated the Governing Council on the drafting of the proposed
legislation and the communications to all Kansas banks regardiag the draft.
Several technical points in the bill. were questioned and" coasidered.
Considerable discussion on details of the bill draft ensued.

MOVED BY STEFFES, SECONDED BY DARRAH, THE GOVERNING COUNCIL APPROVE
THE BILL DRAFT AS PRESENTED.

MOTION CARRIED. 18 yes and 2 no.
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A Full Service Banking Association

February 3, 1987

TO: Senate Committee on Financial Institution and Insurance

FROM: James S. Maag, Director of Research
Kansas Bankers Association

RE: SB 72 - State-wide branching by acquisition

Mr. Chairman and Members of the Committee:

Thank you for the opportunity to appear before the Committee on SB 72. You have
already heard a presentation by KBA President, Dick Nichols, as to how the KBA
decided to request this legislation and I would 1ike to expand on some of his
comments as to why we believe SB 72 1is important to the future of banking in
Kansas.

At a recent seminar at Kansas State University on the foreign debt crisis, Dr.
Sarkis Khoury, a recognized expert on international finance made the following
comment: "There is no such thing as domestic [United States] banking anymore.
Anybody who thinks there is has something wrong with his facts." What Dr.
Khoury was trying to emphasize was how the banking industry is now global in
nature and any attempts to solve banking problems on a national scale alone
ignore the reality of the marketplace. The same thing could obviously be said
about attempts to solve banking issues at the state level while ignoring what is
occurring at the national and international level.

The very fabric of the banking industry in Kansas is being stretched to its
limits by economic events which are international in nature and over which no
one in Kansas has any control. Decisions made at the national.level have given
our competitors more and more authority to become involved in banking. 37
states, including our neighboring states of Missouri and Oklahoma have enacted
-—interstate banking laws. The ability for you as legislators to control such
events beyond the borders of Kansas is obviously limited. However, you do have
the authority to remove restrictions which are hampering our banks' competitive-
ness.

A majority of Kansas bankers now believes the time has come to remove one of
those restrictions through the passage of SB 72. The authority for Kansas banks
to participate in branch banking by acquisition would give banks an additional
option which would allow them to survive in an increasingly competitive environ-
ment which includes S&Ls, credit unions, insurance companies, American Express,
Sears, and the major auto companies - to name only a few.
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To demonstrate how "unlevel” the "playing field" of structure has become for
Kansas banks, we have enclosed in the testimony booklet a chart showing the top
ten financial institutions in Kansas in 1981 and the top ten such institutions
at the end of 1985. As you can see, there has been a dramatic shift. Four of
the top five institutions---and seven of the top ten---are now S&ls. Is the
fact that S&Ls in Kansas have the authority to establish an unlimited number of
branches in any community in the state and the fact that Kansas S&Ls can merge
on a state-wide basis without restriction merely coincidental to this shift? MWe
think not.

Also enclosed are copies of several newspaper articles relating to the competi-
tive advantages which S&Ls presently enjoy over banks. The first involves the
decision of the First National Bank of Manhattan to dissolve its bank charter
and become a savings bank. The bank president states in the story that the main
reason for the switch was to acquire the ability to branch. The second article
outlines how Franklin Savings of Ottawa plans to purchase the First State Bank
of Pleasanton and convert it to a branch of the S&L. The third article relates
how Kansas and out-of-state S&Ls have been moving into the highly lucrative mar-
kets in Johnson County. The fourth article shows how First Nationwide Bank---a
subsidiary of the Ford Motor Company---plans to establish "convenience branches"
in K-Mart stores throughout the country and, in fact, have already done so in
Kansas through a franchise arrangement with Franklin Savings.

In addition, the Kansas League of Savings Institutions is asking you to pass
legislation this session which would allow reciprocal interstate branching for
state-chartered S&Ls. A spokesman for the industry indicated that failure to
pass such legislation would simply drive the state-chartered institutions to
convert to federal charters which would allow them to branch on an interstate
basis.

The encactment of federal and state laws over the past several years have, for
all practical purposes, eliminated the distinctions between banks and S&Ls---
except in the area of structure. A strong majority of Kansas bankers is now
asking---as a simple matter of competitive fairness---that some of the current
restrictions on branching by banks be removed.

A Kansas banker from Smith County, Murray Lull, who is active in our industry at
both the state and national level, will present to you shortly a very complete
analysis of why the provisions of SB 72 are so important to the future of the
rural communities of Kansas so I wiTll not dwell on that extremely important need
for this legislation. However, I do want to call the Committee's attention to
three additional articles which we have enclosed. The first two articles show
the contrast which occurs when a small Kansas town is able to maintain its
banking services and when one cannot. The impact on the towns of Dexter and
Herndon has been dramatic and Tasting. We truly believe the ability of banks to
merge before they reach the point of insolvency or near-insolvency is extremely
important for the survival of our smaller communities. Not only would it main-
tain economic viability for the community, but it would also give the senior
" citizens of the community---a majority of the residents in many cases---some
reasonable assurance that banking services will be maintained.
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The third article is an excerpt from an interview with the President of the
Nebraska Bankers Association as to what he sees the future to be for rural
banking in our neighboring state. Nebraska has had state-wide branching by
acquisition since the beginning of 1985 and to date just over 20 mergers have
occurred as a result of that legislation. The obvious point is that it has not
lead to "monopoly banking" or "unduly concentrated both economic and political
power into the control of a few financial institutions”. What it has done is
give some institutions---who chose to voluntarily use it---the ability to com-
pete more effectively in a difficult economic environment. The presence of this
law may well have been part of the reason why Nebraska had only six bank
failures in 1986 compared to 14 for Kansas.

In closing, I would Tike to cite two comments on the advantages of branch
banking for rural community banks. The first comments are taken from a letter
sent to KBA Executive Vice-President, Harold Stones, this past summer. For
obvious reasons, the specific names of the banks involved have been deleted.
This banker wrote:

“"An aura of hopelessness pervades this farm country like an enshroud-
ing fog that refuses to dissipate; thus the problems persist and are
very real and the frustration has turned many away from improved
expectations....The restrictive banking laws in Kansas have been and
still are a disaster in their effect on many workable solutions such
as branching....If we could branch our commonly owned one bank holding
company....we would be able to strengthen both banks. We would do
this by consolidation of capital and reduction of cost of opera-
tion....We are stalemated; on the one hand we are told to raise new
capital because of severe ag loan charge-offs; but we cannot raise new
capital unless we can show investors the potential for a dividend
within a reasonable time. The only viable means we have is to earn
our way back and be merely branching [the smaller bank] we can
pinpoint a $50,000 per year in increased net earnings; so we have a
dire need to make it a branch."

The final comments are taken from an article in the January, 1987, issue of the
Independent Banker magazine. The article is entitled "A Bright Future for Com-
munity Banks - 1Tt Bank Performance is Tied to Strategic Responses” and was writ-
ten by two professors of finance at Texas A&M. In the closing section of the
article in which they are outlining "strategic responses” for community banks
they make the following observation: "Finally, for many smaller institutions,
the current geographic expansion movement will mean multi-office banking in one
form or another. In some cases, the branch bank strategy will be the most
effective way to maintain turf and pursue new market opportunities.” [Emphasis
added.]  Perhaps the most important phrase there is, 'In some instances,"
because that is all that is being asked for in SB 72---the option to become
involved in branching if it will help to maintain bank profitability and
services. No Kansas bank is forced by the provisions of the bill to sell to
another bank for branching purposes and the Nebraska experience has shown that
it will most 1ikely to be used on a selective basis.

We appreciate the Committee's attention to this matter of vital importance to
Kansas banking and we urge your support for SB 72. '
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STATEWIDE BRANCHING BY ACQUISITION

QUESTION AND ANSWER SHEET
Kans;xs Bankers Association--1987 Legislative Session

QUESTION 1. Does the bill authorize any bank to establish any de
novo branches outside its home city?

ANSWER: No, de novo branches are restncted to a bank's home city or
township (if main office is not located in a city), as present law now requires.

QUESTION 2. If Bank A acquires Bank B in another city, they merge,
and Bank B has two existing branches, does the bill authorize Bank A to
continue to operate those existing branches?

ANSWER: Yes.

‘ QUESTION 3. If Bank A buys Bank B, both are in the same city, and
both A and B have established the maximum number of branches within that
city, does the bill authorize Bank A to continue to operate all of the branches

of Bank B as well as convert the main office of Bank B to a branch?
ANSWER: Yes.

QUESTION 4. If Bank A acquires Bank B in another city, they merge,
and Bank B has only built -one branch, can Bank A establish the two more
"unused” branches in Bank B's city? A

ANSWER No, de novo branches are subject to current law.

QUESTION 5. Does’ the bill allow for a new bank to be chartered and
then acquired as a branch?

ANSWER: No, any bank acquired and operated as a branch must be at

least 5 years old, if chartered after January 1, 1987.

QUESTION 6. How does this bill treat failed or failing banks?
ANSWER: This bill draft supersedes the language of Senate Bill 432
relating to eligibility to operate a branch, based on ownership and location.
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QUESTION 7. Is there a deposit limit for any bank using the branching
provisions of this bill?

ANSWER: If the acquiring bank is owned by a bank holding company,
then any such holding company is now limited to 9% of the state's combined
bank and s&l deposits. If the acquiring bank is not owned by a holding
company, then there is no deposit limit.

QUESTION 8. Does the acquisition of a bank by purchase and merger
and opération as a branch at the site of the acquired bank require supervisory
approval? :

ANSWER:  Yes, approval is required by the State Banking Board;
however, the Board may set the terms of a potential emergency, and delegate
its powers to the State Bank Commissioner in the event of such emergency.

QUESTIbN 9. May an acquiring bank operate a branch only at the site
or sites of the acquired bank?
ANSWER: Yes. -

QUESTION 10. Does the bill permit a branch to be established and
then moved to another city, or to another location within the same city?

ANSWER: No, a branch may be established only at the site or sites of
the acquired bank.

QUESTION 11. Does this bill draft*permit the acquisition of a bank,
transfer of assets and liabilities to the*acquiring bank, and closure of the offices
of the acquired bank?

ANSWER: Current law now allows this, and the bill does not prohibit it.

QUESTION 12. Does the bill  authorize any interstate purchase,

acquisition or interstate branching activity?
ANSWER: No.

QUESTION 13. Will branching by national banks be bound by the same
terms and conditions placed on state banks?

ANSWER: Yes, this draft could not change any prov1s1ons of the federal
McFadden Act, which makes such requirements.
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1981 LIST OF LARGEST TEN FINANCIAL INSTITUTIONS IN KANSAS

ASSETS
INSTITUTION IN $000 TYPE
Topeka, Capitol Federal 1,428,538 S&L
WICHITA, FOURTH NTL 861,143 BANK
WICHITA, FIRST NTL 467,636 BANK
Kansas City, Anchor 420,667 S&L
Wichita, Mid Kansas 353,235 S&L
Wichita, American Savings 332,964 S&L
TOPEKA, FIRST NTL 325,280 BANK
KANSAS CITY, COMMERCIAL NT 285,638 BANK
Newton, Railroad 268,369 S&L
TOPEKA, MERCHANTS NTL 248,287 BANK
5 of top ten are Banks, 5 dre S & L's

1986 LIST OF LARGEST TEN FINANCIAL INSTITUTIONS IN KANSAS

ASSETS % 5-YEAR QUT-OF-CITY
INSTITUTION IN 3000 TYPE GROWTH BRANCHES
Ottawa, Franklin Savings 3,481,338 S&L 1744% 8
Topeka, Capitol Federal Savingsl, 2,483,192 S&L 7 4% 15
Salina, Peoples Heritage 1,489,966 S&L 1173% 17
WICHITA, BANK |V 1,424,108 BANK 65% 0
Wichita, Mid Kansas 870,464 S&L 146% 8
Kansas City, Anchor - 838,228 S&L 99% 17
Wichita, American 734,647 S&L 121% 18
WICHITA, FIRST NTL 704,035 BANK 51% 0
Emporia, Columbia . 474,230 S&L 420% 11
KANSAS CITY, SECURITY BANK 469,277 BANK 101% 0
3 of top 10 are Banks; 7 are S & L's
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Manhattan bank converts to become S&L

By JON BARNES
Customers may not notxce the change,
but the conversion of First National
Bank of Manhattan to First Savings
Bank on Oct. 1 means a lot to bank pres-
ident Phil Brokenicky.
Brokemcky said customers would see

——

- First Savings Bank plans to open a

Junction City branch in January and in-

tends to open more pranches in.central
Kansas within 100 miles of Manhattan,
“esad. -

include a rise in.the loan limit for any

little change in operations and services,
CAl SitS dre NOow 1nsured:

' The Federal Savings and Loan Insurance
orp. mstead of the Federal Deposit In- -

surance Corp. The institution will: still
" use its ““First Bank’’ logo adopted be-
fore it began the process of converting
its charter two years ago. ’

The primary reason for the conversion
as that First Savings will now be able.to
open or otner ciyes,, Brokenicky
said. Banks in Kansas are limited to four
; branches, all within the same city, but
# savings institutions are allowed to branch
aratewxde

single customer — from $1.25 million

for banks to $8.5 million for thrifts —
and the ability to borrow short-term and
long-term from the Federai Home ann

Bank.
pas——

Banks have‘few sources avaﬂable for
long-term borrowing, . Brokenicky said.
First National had- found it difficult to
offer long-term, fixed-rate commercial
loans and match it with a long-term,
fixed liability. It can now do that by bor-
rowing from the home Joan bank.

Although savings institutions are. re-
quired to keep a net worth of 3 percent,

compared with the 6-percent. level re-
‘quired of banks, First Savings has

,}mmai_nglwfmgt_%ﬂ

worth, Brokenicky said. Its met Worth

I - now stands at‘l_l-pe{Cent, he sald
Other advantages of the new charter.

First National reported: carmngs of
$1.1 million on $121 million in assets for
the first six months of this year. Its fi-
‘nancial stability could have been a factor
in the lengthy process of getting the new
-charter, which had to be approved by
the home loan bank board and- the
FSLIC — regulators of the thrift indus-
try — and the FDIC and U.S. Comptrol-
ler of the Currency, which regulate fed-

" erally chartered banks. :

““Frankly, the FDIC, I'm sure, didn’t
want to see us leave because we’ve been”
- a highly pro'fitable institution and we’ ve
been paying them a high premmm,
Brokenicky said.
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Franklin wants bank as thrift branch

By JON BARNES

Franklin Savings Association is negoti-
ating to take over The First State Bank of
Pleasanton and convert it into a branch of
the thrift, in 2 complicated and rare proce-
dure.

Ottawa, Kan.-based Franklin’s move to
acquire the bank in Pleasanton, one of
two banks in the small eastern Kansas
town about 70 miles southwest of Kansas
City, would have to be approved by sev-
eral regulatory agencies in the bankmg
and thrift industries.

Martha Gravlee, a spokesman for the
Federal Home Loan Bank Board in Wash-
ington, D.C., which regulates the savings
and loan industry, could recall onlv three
similar cases nationwide — twice in Flor-
ida and once in Kentucky — in which a

bank had converted into a branch of a

thrift.

Negotiators.will choose from two alter-
natives to accomplish the conversion, said
Ernie Fleischer, the major stockholder of
Franklin Financial Inc., Franklin’s hold-
ing company. The bank could either con-

eral Reserve System Board of Governors
and a former consultant for Franklin Sav-
ings. Angell had to sell his interests in First
State and Hume Bank in Hume, Mo.,
when he joined the Federal Reserve Board
in February.

The Pleasanton bank is now owned by

Angell’s children and his brother, Charlie,

Freddie Macs. About 82 percent of Frank-
lin’s assets are mortgage-backed securi-
ies.

The strategy has paid off with rapid
growth vaulting Franklin into the lead
among Kansas thrifts in asset size. Its
first-half net income this year was $103

a Colorado Springs. Colo., financial con-
sultant. The bank lost $100,000 on $16.1
million in assets during the first half of the
year because of increased loan losses,
Charlie Angell said. Its capital-asset ratio,
an indicator of the financial net worth of
an institution, fell from 9.12 percent in
March to 7.76 percent at the end of June

because the bank had to increase its loan-
loss reserve, he said.

However, Angell said, the bank was not
for sale because of financial difficulties.

““The bank’s in good shape,’’ he said.

Prior to this year, the bank had not
been hit hard by loan losses and had not
carried a large loan-loss reserve, Angell
said. Most of the bad loans were con-
nected to agriculture and agriculture-

vert its charter to a savings association and

related business.

then merge into Franklin, or it could sell
its assets to Franklin in exchange for stock

In 1985, the bank earned $121,000, and

showed positive earnings for each of the

in Franklin’s holding company.

Richard Nixon, of the Kansas City law
firm Stinson, Mag & Fizzell, who is repre-
senting Franklin in the negotiations, said
the latter alternative would be simpler and

most likely to occur.
Either way, the plan would be subject to

approval by the Federal Home Loan Bank
Board, the Federal Savings and Loan
Insurance Corp., the Federal Deposit
Insurance Corp. and State Banking
Commissioner Fugene Barrett.

First State Bank formerly was owned by
Wayne Angell, now a member of the Fed-

previous four years, peaking at $211,000
in 1983. Angell said he expects a return to

. profitability next year.

Duane Hall, Franklin’s president, said
acquisition of the Pleasanton bank would
provide Franklin with an entry into the
consumer-lending field. The thrift, which

has grown in size from $270 million in
assets at the end of 1981 to $3.48 billion
the first half of this vear, has become an
industry leader with its strategy of con-
trolling interest-rate risk by investing
heavily in mortgage-backed securities,
known as Fannie Maes, Ginnie Maes and

million, fourth 1n the nation.

Frankiin plans to increase its involve-
ment in consumer and commercial loans
and in originating local mortgage loans.

‘““You’re going to be able to attract and
keep customers only if you’re able to offer
them a complete range of financial ser-
vices,’” Hall said.

““If we could find and acquire a mort-
gage banking firm, we’d like verv much to
do that,”’ in addition to searching for
other Kansas banks and thrifts to acqulre
Fleischer said.

But offering a wider range of services
does not mean the thrift will reduce its
investment in mortgage-backed securities.
‘1 would not expect the making of per-
sonal loans to contribute a substanual
amount (o _Franklin’s profitability,””
Fleischer said.

Fleischer, 53, is a former partner of
Stinson, Mag & Fizzell. He resigned in
May 1985 to devote more time to his activ-
ities in the savings and loan industry.

Franklin operates offices in 11 Kansas
cmes, including four mini-facilities in
Wichita K-Mart stores, and has an agree-

ment to merge w1th First Federal Savings-—

and _Loan Assodation, _ Coffevville.
Franklin Financial also recently acquired
Stern Brothers & Co., an investment firm
based in Kansas City.

Jon Barnes is a reporter for the Wichita
Business Journal. -
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ffxph Lewls Is new prasident of PloneecSavlngs&Loan Assoclallon o sadat.
éu;;,tate thrifts drawn- .

to Johnson County sitesy”

By LOLA BUTCHLR . former Shawnee Federal brancl, wl.u:hi‘D %
Johnson County, land of e'(pcusxve reported 1985 deposu levels of $1.8 mil- t

homes and an apparently endless con- lica. ° : ;

struclion Gooni, is_becoming a SaWide Meanwhile, Pioneer Savings & Loan

o °
Tecca Tor savings and lo.m asmcmunns Association _opened its OVCl'ld“d Park b B

Trom Salina p ia " - s"
and Eureka, they come, scekmga picccof -~ R
Jolnsox Coun'y’s everdncreasing finan- ppnn,as Horvf::op Ep"or'v( .
cial'pie. Aad, as the outstate S&Ls gpen )

.- offices and buy advertising, they realize - Savmgs and Loan % &
A€ TeCpE Tor success i Johuson Coumy -+ Association came to the & I
;Scr"oos; :\h:ng;ne one used in sma.l towns metropolltan area . 5

“We've found it (the Kansas Cny area* - looking for deposits. § %)
marketplace) to be very aggressive and . - - C
compelitive,” Richard Ross, senior vice : ha g\
president of mm&&lfjﬁial office this month to cxpand us heretofore
. Savings and Loan Association, which has ' one-office operation. " "', <
its home offices in Salina, * Ihié market is cPhersén-based Pioncer was pur-

*: TUCH w107 Tate-sensitive. Customers are . chased recently by Kansas  City area

- _less concerned with servxcr.and more con-"" banker Lee Greif, who saw Johason =
cemed with rates.” = - "' County as the best place to grow, said E\ ¢

< Last July, Peoples Heritage entered the ™ Ralph Lewis, the S&L’s nnew president. - [SS

- Johnson County market by acglifing a - “The deposit base is greater here; the g ™
ww&m +residential business is strong,”” said Lewis, ~ o

* tion at 7800 College Bivd, - ~who believes the S&L market in Jolinson %
- Ross, the Overland Park branch man-  County, while compcnhve, has room for o A
ager as well as Peoples’ eastern division pew p[aycrs,‘ s %32\

manager, said that despite the high degree "+ Located at the intersection of 95th
of competition, Johnson County likely™ Street and Nall Avenue, Pioneer’s new E‘
will see more outstate msmuuons seekmg branch will be Lewis’ base of operauon\}&
to enter the market. : .- although the home office will remain in

That's because the boomtown busingss ' McPherson. " That office reported total &
level affords several opportunities to S&. . deposits of $46 million last year. AR
Ls that the stagnant economy of rural and Still other outstate S&Ls are moving z <

small-town Kansas does not. t* into Jolinson County with [oan origina- S,
* - For example, Eurcka Federal Savings &  Tion offices only. %
Loan Association is looking for 1o:m vol- "~ Emporia-based  Columbia _ Savings __
.+ ume. : oo “ Associalion opened suehan_ollice in "Q\.
“What would attract Eureka i is residen- | Overleng Park Nov. T
tial constryction cMiviy and pesmarent.. 7 gle nave orer very welt seceived 1l the o<

residential fmancmg in a growing, stabi- | market,” said vice president Dick East. L
lized market,”" said Lynn McCarthy, pres- - "We have been very pleased.”” " §
ident of J.C. Nichols Co. and a member ** ** | oan origination offices do hot require
of the group seekms to buy lhc Eureka=} approval of state or federal S&L regula- 3\
based S&L. * T tors as they are technically affiliated with n ¢
Eureka, whose six br'mches and liome ¥ service corpomuons. or subsxdxanes, g :
" §liice currently have total assets of about . the S&Ls. .
$133 illion, will open’z Tohnson County % )'* 'East said his office'devotes its attcnuon ~ q‘
ranch if the Nichols'group receives to residential lending, but it refers com- “t
approval to purchase the S&L» MC_Caf§llY - mercial loan business to a Santa Ana
said. bRl .Cahf -based afﬂllatc, Cambridge Capital.
. Peoples, on the other hand came to the “i" Also openifig a loan ongxnanon offic
. metropolitan area looking for deposits. - ““'in Johnson County last year was First o}
“We're not necessarily here for the, Mortgagé Service Corp., a subsidiary of Q“\

. !cndmg opportunities, said Koss, point-" Pittsburg-based First F:deral Savlngs and Q,-\

ing out that Peoples has 19 other branches = Loan Association. ..

from which to originate loans. ““We have - Scout Bcrghaus, the company’s vice

not even started mortgage lending, though " president in charge of the College Boule-

we hiope to before too long.”” |- © - vard operations, said the office opened
Pcoples tallied total deposits of some Jast July to generate both residential and

$435 million before-the addition of the commercial loans. - ..
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-d’s First Nationwide

| x0 Expand Link to K mart '} ‘\v

STREET JOURNAL Staff chprtcr
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Do

Ford’s First Nationwide to Quadrupte
Its Branches in K mart Stores This Year

| ByaWaiL Nationwide 1.
1SCO—-First ¢ !
SAN FRANC Calmpa“d ‘ts .

© Bank will sigX}iﬁ , Erpane ores u
D h network in .K mar X ;
. tl:iasncyear. gecording to Anthony M.

i
i
i » thrift. L
: ank, chairman of the ‘
Fre st Nationwide, a Ford Moggzsfﬁ.\ R
 unif, Tirst started placing pranches it \
. e discount stores in 1983 THE 54 <52
?{lseaiﬁliates currently l}dve O-ch\iis N‘lx:c?xs”
¥ marts in California (Kalis2 nd Mich-
!_gglﬁir. Frank declined 10 give iu;téﬁ; .
details aboul the expanspn pntgaa e
conference schedmeq for Mon ! ¥"'has
he did say e relationship SO dszv/ 12
- worked out for poth of us. Siice oave '
: qll Americans g into K marts m;)%(;n:g
i ;1\01“11, it's a pretty got:)d ls{t'fx,rt on
\ 4 national consumer Dan&. © s
‘ : K mart is a Troy, Mich. based ‘

tailer. .
cou}r‘lgrgs Nationwide currently has of-

Many retail chains—including Sears,
Roebuck & Co., J.C. Penney Co. and Kro-
ger Co.—have in recent years begun of-
fering various financial services to their
customers, ranging from bank branches to
insurance to stocks and bonds. Those pro-
grams have had mixed success, and K
mart itself had troubles with an insurance
subsidiary. But K mart’s chairman and
chief executive officer, Bernard M.
Fauber, said that the First Nationwide ex-
periment has been a success and that he
hopes to place “at least 1,000 branches
in the Troy, Mich.-based company's
roughly 2,200 K mart stores *‘over the next
five years.” P

The S&L first experimented with
branches in K mart stores in 1984, and to-
gether with affiliates currently has 53 such
branches. ’

By locating in K marts, First Nation-
wide saves substantial costs normally as-
sociated with setting up a free-standing
branch, part of which it then uses to offer

By JAcus M. SCHLESINGER
Staff Reporter of Tue WALL STREET JOURNAL

DEARBORN, Mich.—First Nationwide
' Bank, unveiling a new strategy to expand
| its jopal presence quickly, said it wi

set up at least 150 new branches in K mart
Corp. stores around the country this
year.

The Ford Motor Co. unit, which pre-
viously said 1t planned fo increase the
number of its branches, said it hopes to
continue expanding in the nation's second-
largest retailer at that pace over the next
several years. , o,

While bank deregulation has caused
many Inajor banks- éo abandon serving
lower and middle income groups, First Na-

i federal !|| tionwide’s chairman, Anthony M. Frank,
fices in eight swteséiil:)?hgrlslﬁlhile the :}| said at a news conference here that the ex-
per}Rissndoc;letgsggl acquisitions in 1986, \\ pansio]n in tl:etaﬂ ;iores ;‘migfgt be the \lavay

i = o ; ar | ou solve the pr [ i
2‘1[? Frank said its top prior ity this year t“ y she probiem of serving J.HStp al

e

g

'
part of that stralegy,_

e ot

he added. X

The move would also significantly

I sistrengthen the presence of Ford, which

bought First Nationwide just over a year
ago, in the financial services market. The
San Francisco-based thrift is currently the
seventh-lurgest savings institution in the
country, but the K mart plan would quad-
ruple the number of its branches in the
discount stores and increase its total
branch network nearly 50% in one year.
The plan “marks a significant step in
Ford’s plan for First Nationwide to expand
into a_national consumer financing jnstifu-
tion,”” said Janies W. Ford, chairman of
ord Motor Credit Co., which oversees
First Nationwide. *“Financlal services Is
one of the target areas for developing
sources of earnings to complement Ford's
automotive earnings,’” Mr. Ford added.

;ilt's a major part of Ford’s diversifica-
ion.” :

step in the right direction for Sears, some

higher intrrest rates on certificates of de-
posits, Mr. vrank said. He added that ex-
isting branches in K marts offer CD rates
an average of 0.3% to 0.4% above the mar-
ket.

Average Account of $17,000

Those branches can also draw more K
mart shoppers as customers, Mr. Frank
said. The average K mart branch will at-
tract $5 million to $6 million a year in de-
posits, he said, adding that the average ac-
count in existing branches is about $17,-

000.
K mart gets rent for the space, and a

fee based on the size of First Nationwide's
business. Mr. Fauber declined to provide
specific numbers, but said he didn't expect
a significant addition to the company's
earnings from the expansion.

This year, First Nationwide will place
new branches in California; Florida, Mis-
souri, New York, Ohio and Pennsylvania,
though rnore states -inay bé added, the
companies sald. :

First Nationwide will set up about 100
branches by itself. The other 50 will be
opened by members of the First Nation-
wide Network, a group of independent, lo-
cally managed financial institutions that
pay First Nationwide a fee in exchange for
a variety of services.

In December, the thrift bought two ail-
ing S&IZ 10 Order o afory permiis-
sion to expand in seyeral new states. Cur-
fomtly, First Nationwide has offices in
eight states with permission (o enter six

oliers.
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A | B [ D E
1 JINSOLVENT BANKS IN KANSAS
2 |DATE |BANK DEPOSITS ASSUMED BY MISCELLANEQUS
3 |1982 INone in Kansas (42 in U.S))
L B T T T e
5 11983 INSOLVENCIES--48 BANKS FAILED IN US
6 19/6/83 Douglass Slate, Kansas City 31,156lwill Taliaferro, K. C.
7 i
g8 |---------. T T T . [
9 ]1984 INSOLVENCIES--79 Banks Failed inj US
10 [1/27/84 indian Springs St,KC 34,125|Noone
11 18/22/84 Thayer State 12,325|Virgil Lair, Erie
12 110/10/84 Rexford State 4,052]Tim Sungren, Grinell
13 ]|10/25/84 First National, Gaylord 6,753]John Peters, Osborne
14 §11/29/84 Strong Cily Slate 5,107]|Ed Costello, Tampa
15 |J12/11/84 University St., Wichita 4,29914th Nil., Wichita
16 112/20/84 Farmers St., Selden 12,470|Bob Gaskill, Wionona
17 7 TOTAL DEPOSITS 79,131
18 |---------“ b RO S et T T T T O S
19 |1985 INSOLVENCIES 120 Banks failed in US
20 |5/2/85 Bank of Commerce, Chanute 69,299 Virgil Lair
21 }6/13/85 First State Bank, Edna 9,873}Bill Schmoll
22 16/20/85 Farmers State Bank, Dexter 5,046|No One
23 17/2/858 The Madison Bank 7,734} First N, Madison
24 |7/18/85 Eskridge State Bank 8,550|Mack Calt
25 |7/23/85 The First National Bank, Onaga 20,401 |Bachman, Saylor
26 |7/25/85 Kans. American, Overland Park 24,770]John Sullivan
27 17/25/85 Cilizens Si. Eldorado 31,5771First Nil, Wichita
28 18/14/85 State Bank of Herndon 5,3681Noone
29 8/23/85 Bank of Bronson 9,890{No one
30 9/25/85 Sedan State Banki, 27,372Noone
31 111/21/85 Farm & Merch. of\Rush Co. 28,900]Noone
32 111/21/85 Decatur Co. Naliohal 12,900|Bob Gaskill, Winona
33 i3 TOTAL DEPOSITS | 261,680
34 b oo f e e e S _——_—————TT
35 {1986 INSOLVENCIES
36 11/9/86 First Nti., White Cily 9,100}Ken Haddock, Herington 1st in US
37 |3/28/86 First St Bank, White Cloud 5,100]BRANCH of Silver Lake St. $15,000 for deposits
38 |5/1/86 Bank of Nortonville 6,400BRANCH of Valley Falls 38th _in US--$216,100 for deposits
39 15/15/86 Citizens St., St. Francis 22,000 Dale Goodwin, Goodland
40 16/5/86 Citizens St., McCracken 10,552]No one
41 16/19/86 First Ntl., Chanute 44,900{No one 59th in US
42 17/17/86 Bank of Kiowa 10,900INo one
43 17/24/86 McCune St., McCune 7,800|BRANCH of City N, Pittsbrg  |77th in US--$116,000 for deposits
44 18/7/86 Easlon St., Eastlon 15,900]Exchange Bancshares, Atchsn__{Fort Ntl. Bank--$401,000 prm. -84th in _US,40th Ag
45 18/14/86 St. Exchange Bank, Yates Center 24 ,800IBRANCH of Girard Nt. $353,000 premium
46 18/21/86 United Bank of Minneapolis 21,600|BRANCH of Benngltn St 376,000 premium/FDIC kept $6.4mm assels
47 19/25/86 Home State Bank, Lacrosse 12,400 |BRANCH of Farmers, Albert 103 in US$/312,000 premium/FDIC kept 7.8mm asset
48 111/13/86 Hoxie State Bank, Hoxie 32,100}Tim Sungren, Grinell 123 in US/51k premium/
49 1 bt 13 1y 223,552
50 M
51 11986 ASSISTANCE PRIOR TO INSOLVENCY
52 {4/16/86 i Talmage St. Bank 9.960}FDIC loan of 1.7mm e
53 (8/15/86 ' State Bank of Westphalia 4,1001mrgd-BRANCH of Ks St Garnelt! FDIC loan guarantee of $277,000
54 !
55 |4 YRTOTALS 34

_..595,519¢

21 9beg
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Residents Fear Knell Has Sounded for Herndon

By Stan Finger
Of Qur Western Kansas Bureau

HERNDON — On a dreary gray sum-
mer day, grim residents of Herndon on
Thursday began paying last respects to
their tiny town.

Federal and state officials locked the
doors of the State Bank of Herndon —
the ninth Kansas bank to close this year
— at noon Wednesday. Residents fear
that the closing has sounded the death
knell for this northwest Kansas commu-
nity of 200 about 40 miles northeast of
Colby.

“It's very crushing,” said Joann Ma-
lone as she looked out the window of her
grocery store, a few doors down from
the bank. “To me, we've lost our town. I
think the bank is the backbone of a
community. If you don’t have a bank, it's
hard to keep going.”

CHARTERED IN 1301, the bank was

hiere o

B

the oldest business on a scanty main
street whose brick buildings maintain
much the same look they had when they
were built during the Depression.

“That bank was the heart of the
town,” said Herndon postmaster Francis
Escher. “It was known that the bank was
in trouble, but there wasn’t anybody who
thought it would close.”

Officials would not discuss details of
the bank’s demise. But Diane Dierks,
who is overseeing the liquidation of the
bank for the Federal Deposit Insurance
Corporation, said the bank had been in
serious trouble for several months be-
cause of a combination of what she
called “lax lending policies” and a sag-
ging farm economy.

“DO YOU realize you can take two
bushels of wheat down .to the barber
shop when you want to get a haircut and

still owe 6 cents?” asked retired farmer

Fritz Nemeth as he cradled a cup of
coffee at Pooch’s Pizza, Herndon's chief
hangout. “That's why the bank closed.”

More than 40 FDIC agents descended
on the Rawlins County town Wednesday

~

to begin shutting the bank, and the :

agents spent Thursday shuttling back

and forth between the bank and a closed .
cafe across the street that is being used -

as office space to audit bank records.

“l haven’t seen this many coats and
ties and attache cases in the four years
I've been here,” joked Julie Delaney

Solko, a teacher at Afwood who lives in ,

Herndon.

" WHILE THE scores of agents’ cars l

parked up and down the street gave
downtown Herndon a busy look, there
was little movement except for an occa-
sional stroller studying the closing order

® BANK, 4B, Col. 1

Residents of Herndon
Fear Closing’s Fffects

® BANK, From 1B

buy something. You just can’t buy

on the bank's front door and cur-
jous farmers crawling by in their
pickups.

Most residents found themselves
able to do little more than wait for
Saturday, when officials will begin

. ... distributing the bank’s $5.5 million

" in assets to its 1,200 customers.

The FDIC insures all deposits up

to $100,000, and Dierks said all
depositors would be covered.’

Nevertheless, residents say,
knowledge that the bank’s doors
are shut for good has stunned the
town.

“PEOPLE DIDN'T realize that
closing the bank was that serious,”
Malone said as she stood next to a
hand-written notice informing cus-
tomers that checks drawn on State
Bank of Herndon accounts no
longer would be honored.

“You can't pay your bills. You'd
better have cash if you want to

5 10 NS P S

something like you used to.”

Solko said the townspeople are
facing up to some sobering ques-
tions.

“Yesterday, when the bank
closed, it was kind of a shock,” she
said. “Today, I think reality is
sinking in. People are asking,
‘Why did this happen to us?’ and
there’s the impending fear of
‘What do we do now?’ You piay it
all in your mind and ask all the
questions. Where do you go?”

THE NEAREST bank is the
Farmer’s State Bank in Ludelil, 10
miles away, and residents also
have talked about taking their
money to Atwood, Oberlin, Colby
or McCook, Neb. But the Herndon
bank’s failure has planted 'seeds of
doubt in some residents’ minds
and spawned gallows humor.

“I got a check from a renter,
but I've got no place to put it,”
L.E. Chambers said as he went

. . . . PN

- post office.

Herndon ¢ _
) Oberlin
Goodland
l h
N Scott City

WICFIITA

through his mail at the Herndon

The bank’s collapse also has
residents worried about the future
of other foundations of a small
town: the school and churches. Ac-
cording to Kansas State High
School Activities Association rec-
ords, Herndon High School’s 1884-
85 enroliment of 21 students is the
second-lowest in the state.

“This place is going to be a
ghost town,” said gas station man-
ager Elery Aumiller. “Our sclicol’s
going to be closed in a coupie of
years. How long can it keep go-
ing?”

Attachment II
Senate . F I & I - Feb. 3, 1987
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@ BANK, From 1A

-
©~ ACCORDING TO bank presi-
dent Bill Docking, Union State
Bank is “the first to bring back
banking to a town that's lost a
Bank.... We thought about it long
and hard. I didn't think the area
was large enough to support a ful-
ly capitalized bank. But I believe it
is (big enough) to support a
branch.”

-~ -Docking was joined by his broth-
£r, Lt. Gov. Tom Docking, and his
mother, Meredith Docking, at a
bank-sponsored hot dog roast at
e Dexter branch on Saturday.
iLhe lieutenant governor, the Dem-
peratic candidate for governor,
and his mother are Union State
Hank officers. But although sev-
eral of his Wichita campaign
sorkers were at the weinie roast

¥Porting “Docking for Governor”'

dwhirts, the lieutenant governor
{Bisisted that he was in Dexter “as
a<amily member and an officer of
{fle bank. It’s not a political deal at

w'our family, through the Union
State Bank in Arkansas City, has
been able to use new legislation to
tpme into this town and reopen a
failed bank so people in Dexter
have services,” Docking said firm-
ly. “Banking is a vital service in
this town, and many towns can't
s0rvive without these banks. ...
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From every perspective it makes
good sense — from the bank’s per-
spective, from the town's perspec-
tive....I don’t see it as political.”

But Floyd Reeves noted, “I don't
think it will hurt him any. He
should carry Dexter, shouldn't
he?” And 85-year-old Dexter resi-
dent Fairest Hacker, who banked
with Farmers and Merchants for

70 years before it failed, insisted;

on introducing Docking to people:
entering the bank as “our next:
governor.”

Mayor Margaret Lister becam:-
the first customer, making ar:
rangements Saturday to deposi:
the town’s funds at the Dextel

branch. “Most people are opening:

e

accounts again,” she sald. “It
means we can do business in town
instead of leaving town. ... I think
the people of Dexter-are survi-
vors, and we appreciate having a
business here and will patronize it.
... I belleve the people of Dexter
never gave up hope.”

Rep. Jack Shriver, D-Arkansas
City, said the branch bank in Dex-
ter “pumps life back in the com-
munity, it certainly does.” And
Dexter residents, he continued,
“think this is going to be the salva-
tion of the community. It makes
them feel like they're not standing
here by themselves, that people
really care about Dexter.”

THOSE WHO gathered outside
the bank on Main Street, eating
grilled hotdogs smothered with
homemade chill and cheese,
agreed. “I'm happy, happy. We
love it,” said Catherine Reeves. “It
saves a lot of traveling. We're giad
to have it back here.”

Said Dexter resident LaVon

i 0~ SRR B v

Dexter Gives Sigh of Relief for Bank

ice

Leon Faber enjoys his
cream bar at the cookout.
Howard: “Banks are the heart of
your town, Your community is al-
most built around banks and
schools. With both of them, it's
complete.”
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Industry Perspective

An Interview with NBA President C. G. “Kelly” Holthus

EDITOR’S NOTE: FirsTier Perspec-
tives is pleased to present this inter-
view with C. G. “Kelly” Holthus,
president of the Nebraska Bankers
Association.

PERSPECTIVES: What is your out-
look for community banks in
Nebraska?

N . HOLTHUS: 1 think the community banks
have a very positive future, and that
may be contrary to a lot of things that
you read and hear. | know the statistics
show how our return on assets contin-
ues to drop each year. A lot of this, of
course, is because of loan charge-offs.
I think there's a very real need for com-
munity banks. But in order for us to
compete, we are going to have to do a
better job. | think we are going to have
to know how to plan, to budget, to train
our people, to market our product, o
come up with new ideas and new prod-
ucts, and be very positive in our
approach. | think we can compete if we
take the right steps.

P: Do you see a community bank
becoming more important as a
regional hub kind of institution?

H: Yes. I do think that you are going to
ommunity banks become regional

hubs. I'm not saying there isnt aplace
e = K

in a small community. | think that they
will survive in alotof cases. Butin other
cases, the people in those banks do not
want to operate in what they see as the
future environment_So banks will join
together in a hub concept, where you

. are going 10 see more banks in Nebraska
0 milion 1IN assets, and

figy Te going 10 have omices I e other,
smallercommunmies. We llSee mae.of
this rather than the stand-alone banks

in those communities, because there
are so many technical things that we

[\Na’f' aflowed jn Kanses

z

need to work on together.

P: Do you see ag banks as being
different in various respects from
other banks that we might cail com-
munity banks?

H: | see a change that the ag banks
are going to have to go through. We are
going to have to look for other types of
loans, and other types of business. You
may call this an opportunity because
we may get into something that will work
even better for us than what we have
been doing in the past. However, it's
going to require retraining our people
and changing our own thoughts on how
to manage those ag banks. | think the
opportunity is still there and the future
is still good for them. They have to adjust
to the times.

P: Then that would extend to the
outlook for the ag producer and the
ag businessman himself, the farmer.
Are there opportunities that we
should be pursuing a little harder as
far as diversifying?

H: | think that for our farm economy to
really prosper, we need to be diversi-
fied. | satin on a meeting in Ames, lowa,
a year ago and heard a banker from
Michigan say they did not have a prob-
lem in Michigan because they raised
200 kinds of crops. Well, considering
our climate, why aren't we raising a
variety of crops in Nebraska? There.is
opportunity to diversify in Nebraska
because we have the soil, we have the
water, and there are other crops that
grow well in our climate. As we change
our attitude on these things, | think we
will find opportunities which will not only
help our farmers but also our bankers.

“... | think we will find oppor-
tunities which will not only help
our farmers, but also our
bankers.”

We are still going to be big in the pro-
duction of corn and wheat and milo and
beans, but we can have other crops to
add to our total production.

The other thing that | see is industrial
development. We can promote indus-
trial development in this state, and we
can have people farming and working
at a job. | had a banker in a small bank
close to a metropolitan area tell me that

ttachment

.t
C. G. “Kelly” Holthus

70 percent of his farm customers had
an off-farm job. | think that is very
important for the survival of our agri-
culture community and for the survival
of our community banks. | personally
do not feel that any of this is bad, it's
just an adjustment period we are going
through.

P: How is the NBA involved in
industrial development?

H: The Nebraska Bankers Association
has a newly-formed Task Force on
Industrial Development. Governor Ker-
rey met with us to try to give us the
direction we need to get this committee
going. In most towns and communities,
the bankers are leaders in this area. So
we are bringing those leaders together
to form a pool of knowledge and, hope-
fully, in some way, help Nebraska. If
one town in an area gets a new indus-
try, it helps everyone in that area. We
all need to work for the good of Nebraska.
That is what we'try to do through the
Nebraska Bankers Association. As of
yet, we haven't focused on the specific
area in which we are going to work, but
it is the first time that we have been
involved in this type of activity.
(Continued on page 4)
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BANKING'S PRESENCE IN RURAL KANSAS COMMUNITIES
AND THE NEED FOR BRANCHING BY ACQUISITION

Murray D. Lull
Smith Center, Kansas
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Rural banking in Kansas may be at the most important juncture
in our time relative to the banking presence in small
communities. :

As of vyear-end 1985, there were just over 600 banks in
Kansas: .
- of these, 248 (40%) are in communities of 1,000 people

or less;
- of these, 147 (23.7%) are in communities of 500
cr less;

- of these, 70 (11.3%) are in towns of 250 or
less (Freeport, with a population of 12,
is the smallest community with a bank).

The size of a community is no indication, necessarily, of the

size of the bank, nor of the skills of the managers. Some
very fine banks, and some exceptional bankers are in small
communities. The services that small-town banks deliver are

essentially the same services that our big-city banking
friends deliver.

A problem that is developing, however, 1is one of evolution
involving the makeup of small towns, their continuing losses
of population, thelir residents' rising median age,
transportation problems, and the shrinking number of
mainstreet businesses.

Add to this shrinking rural scene a heavy pressure, at this
time, on these small-towns' banks, because they serve, for
the most part, agriculture. The losses that some rural banks
are taking on their loans to farmers are eroding the capital
of these banks, and eating away the satisfaction of the
small-town bankers in serving their communities.
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The chart below is indicative of the earnings pressures that
some banks are experiencing. - 142 Kansas banks lost money in
1985, representing 22.8% of our State's 623 banks. Of much
more concern, however, 1is the concentration of those banks
losing money in the range of smaller banks. 35% of the banks
under $10 million in assets lost money in 1985, and 25% of
the banks in the $10 to $25 million range found themselves in
the loss category as well. Most of these smaller banks are
located in smaller Kansas communities, and those that have
negative earnings find that the future is troublesome,
indeed.
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There are a number of things to keep in mind about small-bank
ownership in Kansas:

1) Generally, the owner is also the manager of the
bank, living in that community.
2)  Each bank requires its own separate capital base,

and that capital sets limits on lending and other
services, such as trust. '

3) Each bank has its own distinct board of directors,
and they are increasingly difficult to recruit
because of potential liability exposures.

4) Each bank requires its own staffing from top to
bottom, and its own accounting system, allowing
little chance for improving efficiencies in
delivering services to a limited customer base.

5) The investment in a small bank 1is sizeable when

compared to the customer base, earnings, potential,
and risks that come with banking.

6) If a bank sells, the new owner must be qualified
both managerially and financially, more so in the
last several years.
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7) No prospective bank owner can buy a bank unless the
present owner wants to sell. There is no such
thing as a hostile takeover in small-town banking.

8) Eventually, for reasons of owner/manager retirements
and others, banks in our smaller communities will
need to be sold.

The question then becomes "who will be the prospective buyer
of the bank when time for sale comes, and will he be the same
type of owner as the seller, willing to live in a small town,
and be able to make a living, and at the same time, service
the probably sizeable acqulsltlon debt on a relatively small
earnings base?" '

Evidence seems clear at this point that there is practically
no interest on the part of the major multi-bank organizations
to invest in banks in low population areas, where, as pointed
out above, a lot of Kansas banks are located.

For the very reasons that small town populations are
dwindling, fewer individual prospects for buying these banks
exist. Finding those that would be satisfied with small-town
life, and at the same time have the financial resources
suitable to bank ownership requirements, 1is going to be
increasingly difficult.

There may be a time fast approaching when we will see smaller
banks desiring to form alliances through merger/branching
arrangements to keep banking services 1in these small
communities.

If retaining banking services in these small towns now served
by Kansas banks is desirable, and surely in the short-term it
is, new avenues must be developed to allow opportunities to
enhance efficiencies in delivering banking services and to
encourage small bank alliances.

It would seem that the State of Kansas and Kansans would be
well served by legislation that would not only allow, but
encourage, the formation of alliances through branching by
acquisition, so that banking services can remain as an
" in-town convenience for many of our small communities.
Without such legislation, it seems inevitable that banking
service will not be able to be sustained on a unit bank basis
in some places.

For example, the First National Bank of Lebanon, Kansas, 1is
small bank in a town of 400 people. In 1985, the owners had
an investment of about $1.2 million in the bank's capital,
and this investment constituted a satisfactory and necessary
capital base relative to the asset size of the bank ($12
million). The owners desired to sell the bank to allow their
retirements from an active banking capacity. To buy this
bank, the prospective owner needed to come to this town of
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400 people with an equity (non-debt) of at least $300,000 to
invest as his "downpayment", and then needed to borrow and
service a debt of $900,000 that would complete the purchase
amount. The bank's historical earning ability did not
necessarily indicate that it would be capable of retiring
this amount of debt in a time span that would meet the
requirements of the Federal Reserve Board and a potential
correspondent bank lender, and at the same time allow the new
investor a reasonable return consistent with the amount of
his required equity investment.

Three possibilities were available in 1985 to the owners of
the Lebanon bank: a) a sale of the bank to a purchaser, if
one that would be qualified could be found; = b) voluntarily
close the very healthy bank to allow them to regain their
investment, leaving the community without a banking facility:
or c) throligh an alliance arrangement, sell to a neighboring
group of bankers that would be willing to buy the bank in the
hope that, while it would return them little on their equity
investment, it might afford an opportunity for the community
to enjoy a banking facility, and an ' opportunity for the
potential buyers to create efficiencies through the
establishment of a branch facility in Lebanon that would
allow and assure the availability of banking service in that
community for a number of years down the road.

The potential new owners could buy the Lebanon bank, and then
merge it into their neighboring bank, but instead of closing
the Lebanon bank, as they would be required to do because of
present banking laws in Kansas, they could leave the banking
facilities in Lebanon as a branch offering all the banking
service that Lebanon had enjoyed in the past, plus new
services that the bank had been too small to offer
previously.

The synergy in the transaction would bring greater lending
benefits to the Lebanon community, access to additional
services to the Lebanon customers, the assurance to the
community that financial services would not be curtailed, and
to the investors in the  bank-turned-branch a chance to
maximize efficiencies of accounting, investing, lending, and
staffing. Such efficiencies would add to the assurance that,
financially, the investors could afford to continue providing
banking service to the Lebanon community.

Would there be any disadvantages to the Lebanon community if
branching by acquisition were allowed by Kansas law?

Hopefully not. The owners of the bank still would have had
the opportunity to sell the bank in the most favorable way
they could, to whomever they chose, but the ability of banks
to branch by acquisition would allow a greater number of
interested buyers to compete for the acgquisition, hence the
present owners of the Lebanon bank would enjoy a better
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chance to realize an optimum sale, if they otherwise could
have sold the bank at all. The community would still be
assured that a banking facility would remain, because,
remember, the Lebanon bank would have to be purchased, at a
significant price to the buyers, before any of the elements
of branching by acquisition could be applied, and the
purchasers would not be about to offer the community anything
less than the maximum services possible to protect and pay
for their investment in the Lebanon facility.

"It seemed clear that the Lebanon community would be the big
winner because of the assured continuity of banking service.

And like Lebanon, Kansas, population 400, the more than 200
other small towns that are presently served by banks in their
communities may well need the legislation allowing branching
by acquisition more than any other parties in question. Will
there be branch banking by acquisition abilities in Kansas to
give these small-town banks and their communities hope, or in
its void, should these communities be dreading the day when
they will be without still another business on their
mainstreets --- their bank? ’

With an increasing number of branch banks in Kansas being
created out of failed or failing bank situations, it is
ironic that those troubled banks create expansion
opportunities through branching that are denied +to those
well-run and capable banks that would like to form alliances
through mergers and branching that would keep already healthy
banking service alive and well 1in many of our small
communities.

The benefits offered in the ability to branch by acquisition,
on a healthy-bank basis, deserve prompt and serious study,
and a timely legislative allowance.

Attachments: Appendix A; B; and C
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REFLECTIONS ON THE STUDY IN APPENDICES A, B, AND C

The pages that follow contain data that was developed for the
purpose of looking at four northcentral ZKansas counties
(Smith, Phillips, Jewell, and Osborne), considering the
towns, banks, and population, in the context that if any of
the twenty-three banks in the four counties were for sale,
what would the financials and feasibilities look like for a
successful unit-bank purchase. There is no reason to believe
that any of the banks listed are presently for sale. The
data 1is developed from financial reports of the banks for
1984 and 1985. The critical issues appear to be numerocus and
include: a) inefficient per capita investment in capital in
the banks; b) markets with low population bases; c)
insufficient bank earnings, in most cases, to support being
purchased; and d) a relatively large number of banks for a
relatively lowly-populated area.

In the "what if" looks at these twenty-three banks, 1t was
assumed that they would be purchased, with debt serving as
75% of the purchase price, and with two looks at dividends

used to service that debt =--- a dividend policy that pays out
50% of net earnings of the purchased bank, -and a policy that
pays out a relatively high 75% of net earnings. It was
assumed that the earnings reported currently for each of the
banks would be available each year for debt service. In

those cases where reported income was low, or negative, 1in a
number of banks, repayment ability, or the lack of it, may be
underestimated. However, given the disturbing trend of low
bank earnings, and losses in many cases, the 1issue of
sustaining bank ownership over the foreseeable future is of
concern.

Given that the Appendix A data for both 1984 and 1985-based
studies indicates that only one of the twenty-three banks
studied utilizing a 50% dividend policy can provide
sufficient cash flow to service the acquisition debt, 1if it
were purchased, lends strong argument that there are other
benefits to branching by acquisition.

Utilization of a consolidated cash flow from the acquired and
absorbed bank with that of the acquiring/absorbing bank seems
necessary to adequately service the acquisition debt of the
acquired bank. Assuming that the financial condition of the
acquiring bank 1is satisfactory, and that it might have
relatively little, if any, debt prior to the acquisition and
absorption of the second bank, the combination of banks could
more safely repay the acquisition debt compared to a
unit-bank purchase situation with no absorption by another.
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It appears some correspondent banks that have, in the past,
provided financing for bank purchases have now tightened
credit available to purchasers somewhat, through stronger
financial and demographic requirements, and it 1is probable
that obtaining as much as 75% acquisition financing right be
difficult in some instances. The strengthened cash flow, and
additional collateral available, that would come from a
purchase and absorption situation should make financing a
much more attractive and feasible proposition.
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APPENDIX A

To 1lend support to the appropriateness of branching by
acquisition, and its potentials for aid to small communities,
attached are tables describing the banking situations in
Smith County, and the counties contiguous to it: Jewell,
Osborne, and Phillips.

Understanding that purchase preferences, financing
regquirements, equity needed, and other terms will vary with
each bank and its potential for sale, or for purchase and/or
merger with a resulting branch, the tables following utilize
the assumption that the bank, for financing purposes, will be
sold/purchased for bock vwvalue, and that each such
transactions will involve equity provided by the purchaser of
25% of the amount of sale, with the remaining balance (75%)
financed.

Please review the pages that follow and address the question,
"y7ill there be any buyers of some of these banks, as the
times come for them to sell, without the option of branching
by acquisi%tion as an alternative?"
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APPENDIX A

BANKING IN SMITH, JEWELL, PHILLIPS, AND OSBORNE COUNTIES

COUNTY
COUNTY POPULATION
JEWELL 5,241
PHILLIPS 7,406
OSBORNE 5,959
SMITH 5,947
TOTAL 24,553
AS A COMPARISON . . .
SALINE 48,905
SHAWNEE 154,916

Population data is 1980 Census.

NUMBER
OF BANKS

23

16

PEOPLE
PER BANK

749
1,481
993

1,189

1,068

6,986

9,682

1985
YEAR-END
DEPOSITS

58,711,000

113,366,000

90,625,000

103,625,000

366,327,000

367,947,000

1,036,769,000

1985
YEAR-END
CAPITAL

5,811,000

12,586,000
e

10,111,000

10,345,000

38,853,000

28,742,000

94,169,000

The 1986 population in the four-county area is undoubtedly less.
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CAPITAL
INVESTMENT
PER CAPITA

1,109

1,699

1,697

1,740

1,582
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APPENDIX A TABLE 2

BANKING IN SMITH COUNTY

IFSOLD . ..~
1985 1985 25% BALANCE
YEAR-END YEAR-END EQUITY TO BE
TOWN BANK DEPOSITS CAPITAL REQUIRED FINANCED

SMITH CENTER
Population: 2,240 The Smith County State Bank 41,709,000 3,827,000 957,000 2,870,000
and Trust Company

First National Bank 35,148,000 3,684,000 921,000 2,763,000
KENSINGTON
Population: 681 First National Bank 7,997,000 1,066,000 266,000 800,000
LEBANON
Population: . 440 First National Bank 12,412,000 1,206,000 301,000 $05,000
GAYLORD -
Population: 203 Farmers National Bank 6,359,000 562,000 140,000 422,000

103,625,000 10,345,000

(*) Assuming that the capital of each bank is at a normal operating level, and if that bank sold,
the acquiring party would be required to furnish equity in the purchase roughly equal to 25% of
the purchase price, and could then finance the balance of the purchase. This also assumes that
the bank is bought with no premium over book value attached. Repayment requirements of the
Federal Reserve Board limit the practical term of financing to a 12 to 14-year period. See
Appendix B and C for purchase and repaymént data.
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APPENDIX A

BANKING IN JEWELL COUNTY

MANKATO
Population: 1,205 First National Bank

State Exchange Bank

ESBON

Population: 234 State Bank of Esbon

BURR OAK

Populatien: 366 Burr Oak State Bank
FORMOSO

Population: 166 The Formoso Bank
JEWELL

Citizens State Bank

t

pPopulation: 589

RANDALL

Population: 154 The Randall Bank

1985
YEAR-END
DEPCSITS

13,341,000

12,223,000

7,587,000

4,816,000

5,833,000

9,194,000

5,717,000

58,711,000

TABLE 3

IF SOLD . . . *

1985 25% BALANCE
YEAR-END EQUITY TO BE
CAPITAL REQUIRED FINANCED

959,000 240,000 719,000
1,416,000 354,000 1,062,000

800,000 200,000 600,000

686,000 172,000 514,000

439,000 110,000 329,000

890,000 222,000 668,000

621,000 155,000 466,000

5,811,000

(*) Assuming that the capital of each bank is at a normal operating level, and if that bank éold,

the acquiring party would be required to furnish equity in the purchase roughly equal to 25% of

the purchase price, and could then finance the balance of the purchase. This also assumes that

the bank is bought with no premium over book value attached.

Repayment requirements of the

Federal Reserve Board Limit the practical term of financing to a 12 to 14-year period. See

Appendix B and C for purchase and repayment data.
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APPENDIX A TABLE 4

BANKING IN PHILLIPS COUNTY

IFSOLb . . .*
1985 1985 25% BALANCE
YEAR-END YEAR-END EQUITY 70 BE

TOWN BANK DEPOSITS CAPITAL REQUIRED FINANCED
PHILLIPSBURG :
Population: 3,574 First National Bank 69,275,000 6,998,000 1,749,000 5,249,000
AGRA
Population: 321 Farmers National Bank 18,062,000 1,619,000 405,000 1,214,000
LOGAN
Population: 720 First National Bank 4,256,000 1,474,000 368,000 1,106,000
LONG ISLAND
Population:. 187 Commercial State Bank 10,007,000 1,038,000 259,000 779,000
STUTTGART
Population: 100 Farmers State Bank 11,766,000 1,457,000 364,000 1,093,000

113,366,000 12,586,000

(*) Assuming théz the capital of each bank is at a normal operating level, and if that bank sold,
the acquiring party would be required to furnish equity in the purchase roughly equal to 25% of
the purchase price, and could then finance the balance of the purchase. This also assumes that
the bank is bought with no premium over book value attached. Repayment requirements of the
Federal Reserve Board Limit the practical term of financing to a 12 tok14-year period. See
Appendix B and C for purchase and repayment data.

Attachment IIT
Senate F T § I - Feb. 3, 1987



APPENDIX A TABLE 5

BANKING IN OSBORNE COUNTY -
IFSOLD . . . *
1985 1985 25% BALANCE
YEAR-END YEAR-END EQUITY TO BE
TOWN BANK DEPOSITS CAPITAL REQUIRED FINANCED
OSBORNE
Population: 2,120 Farmers National Bank 17,284,000 1,859,000 465,000 1,394,000
¢
First State Bank 12,759,010 1,045,000 261,000 784,000
PORTIS
Population: 172 First State Bank 1,857,000 252,000 63,000 189,000
DOWNS
Population: 1,324 Downs National Bank 14,910,000 1,213,000 303,000 910,000
State Bank of Downs ‘ 23,464,000 3,396,000 849,000 2,547,000
NATOMA
Population: 515 First National Bank 20,351,000 2,346,000 586,000 1,760,000

90,625,000 10,111,000

(*) Assuming that the capital of each bank is at a normal operating level, and if that bank sold,
the acquiring party would be required to furnish equity in the purchase roughly equal to 25% of
the purchase price, and could then finance the balance of the purchase. This also assumes that
the bank is bought with no premium over book value attached. Repayment requirements of the
Federal Reserve Board limit the practical term of financing to a 12 to 14-year period. See
Appendix B and C for purchase and repayment data.
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APPENDIX B

Purchase and repayment studies follow in this appendix for
the twenty-three banks listed in Appendix A. Both 1984 and
1985 data is used, relating, for each year, capital, total
assets, and earnings, and the potential abilities for
repayment of acquisition debt on a unit-bank basis. Other
assumptions embedded in the study are that the bank does not
grow appreciably during the period of repayment of the
acquisition debt, that the financing interest rate is 9.50%
in 1984-based data, and 8.00% in 1985, that the financing is
over a 1l2-year period, and that dividends of net after-tax
earnings of the bank are paid to a holding company owning
100% of the stock of the bank, thereby utilizing a
consolidated income tax return and tax benefits from the
subsidiary bank for cash flow on the repayment of debt.
Assumed income tax rate of 36% for 1984-based data, and 393
for 1985, has been used. Earnings of the bank reflect 1984
and 1985 earnings reported, respectively.

The Dbanks 1in the four-county area have been numbered 1
through 23, in no particular order and are otherwise ~not
identifiable except by comparison of data with Appendix A.
Financial data used is publicly available.

For 1984 data projecticns, five of the twenty-three banks in
the study had negative earnings, and thus had no repayment
ability based on that year's earnings. Similarly, five banks
reported negative earnings in 1985.

For both 1984 and 1985-based projections, onlyv one bank of
the twentyv-three could repay the 75% acguisition debt over
the twelve-vear period on a 50% dividend policy.
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1984-BASED ACQUISITION DATA

50% DIVIDEND POLICY
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ENDIX B 1984 -BASED ACQUISITION DATA --- 50% DIVIDEND POLICY
(Amounts expressed in thousands)

CAN DEBT
1984 YE 1984 YE  CAPITAL TO 25% REQ BAL TO BE 1984 50% ANNUAL DEBT BE
BANK NO. CAPITAL  TOT ASSETS TOT ASSETS EQUITY FINANCED EARNINGS DIVIDEND SERVICE SERVICED?
R B T T s o o
2 . 1,293 13,910 9.30% 323 970 160 80 139 NO
3 701 8,517 8.23% 175 526 79 40 75 NO
4 687 6,061 11.33% 172 515 81 41 74 NO
5 460 5,680 8.10% 115 345 128 64 49 YES
é (BANK HAD NEGATIVE EARNINGS)
7 (BANK HAD NEGATIVE EARNINGS)
8 (BANK HAD NEGATIVE EARNINGS)
9 (BANK HAD NEGATIVE EARNINGS)
10 1,470 5,648 26.03% 368 1,103 72 36 158 NO
1 1,279 10,909 11.72% 320 959 75 38 137 NO
12 1,342 11,360 11.81% 336 1,007 145 73 164 NO
13 1,626 19,585 8.30% 407 1,220 190 95 175 NO
14 1,194 15;715 7.60% 299 896 146 73 128 NO
15 252 2,055 12.26% 63 189 35 18 27 NO
16 1,135 15,406 7.37% 284 851 51 26 122 NO
17 3,113 26,886 11.58% 778 2,335 313 157 334 NO
18 2,103 22,749 9.24% 526 1,577 271 136 226 NO
19 3,586 45,880 7.82% 897 2,690 403 202 385 NO
20 | 3,066 37,992 8.07% 767 2,300 475 238 329 NO
21 1,016 8,531 11.91% 254 762 - 71 36 109 NO
22 1,057 14,050 7.52% 264 793 110 55 114 NO
23 (BANK HAD NEGATIVE EARNINGS)
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1985-BASED ACQUISITION DATA

50% DIVIDEND POLICY
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ENDIX B 1985-BASED ACQUISITION DATA --- 50% DIVIDEND POLICY
(Amounts expressed in thousands)

CAN DEBT
1985 YE 1985 YE  CAPITAL TO 25% REQ BAL TO BE 1985 50% ANNUAL DEBT BE
BANK NO. CAPITAL  TOT ASSETS TOT ASSETS EQUITY FINANCED EARNINGS DIVIDEND SERVICE SERVICED?
N o s eem w0 mewm o 5 w0
2 1,416 13,777 10.28% 354 1,062 89 45 141 NO
3 800 8,539 9.37% 200 600 74 37 80 NO
4 686 5,546 12.37% 172 515 27 14 68 NO
5 439 6,369 6.89% 110 329 4 2 44 NO
6 (BANK HAD NEGATIVE EARNINGS)
7 (BANK HAD NEGATIVE EARNINGS)
8 6,998 76,963 9.09% 1,750 5,249 463 232 696 NG
9 1,619 20,338 7.96% 405 1,214 157 79 161 NO
10 1,474 5,767 25.56% 369 1,106 49 25 147 NO
V'H (BANK HAD NEGATIVE EARNINGS)
12 1,457 13,454 10.83% 364 1,093 89 45 145 NO
13 1,859 19,793 9.39% 465 1,394 262 131 185 NO
14 (BANK HAD NEGATIVE EARNINGS) .
15 (BANK HAD NEGATIVE EARNINGS)
16 1,213 16,518 7.34% 303 910 139 ' 69 121 NO
17 3,396 27,315 12.43% 849 2,547 259 130 338 NO
18 2,346 23,174 10.12% 587 1,760 263 132 | 233 NO
19 3,827 46,249 8.27% 957 2,870 209 105 381 NO
20 3,684 39,641 9.29% 921 2,763 740 370 367 YES
21 1,066 9,194 11.59% 267 800 68 34 106 NO
22 1,206 13,935 8.65% 302 905 152 76 120 NO
23 562 7,021 8.00% 141 422 8 4 56 NO
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APPENDIX C

This section reflects similar data to that in Appendix B,
except that a 75% dividend is utilized. A payout of this
relatively high 1level over the twelve-year period would
prohibit much, if any, growth of the bank, nor would it allow
for much coverage of capital should significant lcan losses
be incurred by the bank.

As stated in Appendix A, for both 1984 and 1985-based data,
five of the banks in the group of twenty-three had negative
earnings. In several instances where a bank is indicated to
be able to service its debt, but that the dividend shown does
not equal or exceed the required debt service amount, tax
benefits cash flows to the holding company fund the shortfall
of the dividend to the required debt service.

This appendix reflects that using 1985 data, only six out of
the twenty-three banks could revay a 75% acquisition debt
over the twelve-vear period on a relatively high 75% dividend
policy. This reflects a deterioration in abilities to
finance successfully from the 1984 data which indicated that
eleven out of the +twenty-three could have successfully
retired the acqguisition debt. Poorer earnings for 1985
obviously were the cause in the decrease in debt service
abilities.
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1984~BASED ACQUISITION DATA

75% DIVIDEND POLICY
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’ENDIX C 1984-BASED ACQUISITION DATA --- 75% DIVIDEND POLICY
(Amounts expressed in thousands)

CAN DEBT
1984 YE 1984 YE CAPITAL TO 25% REQ BAL TO BE 1984 75% ANNUAL DEBT BE
BANK NO. CAPITAL  TOT ASSETS TOT ASSETS EQUITY FINANCED EARNINGS DIVIDEND SERVICE SERVICED?
N o5 o rom a8 es W s o ves
2 1,293 13,910 9.30% 323 ' 970 160 120 139 YES
3 701 8,517 8.23% 175 526 79 59 75 YES
Z 687 6,061 11.33% 172 515 81 61 74 YES
5 460 5,680 8.10% 115 345 128 96 ) 49 YES
6 (BANK HAD NEGATIVE EARNINGS)
7 (BANK HAD NEGATIVE EARNINGS)
8 (BANK HAD NEGATIVE EARNINGS)
9 (BANK "HAD NEGATIVE EARNINGS)
10 1,470 5,648 26.03% 368 1,103 72 54 158 NO
11 1,279 10,909 11.72% 320 959 75 56 137 NO
12 1,342 11,360 11.81%‘ 336 1,007 145 109 144 NO
13 1,626 19,585 8.30% 407 1,220 190 143 175 YES
14 1,194 15,715 7.60% 299 8%6 146 110 128 YES
15 252 2,055 12.26% 63 189 35 . 26 27 YES
16 1,135 15,406 7.37% 284 851 51 38 122 NO
17 3,113 26,886 1V1 .58% 778 2,335 313 235 334 NO
18 2,103 22,749 9.24% 526 1,577 271 203 226 YES
19 3,586 45,880 7.82% 897 2,690 403 302 385 YES
20 3,066 37,992 8.07% 767 2,300 475 356 329 YES
21 1,016 8,531 11.91% 254 762 71 53 109 NO
22 1,057 14,050 7.52% 264 793 110 83 114 NO
23 (BANK HAD NEGATIVE EARNINGS)
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1985-BASED ACQUISITION DATA

75% DIVIDEND POLICY
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‘ENDIX C

BANK NO.

10

11

12

13

14

15

16

17

18

19

20

21

22

23

1985 YE
CAPITAL

439

1985 YE
TOT ASSETS

8,539

5,546

6,369

1985-BASED ACQUISITION DATA --- 75% DIVIDEND POLICY
(Amounts expressed in thousands)

CAPITAL TO
TOT ASSETS

12.37%

6.89%

(BANK HAD NEGATIVE EARNINGS)

(BANK HAD NEGATIVE EARNINGS)

6,998

1,619

1,474

76,963

20,338

5,767

9.09%

7.96%

25.56%

(BANK HAD NEGATIVE EARNINGS)

1,457

1,859

13,454

19,793

10.83%

9.39%

(BANK HAD NEGATIVE EARNINGS)

(BANK HAD NEGATIVE EARNINGS)

1,213

3,396

2,346

3,827

3,684

1,066

1,206

562

16,518

27,315

23,174

46,249

39,641

9,194

13,935

7,021

7.36%

12.43%

10.12%

8.27%

9.29%

11.59%

8.65%

8.00%

25% REQ
EQUITY

200

172

110

1,750

405

369

364

465

303

849

587

957

921

267

302

141

BAL TO BE
FINANCED

5,249

1,214

1,106

1,093

1,39

910

2,547

1,760

2,870

2,763

800

905

422

1985
EARNINGS

463

157

49

89

262

139

259

263

209

740

68

152

75%
DIVIDEND

56

20

347

118

37

&7

197

104

194

197

157

555

51

114

ANNUAL DEBT

SERVICE

141

80

68

44

696

161

147

145

185

233

381

367

106

120

56
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)
)

CAN DEBT
BE
SERVICED?

NO

NO

NO

NO

NO

NO

NO

YES

YES

NO

YES

NO





