Date

Approved /S/‘/O%M 2-7-91
|

MINUTES OF THE _ HOUSE _ COMMITTEE ON _COMMERCTAT. & FINANCTIAL INSTITUTIONS

The meeting was called to order by Delbert L. Gross : at
Chairperson
3:30 &m./p.m. on January 30 lgglhxmom.é&l:i__ofdm(lmkoL

All members were present except: Representatives Herman Dillon, Sam Roper and George
Teagarden, Excused

Committee staff present: Bill Wolff, Research Department
Bruce Kinzie, Revisor of Statutes
June Evans, Secretary

Conferees appearing before the committee: Senator Frank Gaines
Richard Diamond, President, Community Bankers
Association of Kansas
Pete McGill, McGill Associates
Linda McGill, McGill Associates
Clark Young, Treasurer ofthe Community Bankers
Association of Kansas
Larry Stutz, Executive Vice President, First
Bank of Alma, Kansas
Howard Tice, Kansas Association of Wheat
Growers

The Chairperson called the meeting to order at 3:30 and stated again the
meetings would start on time -- 3:30 P.M.

The Chairperson announced the hearings would be for the opponents on HB 2059.
The Chairperson further stated this will be brought up for vote on February 7
if it is believed there are enough votes to carry the bill.

| Senator Frank Gaines was the first conferee, stating this issue keeps coming
| back. The same group is at the well again.

There are problems now with the FDIC and they say banks will pay for it
which will be approximately 1% of the deposits. This assessment is more
than % if the net earnings in Kansas in a year. Many banks cannot pay

for it. FDIC's assessment is more than the net of one month's earnings

of the bank. The people in Kansas will pay for this bill. Banks will look
at the service charge and pass this charge on to the customers. In 1991 the
assessment will be 19% of 1% -- in previous years this was 12 of 17%. If

we do this what will it do for the state of Kansas and its charges passed
on to the consumer. If this bill is passed it will be for the Fourth
National Bank of Wichita. There are problems with big banks in Nebraska.
Yesterday testimony was given that interstate banking would help Kansas,
but this is not so. Interstate banking is not in the best interest of the

Kansas people and I oppose it.

The next conferee was Pete McGill of Pete McGill & Associates stating they
represent the Community Bankers Association and they oppose HB 2059.

Most of the members of CBA belong to the Kansas Bankers Association as well,
but have a completely different philosophy on bank structure issues.

This is an industry dispute. In a survey 21% of the people of Kansas favor
interstate banking, while 52% oppose, and 27% are undecided.

Interstate banking will be paid for by the people of Kansas. (See
Attachment #1)

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

editing or corrections. Page 1 Of -3
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Richard Diamond, President of the Community Bankers Association of Kansas

was the next conferee stating that he owns and manages a $17 million bank in
Mankato, which is located in north central Kansas, with a population of approx-
imately 1,100 persons. There are a number of national and state issues dis-
cussed at the CBA annual meeting each year. For the past two years, one of

the resolutions approved by the membership has been opposition to interstate
banking. DBA believes that a concentration of economic power and political
power placed into the hands of a few financial institutions is contrary to the
best interest of this state and the nation. It is felt the concept of interstate
banking will not serve the credit needs of Kansas, and will encourage out-of-
state banks to gain access to Kansas deposits for use in other states.

In states of similar size and economic structure as Kansas which have permitted
interstate banking, the results have shown an outflow of capital from the state
which leaves less loanable funds available for local use. Interstate banking
is not in the best interest of Kansas, nor her citizens, in order to maintain

a strong Kansas economy through the current banking systems now at work

in the state. (See Attachment #2)

Linda McGill, McGill and Associates, was the next conferee testifying for
John Turner, President of Development Concepts, Inc. of Auburn, Maine, sharing
the views of Maine's experience with interstate banking.

Interstate banking became law in Maine when passed by the Maine Legislature
and signed into law in 1975. The law became effective in 1979 and Maine
saw its first bank acquisition in 1982. In 1983 the Maine Legislature
approved a reciprocal agreement with the other New England states.

Many colleagues and I supported Interstate Banking. It was our opinion

the law would move Maine's economic development efforts along at a much
quicker pace. As economic development practitioners we were impatient

with the ability of Maine banks to fund the capital needs of our businesses
and industries. We thought interstate banking would:

Create a method for the large regional banks to provide capital necessary
to fund the expanding Maine economy.

Bring new banking programs to Maine.
Increase the level of sophisication within the Maine banking community.

Bring new bankers with new ideas into our banking industry. For the first
several years Maine benefitted from interstate banking. Four of the largest
commercial banks were purchased by regional institutions, which now, for all
practical purposes, control a great deal of the flow of capital into and

out of our state. Maine's capital formation needs to fund economic growth
are being dictated by bank holding companies in Boston, Providence and Albany.
Maine, like the rest of New England is in the throws of a deep and prolonged
recession.

It is our belief the recession started with the passage of the 1986 Tax
Reform Act and that banks, because they totally misjudged the full impact
of the law, caused the recession to accelerate. Because out of state banks
owned Maine banks, the tougher credit policies began to impact our state,
causing disruption in our market.

Credit decisions are made in big cities in other states and those decisions
are raising havoc within Maine's economy. Interstate banking did stimulate
the Maine economy during the mid 1980s. The decision to allow large banks
to purchase commercial banks appeared to be the best thing for Maine.

The bottom line to you, the Kansas lawmaker, is simply, how much control are
you willing to give up over your economy in the hopes that additional
capital will be injected by large banks? He who holds the purse strings
will soon dictate control. (See Attachment #3)

Clark Young, Treasurer of the Bankers Association of Kansas was the next

conferee stating banks primarily deal with other people's money. The manage-

ment of the bank has the responsibility to decide how best to manage the
Page _2 _ of 3
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peoples money, both conservatively and efficiently. To improve our local
trade area from where we receive our deposits. The banks of Kansas are
safe and sound and 1990 closed with only one bank closing in Kansas.

The current system in Kansas in no way restricts the flow of commerce or
money in and out of the state of Kansas. Kansas banks can make loans
outside the state of Kansas and do so. Nothing keeps any of the banks into
Kansas. Kansas banks through their holding companies own and control banks

located out of state and do. Out of state banks can loan money into Kansas
and do so. Nothing keeps any of the banks in the United States from loaning
money into Kansas. (See Attachment #4)

Larry Stutz, Executive Vice President of the First Bank of Alma, Kansas,
testified 4 good reasons not to pass interstate banking:

1. While the main benefit of this legislation is to bring new capital
into the state, at least three (3) of the proponents indicated you shouldn't
worry about any negative effects of this legislation because it is not likely
to be used. Kansas banks have stronger capital than average U. S. Banks.

2. The proponents cited the benefits in Texas. That has now been
questioned.

3. To protect our consumers, borrowers and communities the proponents
give you CRA. Examiners are now looking at CRA. It is felt the regulators
will be slow to use enforcement actions--therefore, the damage will already
be done. Will primarily use enforcement actions such as denial of new
branch application or ATM applications rather than cease and desist orders
or monetary penalties.

4. The proponents indicate we should rush out and pass this legisla-
tion before the U.S. Congress passes their own law. Why spend the time
and money to enact an unpopular bill now that, according to the proponents, will 1
be meaningless if and when the U.S. Congress passes nationwide branch banking.
(See Attachment #5).

Howard Tice, Kansas Association of Wheat Growers, testified on behalf of

the members of the Association which is in opposition of multi-bank holding
companies and unlimited branch banking because of the negative effect

they tend to have on agricultural credit. Banking laws are enacted to

protect depositors, not to restrict trade. Since the depositors are the
owners of the money entrusted to the banks we feel this is highly appropriate.

We don't need to change the law to allow interstate banking. This is just
another way for big banks to become even bigger and more powerful and for
Kansas deposits to be controlled by bankers from other states. (See
Attachment #6)

After discussion the meeting was adjourned at 5:00 P.M.

Page _ 3 of 3.
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Mr. Chairman and Members of the Committee:

My name is Pete McGill of Pete McGill & Associates. We have had the
privilege of representing the Community Bankers Association for the past 12 years,

and we appear here today in opposition to H.B. 2059.

I have with me today, Mr. Richard Diamond, President of the Community
Bankers Association from Mankato, along with other members of the association

that will be addressing you a little bit later.

Most of the members of CBA belong to the Kansas Bankers Association as
well, but have a completely different philosophy on bank structure issues.

Even with one hour and fifteen minutes of testimony yesterday, not one

witness stated any concerns for the people -- the depositors in our Kansas banks.

The original Kansas banking statutes were enacted in the 1930's to protect the
people of Kansas, not the bankers, and for many years they were not modified or
changed unless it was in the public interest, not the banks. Now that has changed
and we continue to consider legislation for a minority of bankers, contrary to the

desires of the people.

Yesterday, when you had the question and answer period, I was hoping
someone would ask the question, "Why is the Kansas Legislature even debating this

issue?”

Have you thought about that? You are being asked to referee an industry
dispute. Not more than one or two people on the committee even want to consider
this issue. Not many more than that want to see it on the floor of the House of

Representatives.

(1)



I have been around the legislative process for a number of years, and I can tell
you in any other committee on any other issue relating to any other industry, the
committee would say, "Don't come to us until the industry settles its own

differences.”

And who represents the people in this issue? You don't see any parade of
citizens before this committee asking for this legislation. You haven't been
contacted by one single person that doesn't have banking connections regarding this

subject.

That is one of the reasons Pete McGill & Associates commissioned a survey

last November to see what the people thought about interstate banking.

I sent a copy of that survey to each of you before the session started, but in case
you have misplaced it, there is another copy attached to my testimony. I have
always said, "If this issue is to be before the Legislature, it should be to consider the
legitimate concerns of the people, not the bankers.” I'd like to take just a minute to

review what that survey tells me.

Keep in mind, this was a thousand vote sampling, conducted statewide,
sampling about 200 people in each Congressional District. This is what the survey
people call an extremely large sampling and contend the margin of error is not more

than three percent.

You will note only twenty-one percent (21%) of the people of Kansas favor
interstate banking, while fifty-two percent (52%) oppose, and twenty-seven percent
(27%) are undecided.

@



It is important to note the people in every Congressional district oppose

interstate banking.

In the Fifth Congressional District in southeast Kansas, only fourteen percent
(14%) of the people favored interstate banking, only sixteen percent (16%) in the
First District, and in the Fourth District where Bank IV's home office is located, only
twenty-three percent (23%) of the people favor it. Isn't it interesting that even the
KBA's own poll shows the majority of the banks in that area are also opposed.

I call your attention to a copy of an article in the Wichita Business Journal
(attached) where some of the larger banks in Wichita either have no position or are

opposed to interstate banking.

Mr. Chairman, yesterday there was much emphasis placed on the fact this is
only regional interstate banking. I would like to quote from Sam Forrer's testimony

last year. Sam is a banker from Ulysses, Kansas.

"If you must pass a bill, then strip it of its hypocracy! Eliminate those so-
called protections which aren't protections, but only temporary appeasements!
Throw open the doors to all comers who want to control Kansas bank assets! Let
them control them all! But at least tell the Kansas public what you're doing, because
that's where this bill eventually leads, and we all know it! This bill is just another
incremental piece of their drive for monopolistic dominance that the proponents

hope the public won't notice.”

One final comment -- interstate banking is not inevitable. It is only inevitable
if you vote for it. And keep in mind, once you get it, you can never get rid of it. It is

irreversible!

© y
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HOW THE POLL WAS CONDUCTED

The statewide poll was a professionally conducted, scientific survey
of Kansas residents who are registered and planning to vote. One
thousand respondents from throughout the state were interviewed by
telephone between October 29 and November 1 for this edition of the

- poll.

The statewide sample was made up of proportional numbers of
respondents. from each of the state's five congressional districts.

Each district subsample consisted of proportional numbers of rural and
urban residents. Individual respondents were selected by means of a

computer-assisted random selection process.

Statewide results are based on the total sample of 1000, with about
200 from each congressional district. According to accepted standards
of statistical inference, estimates based on the statewide sample of
1000 should rarely vary by as much as 3 percentage points from the
results that would pertain if everyone in the target pouplation had
been polled instead of just the representative sample.

Estimates based on smaller subsamples (such as a single congressional

district) are subject to larger estimating errors.

Throughout, all percentage values have been rounded and reported

to the nearest whole percent.

The poll was designed and conducted for The Topeka Capital-Journal
by Central Research Corporation of Topeka, a well-respected market

research and consulting firm.

900 BANK IV TOWER - TOPEKA, KANSAS 66603 - PHONE (913) 233-8948 . FAX (973) 233-8956




"ould you favor or oppose changing Kansas law to allow "interstate Banking"...which would
allow out-of-state banks and bank holding companies to own banks in Kansas?"

StateWide

ALL
(n=1000)
Favor 21%
Oppose 52%
[Don't Know] 27%

A

CENYrv.. RESEARCH CORPORATION - Topeka, KS

By Congressional District...

(196) (198) (20u4) (200) (202)

16%  21%  32% 23%  14%
61% M1%  37% 57% 62%
23%  38% 3% 21% 2%

(November 4, 1990) Statewide Poll of Registered Voters Intending to Vote

Those who consider
themselves...

22%
S54%
24%

18%
53%
29%

25%
45%
30%

(130)

27%
53%
19%

27%
48%
24%

19%
55%
26%

Age

65 + Males Females

(230) (493) (507)
12% 27% 15%
50% 51% 52%
37% 22% 32%
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INTERSTATE BANKING:
Wno Wirl, BEAr THE CoOST
AND AT WHAT PRICE®?
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WaAT ABOoUT THE PUBLIC. ... YQUR CONSTITUENTS?

"Policies that determine the bank's direction are made by the central office. There is no question
you lose some local autonomy and management freedom when you are dealing with a large hold-
ing company. The current trend in the banking industry is for large holding companies ... to buy
smaller banks and exert control over those banks.”

--Augusta {(Maine) Journal, August 25, 1989.

Banking services will cost more. Interstate banking will increase the outflow of local funds which
would bring higher rates to small customers. --New England Economic Review, March/April, 1986.

"I believe the net result of allowing control of funds to leave the community will be higher prices
and less service, not to mention a drastically reduced ability of the local financial institutions to
provide funds during periods of growth and expansion." -Larry Adams, Executive Vice President, Pioneer Bank
& Trust, Ponca City, Oklahoma, December 1988

"The huge banks, with their bureaucracies, are usually in no position to cope with the financial
needs of smaller businesses." --Arthur Burck, business consultant who specializes in business mergers, as printed in the
Palm Beach Post, August 1987.

"...individuals and very small businesses, no longer the sole commercial focus of these banks,
may be hurt." --New England Economic Review, March/April, 1986.

The data collected in a 1988 survey by the American Bankers newspaper on benefits and prob-
lems associated with bank mergers suggests that after a merger, banks focus on large customers
they presumably deem more important to retain.

"If Kansas City's small business community thinks that it's hard to get a bank loan now, just wait
until (full nationwide) interstate banking arrives.” --Kansas City Times, December 1988.

oAt

Reprinted with the permission of the Topeka Capital Journal



WaAT'S HAr 2D IN OTHER STATES THAT ~ /PTED INTERSTATE BANKINC

ARIZONA
As of 1989, four banks control 88% of the states
banking business. Three out of the four largest banks
are owned and controlled by out-of-state corporations.
--Arizona State Banking Department.

FLORIDA

"We have lost control of our banking industry."” ~Amoid
A. Heggestad, Professor of Finance and Banking, University of
Florida.

Florida lost 12 of its 15 biggest bank companies to
outside buyers in the 1980's.

"Within six months of the time the regional compact
went into effect, four major mergers either had been
announced or consummated. In every instance, the
headquarters of the resulting company were in Char-
lotte (Alabama) or Atlanta (Georgia)." --Florida Trends,
October 1989.

ILriNoIs
It's true that the outside ownership of any more of
Chicago's major banks would be a blow to the city and
its status in financial circles. Scon three of Chicago's
top five banking firms will have foreign ownership.
--Chicago Tribune, November 6, 1989.

Illinois interstate banking law went into effect 7-1-86,

and by May 1987 there were 16 out-of-state applica-.

tion to buy out 37 Illinois banks worth $4.3 billion.
There was only 1 Illinois application to buy an out-of-
state bank.

--American Banker, July 15, 1987.

INpDIANA
The state of Indiana passed interstate banking on
January 1, 1986. Fourteen out-of-state corporations
purchased in excess of $9.8 billion dollars of Indiana
deposits as of June 16, 1989 and removed control of
these resources from Indiana.

"There have been very few acquisitions made by Indi-
ana Bank Holding Companies. The few acquisitions
that have been made have involved Indiana Bank
Holding Companies located near the state lines, ac-
quiring banks in the near proximity of their Indiana
offices.” -Department of Financial Institutions of the State of
Indiana, 1989.

MAINE
... a trend has developed toward control by ocut-of-
state organizations of banking in states with rela-
tively low deposits and relatively small banking or-
ganizations. Maine illustrates this development.

"(The out-of-state) Banks that have entered that state
(Maine) own its five largest commercial banking or-
ganizations and control 83 percent of its commercial
banking assets.” --Federal Reserve Bulletin, February 1987.

MINNESOTA
" ..'we believe that many small towns today can be
more effectively served by a local community bank
that does not have the substantial overhead of a multi-
state banking system.” —-DeWalt Ankeny, chair, First Bank
Systems, Inc.

"First Bank Systems said when it bought these (rural
banks) that the purchase was good news for our com-
munities because the size and flexibility of the bigger
system would make for more secure and aggressive
localbanking. We suspect buying and sellingboth had
more to do with the prospect for profits than any
particular concern for the quality of the banking...."
--Worthington Daily Globe, August 20, 1985.

TEXAS

"Deposits generated in such places as Lufkin are being

used torefinance shakyreal estate and energy loansin
Dallas and Houston. And with the little banks left
with little money to lend, local business are being
squeezed -- some right out of business. The big banks
are choking the entire state.” ~Wall Street Journal, May 25,

1988.

WASHINGTON

"...the commercial banks have generated the biggest
numbers -- Rainier laying off 175 people over the next

45 days and Seafirst accepting "early retirements”

early this year of nearly 400 people . ..." -The Seattle

Times, August 1, 1988.

KANSAS....

Legislators will be doing their constituents a disfavor if they don't pay heed to the

results of research on interstate banking in other states.

Your HELP

IN DEFEATING INTERSTATE BANK OWNERSHIP LEGISLATION

Is APPRECIATED!

AL



DIS'PELLING T.- IyTHS OF INTERSTATE BANI e

It WiLL INCREASE COMPETITION.
WRONG!

"... what will actually happen? We will see more inter-
state mergers of existing banking institutions. In-
stead of more banks we will have fewer banks. It is
difficult to see how fewer banks will result in more
competition.” —Former Senator William Proxmire.

Affiliation increases the extent to which funds col-
lected by small banks are brought under the invest-

ment control of large banks. --New England Economic
Review, March/April, 1986.

m IT WiLL Aip EcoNoMIC
DEVELOPMENT.
WRONG! '

"Itis ourbeliefthatleft toits own course,interstate
banking and the entry of banks into ever increas-
inglines of commerce will lead to undue concentra-
tion of economic resources in large money-center
and regional banks and a concurrent drying up of
available capital in smaller towns and
communities.” ~William J. Dennis, Research Director,

National Federation of Independent Business, Statement to
the United States Senate Banking Committee, June, 1983.

IT's ALREADY IN PRACTICE.
WRONG!

Thisisamisconception. Interstate commerce-—-the
exchange of financial services across state lines is
being confused with interstate banking. Inter-
state commerce is very much in practice today and
has been since before Kansas statehood. But
interstate banking deals with bank ownership.
The question is do you want to permit out-of-state
bank holding companies to purchase and control
Kansas bank capital?

The legislative policies of the United States have
opposed interstate ownership of banks for more
than fifty years. These policies were legitimate
responses to unrestrained business activities that
were a significant contributing cause of the devas-
tating economic conditions known as the Great
Depression. "Government controls are both not at
the whim of captious congress, but in the after-

math of some great public harm.” -Jane Bryant
Quinn, "The Banking Free-For-All,” Newsweek magazine,
Feb. 13, 1984.

’ IT's INEVITABLE. -
WRONG!

An issue as significant as this must be able
to stand on its own merits. The rationale
thatjust because other states have enacted
this, does not mean it would be necessarily
beneficial to the citizens and economy of
Kansas.

m IT GUARANTEES ADDITIONAL CAPITAL FOR KANsas.

WRONG!

area.

The proponents of interstate bank ownership have suggested that such legisla-
tion will bring capital into Kansas. But the time established rule is money flows
to where the demand is greatest and to those who are willing to pay the price.

The fact is, capital is available to any credit worthy Kansas who needs it, and is
not dependent on bank size. A bank of any size can, through its correspondent
banks and through participation with other banks, procure funds to satisfy the
needs of Kansasborrowers. Recently, the newly formed Bankers' Bank of Kansas,
chartered by community banks in the state, has been increasingly active in this

Community Bankers Association of Kansas ¢ 5605 SW Barrington Ct., Ste. 100 * Topeka, KS 66614
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Branching Out

Two Minnesota Banks
Ilustrate the Pitfalls -

- Of Interstate Networks -

Norwest, First Bank System
Find Central Operations
Can Stir Local Discontent

S ———

Divergent Plans for Growth

Ry JEFF Batry
And RicriArp GIRsoN
Staff Reportere nf Tirk WaLL STrvet JOoUunnaL

WAHPETON, N.D.-Back In the 1950s,
First Bank Wahpeton staked Ed Shorma to
a1 start In the shoe-repalr business, lending
hm $1,500, ' )

As his company turned to making
canvas, farm-equipment parts and other

roducts, the bank financed his growth and

3 bond with him grew stronger. The
onnkers hasked in reflected glory In 1982,
when Mr. Shorma was named Man of the
Year by the Small Business Administra-
tion.

Recently, though, Mr. Shorma's
bankers told him that they could no longer
approve his loan applications without first
calling Minneapolls, home of parent com-

=, pany First Bank System Inc, “'They lost:

““the personal contact we needed,” Mr,
Shoria says, They lost Mr. Shorma, too.
ie moved his banking to a Fargo, N.D,, In-
stitution. - ‘

© 1985 Dow Jones & Company, Inc. All Rights Reserved.
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Name Changes

Unhappy, too, were some customers of
Norwest Bank Wahpeton, which is owned
by the other blg Minneapolls banklng com-
pany, Norwest Corp, Before 1983, when
Northwest Bancorp. changed its name and
the names of its affillate banks to Norwest,
some customers hadn't even realized that
thelr bank wasn't locally owned. Now,
though, their checks are sent to a reglonal
processing center 50 miles away, and cus-
lomers can no longer gel as much on-the-
spot account information.

The discontent In Wahpeton, a Red
River Valley town of 9,084, lilustrates the
pitfalls that First Bank and Norwest have
encountered trying to capitalize on a head-
start they enjoy over most other big hanks,
They iong ago were grandfathered into the
sort of interstate banking franchises—First
Bank In five states, Norwest In seven—that
others are still only secking,

Many banks will probably be following
soon, though, A recent Supreme Courl de-
cislon approved of reglonal Interstate
banking agre¢ments Ilke those passed by
stale legisintures In New England and the
Sontheast. Other reglons are expectdd to
follow. Already, several blg mergers
across state lines have heen announced by
banks that hope to survive the coming na-
tlonal onslaught by such Institutions as Cl-
ticorp and Sears, Roebuck & Co.

No Easy Answer

But the early experience of First Bank‘

and Norwest indicates It won't be easy.
"Some banks seem to think thal just ac-
futring another bank tn another state will
solve thelr problems," says Joseph J, Pin-
ola, the chief executive of First Interstate
Bancorp, a Los Angeles-based company
with banks In 11 Western states, '“That's
fallaclous.”

Al a time when banking faces wide-
spread loan problems and confusion over
deregulation, First Bank and Norwest have
had a difficult time marshaling thetr far-
flung resources to become natlonal
players. '

Untll recently, entertaining such ambi-,

ttons and going thelr own strategic ways

First Bank System Inec.

Assots ns of June 80, 1985 $24.4 billion
as of June 30, 1984  $21.4 billion

Net Intome for six months

ended June 80, 1985 - $78.0 miltion
ended June 30, 1984 $64.2 million
Net income for yonr

ended Deec. 81, 1984 $131.1 million
ended Dec. 31, 1983 $129.7 million

Norwest Corp. |

Assets as of Juno 70, 1985  $19.0 billion
u_l_gf_.l_qno 30,1084  $21.4 billion

Net income for six months

i
$66.8 million

ended June 30, 1985

enflod June 30, 1984 $66.2 milllon

Net income for year

onded Dee. 81, 19R4 $09.5 million

ended Doc. 81, 1943 £126.2 milllon”
ST SRy

wotild have been unthinkable, First Bank
and Norwest were so similar In size and
nature that they were known as the Minne-
sola Twins, Each was born of a Depres-
slon-era need of scores of upper-Midwest
hanks, to band together to avert [allure.
Each gathered cheap rural deposits and
made sound farm loans. And each grew
quletly to a healthy size, with First Bank
becoming the nation's 14th higgest banking
concern and Norwest the 20th largest.

o e

e

But since 1981 the farm economy has
been In a taflspin, And with deposits made
more costly by deregulation, the banks had
to look elsewhere for growth and profit.
"1t's hard to prosper when your customers
aren't," says Darrell G. Knudson, First
Bank's vice chairman In charge of banks
outside the Twin Citles, .

Flirst Bank declded anything fancler
than old-tashioned lending would be (oo
dicey In these turbulent times. lts chair-
man and chlel executive, George H. Dixon,
simply directed his bankers to do more
lending. The bankers did, and First Bank
had the fastest loan-growth rale—26% in
1984—of all top-20 banks during: the last
two years,

“The money for all those [oans s coming
from excess deposils ' at” First’ -Bank’sk
small-town . banks,: But " that Is ‘causing
some controversy,” State officlals worry
that First Bank's push to make big corpo-
rate loans may lead it to neglect some of
the communities its 74 banks were char-

_ tered to serve, And some banking analysts

have expressed concernp that such rapid
loan growth could expose the company and
all its little banks to big losses.
Norwest decided to cast its lot with con-
sumer financlal services and has already
stumbled badly, Dial Corp., a nationwide
financé company that Norwest bought in

. 1981, has contribuled steadily rising

profits, But the rapld expansion of Nor-
wesl's mortgage-banking business into the
nation's second largest back(ired. The unit
lost nearly $100 mitilon last summer on an
experimental —and unsuccessful—effort to
hedge Its mounting interest-rate risk on ad-
Justable-rate mortgages. Today, the mori-
gage unit Is all but-dismantied, and most
of It has been sold to General Molors Az

ceptance Corp.
]



Tight money
blamed on
big owners
out-of-state

By Jeff Smith
Staff Writer

The mergers of Maine banks
with out-of-state holding com-
panies helped fuel the state’s
economy during the boom of the
mid-1980s, but there is growing
fear that those interstate connec-
tions could now damage Maine as
the Northeast’s economy falters.

Maine companies that have
depended on big regional banks
to finance their growth increas-
ingly are complaining that their
credit is being cut off or
squeezed, even though their
businesses remain fundamental-
ly sound.

The disgruntled borrowers
say they are being punished for
heavy loan losses incurred by the
big banks because of loose lend-
ing practices during the go-go
years of the "80s.

“I'm hearing this throughout
the state,” says Auburn busin-
essman and local chamber of
commerce chairman John C.
Turner, who has helped arrange
financing packages for firms.

“I supported interstate bank-
ing because I thought it would
generate more capital, which it
did. . .. (But) I'm concemed this
is going to start to impact jobs
and our ability to diversify our
tax base.”

Bradley McCurtain, president
of Maine Securities Corp., which
tracks the large banks, said he
doesn’t believe the problems at
Boston-based banks necessarily
will pull Maine into a regional
recession, but “I think they cer-
tainly are having a negative
effect.”

Senior bank executives dis-
pute claims they are denying
credit to worthy customers, ad-
ding that tighter lending prac-
tices are inevitable in a slowing
economy.

‘““We’'re in the business to
manage risk and make a profit,”
said Denison Gallaudet, presi-
dent of Casco Northern, which
was bought by Bank of Boston in
1984. Casco Northern posted re-

Interstate banking

Maine Sunday Te.
Sunday, March 4,
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squeezes Maine

Maine’s banking market

Since Maine law began allowing interstate bank mergers, out-of-state
companies have gained a major share of the state’s deposits and loans.

in-state

Market share of
Maine deposits
Total deposits: $14.5 billion”

- AsofJune 30,1989

‘ Other banks
& credit unions

Market share of
Maine loans

Total loans: $12.8 billion*

42.1%
26.1% | Qut-of-state

holding cos.

Source: Maine Bureau of Banking

Tetegranv Tom Peyton

cord profits of $17.9 million in
1989. "I believe we're following
as prudent a course as a bank can
take’ to protect depositors’
money and shareholders’
interests.

State Banking Superinten-
dent H. Donald DeMatteis
blamed the credit squeeze pri-
marily on the soft economy and
indicated it is likely to get worse
before it improves. )

While there is no clear evi-
dence of an out-flow of capital
from Maine, reports and inter-
views with regulators, bank ex-
ecutives, borrowers, analysts
and other experts show the
following:

® Loan growth has slowed
dramatically in Maine. Gallaudet
acknowledged that Casco North-
ern, for example, decided not to
renew at least $50 million worth
of credit lines, but he noted that
number is a small percentage of
the bank’s $900 million commer-

cial loan portfolio.

® Borrowers with longtime re-
lationships with certain banks
are being forced to seek financ-
ing elsewhere.

® Maine’s banking system,
whose total assets are $17 bil-
lion, has lost the autonomy it
enjoyed in the past. Out-of-state
banks control 43 percent of
Maine deposits and 42 percent of
total loans. More than 80 percent
of the traditional commercial
banking market is controlled by
interstate banks.

® Most of the Maine banks
that have reported losses are
out-of-state owned, and the most
troubled in-state-owned bank —
The One Bancorp — is hurting
partly because it tried too aggres-
sively to become a regional
player.

¢ Independent banks, many of

See BANKING
Back Page This Section
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which resisted merger offers
from out-of-state banks, on
average are more profitable and
better capitalized than interstate

Until 1975, Maine banking,
like banking nationwide, was
regulated by laws limiting the
over-concentration of capital.

But in recent years, American
banks have argued that they
need to grow to compete globally
with huge European and Asian
banks.

Maine was the first state to
allow interstate banking, enact-
ing a limited form in 1975 as part
of sweeping changes in the
state’s banking laws. The act
allowed out-of-state banks to
take over Maine banks, if Maine
banks were allowed to do the
same in their states.

In 1982, Maine amended its
interstate banking law, allowing
unrestricted mergers. The act
also added provisions assuring
that out-of-state banks wouldn’t
take money out of Maine. The
state Bureau of Banking was
given broad enforcement
powers.

Still, opponents warned that
during a money crunch, inter-
state banks likely would tum
away from Maine’s smaller busi-
nesses and the state would be
helpless to stop them.

During the boom years that
followed, interstate banks, with
their deeper pockets, helped pro-
pel capital-poor Maine.

“It made a lot of capital avail-
able that probably otherwise
wouldn’t have been available,”
said economist Stephen Adams
of the State Planning Office. )

Until recently, loan-to-deposit

S

ratios, a key indicator of the

amount of money re-invested in
the community, ran at a stagger-
ing 85 percent and more at most
Maine banks. The figure was well
above historical averages of 50 to
70 percent.

It is clear that aggressive
lending, particularly in real es-
tate, has come back to haunt
many of the big regional banks
with Maine ties.

Among the big commercial-
lenders in the state, Bank of New
England and Bank of Boston both |
recently reported either huge:|
losses or large provisions for |

possible loan losses. KeyCorp of °
Albany, N.Y., and Fleet Financial

Group of Providence, R.1., so far
appear strong, although Fleet is
being examined by federal
regulators.

Bankers and analysts say reg-
ulators, concerned that New
England’s banking industry
could suffer a collapse of the sort

that struck the Texas savings |

and loan industry, are contn- :
buting to, if not creating, the .

regional credit squeeze.

The squeeze “is not the result
of interstate banking so muph,
but regulatory officials beating
up on banks,” said william C.
Bullock, former chairman of
Merrill/ Norstar, which since has
been merged into Fleet.

Said former Casco Northern
Chairman John M. "Jack“_Daxgie,
1 think everyone is running just
a little bit scared at this point.”

Feeling the problems

Local bank executives main-
tain that Maine subsidiaries of
the big regional banks are in
relatively good financial shape
and are run independently from
their parent companies.

“We're as much in the market-
place as we can be, to the extent
there are lending opportunities
out there,” said Robert A. Har-
mon, senior vice president of
commercial lending for Maine
National Bank, which is owned
by Bank of New England. “We
aren't pulling out of the market.”

But analysts say Maine sub-
sidiaries can't help but feel the
problems of their parents.

“Bank of New England for
example is under strict orders to
reduce the size of the bank,” said
banking analyst Gerard S. Cas-
sidy of the stock brokerage firm
Tucker Anthony Inc. in Portland.

“So Maine National can’t go
out and aggressively look for new
loan prospects. It's unfortunate
right now, but definitely there’s
some directives given from Bos-
ton to Maine to do things
differently.” .

Many borrowers share gimilar

sentiments, saying banks such as-

Maine National have made it
clear credit isn’t as readily
available.

William R. McDonald, a
Windham biotechnology product
broker, said he recently was
asked to put up more collateral
for his business line of credit. He
decided to sever his eight-year
relationship with Maine National
instead, and go to a bank that
didn't require the additional
collateral.

Consultant Turner said he
started to realize there was &
change in lending practices in



the spring of 1989, when he re-
ceived an unusual number of
inquiries from companies with
credit lines being threatened.

He ackmowl that some of
the companies had a history of
problems, but “it was obvious
that they were all improving,
otherwise they wouldn’t have
gotten financing elsewhere.”

Turner, who estimates he has
helped various clients get about
$25 million of financing from
Casco Northern in the past six
years, said he believes the orders
to curtail lending came from
Bank of Boston.

Some Casco Northern cus-
tomers agree.

“Every part of our business is
prospering in terms of orders,
but we have difficulty turning it
into shipments and sales because
of lack of credit support,” says
Paul Wescott, president of How-
ell Laboratories in Bridgton, a
microwave and broadcast an-
tenna maker that has doubled its
sales to $15 million a year since
1987. The firm is one of the
biggest defense contractors in
the state.

“My view in trying to arrange
a banking relationship for the
growth of the company is that it's
difficult to deal with banks

whose decisions are made more
or less anonymously in Boston or
Providence. . . . It's anonymous,
it's robotic,” Wescott says.

Borrowers sue

One joke traveling in New
England banking circles is that
the only loans being made today
are “no-brainers,” loans so heav-
ily collateralized as to virtually
eliminate all risk.

At least two disgruntled bor-
rowers already have filed major
lawsuits against Casco Northern:
Bethel Inn and Diversified Foods
Inc., a Portland food and con-
sumer products distributor.

But Gallaudet of Casco North-
ern said changes in lending prac-
tices have “nothing to do” with
interstate banking, adding there
are no orders from Boston to
reduce loans.

Instead, he said, Casco North-
ern recognized in the summer of
1988 that it needed to reduce its
*gubstandard credits,” which
had doubled from normal levels.

A substandard credit typical-
ly is a loan that is being repaid on
time, but the borrowers busi-
ness has been losing money for at
least a year, with few signs of
improvement.

Other bank senior executives

tend to agree, but not everyone
sympathizes with Casco North-
ern’s tough policies.

“If we did something like that
it would be political suicide for
us, we just couldn’t survive,” gaid
Keith Patten, president of Cam-
den National Bank, the state’s
largest independent bank. If cus-
tomers are having a tough time,
“we might look harder at new
advances and expansion, but we
certainly aren’t going to go out
and call loans.”

Patten, a longtime opponent
of interstate banking, concedes
that independent banks also
have tightened lending practices.
But he says they have not been
as harsh as the out-of-state
owned banks. He says interstate
banking is proving to be “disas-
trous” for the state. .

Deputy Banking Superinten-
dent Donald Groves acknow-
ledged that an increasing num-
ber of borrowers are complaining
that the treatment they are re-
ceiving from interstate banks
isn't justified “given the condi-
tion of their businesses.”

While he hastalked to the bor-
rowers, Groves hasn't reached
any firm conclusions.

“Frankly, when the economy
goes south, we get these type of

complaints,” he said. And “if
there is a problem developing,
it's probably premature to get at
the numbers and show it.”

Experts differ over the impact
this could have on the ability for
worthy Maine businesses to get
credit.

Cassidy of Tucker Anthony
said worthy borrowers should
still be able to find financing
from other, healthier banks such
as Key and Fleet.

But Richard D. Rasor, who
owns the Bethel Inn, notes that
getting financing elsewhere is
difficult because new lenders al-
ways wonder what the old one
knows. Rasor eventually found
financing from Boston-based
Shawmut Bank.

Capital is one of the most
important ingredients to being
able to expand and “if that's not
available it’s like being in the
middle of the desert without
being able to get a drink of

water,” said Turner.

“I think the state is going to
have to step in and discuss the
whole capital formation issue
shortly. Otherwise, they’re going
to see problems experienced in
the last six months
compounded.”

At the least, Maine’s banking
system may be at a crossroads.

Bullock is concerned that
Maine's banking system could
follow the paper industry, where
purse strings are pulled from the
outside.

Daigle shares a similar con-
cern, but adds that “I don't think
banks can be insensitive to the
community and succeed.”

He said he believes the big
banks up to this point have been
reponsive to community needs.

But he acknowledges: “1think

the jury is out on the banking
industry right now.”
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Interstate bank ownership

Maine with the acqulsmon of Northeast Bankshare Association of'

Pomand by Norstar Bancorp Inc. of Albany, N.Y.; “In 1983; Norstar injected $2.5 million in capital. In' 1987,
| Group. Below isa Ilst of other interstate acqu:smons of Maine

Norstar agreed to merge with Fleet Financia
" 1989 results

banks

/ Mﬁihé"iinaﬁbial:'inétiﬁdidn o Parent Maine
sor holding company ... .Acquirer.. company banks
Deposttors Corp., KeyCorp, Albany, N.Y. . '$5 million Eamed Eamed
Augusta Acquired: Feb. 1984 $137 million, $19.7 million

up 142%
"Casco Northern Corp., ~ Bank of Boston Corp., . $1.7bilion Eamed
i *+ Boston, Mass.: © 5 Inbadloans $17.9 million
© Acquired:Machi1se4
Citibank Maine, New bank formed ' $12.7 million Eamed Earned
$498 million $1.8 million

South Portland

Sun Savmgs and Loan :
Portland Savings and Loan,

' -~ Burlington, Mass.
Acqulred' Oct. 1985 .

9.4 million' Lost$127 milllon  No separate
in year ending results
“Sept. 30, 1989

Lost

Maine National Corp., Bank of New England  $2 million Lost
Portland Corp., Boston $1.1billion $8.2 million
Acquired: Jan. 1985 .
Memll Bankshares Co ., Flest Fihandal Group $2.2 million Earned Earned
Bangor = . i ‘Providence, RL. . $371.3 million $20.3 million
Foomm TRl “‘Acquired: March 1986 : o
Coastéx B‘an’é’oip;‘ " Sutfield Financial Corp.,  $1 million Lost Lost
Portland Sutfield, Conn. $19.5 million $1.4 million
Acquired: April 1987
FistNHBank © = New bank formed by $7 million Results Lost -
of Maine, Portland? First NH Banks Inc., not available $403,000
e Manchester, NH.
o Formed: May 1987 -
1 Represents cash injected by the acquirer and federal insuring agency.
2 First NH ks owned by Bank of Ireland. The local bank is changing ts name to First Maine Bank on Apfil 1.
Telegrany-Tom Peyton

Source: Maine Bureau of Banking
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| FDIC l‘

WASHINGTON — The Bush administration is project-

~ ing that the government fund insuring bank deposits will

run out of money next year unless banks shore it up
with billions of dollars.

The forecast, to be included in the administration’s
budget due out Feb. 4, is the first official acknowledg-
ment of a possibility that private economists have
warned of for months.

By Sept. 30, 1992, according to the forecast, there will
be a $4 billion deficit in the Federal Deposit Insurance

' Corp s bank fund, which stands behind $2.2 trillion in

deposits. By the end of 1995, the Otﬁce of Management
and Budget thinks the deficit will be $22.5 billion,

Those losses likely will occur even if the FDIC in
several months increases the insurance premium paid
by banks to 23 cents per $100 of deposits, the OMB
projects. That's an 18 percent increase over the existing
19.5cent premium and nearly double last year’s 12-cent
premium.

The forecast was presented last week to banking
industry representatives who are struggling to agree on
a mechanism for rebuilding the fund, according to
industry sources, who spoke on condition of anonymlty

fast, officials admlt

Yl

o

L

President Bush likely will menﬁon efforts to strength
en the fund in his State of the Union speech tonight. It
will be part of the administration’s broader proposal for

the biggest overhaul of the financial system since the .-

Depression, which likely will be released next week.

(]

The Treasury Department has proposed — but not
decided — that banks provide an extra $5 billion a year

for five years, roughly an extra 20 cents for every $100
in deposits, according to an industry source.

The money would go into a special trust fund Wxﬂuu
the FDIC and be spent in an “early intervention” pro-
gram to strengthen weak banks before they fail

Y
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Another omininous warning issued

- By Robhert A. Rankin
Eagle Washington bureau

WASHINGTON — Spreading bank fail-
ures will bankrupt the nation’s bank insur-
ance fund as early as the end of this year
and certainly in 1992, the "Congressional
Budget Office said Tuesday.

After months of assurances from federal
bank regulators that the bank insurance
fund was not facing insolvency even
though it was “under stress,” the office
now projects the fund sinking into the red
by $2.8 billion by Sept. 30, 1992, and possi-
bly earlier.

Budget Office Dlrector Robert Reis-
chauer told the Senate Banking Committee
that taxpayers probably would  have to
loan FDIC about $11 billion to shore up the
fund. And if the recession is unexpectedly
severe, a loan of up to $38 billion might be
needed.

“At a minimum, some temporary financ-
ing seems to be needed immediately,”

Reischauer said. He said the banking in-
dustry should be able to repay the money
by 1996.

The bank insurance fund should be
down to about $1.4 billion by Sept. 30 —
“and heading south” — because of bank
losses stemming from the recession and
plummeting real estate values nationwide,
Reischauer said.

The Bush administration is expected to
acknowledge that the bank fund is headed
for insolvency for the first time next Mon-
day when it unveils its fiscal 1992 budget.

The budget will project the insurance
fund falling $4 billion into the red by Sept.
30, 1992, and $22.5 billion by Sept. 30, 1995,
unless it gets a major infusion of new
money, according to reports in the finan-
cial press that the administration refuses
to confirm.

Members of the banking committee re-
ceived the news somberly. “It's a rather
stunning development,” said Sen. Donald

Kruptcy ProjeCtEd

Riegle, D-Mich., chairman of the commit-
tee. He warned that given the govern-
ment’s history of estimating financial prob-
lems, the budget office was probably
understating the need for more money.

“My guess is that bank balance sheets
are a lot worse than they appear at the
present time,” he said.

However, Reischauer stressed that a tax-
payer bailout for banks probably can be
avoided, saying that bank woes are no-
where near so bad as the thrift industry’s.

“We are not here saying this is a black
hole of the sort that developed in the 1980s
in the S&L industry,” Reischauer said.

Bank problems will be most intense be-
tween 1990 and 1993 — when a total of 596
banks are projected to fail — but then the
industry should gradually recover its finan-
cial health and repay the borrowed bil-
lions, with interest, by 1996, he said.

But that forecast depends upon the eco-
nomic recession being unusually short and
mild, as the CBO projects it will be.

‘‘We are not here saying this
is a black hole of the sort
that developed in the 19805
in the S&L industry.”

Robert Reischauer’
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Advocate Staff Writer

The directors of Vietoria’s NCNB Texas
bagic xave resigned to protest the firing of the
bank’s bwo top afficers, with the groop’s chaic-

“My main concern is

ivhmu?sllég;gngnimqgtx>?ﬂgxzms
banking. Ownership is

/being controlled by out-of-

state banks.™-

—Bill Nohle

“However, NCNB is determined ta go for-
ward in a pesitive
2ood things for our
nity_ ™

marmer o Victoria, doing
austomers and oor cemas-

Fly, W.J. Braman, Albert Bick » Melvin Dasek
and Carlisle Maxwell.

hcnmmenlsseparaneﬁumtbcboar&'s

.mfanai,Nobksaﬁjhehsmm

aboot the Victoria branch of NCNB and the
awnership of Texas bapks by out-of-state irsti-
tutions:

ONCNBhasavuylawratiouf.\oamcm-
Eared to depasits in Vietoria_

® Profits irom the Texas divisien of the
NorthCamﬁmooummhang‘ wsed to bel-
mmmhmesamm

quired the {ormer First RepublicBank oo Lan- ¢

restStreet in 1988

A spokesperssn for NCKB Texas in Dallas
mchadbypbmﬁxsthyuiqlnnkofﬁmls'
hadmcmmmtw‘ Noble’s eam-
ments. :
“My main concern is what’s bappening to
Texas banking,” Nobte said, Xp is
being comtralled by out-of-state baaks ™
Nobksaid&misagggdm‘ to
the conwumnity, chaiming NCNB's Victora
mmm&mhm—

only 533 milion of wiich i ioaned ont. He said
of t» its of 17.5

eent is well below the industry m&—&m
percent

"Goutﬂneanﬂuybgdahu,"heaki

“It's aioaast impassihle

Huvdlaidthaxasamberdtbem
(Saemnm,?apmu

v
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1Y QUVIUL FIWEY e
he gulf that might ¢

1 coalltion already ,
nagalngt him.

sing the Soviets is not like-

wge Moscow's molting
vwith Saddam over his re-
.ve Kuwait, nor imperll It
Hance with Lhe Weat.
uesdsy In Washington
‘moerats, on & wvole oi
wpted a paliey atatement
clared President Bush
ke no,,milifary action
3q without prier approval
yress, “‘except to protect
Ih:'ca from {mminent en-
nt, .

ocratie caucus debated the
£ declarvatlon for two
ending 1t in the end to in-
uage supromnx the presl-
somatic inltiatives in the

\dmonition to Bush (o seek
wal approval for meking

slatemeont by the Demo-
10us that we want the Con-
respected on this cruclal
id Rep. Norman Dicks, D+

ddressed his [irsl Conser-
riy rally 88 prime minister

he supported Presldent
sent offer to send Secretary
ames A, Baker JI1 to Traq,
1d there ghould be no com-

an be no guestion of nego-
concessions, partial solu
inkage to other insues,” he

1ast month deolded to send
14,000 teoops to the gull,
ita troop tatal to 30,000,

go:ga2
11 D& ran out ur YU HHU Wiy wule
vinced his sltuatlon would be best if
he gaveup,

¢ shhe conditions are not ue bad ag

they could be,” he gald of his impris-
onment. "The biggest surprise for
me was that Saddam (Hussein)
picked ms,"

Axked {or his Feelings about the 1ra-
qi leader, he replied; “'i'd rather not
snswer that,"”

He sald he was moved at least live
times e part of the “human shield”
at chemical and utllity plants.

DIRECTORS

(Continued From Page 1A)
munily, he Is concerped about the
baak branch's low loan ratlo.

“A communlty depends on ltg banks
and they (NCNB) tend to ship the
m«ngey out of the area,” Maxwell
lq,

Noble sald the company's profits
from its Dallag-based Texas divislon
are being funneled out of Lhe state (o
help NCNB with Charlotle, N.C.s
based NCNR Corp. operations, He
sald that during the third querter
ending In Seplember, the NCNB
Texas division had a net income of
$82.2 million. During the same peri-
od, all corporate operations for
NCNB showed a net jncome of §56.9
million. Without the income from the
Texas divislon, the East Coast opere
ations wsuld have shown a $25 mil-
$onloss, he sald,

NCNB Texns has more than $35 bil-
Hon in assets with rearly 300 banking
oltlces in 70 Texas comimunities.

Noble, who s on ¢contract as an out-
alde consultant to NCNB for 30 more
days, said, “The ownership of the

mble Resident Killed
3-Vehicle Collision

lvoeste News Service
LAVACA == Ope man waz
d two others injured {n a
fcle collision & miles north
Jamfort on state Highway 35
Ught.

td man was {dentified gp
lames Fontenot Jr., 35, of
He wag pronounced dead at
¢ by Calhoun County Pre-
Juatice of tha Pence Jack
‘% 10;30 p.m.

wers Mark Anthony Wsbb,
‘asndena and John Ernst
1, of Cuero.

sperson for Memorial Medi-
)t in Port Lavaca xald Tues-
anoon (hat Wehb was ed-
or observation and was n
ndition, She sald Dukes was
and réleased following the

Richard Gurman, & smal) pickup
driven by Fontenol was traveling
north on Highway 35 and wes seen
weaving in the oncoming lane of
traftie,

.Fontenot collided with & truck-
traller rig driven by Webb, The
head-on colllslon occurred in the
southbound lane.

The truck-traller rig veersd ot the
highway Into a pasture on the east
tide of the road,

Dukes alsp was traveling south
when his vehicle struck the plekup,
which was resting In the center of
the road. His car knocked the plekup
Into the ditch in the center of the
highway snd stopped in the south-
bound lane,

The report said the road condition

wasg dry, Fontenot was not wearlnf )
peat belt. Gurman and Trooper Brian

“Trall investigeted the aceldent,

X1 913 271 1S@e

(11 e 8HIY,
| his wife, Margaret Jean,

wili-woighrates thelr 8oth wedding an-
niversary on Friday.

She sald she had minsed him “&
bunch, 2 bunch, & bunch. It's been
lonely. T bope we can gel back lo-
gether again and get to the way it
wae,

“Ii's hard lo explain,” Mts. Emart
sald, “1 just don't know what to say.
It’s just wonderful to have him com-
{ing home.”

[ N T YR

outside banks clearly has & direct of-
fect oh our economy,"”’

Noble gald a #4 billion to $5 billion
federal tax credil NCNB recelved in
1688 has allowed the bank to be more
compatitive in the markets It sorves,
because it allows (he bank to offer
higher Interest rales on doposits.
And that attractg doposiiors and
thelr money,

“The batks have grown beyond
their Imagination,” he gald,

Noble said enolher lncenlive the
federsl government gave NCNB wat
taking over ownership of the former
First ReputitieBank bullding oi, Lau-
rent Strest and allowlng NCNB {0 s¢-
lect the agsets it dealred from the
failed bank, NCNB only lesses the
space It Uses in the Laurent Streat
hutlding.

Noble seld NCNB has » corporale
philosophy of keeping operationsl
overhead Jow snd interest rates for
deposits high.

He sald they operate like & major
diseount retatl chain,

“As jong 85 you'ré giving the best
price, peopls will stand In ing”
Noble aald, "Don't worty aboul the
complain(s of tack of tellers and peo-
ple tn the lobby.”

Noble sald that when NCNB ao-
quired First RepublicBank, i had

uivalehis,

Noble sald that he tuspecta the re
cent dlscharge of the two bank offi-
cers and the recent digcharge of logn
officer Bobby Taylor have been fi-
nanciall{y motivaled, He said the
bank will save $222,000 ahnually with
the moves. Taylor was the highest
pald loan officer and was two yoars
gw:lzr from early retlrement from the

RBNK. .

Noble gald vaggg‘gegfng Is [rom'the
top down, with no flexibility.

“Itis Intimidation
— pass the word down, ald,

adding that employess are afraid to
stray from corparate polioy,

Noble sald the firing of the long-
lime employees for “personne] rea-
sons’ has aapped employee mogals,

ing oa report by Texas De-
t of Public Bafely Trooper
'.," [ 4

b

A ;

5 employees. Ho asid that todey,
tve are and the
branch has a
cut back lg 244 fuljdinge employes

Comm Brnkers of KS
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We design spaces for people,
not just for office furniture.

At Goldsmith's we feel that office planning involves morc than
rearranging chairs and copiers. Its finding out what your busincss
docs — and how you do it. Then we create an environment that is not
only attractive but onc that increascs the productivity of your staff.
Is your office environment working for you?

Cali us today for more information and a list of satisficd clicnts,

\ Interstate banking, new regulation;
seen as top banking issues in '91

By JESSE MULLINS

Financial institutions locally and state-
wide are braced for a potentially tumul-
tuous year in 1991, not so much because
of pressures within Kansas, but because of
possible nationwide banking changes.

Deposit insurance reform, capital stan-
dards, risk-taking regulations and real es-
tate appraising guidelines are some of the
issues that will confront all financial insti-
tutions in the coming year.

Jim Maag, senior vice president of the
Kansas Bankers Association, said that for
Kansas bankers the major focus of bank-
ing in 1991 would be in Washington.

““It will probably be the most important
year for banking since 1933, the year when
Congress restructured the banking indus-
try, with its creation of the FDIC (Federal
Deposit Insurance Corp.), and its restric-
tions on what banks could and couldn’t
do,”’ said Maag.

Within the state, the most divisive issue
— interstate banking — remains the big-
gest score to settle. Interstate banking died
in a House committee last spring, but ad-
vocates have said they are resurrecting the,
issue in the 1991 session.

Interstate banking’s biggest champion,
the $4.2 billion Fourth Financial Corp.,

clauses that exempt certain banking inter-
ests. o

J. V. Lentell, chairman of Kansas State
Bank and Trust, said his bank supports in-
terstate banking, but has not worked ag-
gressively toward its passage.

“The big concern we've all got right
now is the increased cost to us of insur-
ance — what insurance costs are going to
be beginning in January of 1991 — an in-
crease of 60 percent over what we're pay-
ing this year,”” said Lentell. Banks pay de-
posit insurance premiums to the FDIC for
coverage by that agency.

Mike Michaelis, chairman of Emprise
Bank, said he believed interstate banking
would eventually come to Kansas. ‘‘Per-
sonally, I would like to see it held off for
maybe four or five years,”” he said.

Michaelis said Emprise also is tackling
the rising cost of FDIC insurance. “‘It’s
rising very quickly,’’ said Michaelis.
““And I think by and large banks in Kan-
sas are in fairly good shape from the asset

O GOLDSMITH'S

INCORPORATED

OFFICE FURNISHINGS/OFFICE PLANNING
151 N. Main, Wichita, Kansas 67202
316/263-0131

DALLAS ¢ FORT WORTH ¢ OKLAHOMA CITY ® SEATTLE * WICHITA

Press for success.

Ifits g 1urrjnh 10 select the new office communications system,
you may feel a bit nervous. After all, your choice will alfect
the company’s frture. Not to mention your own future
within the company.

“Fhat’s why you shoukd know abowt Plexar”service. A remark-
alde office comemmications coneept from Southwestern

Bell Telephone.

Unlike other office systems, ali Plexar hardware stays where
it belongs~at the phone company. The telephone is the only
component you'll ever see. Or buy.

“Think of it. No huge capital investment. No maintenance,
m{vairs, or updates. Ever. The experts at Southwestern Bell
take care of it all, whether you have two phone lines or two
thousand.

Call G ications Technology Associa
316-267-5016 for the complete Plexar story.

1t could do wonderful things for your company. And for you.

cla

Suthorized Agency for

inc.at

1-800-222-0791
1524 N. Broadway
Wichita, KS 67214

@ Southwestern Bell Telcphone

Making !9 'I

a Run at
Banking

again is spearheading the movement to
break down the prohibitions against inter-
state banking, but again few other bank-
ers are pressing to climb onto that soap-
box.

The Community Bankers Association
of Kansas, which has always opposed in-
terstate banking, will again lead the fight.
Richard Diamond, president of the group,
said he believed that proponents of inter-
state banking would get the issue re-en-
tered onto the 1991 Legislative agenda,
but that the measure would not win pas-
sage.

“I'm very optimistic,”” Diamond said,
speaking of his organization’s prospects
for winning again in 1991. I can’t see
why it would be any different than it was
last year.”

Jordan Haines, chairman of Fourth Fi
nancial Corp., said he finds it troublin
that Kansas has resisted interstate bank
ing.

““I(’s frustrating to me, it's confusing to
me, it's mind-boggling that Kansas again
finds itself at the end of the rope,” Haines
«aid on Dec. 11, the day he announced his
approaching retircment. “We are the only
state that has no form of, or exposure to,
interstate banking. Now there might be
some who think that being last is a sign of
honor. 1 don’t beljeve it is. It’s a badge of
being retrogressive, being recalcitrant,
being negative. Being last has never ap-
pealed to me.” ’

Haines said that although Montana,
Jowa, North Dakota and Kansas are the
four states that currently prohibit inter-
state banking from going forward, the
other three states all essentially have inter-
state already, through ‘‘grandfather’’

m

quality standpoint. It seems to me that
basically what we’re doing is paying into a
fund to cover the cost of closing banks
that are primarily on the East Coast.”

From the Emprise banking group’s
perspective, insurance costs are already
very, very expensive, he said. “Our FDIC
premiums have tripled in three years’
time.”

William Watson, president of Union
National Bank, said his bank does not
have a formal position on the interstate
banking question. ““We’ve always be-
lieved in a fair and open market for all
businesses, including banking,” said Wat-
son. ““I really feel as though banks do a
pretty good job in serving the Kansas mar-
ket.”” As long as the area’s needs are being
well supplied, Watson said, he did not be-
lieve interstate presented a bigissue.

Clark Bastian, president of Wichita's
largest S&L, Fiddity Savings Association
of Kansas, said that onc of the most
talked-about issues in the thrift industry
— changing thrifts to banks — will not
play a big part in the thrifts’ coming year.

“‘From my perspective, the regulators
have made it so difficult to entertain the
idea of a charter conversion from a thrift
to a bank that I really don’t think we’ll see
much of that going on unless it’s mandat-
ed by Congress,”” Bastian said.

Bastian said that the idea of converting
a charter does not have as much appeal to
Fidelity Savings as it would to a thrift in
more non-traditional savings and loan ac-
tivities. Those thrifts that already operate
like banks would find the idea more ap-
pealing, he said. -

Bastian said that the biggest concern he
sees in 1991 is what appears to be the at-
tempt by regulatory bodies to eliminate
risks in financial institutions.

«‘Financial institutions are risk-takers,”
Bastian said. ‘“My concern is that, al-
though they were proper to tighten up
controls, they shouldn’t do it to the point
of its being detrimental to the financing
industry. I would say that probably every
sector of the economy is feeling the brunt
of their attempis ic controi risks, though

* to what extent I couldn’t say.”
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Mr. Chairman and Members of the Committee:

Good afternoon. As stated by Pete McGill in his introduction, I am Richard
Diamond, the President of the Community Bankers Association of Kansas. I own
and manage a $17 million bank in Mankato, which is located in north central
Kansas, with a population of approximately 1,100 persons. My bank joined the
membership of the Kansas Independent Bankers Association, now known as the
Community Bankers Association, a number of years ago. Our reason for
membership was because of what the association represents — and who it serves. I

feel that this is best pointed out in the CBA mission statement:

"The Community Bankers Association is committed to assisting its members
fulfill their responsibility to provide safe, dependable, and innovative
financial services to the Kansas communities and customers each serves.
This membership of CBA consists of banking companies and associated
businesses that share the common goals of community banking. CBA is
dedicated to providing professional leadership, education, and information
with integrity and responsiveness to help its members successfully adapt to

economic, regulatory, and competitive change."

At the annual meeting of CBA each year, there are a number of national and
state issues discussed. From these issues, there are a number of resolutions which
are drawn up and approved by its members. For the past two years, one of the
resolutions approved by the membership has been opposition to interstate banking.
The CBA members believe that a concentration of economic power and political
power placed into the hands of a few financial institutions is contrary to the best
interest of this state and the nation. We feel that the concept of interstate banking
will not serve the credit needs of Kansas, and will encourage out-of -state banks to

gain access to Kansas deposits for use in other states.



In states of similar size and economic structure as Kansas which have
permitted interstate banking, the results have shown an outflow of capital from the
state which leaves less loanable funds available for local use. Interstate banking is
not in the best interest of Kansas, nor her citizens, in order to maintain a strong

Kansas economy through the current banking systems now at work in the state.

In visiting with my bank customers, which by in large are surrounding area
residents, I find that they are happiest when the credit decisions are made by local

ownership.

With the current merger and branching mania in Kansas, I submit that
interstate banking would not serve the public interest. Absentee ownership does
not serve the local borrowing public with the same concern and accommodation as
they currently have with the bank's owner living in the same town (community) as

the farmer and businessman.

g 4



Q:Jde\/elopmem‘r concepts, InC.

January'29, 1881

Mr. Chairman, Members of the committee on Commercial & Finangial

Institutions:

My name is Jochn Turner, President of Develcpment Cconcepts, Inc.,
of Auburn, Maine. I have keen invited to submit testimony by the
Community Bankers association of Kansas and share my views of the

Maine experience with Interstate Banking.

Development Concepts, Inc., was formed in 19283 as a company that
 assists -private industry in their efferts to raise debt for
expansion and/or refinancing projects. oOur subsidiary DCI Realty
Group, brokers commercial and industrial propertiles througheout

central and Southern Maine.

Prior to <forming Development Concepts, Inc., T was Executlve
Director of the Lewiston-Auburn Economic Growth Council, a local

full service, not for profit, Economic Development Corporation.

-
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P.C. Box 708 / Auburn, Mcine 04210 / 207.762-6104 / FAX (207) 782-2837
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petween +the wo organizations, we have raised in excess of
$300,000,000 for Maine business and industry. I might add the
majority of funds were boerrowed from banks purchased by out-of-

state banks here in Maine.

I have served as President of the Economic Development council of
Maine, a 300 member trade brganization dedicated to the ecenonic
- well-being of the Maine econcmy. I am immediate past Chairman of
the Board of the Tewiston=-Auburn Area Chamber of Commexrce, & 700

plus member organizatiocn.

I am alse a graduate of the Amerlcan Econemic Development
council's Eccnonic Develecpment Institute, University of OKlahoma,

Norman, Oklahoma.

Interstate BRanking became law in Maine when passed by the Maine
. Legislature and gigned into law in 1975. The law became effective
in 1979 and Maine saw its first bank acquisition in 1982. In
1983 +the Maine Legislature approved a reciprocal agreement with

the other New England States.

Many of my colleagues and I supported Interstate Banking. It was
our opinion the law would move Maine's economic development
efforts along at a nuch quicker pace. As econcmic development
practioners we were impatient with the ability of Maine banks to

fund the capital needs of our businesses and industries.
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We thought Interstate Banking would:

/// - Create a method for the large regional banks to provide

jéapital necessary to fund the expanding Maine economy.

- Bring new banking programs to Maine.

- Tncrease the level of sophistication within the Maine

banking community.

- PBring new bankers with new ideas into our banking

\\\industry.

\ .

Tnterstate Banking 4id in-fact accomplish those peints, at least
for +the first several years of the law. The Maine econony,
especially in the Southern, more urban centers of the State,

benefited from Interstate ranking.

/'ﬁowever, what my colleagues and I did net understand was the

downside risk of Interstate Banking; the most pnotable of whigh is

t emengou pen c aine now has on _cut-of-state banks

cat "+he region's urban cepter Four of our largest
commercial banks wers purchased by regional institutions, which
now, for all practical purposes, control a great deal of the flow

of capital into and cut of our State.



. f\\
T in aconomy can no_londer measured to +tself. ' The

gtate's border with the rest of New nngland no longer exists as

it relates to our econcmy.H Maine's capital formatjion needs %o

fund econgmic grcowth are ggigg dictated by bank helding companie

in Baston., Providence and Aibanv.

And, the reglon's more urban centers dictate credit policies for
Maine's . business comnunity, whether our economy is experiencing

+the same sconomic conditions ¢f those cities or not.

Historically, Maine has not resalized the economic good times, nor

the bad, at the same level as other New England states.

our home owned and home grewn banks were conservative enocugh to
insure stability, and yet did net have the capital necessary to
fund tremendous upswings in our eccnomy .like we saw in the mid--

1580's.

our banking centers of Portland, Tewiston and Bangor were
administered by local people with 10cal ties who understood the
market and made decisions based upon need, not on what the

competition was, or was net doing.

- Now, Maine, like the res t of ﬂg England is in the thrq;g;,of a

de a 1onged ce =) Many of us have spent a great deal

of time trying to understand why.



- Interest rates havevbeen stable for the past eight to ten
years.

- Tnflation has been manageable over the same period.

- 0il prices, until recently} have been stable.

- Maine's business climate, while not good, has not c¢hanged

dramatically.
what changes Wwers made to warrant such & daramatic furnaround

withi he Maine onomy?

It is our belief the recession started with the passage cf the
1986 Tax Reform Act and that banks, because they totally
nisjudged the full impact of the law, caused the recessien to
accelerate. As the wealthy moved away frem investing in vreal
estate because of provisions dictated in the 1986 Tax Reform Act,

demand for real estats decreased rapidly fellowed RY 2 decrease

in values.

The full impact of the tax law chahges ware first vrealized in
Massachusettis. As more and mdre real estate lcans defaulted in
Massachusetts, banks necessarily tightened credit  peolicisas.

ecause _th nke owned Maine banks, the t%tougher credit

policies began %o impact our state, causing disruption in our
parket. Ultimately, Maine became a full fledged participant in

the recession, whether we wanted to be a part or not.

5



As the

regional banks began to lose mere and more money, dramatic

steps were taken in an apparent attempt to inerease the ligquidity

ratios

t

¢

of their parent organization. They included:

Reneging on previocusly made loan commitments.
Failure tec renew lines of credit nseded by manufacturers.
called demand loans.

Declared several companies in technical default and

demanded payments of outstanding lecans.

Closed dozens of .branch banking cperations throughout

rural parts of Maine.

Stopped lending to new clients. In scme cases financing

proposals were sent back uncpened. Lean officers called and

asked that new loan proposals not be forwarded for consideratien.

t

Forced a high turnover of bank loan officers.
T0an officers became little more than file clerks.
The needs of Maine communities are no longer considersd.

closed a check processing center in Lewiston, and moved it

to Rhode Island; at the cost of 150’plus good jecks.

Tet me give just two of dozens of examples of how our clients

wera impacted.

UV



We were retained by one client whose locans were being called
despite the fact the lcan payments were current, payments wers
never missed. This company is the larcest employer and taxpayer

‘in its small Maine community.

buring one of several meetings, a local independent banker asked
the bank representative if he cared about the emplovees of the
company or town. His answer was simply, and I quote, "We could

cara-less, they are not our preblem”.

Because of the dramatic rurnover of loan cfficers, thls company
had no less than five loan officers over a four year peried, none

of whom really understccd our client's business.

H
A second exanmple was & similér situation involving the town's
largest employer and taxpayeﬁ; The company was forced to repay

lcans, again despite the fact it was current with payments.

The company found ancother lender at a cost of $180,000 non-

productive dollars.

At the closing, the bank would not release liens until a $23,000
pre-payment penalty was paid despite the fact the bank called the

leoan.



a erzcnal touch no exists Credi ecisio ar made

in big cities in cther states and thosa decisions are yaising
havoc within Maine's economy. This is especially true with those

companies dependent on our natural resources for raw materials.

our unemployment rate iz racing toward double digits, with no end

in sight.

our state government is projecting a $900,000,000 shortfall over

the next two ysars.

our current state budget is estimated to be $180,000,000 short of

projections, cauging layoffs and program cuts.

capital formatien is the name of the game in  econonmic

develcopnent.

The Maine Legislature and Governor has formed a nCcemmission of
Tnvestment Capital® to do "an analysis of the obstacles to

capital investments in the state“;'

The Commission is currently conducting hearings thréughout Maine

in an effort to better understand our current'"capital crunch",

as it is now being called.



Take the time to study what has happened in New England. our
experience should help guide you. As lawmakers of the sState of
Kansas, I believe it is imperative you do due diligence before

making your decisicn.

pecause of Maine's inability to access capital to stimulate our

econony, that negative econcmic trend will continue.

Already we have seen the failures of one of New Englana‘s largest
banks, the Bank of New England. That pank is the owner of the
Maine National Bank, historically cone of the best, and most
profitable banks in Maine. That bank has not been 2 facter for
two years in our State, as it relates to meeting the credit needs

of the private sector.

1et me be completely honest with you. Interstate Banking 4id
stimulate the Maine econcmy during the mid-1980's. The decision

+o allow large banks to purchase our commercial banks appeared to

be the best thing for Maine.

These regional institutions did not, and I repeatl, did not,
imtend to initiate policies that would so severely impact our
state. Théy were forced to react as theyAdid, and are, because

of factors unforeseen at +the time our in-state Ykanks ware

purchased.



Maine, 1like Xansas, igs a rural State dépendent on our natural

resources such as wood, textiles, fish and food.

Those that make decisions for the larger banks have 1little
knowledge of how our econonmy works. Maine is apparently 2 very
low priority, not even a blip in the computer screen, in relative

terms, when locking at the New England regien.

Tn retrospect, Maine should have guarded against the temptations
of Interstate Banking and worked harder to assure the leong-term

stability of cur own, locally owned and operated banks.

In no way do I wish ny testimony here today to be construed as
being critical of the pecple who operate the in-state banks which

now are owned by the larger regional kanks.

They are good pecple, good pankers, caught in the middle of a

terrible situnation.

Propecnents will argue no state has considered repealing the
Tnterstate Banking legislation. What are we going to do; tell

those banks they must give back our banks they purchased?
Secondly, propeonents will certainly say the law is reciprocal,
yet <reality dictates that Maine banks are not strong encugh to

purchase cut-of-state banks, with a few‘excepticns.

10



The bottom line to you, the Kansas jawmaker, is simply, how much
control are you willing to give up over your eccnomy in the hopes
+hat additional capital will be injected by large banks? He who

holds the purse strings will secon dictate centrol.

Thank Youl
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Kansas

The Topeka Capital-Journal

Thursday, January 10, 1991 1-D

Kansas banks, credit unions rebounding well

chairman of the FDIC estimated that saving
the chain would cost $2.3 billion.

Meanwhile, the governor of Rhode Island
was working on an acceptable insurance
plan to unfreeze five banks and 11 credit
unions with total assets of $1.3 billion, or-
dered closed last week for lack of just such
a plan in that state.

But in Kansas, 1990 ended with the clo-
sure of only one bank, that in Bazine, and no
serious problems reported among the state's

87 credit unions.

Association spokesmen for both the banks
and credit unions joined with federal and
state regulators to say the troubles in Texas
and on the East Coast proved once again
that it isn't smart for moneymen to get

By GENE SMITH
The Capital-Journal

Far from facing the kinds of problems
plaguing Boston bankers and Rhode Island
regulators these days, Kansas lenders
haven't been this healthy in a decade, pri-
vate and government moneymen said this
week.

“The Midwest economy is the bright spot
in the nation, I guess,” said Harold A.
Stones, executive vice president of the Kan-
sas Bankers Association.

Stones said plans for a new federal bail-
out of a Boston banking complex calls for an
extra 1 percent Federal Deposit Insurance
Corp. assessment on assets. That will add

mired down in the high-risk commercial
loan business.

Excepl Tor some occasional agricultural
exceptions, that hasn't been a problem in
Kansas since Dust Bowl days, they said.

Kansas lenders have recovered {rom their
agricultural bath of the late 1970s and early

$23 billion to $25 billion to the FDIC fund,
which currently is below $1 billion. ]t is
_expected to cost Kansas member banks
$243.2 million.

The week began with federal seizure of
banks in three states owned by the Boston-
based Bank of New England Corp. The

'80s, Their 1990 performance, if a bit below
1989, matches '88 levels

Banks should earn about 99 cents on each
$100 of assets and show a capital-to-assets
ratio of 92 cents on the $100 — about aver-
age in the country.

Ninety-day delinquent loans are still
mall and show no significant increase. The
income stream is steady and has strong
capital behind it.

Charles Thacker, regional director of the

FDIC, said banks in Missouri, Nebraska, lo-
wa and South Dakota also “are very sound
and_profitable and in a_position 1o move

forward and handle any challenges they

Tnm]g_r
Particularly “keeping in mind that in

Kansas just a few years ago almost half the
banks either had no earnings or had losses,”
said Thacker, “they're doing well.”

Throughout the seven-state FDIC region,
banks are earning up to a high of $1.10 per
$100 of assets, while he national average is
97 or 98 cents. I

Kansas credit unions have a current earn-
ings ratio of 99.5 cents per $100 in assets,
said Michael V. Culbertson, president of the
Kansas Credit Union League.

Kansas City Federal Reserve spokesman
Chuck Morris said real estate loans by Mid-
west banks have increased to 37 percent
from 24 percent in the past five years. Busi-
ness loans have declined to 24 percent from
30 percent over the same period.

“We didn’t have a boom time in Kansas,
like Boston,” said Stones, but the state’s
economy didn't fall as far, either.

The cattle and hog markets have been
excellent lately, he said. The only negative
factor in Kansas is commercial real estate
— mostly in Johnson County, but that isn’t

severe.
On_the securi bapks in a_

On_the security of Kansas i
volatile world, Stones said, “Banks simply._.
are not _loaning money out of territory, and

we're not buying huge blocks of undeveloped.
land, We don't have the authority to do that.

We're not exposed.

_countahility an:

“We have always had tough, tough ac-.
d examination — and I think
examination will show the S&Ls didn't have
that.”

The much-discussed FDIC program ap-
plies to troubled banks, while credit unions
may opt either for a similar but wealthier
federal program ($2.2 billion) or a private
program headquartered in Chattanooga,
Tenn. It likewise has more current reserves
than FDIC.

John S. Ruffin, regional director of the
National Credit Union Administration in
Austin, said his NCUA regional office over-
sees the 41 federally chartered credit unions
in Kansas and audits their $375 million in
assets. )

In addition to providing insurance for
those accounts, NCUA insures 77 state-su-
pervised credit unions with $1.016 billion.
Finally, 69 Kansas credit unions are among
324 in the nation insured by the privatle
Mutual Guarantee Corp. of Chattanooga.




Congressmnal repo it warns of generql bank COllapSe ':,..

Associated Press

WASHINGTON —; Most of the nation’s

largest banks are teetering on the brink
of insolvency and tax money must quick-
ly be injected into the government fund
insuring deposits, warns a.congressjonal
report due out Monday.” - - .

~— Bank failure costs could total $63 Fﬁ '

lie ) severe recession, it said: Even
th | downturn expected. by .. most

€C0s.....1iSts would leave the fund short of

cash, said the report, which was written
by three economists at the request of a
| congressional subcommittee:;.

e

edented situation in having most of its
largest banks operating on — or conceiv-’
ably over — the edge of insolvency,” said.
the study, prepared for the House Bank-
ing subcommittee on financial institu-
_tions, R
‘The report was written by Robert Li-
tan of the Brookings Institution, a' Wash-
* Ington-based think tank; James Barth of
" Auburn. University "and R. Dan’ Brum-
_baugh of Stanford Univeérsity. Barth and
‘Brumbaugh are former chief economists
- of the Federal Home Loan Bank Board,

| ~— the regulatory agency — since disman-
;i I"‘Thls nation faces an almost unprec- / tled — of the savings and loan industry,,&.«

The report directly challénges Trea-
sury Secretary Nicholas Brady, who has

" declared banks and savings institutions

“as different as chalk and cheése.” Brady
has pledged that bankers, not taxpayers,

- will pay to bail out banks if necessary.

FDIC Chairman William Seidman has

said the fund has enough money to han.: -
dle the failures foreséen by, the agency

into mid-1991. He has recommended the

adoption of a backup plan to inject more -

money into the fund, if needed. -

“The report fundamentally ‘deals with
possible ' economic scenarios,” he said.-

“It's a sort of ‘what if’ report, w0 What

!

“we all don't kniow Is which ‘what If’ s the>-

R C'Y."

right forecast an

we get there.” . .. i CA
_ Barth and Litan favor shoring up theis

Q

d we'll never know unfit

- Federal Deposit Insurance Corp.’ with a3
. massive loan from the Treasury, as large

" as $50 billion, :They recommend that;;t

banks repay. the sum over an extended §
perlod, perhaps 10 years;::"" ¢ . "l

. The report 'sald, however, that Brums
baugh favors an unambiguous taxpayer $

MR

. -bailout because he “believes that higher &
-(deposit insurance) premiums now wollld X

send additional w_ea}g' banks into insolv e n_ ki y

R
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Table B
Interstate Expansion by Banking Organizations in Each State

(Banking assets organizations have acquired outside of their home state as a percent of total domestic banking assets in the

home state, with each organization’s home state based on the location of its headquarters)*

Home state Expansion Expansion
of the All forms through solely under Expansion
interstate of State full service State  general state  State conformingto State
organizations expansion rank banks only** rank laws rank recent state laws rank
Alabama 5.20% 20 520% 20 5.20% 17 5.20% 20
Alaska .00 b .00 bl .00 b .00 e
Arizona 3.85 21 3.85 21 3.85 18 3.85 21
Arkansas 1.37 27 1.37 25 47 30 1.37 25
California 22.44 12 22.49 11 8.19 15 20.88 1
Colorado 25 37 25 36 25 34 25 35
Connecticut .00 bl .00 bt .00 ho .00 b
Delaware .00 b .00 b .00 i .00 e
District of Columbia 54.94 3 54.94 3 13.98 9 46.85 4
Florida .86 28 .86 27 .86 25 .86 27
Georgia ‘ 51.51 4 52.50 4 52.50 2 52.50 3
Hawaii .75 29 .75 28 75 26 75 28
Idaho 12.93 16 12.93 14 9.08 14 12.93 12
1llinois 2.64 22 .66 31 26 33 26 34
Indiana 1.93 24 1.93 23 1.93 22 1.93 23
lowa .00 e .00 bl .00 e .00 b
Kansas 08 39 .08 38 .08 38 .08 38
Kentucky .67 31 .67 30 67 28 .67 30
Louisiana .00 e .00 hishd .00 bbbl .00 bl
Maine .00 e .00 b .00 b .00 e
Maryland 16.44 14 11.44 16 11.44 11 1144 14
Massachusetts 32.12 5 39.47 5 39.47 4 3947 5
Michigan 11.84 17 11.32 17 11.32 12 11.32 15
Minnesota 31.00 6 31.02 6 13 36 9.58 17
Mississippi 1.86 25 1.36 26 1.36 24 1.36 26
Missourt 6.37 18 5.84 18 3.14 20 5.84 18
Montana 36 35 36 34 36 32 36 33
Nebraska 73 30 32 35 11 37 11 37
Nevada .00 b .00 b .00 i .00 ex
New Hampshire 57 33 72 29 72 27 72 29
New Jersey 23.54 1 23.83 9 23.83 7 23.83 8
New Mexico 2.26 23 2.26 22 2.26 21 2.26 22
New York 24.49 9 14.29 13 9.62 13 10.19 16
North Carolina 97.47 2 97.24 2 47.90 3 97.24 2
North Dakota .00 wex .00 bl .00 bl .00 bl
Ohio 24.68 8 24.80 8 24.80 6 24.80 7
Oklahoma .00 e .00 il .00 e .00 b
Oregon 23.60 10 23.60 10 23.43 8 23.60 9
Pennsylvania 14.19 15 11.98 15 11.83 10 11.98 13
Rhode Island 119.52 1 104.11 1 104.11 1 104.11 1
South Carolina 13 38 13 37 13 35 13 36
South Dakota .00 e .00 e .00 b .00 bl
Tennessee 1.42 26 1.42 24 1.42 23 1.42 24
Texas 34 36 .00 b .00 b .00 b
Utah 20.69 13 20.92 12 3.28 19 20.92 10
Vermont .00 bt .00 i .00 e .00 e
Virginia 29.00 7 28.62 7 28.62 5 28.62 6
Washington 37 34 37 33 37 31 37 32
West Virginia .60 32 .60 32 .60 29 .60 31
Wisconsin 5.34 19 534 19 5.34 16 5.34 19
Wyoming .00 b .00 bl .00 i .00 i
Median expansion rate 1.42% 1.36% .75% 1.36%
Interstate expansion

nationwide**** 16.46% 14.97% 10.65% 13.73%

*The percentages listed in this table are based on domestic asset holdings as they appear on the December 31, 1988 Report of Condition.
These percentages refer to the acquisition of banking assets in other states by banking organizations located in each state listed in the
table. The column “All forms of expansion” is based on all domestic assets held in the state. The other columns exclude from this state
asset base the assets held in limited service and nonbank banks. This table includes banks acquired on an interstate basis or approved
for interstate acquisition as of April 15, 1989.

**Several states have slightly higher percentages for expansion categories based on full service banks than for the category for all forms
of expansion. Nonbank banks owned by nonbanking organizations are Jocated in all of these states. The assets of these nonbank banks
are not included in the full service bank asset base used to construct the full service entry percentages. The nonbank bank assets,
however, are part of the total domestic asset base used to construct the percentages for all forms of expansion.

**Banking organizations in these states had not made this type of interstate acquisition as of April 15,1989,

*24Interstate expansion nationwide” compares total interstate expansion in each of the above categories to all U.S. domestic bank
assets (column 1) or to all U.S. domestic assets in full service banks (the other three expansion columns).

Banking Studies * 1990 Annual 23

Froap. RESenE farK oF Lsis ciry



would secure employment in Kansas
without a tax credit, the benefits and costs
from such a policy requires careful evalu-
ation. From a more general perspective,
the efficacy of government entities com-
peting to promote economic development
within a state or region through interven-
tion into labor and capital markets war-
rants empirical investigation.

Notes

1. U.S. Bureau of the Census, Current Popula-
tion Reports, Series P-20, No. 430, Geo-
graphic Mobility: March 1986 to March 1987
(Washington, DC: U.S. Government Printing
Office, 1989), Table A, p. 2.

2. Geographic Mobility, Table B, p. 4.
3. Geographic Mobiliry, Table B, p. 5.

4. U.S. Bureau of the Census, Census of Pop-
ulation 1980, Vol.2, Subject Reports, PC80-
202A, Geographic Mobility for States and the
Nation (Washington, DC: U.S. Government
Printing Office, 1985), Table 11, pp. 85-89.

5. Geographic Mobility for States and the
Nation, Table 16, pp. 113-117.

6. The percentages indicate the number of
times that state was cited as a migration pre-
ference as a percentage of total preferences
cited.

7. The use of discriminant analysis rather than
logit or probit analysis was predicated upon
the relatively small sample size.

8. U.S. Bureau of Labor Statistics, State and
Regional Unemployment in 1988 (Washington,
DC: U.S. Government Printing Office, 1989),
Table 2, p.4.
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Introduction

During the past decade, small busi-
nesses were the largest national private
sector creator of new jobs.”” These jobs
are just as critical for rural communities
as they are for metropolitan areas.
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In a predominantly rural state like
Kansas, small firms are a major contri-
butor to, and influence on, the state’s
economy: over 98 percent of firms in
Kansas fall within the Small Business

Administration’s guidelincs for small
businesses.
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Statement of
Wiliiam J. Dennis
Director of Research
National Federation of Indevendent Business

before

Senate Banking Committee
on
Deregulation of the Banking Industrv
June 29, 1983

A Survev of Commercial Bank Lending to Small Business
conducted by the Interagency Task Force on Small Business
Finance provided data from the suppliers of credit and made

many of the same points.

It indicated that about 75 percent of loans to small l////f
firms are made by small- and medium-sized banks. Loans to ——
small firms made up 95 percent of the loan portfolio at small
banks and 77 percent at medium-sized banks. This contrasted
sharply with large banks, where only 13 percent of the loan
portfolio is held by small business.

The same study indicated that small banks charged lower
interest rates on small business loans than medium- and large-
sized banks in three different categories. And smaller banks
were more willing than large banks to make loans to small
firms without personal endorsements of guarantees.

The Interagencv Task Force study also produced results
similar to the NFIB studv with regard to interest rates: they
tended to be lower the more restricted the branching and
holding company activitv is. And again, where statewide
branching exists, less than half of bank loan portfolios
consisted of small business loans as compared to close to two-
thirds where limited branching or unit banking exists.

This kind of data contradicts the claims made by some
that liberalized branching automatically increases
competition, thereby increasing the availability of credit,
reducing the cost of credit, and improving bank service to
small borrowers. In fact, it implies just the opposite.

Given the better performance of smaller, local banks, it
should be no surprise that NFIB members have voted heavily
against interstate banking in policy deliberations.

Small businessmen and women are very concerned that as
geographic restrictions are eliminated, the small banks on
which thev relv will be taken over by large banking
conglomerates, whose focus will be on deposit taking and
consumer lending rather than making commercial loans. They
are afraid that their money will be channeled toward large
corporations in money centers and toward international
investments.

It is in the best interest of the bank to serve the
community as well as it can. This probably would not be true
if the bank were acgquired by a large multinational company
headquartered in one of the money centers. There would be
some incentive to reap monopoly profits to the greatest extent
possible and simply close operations when profits dried up.



STATEMENT OF

JOHN SLOAN JR.
PRESIDENT AND CEO
THE NATIONAL FEDERATION OF INDEPENDENT BUSINESS

BEFORE
THE INDEPENDENT BANKERS ASSOCIATION OF AMERICA
LAS VEGAS, NEVADA
MARCH 12, 1986

SMALL FIRMS AND INDEPENDENT BANKS:
A PROSPECTUS

Thank you for inviting me to speak to you today. I am especially

grateful for this opportunity because of the close working relationship

our organizations have enjoyed in the past, and because of the common

challenges we face now and in the coming years.

I am particularly interested in talking about two issues of very great

importance to small firms and independent banks: the changing nature of

the financial services industry and the persistent problem of uncontrolled

deficit spending. The first subject has implications for the availability

and delivery of commercial credit, and the second has implications for 1its

cost. I want to take a look at where we find ourselves today on these key

issues and to suggest some directions we might take to ensure that the fu-

ture is secure for small firms and independent banks alike.

Tirst, nowever, let me spend just a minute telling vou a bit about

NFIB and its activities. One in every five of you is a member of NFIB.

so many of you already know that we are a trade associaticn cof more than

500.000 independent business owners. Our membership is a cross-section



of the small business C nity, with firms in ever "IC code and 1 rer-

part of the country. What makes NFIB unique 1s that :t is run by 1ts

members: policy positions are decided by the membership =hrough frequent

such as interstatse

surveys. Thus, polls of our members on critical issues

banking, deficit reduction, and tax reform determine NFIB's positions on

those issues. Throughout my remarks I will make reference to these polls

as they relate to our banking and budget policies.

Credit, Banks and Small Business
I was a co-owner and President of an independent

Before joining NFIB,

bank. I also spent some time as CEO of z holding companv bank. These

experiences have given me some interesting insights into the differences
between these types of institutions--insights that are particularly rele-

vant to my remarks today. While at First Tennessee Bank, I initiated a

program aimed at small and medium-sized firms that were having difficulty

affording credit during the sky-high interest rate year of 1980. We

established a ''small business base rate' that provided these customers

with working capital at below prime. Through this and other aggressive

oro small business efforts, I was able to keep and expand this customer

base. However, many holding company banks have not seen the light 1in

this market snd are losing small and medium-sized business customers ©TO
zheir competitors: the independent banks.
and medium-sized firms want and why

-

In av view, Xnowing wiat small
shev want it is the key to success for many banks. Independent banks
have a natural advantage in this market. an advantage which (if exploited

csroperlv) will positicon them well as interstate banking spreads to more

states and regions.

N



Small busine<s is opposed to interstat” hanking, particularly as iw

_hrough the nonbank bank ..enomenon. NFIB has been
a bill

wanifests 1tsel
pleased to work very closely with IBAA on efforts to pass HR 20,

to close the nonbank bank loophole. We want this loophole closed not

only because we oppose interstate, but because we are very concerned

about the manner in which nonbank banks separate deposits from use as

commercial credit--particularly in the form of small business loans. We

are optimistic, however, that our concerted efforts will eventually move

this legislation out of the House Rules Committee where it is currently

lodged.

Understanding the small business perspective on interstate banking

depends, in large part, upon understanding the nature of small business

bank relationships. NFIB conducts a biennial study entitled 'Credit,

Banks, and Small Business' which provides useful insight into small

business borrowing characteristics, the criteria small firms have for

their banking relationships, and how well those criteria are being met.

OQur ""Credit, Banks' study shows that small firms are dependent upon

commercial bank financing. While new business Owners often use personal

savings or loans from friends and relatives to meet their financing

needs, owners of established firms rely on banks, with over 85% of their

funds (and over 90% of their short-term funds) coming from this source.

Our findings show that small firms are also frequent borrowers, with over

90% having borrowed at one time Or another and over half borrowing at

least once per year.

A 1982 survey of banks conducted by the Interagency Task Force on

Small Business Finance found that three quarters of all bank loans to



small firms were made b all and medium-sized bar Moreover, t’
i

study showed that loans to small firms make up 95% o. the commercial Loan
portfolio at small banks and 777% at medium-sized banks, compared to just

13% at large banks. This recapitulates the importance of the relation-

ship between small firms and small-to-medium-sized banks.

Why is it that small firms tend to rely on smaller banks? NFIB's

banking studies seem to suggest that it 1s a matter of preference. In

our ""Credit, Banks'" study, small firms were asked to characterize their

desired banking relationship and to rate the actual performance of their

primary bank against ten different criteria. The study found that small

firms valued two standards far above the others: that the banker know the

small business owner and his firm, and that the bank be a reliable source

of credit. Low cost of borrowing was rated third in importance as a de-
terminant of a good banking relationship, with other factors, such as con-

venience of location or availability of a wide range of banking services,

being far less important. This demonstrates something very important to

the interstate banking debate, at least from a small business perspective:
small business owners are more interested in getting personal service from

their banker than they are in getting the cheapest loan rate or having ac-

cess to the frills of modern banking.

In summary, our studies show that small firms are dependent upon

commercial banks, particularly smaller ones. They show that the small

husiness sector of the ecomomy is not applying merely economic criteria
in evaluating banks, but is considering subjective factors as well.

Delivery of personal service is the principal touchstone Ior small firms
in evaluating their banks, and this is the guiding element in the small

business position on interstate banking. This fact is also valuable to



‘ose of you wk -“re developing strategies dealing with changes 1~

the financial se:svices industry--particularly geographic deregulation.

By focusing on the small business preference for personal service, and

capitalizing on your superior ability as independent banks to deliver

that service, you can carve out a niche in the market that is both

lasting and lucrative.

As mentioned before, our surveys show that small firms are 1in strong

opposition to interstate banking. In three separate polls during the

e e s

last five years, NFIB members have opposed_interstate banking by over-

whelming majorities. Our most recent national poll on this issug was

conducted late last year. Our members voted against interstate by a 22
b Al T 8 bt A R A A - S .

Egssgptégg;zgxetmgézgigLWH}th_ézz.opr§e4Jn§52wiemﬁéypg;_andnpﬁs remain-

der undecided.

* Why do small firms oOppose interstate? Our '"Credit, Banks'' studies

suggest that this opposition may be based on the belief that interstate

brings with it a decline in personal banking and attention to small

business needs. Small firms expect that interstate will eventually mean

replacement of small, locally-oriented banks by branches of large, 1inter-—
state banking chains. Julian E. Fant, Jr. (a Florida banker) wrote 1in
the January, 1985 issue of “Economic Review' (a publication of the Atlanta

Fed): '"A personal relationship with customers is the characteristic of a
community bank that is not much in evidence in the chain bank environment.

The authors of In Search of Excellence stated that 'probably the most

important management fundamental that is being ignored today 1is staying
close to the customer to satisfy his needs and anticipate his wants.'"
By definition, an interstate bank cannot stay ''close to the customer”

since management is hundreds, even thousands, of miles away.



Small firms also op @ interstate banking becarv thevy believe

will lead to the concentration of bank resources. Stephen A. Rhoades,

Chief of the financial structure section at the Fed in Washington, has
done a number of studies that point to bank resource concentration as the
product of liberalized branching laws and elimination of state barriers
in banking.
"Based on the individual states' experience with geographic expansion oOp-
portunities, it is quite likely that interstate banking will signicantly

increase the concentration of banking resources at the national level."

Mr. Rhoades stops short of applying this thesis to the local market,
nowever. In his view, the local markets will retain the same level of
concentration they now have. This finding 1is problematic. as separate

studies show that the total number of all financial institutions in the

In a recent article for a Fed publication, Mr. Rhoades wrote:

United States is expected to decline dramatically, positing current trends

in deregulation. Recent record numbers of bank failures provide evidence

of this trend, and it is significant to note that the very largest banks
(such as Continental Illinois) have not been allowed by the regulators to
fail. This '"too big to fail' theorem means that as big banks are getting

bigger, the base of small banks 1s allowed to erode: this vields concen-

tration at both the national and local levels.

4 study conducted bv the Bank Administration Iastitute nrojects that

RS

over 40% of the nation's 14.000 tanks will disappear by zhe vear 1990.
If +his is correct--and there is a good case rfor the rnoticn that inter-
state banking will be a major cause of this change--then it is difficult
ro imagine local bank markets not being significantly concentrated as a
result. A key feature of the small business argument against interstate

banking resides in the notion that the diffusion of capital resources 1S

N



esponsible in ~ "tge part for the vitalit® ¢ our economy, especiallv *the

small business ..ctor of the economy. This diffusion of capital is . .i-

bited by the attrition of banks brought about by interstate mergers and

acquisitions.

In many respects, the futures of independent banks and of small firms

As I have already mentioned, small firms prefer the

dent

are tied together.

small and medium-sized banks that comprise the world of indepen

banking. At the same time, these small firms are the biggest customers

of independent banks, both in terms of numbers of loans and (in many

cases) in terms of aggregate loan volume. Because of this symbiosis,

rving and enhancing the traditional partnership

NFIB

strategies aimed at prese
of small firms and independent banks will benefit both sectors.

believes that our organizations can work together to hold the line

against interstate, to limit the concentration of capital resources

through reasonable bank concentration limits, and to ensure that the

right of the states to shape their own banking structures 1is preserved.

At this point, I would like to turn to some remarks on the federal

deficit, its implications for the cost of capital, and what we can do to

tackle this problem.

Small Business, Independent Banks, and the Deficit

wWhile interest rates have showed an encouraging tendency downward 1n

recent weeks, small firms remain concerned that in the long term high

rates will return. Their concern in this regard is fueled by continued

high deficits and a reluctance on the part of Congress to take concrete

steps to reduce them. NFIB supported Gramm-Rudman-Hollings as & ''better-—

than-nothing' approach to deficit reduction, but we recognize that



‘ongress still must make hard choices necessary cut the red 1 ‘

and to begin reducing the pressure of the Public Debt on aggregate demand

for credit.

this fight to get the deficit under control.

Deficit reduction is the leading concern of NFIB's membership. A

survey conducted last year found that fully 86% of small firms surveyed

indicated that this is the nation's highest priority. These firms favor

immediate deficit reduction because they believe, by a margin of 70% to

30%, that high deficits cause high interst rates. How would these firms

go about reducing the deficit? Make no mistake: they oppose any tax

increase, except as a last resort; fully 77% feel that taxes are already

too high.

The majority of NFIB members surveyed (62%) favor a comprehensive
approach to deficit reduction involving cuts in all federal programs; a
very large percentage (75%) would include a defense budget cut as well.
In keeping with this mandate, NFIB has actively pursued a 'comprehensive
freeze plus" budget--one placing a real freeze on all federal spending
(except those programs that cannot legally be frozen) and providing for

additional cuts below the freeze baseline, where possible.

Savings estimates for a comprehensive freeze (allowing growth only

for inflation) range around $25 billion for a single fiscal year. NFIB

It is our sincere hope that IBAA will be an active player in

would support additional cuts in the nondefense discretionarv accounts to

achieve the FY 87 Gramm-Rudman-Hollings deficit reduction goal of S§S36

billion. One area for such cuts would be in the budget for the Small

Business Administration (SBA).



Last year NTTB played a critical role saving the SBA from the

pudget axe. We _ame out of the box early wia with an SBA reform prop. L

that would have preserved the worthwhile programs at the agency while
saving nearly as much money as the President's elimination proposal.
Eventually, I was able to meet with then-Director of OMB David Stockman
and to work out a compromise that involved preserving the agency. While
Congress followed up with authorization legislation that would have

incorporated many NFIB reforms, this legislation (part of last year's

Reconciliation bill) still has not passed.

This year, once again, the President's budget calls for elimination
of the SBA, and once again we have responded with a reform proposal that
would preserve it. We favor a package of program reforms, privatiza-

tions, and terminations that would reduce the SBA budget by over 60% and

would save about $1 billion a year. It would:

——Eliminate all direct loans by SBA

—-Shift SBIC, MESBIC, and 503 programs to private funding sources

—-Reduce Management Assistance programs to a $15 million
demonstration grant program

_—Fliminate Regional Advocates and the special programs division

——Transfer pollution control bonds to EPA and consolidate minority
programs in one agency

--Retain procurement assistance, surety bond, and SBIR programs

—--Elevate the SBA Administrator to Cabinet-level status

Most importantly, the NFIB proposal would preserve the SBA loan guar-

antee program, but make it self sustaining. This would be accomplished

by taking the existing assets of the Business Loan and Investment Fund



ind placing them in & tr the income from which v °“d be used to,

tain the guarantee program. The guarantee fee would wve increased to 2%

(as provided for in last year's Reconciliation package) and a fractional
amount, perhaps 1/2%, would be levied annually on the remaining loan

balance. This income stream, when added to increased reliance on the Pre-

ferred and Certified Lenders Programs, would sustain a guarantee program
equivalent to current levels and would also cover the SBA's administrative

costs for privatized finance programs (SBIC's, etc.).

NFIB believes this reform proposal represents a reasonable and work-

able alternative to termination of the agency. An independent voice for

small business within the Executive Branch would be preserved, and loan

guarantee operations would continue at no cost to the government and with

an equitable burden on users. We solicit your support for this proposal

as the budget process moves forward this year.

Conclusion

A stable economy capable of growth depends upon a ready supply of cap-

ital and ready access to that supply. Small firms, which are responsible

for the majority of new jobs in America and a huge portion of its GNP,

have prospered because of the diffusion of capital made possible through

the proliferation of banks in this country. NEFIB views geographic dereg-

ulation as essentially inimical to this process of capital diffusion, and

{in the long run) iaimical to a dynamic economy. At Zhe same time, the
huge government demand for credit (driven by the cdeficit) supplants legi-

rimate oprivate demand. driving up its cost and limiting its availability.

NFIB believes that improving availability and affordability of capital

for small firms, and laving the foundation for a sound economy in the

of



»ming years, snds upon addressing the » key issues I have 1iden “ec

today: the erosion of our traditiomal banking structure and the growing

burden of federal debt generated by annual deficits. In each case I be-

lieve there is room for more activism on the part of those who have the

most at stake--small firms and independent banks. On behalf of the mem-

bership of NFIB, I look forward to working for solutions to these problems

with you and your representatives in the coming years. Thank you.
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INDEPENDENT BANKERS MEMORANDUM
————— ASSOCIATION OF AMERICA From... WASHINGTON OFFICE

= |~ 4

TAa: Executive Caommittee
State Executives

FROM: Jan Walton, Information Specialist

OATE: DOecember 3, 1387

SUBJECT: ARE BIGGER BANKS BAO FOR SMALL BUSINESS?

The enclosed article, ”Are bigger banks bad for small
business?” by Jay Finnegan, Inc., December 1387, pp.l6l-166,
contains several sxamples of small business owners who
prefer to bank with independent banks rather than banks
belonging toc large multibank holding companies. 0UOnly one
small business owner in the article is satisfied with
service from a bank belonging to a large multibank holding
company and that is because the bank is allowed to operate
with relative autonomy. Bob McCormick (Stillwater National
Bank & Trust Co., Oklahomal) and Bob MacDonald (State Bank of

Chittenangao, New York) are featured.

A sheet containing bank holding company statistics is also
enclosed.

Cu a-11-%9
Kolnd Smth
W 18+%

ONE THOMAS CIRCLE NW SUITE 950, WASHINGTON. D.C. 20005-5802 « 202 630 8111

[




o

s e
e

N

YO R et 1A e T AU L A Lkl

IETIS TN

@

k.

-
d Smnhl WO 16

» »m,nr-u}‘!-,‘ e

4

[ RSTE]

SMALL BUSINESS?

Our man tests the waters in a place where mergers

and consolidations are already a fact of life

THE OLD SIGNS HAVE JUST COME
down from the 23 branch offices of the Syr-
acuse Savings Bank, the oldest and most
venerable financial institution in this up-
state New York city of 643,000 souls. Since
1849, the bank has been a pillar of the Syra-
cuse business establishment. But from now
on. Syracuse Savings will be part of Norstar
Bancorp Inc., the “Beast of the East.” as it
is known in the banking community-—an
$11-billion regional powerhouse based in
Albany. And starting next month, Norstar
itself is slated to lose its independence
when it joins forces with Providence-based
Fleet Financial Group to form a superre-
gional bank with $25 billion in assets.

Welcome to the brave new world of big-
bank banking. Thanks to computer technol-
ogyv. government deregulation. bank
failures, and competition from other finan-
cial institutions, consolidation is the name
of the game in banking these days. By one
estimate, the number of U.S. banks could
drop from about 15,000 to 5,000 by the end
of this century. And the prospect raises
some profound and disturbing questions for
American business owners and Washing-
ton policymakers.

The common fear is that big banks and
small business just don’t mix very well.
Loan authority becomes centralized in far-
away headquarters where decisions are
made by number-crunching young M.B.As
who know nothing about vou. vour busi-
ness. or your community. And as part of the
culture of large institutions, loan otficers

T TTDGRAP=S ROB MAMONEY

BY JAY FINEGAN

rotate from place to place and job to job, so
that just when you think vou've got one
trained, another takes his place.

“Lending to small business is very
tough,” explains Oklahoma banker Bob
McCormick. “because the most important
part of the underwriting process is the eval-
uation of management. It is subjective, it is
personal, and it takes time and effort by an
experienced person. But with consolida-
tion, [ think vou'll see that kind of personal
touch go by the boards.”

McCormick is president of Stillwater
National Bank & Trust Co. (see “Smart
Money,” January 1986) and a past presi-
dent of the Independent Bankers Associa-
tion of America. Over the vears, he has
made something of a crusade against what
he calls. ominously. the “evils of bank con-
solidation.” And he thinks the federal gov-
ernment should stop it before it threatens
the very sector of the U.S. economy that
lately has been producing all the new jobs
and most of the new products.

“One reason small companies do so well
in the United States is that we have thou-
sands of small banks for them to work
with,” McCormick savs. “And if those
small banks disappear and vou have to go
into Bank of America. sav. to find your loan,
vouare hurting.”

Only time will tell if his gloomy predic-
tions prove valid. In manv areas. the first
round of bank consolidation has only just
begun. But it mav be possible to take a
glimpse further into the future in a place

INC./DECEMBER 1987
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KeyCorp, Jake Berdan
get a $200.000 loan to

machine and a whole
new line of business.
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like Syracuse, where the proximity of New
York City's megabanks has already made
bank consolidation a small-business reality.

t has been more than a decade since

New York State ushered in the era of

bank deregulation. In 1976 the state

legislature, over the objections of inde-
pendent bankers and business owners,
abolished the banking districts that had
made it difficult for the Manhattan mega-
banks to move upstate. Cities
such as Syracuse seemed easy
pickings for the likes of Citibank,
Chase Manhattan, Chemical
Bank. and Manufacturers Hano-
ver. Local bankers braced them-
selves for the invasion.

*“Those big banks came up
thinking they were going to blow
away the locals,” says a Syracuse
banker who lived through it.
“They thought everyone would
want to do business with them be-
cause of their size. And it was al-
most the reverse reaction. The
people here were comfortable
with their banks, they felt lovalty
to them, and they didn’t switch.”

Manhattan bankers may be cal-
lous, but they aren’t stupid, and
before long most found them-
selves paring back their Syracuse
plans. Chase, however, came up
with a different strategy: if you
can't beat 'em, buy ‘em. Faced
with lackiuster performance in
Syracuse under its own name, in
1984 Chase Manhattan Corp. pur-
chased the Rochester-based Lin-
coln First Banks Inc., with its 25

After eight years
banking with

has been unable to

finance a new

INC/DECEMBER 1UST

or so branches in the Syracuse
area alone. In deference to local sensibil-
ities, the new operation was called Chase
Lincoln First Bank, and bank officers were
told to continue to answer to a regional
headquarters in Rochester.

Even before the change in state law,
however, the colonization of Syracuse had
already begun. Irving Trust Co. used its
holding company to buy up the 17-branch
Merchants National Bank & Trust Co. of
Syracuse, and The Bank of New York had
taken over Metropolitan National Bank of
Syracuse. From Albany. the old National
Commercial Bank & Trust Co. snatched up
the 30-branch First Trust & Deposit Co. in
Syracuse in 1971, later renaming the com-
bined organization KeyCorp. And Buffalo’s
giant Marine Midland Banks. which was
most recently a subsidiary of Hongkong &
Shanghai Banking, had been operating
more than a dozen branches in Syracuse
since the 1950s.

As a result of these buys, and Norstar’s
purchase of Syracuse Savings, the big-bank
sweep is now virtually complete in Syra-
cuse. Within a 50-mile radius of the city,
only two small banks and a few savings in-
stitutions remain independent. " Things are

pretty well picked over.” says an attorney
who handles KeyCorp's acquisitions.

But if small banking is dead in Svracuse,
small business definitely is not. Although
the city’s start-ups are relatively few, the
annual INC. survey of metropolitan areas
shows a healthy percentage of fast-growth
companies among them. And although
many of the business owners [ spoke with
have had their troubles with the big banking
outfits, they've found that. so far, there has
been enough competition among the banks
to provide for their needs eventually.

When Jake Berdan bought EDRO Busi-
ness Forms Inc. 15 years ago. for example,
his bank was First Trust & Deposit. After
First Trust was bought by KevCorp and
renamed Key Bank, “we just stuck with
them.” he says. “The personnel was the
same, and | could see no change in their
operations for the first 8 or 10 vears.l had a
good loan officer, and he took a real person-
alinterestinus.”

Since then, EDRO, a printer of custom-
ized business forms,.has grown to 29 em-
plovees and annual sales of $1.7 mullion.
Now, with three sons in the business. Ber-
dan sees this as a perfect time to expand
into the printing of continuous computer-
printout forms. which he now brokers out
of state. His problem: after eight months of
consideration, Key Bank still wouldn't lend
him $200.000 for the new press.

“I just feel that he doesn’t understand
what I'm talking about,” savs Berdan. “He
has no enthusiasm for this piece of equip-
ment. So [ may have to go elsewhere to
arrange my financing.”

Berdan looks back somewhat longingly
to the good old days of First Trust & Depos-
it, when he thinks this loan request would
have been a pro forma matter. And he can’t
help but think that the reason for the bank’s
indifference has to do with the fact that his
company is small.

Martin Yenawine's Eastern Ambulance
Service Inc. is also small—S$2.7 million in
sales last vear. And because ambulances
wear out every four years, banking is al-
most alwavs on his mind. His bank is Nor-
star. and although he has been through
three loan officers in seven vears, he has
few complaints.

“The thing is. we work at it.” explains
Yenawine. “As soon as we know we are
getting anew banker. we ask the old banker
to bring the new guyv down to see us. A
small firm that wants a successful relation-
ship with a big bank has to constantly work
at it—just as hard as the bankers do.”

And, indeed. Syracuse's big banks have
been working at it. For the most part. they
quickly learned to adapt their procedures to
the sensibilities of local business owners.
Bank otficials in each region are allowed to
set their own policies, develop their own
products. and make their own loans—as
long as overail performance is in line.

“When Irving bought Merchants Nation-
al, it promised that it would let Merchants

k/é.ﬁ
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run with relative autonomy,” says Roger
W. Eck. A lot of bankers. myself included,
were skeptical of that. But it turned out to
be the case. We make our own loans up to
about $4 million per customer. That's going
to handle most small and midsize firms. and
we compete for that market very aggres-
sively—Ifrankly, it’s quite profitable.”

As Eck speaks. he is sitting in the office
of Mike Busse, president of Microwave
Systems Inc., in East Syracuse. Busse lis-
tens and nods in agreement. Two years
ago, when he bought Microwave in a lever-
aged buyout from a Virginia company, it
was Merchants that saw him through.

“When | walked into the bank and sat
down with a loan officer, I told him what |
wanted to do with the companyv.” Busse
remembers. I had no money. [ said I need-
ed at least $100,000. and | really needed
$400,000 on top of that. And the bank didn’t
throw me out.”

At the time, Microwave was in sorry
shape—"essentially bankrupt,” Busse ad-
mits. “Other than myself. there were three
employees—the former president and his
daughter, who were on their way out, and a
{oreign-born engineer who couldn’t be
cleared for defense work. How many banks
would take a flyer on something like that?”

Merchants stood him $100.000 at a time
when even the Small Business Administra-
tion thought him too risky. And the rest of
the buyout was financed by the seller. “We
didn’t do it stupidly,” explains Dave DiR-
oma, the banker who handled the deal. “We
felt there were sufficient personal assets to
cover our tails.” Nonetheless, Busse so
liked the way DiRoma finessed the package
that he hired him away from the bank to be
his chief financial officer.

The bank’s gamble has paid off hand-
somely. Busse now has 30 employvees mak-
ing customized electronics components for
everything from TV sets to navy antisub-
marine aircraft. He expects to do $2 million
this vear and projects $9 million by 1989.
Merchants has upped his line of bank credit
from $100,000 to $200.000.

More money, more sophistication. more
competition—these have always been the
promises held out for a deregulated. big-
bank environment. And vet for every Mike
Busse yvou meet in Svracuse who's pleased
with how things have turned out, vou also
meet someone like Tom Holmes.

T. A. Holmes Inc. fabricates the clear
plastic bulk-food bins that vou see in super-
markets. The companv operates from a
low. nondescript building on the cast side of
the city, and while its growth has not exact-
Iy set the world on fire—sales last vear
were S600.000—it has done well enough to
provide its owner with a comfortable living.

Holmes used to bank with Kev Bank but
grew restless after it rejected his applica-
ton for 350,000 in working capital. As it
happened. Citibank was just opening up in
Svracuse and was hungry for new busiess,
and Holmes got his line of credit there. But

several years later, he noticed a shift in
Citibank's attitude.

“I think they decided that, hey, this
small-business stuffisn’t too attractive,” he
says. “‘So they handed their small-business
customers to the same guy who handled
used-car loans. I'd be in there to discuss
what was to me a terribly important matter,
and the phone would ring. He'd pick it up,
and I'd hear himsay, ‘... 2’77 Chrysler—
wait a minute. ..." After that, | got out of
Citibank fast.”

Holmes ended up at the Bank
of New York. He borrowed
$70.000 to help finance his move
to larger quarters and his switch
from distribution to fabrication.
When Syracuse’s six Bank of
New York outlets were bought by
Norstar recently, Holmes saw
few changes. Even his loan officer
remained the same—*“they just
gave him a different sweatshirt to
wear to the softball games.”

But 1986 proved to be a dismal
year for Holmes's firm. His best
salesman suffered serious heaith
problems; his son, his right-hand
man, up and quit: and Holmes had
to fire his bookkeeper. The com-
pany lost nearly $50,000 that
year, and Holmes had to put in
$40,000 of his own funds to tide
things over. And although in five
years he never missed a payment
to the bank (a few were late. he
concedes), Norstar apparently
wasn'’t satisfied.

“They came in not long ago and
wanted additional collateral—a
mortgage on my house and my
summer place,” Holmes says.
“And worse, they wanted me to pav the
$1,000 to have the papers drawn up. That's
what really galled me.” But Holmes. for all
his anger. is now complying with the bank's
demands.

“My hunch is that Norstar laid out all this
dough for acquisitions. then made the deci-
sion to really tighten up and get their risks
as close to zero as possible,” concludes
Holmes. “I think that's the trouble when
banks get out-of-sight bigger. Their disre-
gard for individual situations becomes ac-
centuated. They lose the feel for the man,
the owner. You become just a number.”

Holly Barlow Burns and Carroll Murray
Palmer know the feeling. When their six-
berson advertising agency, Barlow Murrayv
Advertising Inc., outgrew its offices. thew
shopped for a $200.000 loan to refurhish A
large Victorian house. hard by the sprawl-
ing campus of Svracuse University. Key
Bank was swift to offer the funds.

“Key was quick with a decision. but then
they proceeded to give us a hard time as we
progressed with the renovation—thes Just
hassled us right down the line,” savs Burns.,
“We drew money as we went along, unry
we got down to the $20,000 to finish the top

Mike Busse (right)
thought so much

of Merchants National

Bank that he hired

his loan officer,

Dave DiRoma, as

Microwave Systems’
chief financial officer.
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floor. And they refused to give it to us until
we had a tenant for it. We told them we
couldn’t get a tenant until it was finished.
And they said, ‘Too bad.’ It was absurd.”
Instead of fighting, the two marched out
to Skaneateles Savings Bank, one of the
area’s few remaining small independents,
less than half an hour’s drive from Syra-
cuse. In less than a week, the bank agreed
to lend them $210,000—enough to pay off
the loan to Key Bank, complete the renova-
tion, and help recoup some of the

Holly Barlow Burns

Murray Palmer opted
for an independent
rather than suffer the

166

Advertising execs

(left) and Carroll

indifference of
Syracuse’s giants.
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personal funds they had invested
in the project. And things have
been copacetic ever since.

Even today, Burns complains
about the annual turnover in loan
officers she experienced at Key
Bank—a situation that had led to
problems even before the reno-
vation. “We had a $10,000 line of
credit with Key, and our last lend-
ing officer—he was reallv a disas-
ter—just let it slip through the
cracks,” she remembers. “We
called to see if we could increase
our line of credit to $50,000, so
we could buy some equipment,
and he said, *Well, your line of
credit is no longer in existence.’
He said we hadn't updated our fi-
nancial information. We suggest-
ed that he might have called to
remind us. So we took a new line
of credit from the bank in Skane-
ateles, and Key has never even
bothered to call to see why we
aren’t doing business with them
anymore.”

Burns and Palmer are not the
only Syracuse business owners |
found to have opted for a nearby
independent country bank. Out in Cazeno-
via, a picturesque lakeside village half an
hour southeast of the city, Nicholas Chris-
takos’s Continental Cordage Corp. sells
cords and braided-wire products for every-
thing from venetian blinds to windshield-
defogging systems. His customers include
IBM, General Electric, 3M, General Dy-
namics, and Boeing. And his bank is the tiny
State Bank of Chittenango.

Back in the early davs, when Continental
Cordage was based in a Quonset hut and
funded by $85.000 of his own money. Chris-
takos went to Key Bank for a modest loan.
The local branch manager in Cazenovia said
that all he could do was give him a $5.000
line of credit on his MasterCard. ““That was
my very first business loan. and [ will never
forgive them for the way they handled it,”
Christakos says.

Two vears later, a stranger walked into
the Quonset hut on GGood Friday afternoon.
His name was Bob MacDonald. and he was
president of the State Bank of Chittenango.
He wanted to do business with Continental
Cordage. Christakos remembers being flat-
tered by the call.

“We were very small then, and we need-

ed 325,000 in a hurry to buy some machin-
ery, and he loaned it to us virtually that
same day,” he recalls. “Then he said. ‘Why
don’t [ give you a line of credit?’ So he gave
us one for $75,000. The funny thing was,
right after that, we learned of another ma-
chinery deal, for $95,000, down in Albany.
We hadto move on it or we'dlose it. [ called
him and he said, ‘I'll have to run it by the
board. but you guys go ahead with the deal:
you'll end up with it.” So we went ahead
with the negotiations, and we got the loan.”

These days, now that he has annual sales
of 87 million, all the big banks are knocking
on Christakos’s door wanting to loan him
money. They point out that an independent
such as State Bank of Chittenango, with
only $35 million in assets, has limits on how
much it can lend him, and possesses little
sophistication when it comes to things like
international letters of credit. The big
banks also remind him that their loan rates
can be as much as two percentage points
below what State Bank of Chittenango is
charging him. But Christakos isn't im-
pressed. [t would take a team of wild horses
to drag him away.

Wild horses, that is. or an acquisition.
For what worries Christakos most about
his bank is that, sooner or later, some me-
gabank will zero in on the profitable little
Chittenango bank. President Bob MacDon-
ald says so far there have been no formal
offers. But some of the big boys have been
around. he adds, “kind of kicking the tires.”

oes big banking spell the end for

small business? Probably not, if this

unscientific sampling is any indica-

tion. In Syracuse today there are big
banks that take risks, show loyalty to cus-
tomers, and keep an eye on service, and
there are big banks that don't.

Whether it is desirable or not, the trend
toward ever bigger banks seems as inevita-
ble as the changing seasons. The Reagan
Administration is content to let the consoli-
dation continue, while Congress has been
reluctant to intervene. At the Federal Re-
serve Board, the idea of prohibiting merg-
ers among the country’s 10, 25, or 50
largest banks has been tossed around, but
as vet there is no consensus on how much
consolidation is too much.

Stillwater National Bank's Bob McCor-
mick probably overstates the case when he
warns that big banking threatens the viabili-
ty of America’s small-business economy.
But in raising the issue, he expresses a
common fear—a fear about excessive con-
centration of economic power—that has
kept national banking at bay since the days
of Andrew Jackson. There may now be
some good reasons for setting aside some
of those fears and proceeding with bank
deregulation. But as we learned with tele-
phones and airlines, deregulating an indus-
try shouldn't be the same as ignoring it.
Bankingis too important to be left simply to
the bankers. =
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Kruptcy pmjected

Another omininous warning issued

- By Robert A. Rankin
,Eagle Washington bureau
WASHINGTON — Spreading bank fail-
ures will bankrupt the nation’s bank insur-
ance fund as early as the end of this year
and certainly in 1992, the "Congressional

. After months of assurances from federal
bank regulators that the bank insurance
fund was not facing insolvency even
though it was “under stress,” the office
now projects the fund sinking into the red
by $2.8 biilion by Sept. 30, 1992, and possi-
bly earlier. . .

Budget Office Director Robert Reis-
chauer toid the Senate Banking Committee
that taxpayers probably would have to
loan FDIC about §11 biilion to shore up the
fund. And if the recession is unexpectedly
severe, a loan of up to $38 billion might be
needed. .

“At a minimum, some temporary financ-
ing seems to be needed immediately,”

X Budget Office said Tuesday.

Reischauver said. He said the banking in-
dustry shouid be able to repay the money
by 1996, '

The bank insurance fund should be
down to about $1.4 billion by Sept. 30 ~
“and heading south” — because of bank
losses stemming from the recession and
plummeting real estate values nationwide,
Reischauer said.

The Bush administration is expected to
acknowledge that the bank fund is headed
for insolvency for the first time next Mon-
day when it unveils its fiscal 1992 budget.

The budget will project the insurance
fund falling $4 billion into the red by Sept.
30, 1992, and $22.5 billion by Sept. 30, 1995,
unless it gets a major infusion of new
money, according to reports in the finan-
cial press that the administration refuses
to confirm.

Members of the banking committee re-
ceived the news somberly. “It's a rather
stunning development,” said Sen. Donald

Riegle, D-Mich., chairman of the commit-
tee. He warned that given the govern-
ment's history of estimating financial prob-
lems, the budget office was probably
understating the need for more money.

“My guess is that bank balance sheets
are a lot worse than they appear at the
present time,” he said.

However, Reischauer stressed that a tax-
payer bailout for banks probably can be
avoided, saying that bank woes are no-
where near so bad as the thrift industry’s.

“We are not here saying this is a black
hole of the sort that developed in the 1980s
in the S&L industry,” Reischauer said.

Bank problems will be most intense be-
tween 1990 and 1993 — when a totai of 596
banks are projected to fail — but then the
industry should gradually recover ifs finan-
cial health and repay the borrowed bil-
tions, with interest, by 1996, he said.

But that forecast depends upon the eco-

nomic recession being unusually short and
mild, as the CBO projects it will be.

t .

t‘We are not here saying this
is a black hole of the sort
that developed in the 1980s
in the S&L industry.”

Robert Reischalie‘r;
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Mr. Chairman, Ladies and Gentlemen:

I am Larry Stutz, Executive Vice President of First National Bank, Alma,

Kansas, a $16 million bank which is 62% loaned out. Ispent 5 1/2 years with the

Comptroller of the Currency as a bank examiner and one year as a compliance

examiner. I am here to speak in opposition to House Bill 2059. Ihad a very

different speech in mind until I listened to the proponents yesterday. In their own

testimony the proponent gave you at least four (4) very good reasons not to pass this

bill.

1.

While the main benefit of this legislation is to bring new capital into
the state, at least three (3) of the proponents indicated you shouldn't
worry about any negative effects of this legislation because it is not likely
to be used! They cited Nebraska which has had its legislation since 1988
and only had one application. If it is so important to the state and we are
to gain so much from this legislation, why won't it be used? How can we
benefit by passing legislation that isn't likely to be used? Besides, Kansas
banks have stronger capital than average U.S. banks.

The proponents cited the benefits of the NCNB experience in Texas. In
1990 the Treasurer, Victor Bennett, of the IBAA, at its annual convention
questioned Texas bankers about the NCNB experience. He was told that
those rural communities were saying NCNB means NO CREDIT for NO
BODY. In arecent IBAA publication it was mentioned that one NCNB
bank in Victoria, Texas, had $188 million in assets and only $35 million in
loans, a ratio of 17.5%. The entire Board of Directors of that bank resigned
in protest of the lending policies of NCNB. If this s a prime example of

B
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what Interstate Banking at work, do Kansas and Kansans want it or need
it. Also, to the best of our knowledge, to date there have been no actions

taken against NCNB concerning CRA.

To protect our consumers, borrowers and communities the proponents
give you CRA. This has been the law of the land applicable to both banks
and S&Ls since 1977. Where were these examiners in the 1980's when the
S&Ls were branching everywhere? CRA is not Preventative Medication,
but is Reconstructive Surgery. Examiners are just now beginning to look
at CRA. We have no facts to rely on to show (#1). How effective they will
apply this in branching situation? (#2) What enforcement powers they

will be willing to use.

Having been a bank examiner for 5 1/2 years with the OCC, I believe
that the regulators will:

1.) Be slow to use enforcement actions--therefore the
damage will already be done.

2) Will primarily use enforcement actions such as denial
of new branch application or ATM applications rather than
cease and desist orders or monetary penalities.

Last but not least, the proponents indicate we should rush out and pass
this legislation before the U.S. Congress passes their own law. I submit to
you that the passage of this law in Kansas is not going to stop the Federal
Government from passing their legislation. And if it is such a certainty
that the Feds are going to do it anyway, shouldn't we wait to see what they
are going to propose before we react to it? Why spend the time and
money to enact an unpopular bill now that, according to the proponents,
will be meaningless if and when the U.S. Congress passes nationwide

branch banking.
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\K ansas Association
Of Wheat Growers

"ONE STRONG VOICE FOR WHEAT"

TESTIMONY

HOUSE COMMITTEE ON COMMERCIAL AND FINANCIAL INSTITUTIONS
Representative Delbert Gross, Chairman

HB - 2059

Mr. Chairman and members of the committee, my name is Howard Tice, and I am
Executive Director of the Kansas Association of Wheat Growers. On behalf of the
members of our association, I appreciate the opportunity to appear today  in
opposition to House Bill 2059. :

The members of the Kansas Association of Wheat Growers opposed multi-bank holding
companies and unlimited branch banking because of the negative effect they tend to
have on agricultural credit. Dur members oppose ownership of Kansas banks by
interstate multi-bank holding companies for the same reason. We feel that control
over local loan decisions should remain with people who know the local economy,  who
are- familiar with the needs of the local community, who have an emotional as well as
a financial commitment to the local community and who know the local people as  well.
It should also be noted that we’re talking about control of money which belongs  to
local depositors, not to the banks.

While most of our members would prefer not to depend so heavily on borrowed
money, the cost-of land, equipment and other production inputs makes the wuse of
credit a necessity. Dnce the debt is incurred, it becomes an even more vicious
circle, <ince the cost of servicing that debt simply adds to the problem. However,
since the loans are necessary for most farmers, keeping local options open is
extremely important.

Proponents of interstate multi-bank ownership continually argue that agricultural

credit will not suffer. They say that if the need is there, Kansas banks will
service that need. Undoubtedly that is true in some communities, where even big
banks recognize the importance of agriculture to our economy. However, that is not

the case in many areas of the state. To follow up on this aspect of the question
last year, I called two banks that were acquired under the state’s multi-bank holding
company laws. At one of those banks, located in a community which is  heavily
dependent on agriculture, farm loans had been greatly scaled back from the 70's  and
garly B0's, despite the increased need for ag-credit. The other bank no longer had a
farm loan officer, and reported that they participate in farm loans only through
correspondent banks. I have no reason to expect improvement at either facility.

We have also been repeatedly told that we need not fear the loss of local  loan
control. We have been told that local facilities will still have loan officers to
make decisions on local requests. However, these loan officers are often  imported
into an area, with no knowledge of the local people or their needs, and must look to
the home office before making decisions. As a result, even with local loan officers,
businessmen have had to drive to Wichita for loan approval, regardless of their good
credit history. Under interstate ownership, will our - farmers and main street
businessmen have to fly to St. Louis, Denver or eventually, New York to negotiate
their loans? d ‘
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"We’'re told that banks must grow bigger and bigger in order to provide needed
services. We've been asked to believe that this will result in more efficient
handling of bank services. Usually economy of scale does lower the cost of providing
services. Without going into detail, I can testify from personal experience that
such has not been true with Kansas’ largest banking operation, on more than "one
occasion.

Big banks often say they can’t compete with savings and loan institutions under
current law. Given the major problems with so many S & L's, caused by poor loan
decisions, it would appear that depositors are better protected in Kansas, under
current banking laws. Do we want to "bail out" big banks in next few years, just as
we are now doing for § & L's?

Proponents of interstate multi-bank ownership claim it is good for economic
development, yet a banker in Great Bend, told me he favored the idea because he wants
to make construction loans in Chicago and Philadelphia. Ironically, such loans are
permissible under current statutes. However, they don’t qualify as economic
development for Kansas.

With the state’s present rail transportation problems, it would be appropriate to
mention the difficulty encountered by the Kyle Railroad when they came into the state
to take over some abandoned rail lines, and continue to service northwest Kansas.
They thought they would need to work with a large multi-state banking corporation  in
order to finance their operation. However, they found that out of state banks were
unwilling to provide funding for their operation in Kansas. Working with Kansas
banks in five communities, they were able to arrange needed funding, and are
currently meeting the needs of shippers in the area. The current Kansas banking
structure provided funding for this necessary enterprise when out of state sources
refused.

Kansas shippers face additicnal rail abandonment by major railroads in the very
near future. Financing will be vital to the short line carriers who will be needed
to  keep products moving. If a large share of Kansas deposits are loaned out of
state, that money won't be available to serve the needs of the Kansas economy.

If economic development is an issue, it is important to note that successful
programs are built on an area’s strengths. In Kansas, our number one industry is
agriculture. There are more jobs and economic benefits created by agriculture than

any other industry. In addition to the raising of food and fibre, this includes
production and sales of machinery, seeds, chemicals and fertilizer as well as
processing, transportation and sales of finished products....not to mention

advertising, packaging and other marketing and value-added operations. If our state
is going to pursue other areas of economic development, that is commendable, but not
if it is at the expense of our greatest strength.

In conclusion, proponents always argue that interstate ownership of Kansas banks
is needed, and should be allowed. Basically, they represent big banks and
non-agricultural business interests. On the other side of the issue are those of us
who view these proposed changes as negative. Speaking for my organization, we
represent depositors and loan customers, the pecple with the most to lose.

EBanking laws are enacted to protect depositors, not to restrict trade. Since the
depositors are the owners of the money entrusted to the banks, we feel this is highly

appropriate.



" We don’t need to change the law to allow interstate banking. Out of state banks
can loan money in Kansas, and Kansas banks can locan money in other states. Deposits
can also cross state lines. Kansas banks can even be owned by persons who live in
other states. You have to decide if interstate multi-bank holding company ownership
of Kansas banks is positive for our state....or just ancther way for big banks to
become even bigger and more powerful, and for Kansas deposits to be controlled by

bankers from other states.

It appears that the big banks feel that if they keep bringing this issue up, the
Legislature will finally give in out of desperation. We hope this committee will

resist that tactic.

On behalf of those members of the state’s number one industry, who produce the
state’s number one crop, I urge you to report HB-2059 adversely.
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