MINUTES

MONTANA HOUSE OF REPRESENTATIVES
53rd LEGISLATURE - REGULAR SESSION

COMMITTEE ON BUSINESS & ECONOMIC DEVELOPMENT

Call to Order: By CHAIRMAN STEVE BENEDICT, on January 29,

at 9:00 A.M.

ROLL CALL

Members Present:

Rep. Steve Benedict, Chair (R)
Rep. Sonny Hanson, Vice Chair (R)
Rep. Bob Bachini (D)
Rep. Joe Barnett (R)
Rep. Ray Brandewie (R)
Rep. Vicki Cocchiarella (D)
Rep. Fritz Daily (D)
Rep. Tim Dowell (D)
Rep. Alvin Ellis (R)

. Rep. Stella Jean Hansen (D)
Rep. Jack Herron (R)
Rep. Dick Knox (R)
Rep. Don Larson (D)
Rep. Norm Mills (R)
Rep. Bob Pavlovich (D)
Rep. Bruce Simon (R)
Rep. Carley Tuss (RK\p
Rep. Doug Wagner (R)

Members Excused: Rep. Vicki Cocchiarella
Members Absent: Nomne

Staff Present: Paul Verdon, Legislative Council
Claudia Johnson, Committee Secretary

Please Note: These are summary minutes. Testimony and
discussion are paraphrased and condensed.

Committee Business Summary:

Hearing: HB 201 & HB 358
Executive Action: HB 331

HEARING ON HB 201

Opening Statement by Sponsor:

1993,

REP. CHASE HIBBARD, House District 46, Helena, said HB 201 is an
act generally revising the laws relating to banking; revising the
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laws relating to the state banking board; removing the director
of the Department of Commerce as the chairman of the board;
authorizing the board to elect a presiding officer; and reducing
the time between bank inspections; authorizing the acceptance of
federal reports in lieu of examinations; clarifying the purpose
of the banking laws; applying general corporate law to the
formation and reorganization of banks; excluding repurchase
agreements from the limitation on borrowing, revising bank
investments; removing the limit on safe deposit functions;
revising reserve requirements, revising dissolution, closing, and
liquidation procedures; and statutorily appropriating unclaimed
funds for the payment of claims. He gave a background of HB 201,
stating that the Montana state-chartered banks and trust
companies are regulated by the Financial Division of the
Department of Commerce which currently regulates 127 bank
offices, and 3 trust companies with total assets approaching $4
billion. The Commissioner of Financial Institution is the
administrator of the Financial Division. Most of Montana’s
banking laws were written in 1927, and many of them have been
amended 1 or more times, but no comprehensive changes have taken
place since that time. The amendments have created
inconsistencies with other laws and are becoming more difficult
for banks, regulators, and the legal system to competently and
affectively deal with the Bank Act. He said, in response to the
situation, Governor Stephns created the Montana State. Banking
Code Advisory Council in December of 1991. It was comprised of
seven bankers, two accountants, two banking attorneys, two
private citizens, and two legislators. He said that most of them
were here today and would testify for the bill. The two
legislators, Dave Hoffman and Dick Pinsoneault were defeated in
their campaigns, and would have carried this bill if they had
been successful. He said the council was created to identify
outdated language and requirements, as well as admissions or
conflicts in statutes that are not conducive to the proper
supervision of state banks. A few of the issues addressed were;
insuring that the powers and duties of the Commissioner of
Financial Institutions are clearly set forth in the banking code;
defining a comprehensive mission and purpose of the Financial
Division; insuring the Commissioner of Financial Institutions is
involved in the legislative process; and insuring that the
statutory authority is developed to address the areas where
supervision is now lacking. He said that most of the
recommendations in HB 201 are of a housekeeping nature. The
modernized language, the clarified duties of the
responsibilities, the elimination of sections that are obsoclete
and corrects conflicts with other laws. He said there are
several significant changes, but would let the proponents deal
with them. He did point out two significant changes; on page 3,
section 1, the composition of the state banking board changes the
number of members from seven to six by dropping the Director of
the Department of Commerce, and will allow the board to elect a
presiding officer. It also strikes one banking member and one
public member that were appointed from each congressional
district of the state. He referred to the impact of the fiscal
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note. For fiscal year 1994, the impact is $283,700, and $266,700
for 1995. The back page of the fiscal note shows the fiscal
impact to be paid for by an assessment on the Financial
Institutions. It states that the increase of assessment revenue
from regulated Financial Institutions will offset the increase in
expenses. He said this is a charge that is assessed to all
member banks, and will not be a drain on the general fund. When
the fiscal note came out it appeared to be accurate, but after
some discussion with the bankers, and the advisory committee
members, the commissioner decided it wasn’'t accurate. The
changes in HB 201 are not reflected by the impact shown above,
and should be $26,944 for 1994, and $24,869 for 1995, which will
pay for the exemption of the commissioner. On page 5, line 18,
it states the Commissioner of Financial Institutions will be
exempt, and the cost of the exempt position is what the new
numbers should accurately reflect. He informed the chairman and
the committee members that he would obtain an amended fiscal note
to reflect the true costs of the bill rather than the fiscal note
that was before the committee. He had spoken with the budget
director, David Lewis, who agreed it is appropriate, and will
take care of this before executive action is taken on the bill.
Rep. Hibbard distributed a proposed amendment for HB 201. On
page 38, lines 14 & 15, to change the current language from
"shares of stock in a Montana Capital Company within limits
prescribed by the Montana Capital Company Act" to "shares of
stock in a Montana Capital Company or the Montana Small Business
Investment Capital Company within limits prescribed by the
Montana Capital Company Act". SEE EXHIBIT 1

Proponents’ Testimony:

Don Hutchinson, Commissioner of Financial Institutions, State of
Montana, distributed a handout on the statutes and objectives of
information from the State Banking Code Advisory Council. He
said HB 201 is the result of eighteen months of Governor
Stephen’s Banking Code Advisory Council, the Department of
Commerce, and the Financial Division staff. HB 201 is strongly
supported by the Department of Commerce, Montana's eight
chartered banks, the Montana Banker'’s Association, the Montana
Independent Banker'’s Association, and the legal and accounting
professions that are actively involved in banking practices. He
said the code revision is especially timely, due to recent
developments in regulatory procedures occurring at the federal
level which effects the operations of the FDIC, NOCC, Federal
Reserve, and regulators of every state. He said if the budget
committee denied their request, they could still use HB 201 to
address the present facilities in their department. Montana's
Financial Division needs additional support to perform the
statutory workload which has increased dramatically since 1991
due to the following; 1) five national banks have converted
their charters to state charters involving $750 million in assets
in 1992. The assets in state-chartered banks are estimated to
have grown between $700 million to $800 million in 1992, which
represents $1.5 billion in new assets to be regulated. He said
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the examinations are taking longer to complete due to the
increased complexity as a result of congressional mandates coming
down from the regulatory agencies; and 2) 3 new national banks
will be converting to state bank charters in 1993, and represents
an additional $105 million in assets. The staff and necessary
support to complete these statutory responsibilities will be
funded by the adjustments to the state chartered banks in
Montana. He urged a do pass for HB 201.

Bill Ruegamer, appointed chairman of the Banking Code Advisory
Council at the request of Governor Stephens, MBA-MIB/First
Interstate Bank, said the general purpose of the council was to
review and clarify standardized banking codes. He said HB 201 is
a neutral revision of the banking codes, and is supported by most
of the bankers in the state. The revision upgrades and
modernizes the banking codes for Montana, and will also make them
consistent with the corporate codes. He said the fiscal note
became more of an issue than the bill itself, and clarified that
the Advisory Council was very concerned in addressing additional
expenses to the banking community even though the budget is paid
for by assessments to the banks. Mr. Ruegamer said the state
banking department has been operating at a surplus for the last
few years, and with the exemption of Commissioner Hutchinson, the
increases would be absorbed by the existing budget. He said the
other states that have revised their codes have done so at a cost
of $50,000 to $400,000 for consultants and accounting Eirms, etc.
He asked that the committee give HB 201 a favorable do pass
motion.

Gary Carlson, CPA, said he was also a member of the Banking
Advisory Council. He felt that the council’s recommendations
would improve and streamline the laws relating to banking by
bringing them forward to the 21st century, and inducting them
into the Montana Corporate Act. He urged the committee’s support
for HB 201.

Roger Tippy, Attorney & Lobbyist for Montana Independent Bankers
Association, was also a member of the Bankers Advisory Council.
Mr. Tippy said the council was divided into three subcommittees
who worked through the vintage 1927 codes section by section.

Mr. Tippy chaired the committee that dealt with the day to day
operations of the banks. The changes his committee made were to
equalize any disadvantages that banks having a state charter
might have versus a banks receiving a national charter, i.e., how
much a bank can spend on a safe deposit vault; or whether a state
bank can participate in the programs of the federal home loan
bank boards, which national banks have been allowed to do for the
last few years. The committee recommended that anything that was
inconsistent with what the national banks were allowed to do be
removed from the codes. He said there would be a fair amount of
rulemaking published in the administrative register by the
Department of Commerce. His committee did not care for the
policy of incorporating by recluse many of the voluminous federal
regulations that the bankers labor under. If the state adopts

930129BU.HM1



HOUSE BUSINESS & ECONOMIC DEVELOPMENT COMMITTEE
January 29, 1993
Page 5 of 11

this, and the federal government makes changes, then the state
can go through a notice process to see if they want to make those
same changes state policy. He asked for a favorable
consideration of HB 201.

Opponents’ Testimony:

None

Informational Testimony:

None

Questions From Committee Members and Responses:

Rep. Larson asked Bill Ruegamer what the incentives are for a
nationally-chartered bank compared to a state-chartered bank?
Mr. Ruegamer replied that he is with the First Interstate Bank
System of Montana, which is a $700 million company. He said
First Bank recently converted to the state banking charter
systems; two of the banks were national banks, and five were
state banks. The state banks will primarily maintain the duel
banking system as opposed to federal and state jurisdiction.
This area is important for the banking people to talk to the bank
commissioner directly, which is lost when dealing with the
controller’s currency of FDIC, and the Federal Reserve. He said
there are still federal banking regulations, but the primary
regulator would be the state.

Rep. Ellis asked Bill Ruegamer why it will take six more FTE with
less regulation. Mr. Ruegamer said HB 201 will not need extra
staff. If there is a need for more examiners, they will come
from the addition of state banks, which is national banks
converting to state bank charters. He said the first fiscal note
does not apply to this bill.

Chairman Benedict reminded the committee that the fiscal note
before them is not correct, and Rep. Hibbard will have the
correct one before executive action is taken on this bill.

Rep. Stella Jean Hansen asked Roger Tippy about the new language
on page 37, line 7, where it states a bank may borrow funds from
a federal home loan bank for use in financing home ownership; she
asked if they weren’t doing that now? Mr. Tippy said the federal
home loan bank board used to be more involved in regulating until
the S & L bailout, now they participate as a correspondent bank
for residential lending programs by the banks. He said there
were two problems with state-chartered banks: 1) being able to
sign up for a federal home loan, a person had to purchase a
certain amount of stock in a federally chartered corporation,
because there were limits in state law on how much stock and
public corporations a state chartered bank could buy, which is 5%
of their capital surplus, and the minimum stock purchased from
federally home loan banks was greater than that; and 2) the
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federal home loan bank port office in Seattle said that once the
state banks in Montana could buy a minimal amount of stock in
their federal home loan bank corporation, they will then have
authority to borrow from the port office in Seattle. He said
this is not clear language in the state now, but if one section
is amended to let state banks join, the other section needs to be
amended to let them borrow.

Rep. Herron asked Roger Tippy about the two effective dates; one
is for Sections 1, 7, 8 and 52 to be effective on passage and
approval; and Sections 2 through 6 and 9 through 51 are effective
October 1, 1993. Mr. Tippy referred the question to Anne Bartos,
legal Counsel for the Department of Commerce, who said the
immediate effective date of July 1, 1993, was for the changes
made from 7 to 6 members on the board, and the exempt position of
the commissioner. The effective date of October 1, 1993 is for
budgetary purposes.

Closing by Sponsor:

Rep. Hibbard said there are additional costs that will be dealt
with elsewhere in the legislative and budgetary process. The new
fiscal note will accurately reflect the cost of this bill. The
purpose of this bill is to bring the 1927 codes up to modern
times, and comply with modern corporate law. He said the entire
banking community, and the bank associations are in favor of this
bill. He asked for the committee’s favorable vote on HB 201.

HEARING ON HB 358

Opening Statement by Sponsor:

REP. JOE BARNETT, House District 76, Bozeman, said HB 358
reflects a compromise between the Montana Independent Bankers,
the Montana Bankers Association, and the larger corporate chains
of banks. This bill will allow for the first time since 1956,
out-of-state bank holding companies to buy and operate banks in
Montana. Rep. Barnett noted to the committee an error on page 1,
line 16, it should read "numbers" not "members". He distributed
a written statement. EXHIBIT 3

Proponents’ Testimony:

Bill Ruegamer, MBA-MIA/First Interstate Bank Systems of Montana,
said there were 3 banking bills drafted within a 6 month period
prior to the Legislature. It was determined at a meeting in
Billings in late November of 1992 to put the 3 bills together and
make what is now HB 358. Mr. Ruegamer asked if it was ok with
the committee to have all the bankers stand to give their names
and banks they represent, which approximately 35 did stand and
introduced themselves. Most of the names are listed on the
visitor’s register. Mr. Ruegamer complimented and thanked the
banking members for putting together a compatible bill. He said
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that HB 358 will serve the needs of Montana and allow the banks
to remain competitive on a nation wide basis, and allow Montana
the capital they need for business and personal growth. Mr.
Ruegamer distributed a handout that summarized each section of
the bill. EXHIBIT 4

Roger Tippy, attorney and lobbyist for the Montana Independent
Bankers Association (MIB), presented written testimony to show
where the sources of the material came from that went into HB 358
for the purpose of committee minutes. He said the courts and
attorney general, etc., are increasingly looking into the minutes
to figure out what people have tried to do with legislation. His
written testimony set forth the text of the Douglas Amendment to
the Bank Holding Company Act of 1956, and reads, "[The Federal
Reserve Board may not approve an interstate acquisition of a bank
unless the acquisition] is specifically authorized by the statute
laws of the state in which such bank is located, by language to
that effect, not merely by implication". He said the failure or
mismanagement of an individual bank cannot shake the entire
economy of a state when there are many small banks. There are
less than 150 distinct banks by virtue of the merger and
consolidation law approved by this committee and the Legislature
in 1989. Mr. Tippy said over the years, one state after another
has opted in, within the Douglas Amendment framework, to the
interstate bank acquisition mode, and now 49 states allow
interstate banking in one form or another. HB 358 will require
reciprocity from the other states within the region; all seven
states on this list should qualify as reciprocating. The region
is defined as; Idaho, Wyoming, North Dakota, South
Dakota,Minnesota, Wisconsin, Colorado, and First Interstate Bank
of California was grandfathered in. He said Congress is
increasingly disposed to modify the Douglas Amendment, and the
information from our National Trade Association, and the
Independent Bankers Association of America, is such that
modifications are very likely to be enacted by this Congress in
1994. HB 358 will recognize the possibility that a bank holding
company in one of the seven states might be taken over by or
merge with another such company outside the region. The
compromise language says that if the formerly regional bank
holding company held a Montana bank for at least three years
before it became a non-regional holding company, it can keep that
bank. TIf the period of control was less than three years it must
divest itself of the Montana bank, and will have two years to
make the sale, a provision that was borrowed from the Arkansas
law. He urged the committee to pass HB 358.

John Cadby, Montana Bankers Association, said that Riley Johnson
with the National Federation of Independent Businesses(NFIB), was
here earlier, but had to leave for another hearing. He was asked
by Mr. Johnson to inform the committee and be recorded for the
minutes, of the members surveyed regarding "out-of-state holding
companies acquiring Montana banks, and whether the business
mempbers of NFIB support it", resulted in a poll of 59.6% of the
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small businesses in favor of interstate banking. Mr. Cadby urged
the committee to pass HB 358.

Opponents’ Testimony:

A.J. King, Assistant Vice President of the Valley Bank of
Kalispell, said that even though there are limitations in the
bill, limiting out-of-state ownership and control of banking
assets to 49%, Montana will be a loser. The people of Montana
will lose jobs and the state will lose needed valued tax dollars.
Mr. King said he does not represent the Montana Independent
Bankers, or the Montana Bankers Association. The bill originated
from surveys created by each organization. The organizations
failed to include bankers like himself, a key officer in a bank.
He also has part ownership in two other banks that the
organizations failed to contact. He said the bankers that did
not include him in their survey are trying to change the futures
for the younger generation. He urged a do not pass. Mr. King
read written testimony. EXHIBIT 7 & 8

Informational Testimony:

Dave Wanzenried, House District 7, Kalispell, wanted to have his
name on the bill, but somehow was left off and wanted to be on
record in support of HB 358. .

Questions From Committee Members and Responses:

Rep. Fritz asked Bill Ruegamer how many of the banks in Montana
are locally owned? Mr. Ruegamer said that over 25% and maybe
closer to 30% of the market is out-of-state ownership, and about
70% in-state. He felt that the 70% was a high figure and was
probably less than that. Rep. Fritz wanted an approximate number
of family-owned banks in Montana. Mr. Ruegamer said there was
probably less than 20.

Rep. Pavlovich asked Bill Ruegamer if this bill would affect
future generations in Montana? Mr. Ruegamer said yes, every bill
that the Legislature passes whether it is a banking bill or some
other bill will have an impact on future generations.

Rep. Larson asked Rep. Barnett about the issue of centralization
of services when the merges take affect for the consolidation,
and wanted to know how many potential acquisitions will be taking
place in the next 2 to 5 years. Rep. Barnett asked John Cadby if
he would reply. Mr. Cadby said there was a lot of fear expressed
in the 1989 session with regard to branching and the loss of
banking services, which he stated did not happen with the
extensive branching that has taken place since. He said there
are many systems banks in Montana that are taking advantage of
current law, and there is nothing to prevent the merging and
consolidation of banks. He said banks are merging and
consolidating with or without interstate banking. Rep. Larson
said that did not answer his question. His main concern is the
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centralization and consolidation of services outside of Montana,
i.e., headquarters stationed in Denver, CO, or Minneapolis, MN.
and the net loss of jobs when the smaller banks have the
opportunity to sell to larger corporations which will remove
control from Montana. He asked Mr. Cadby how much of this is
going to happen? Mr. Cadby said this bill does not allow any
out-of-state holding company to have their headquarters "per se"
out-of-state. They have to have a chartered corporation bank in
Montana, i.e., First Bank in Billings is a holding bank, and the
rest of the First Banks in Montana are branches of that bank.
Rep. Larson said that neither credit unions nor S & L’s were
mentioned in the testimony, and wanted to know how the banking
associations felt about them? Mr. Cadby said there are 9 Savings
& Loans Banks in Montana with 50 to 60 branches that are not
currently regulated in the state of Montana. He said there are
about 95 credit unions, but 15 are federally chartered, and are
not regulated by the state will not be affected by HB 358. He
said this bill would probably place them in a more competitive
posture with the credit unions and S & L’'s, because they do not
have limitations on people as far as what they can and cannot do
in branching or interstate banking.

Rep. Sonny Hanson asked Mr. Cadby about deposits in reference to
credit unions, savings institutions, and banks; what are the
deposits of each of these? Mr. Cadby said rounded off assets are
one, one, and seven; $1 billion for savings banks; $1 billion for
credit unions; and $7 billion for commercial banks.

Rep. Stella Jean Hansen asked Roger Tippy about the regional
concept over interstate banking? Mr. Tippy said with the seven
state regions, there aren’'t a lot of big holding company players
other than the two Montana already has, i.e., Minnesota. He said
that Coclorado doesn’t have holding companies that large that are
going out and buying other systems of banks.

Rep. Mills asked about page 5, line 4, it states that a bank
holding company may not hold more than 49%, did that mean for all
holding companies? Roger Tippy said once they get to the 46% to
47% level, there is another acquisition, i.e, a brand new bank
holding company that has never picked up a bank in Montana, they
cannot do it if they pick up 5% of the deposit, and then get the
46% up to 51%. He said these are deposits of all federally
insured banks and S & L's, only for the purpose of calculating
the deposits cap.

Rep. Ellis asked Roger Tippy what kind of interstate banking laws
do most of the states in Montana’s region have? Mr. Tippy said
from Montana to the east, the laws are similar to North Dakota,
Minnesota, and Iowa. He said that the whole independent bank
movement is more centered in the country, but has never been that
strong on the west coast. Washington, Oregon, and Idaho are wide
open, and usually most banks are owned by a few out-of-state
holding companies. '
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Rep. Larson asked if it were correct that there will be a net
flow of capital assets across state lines if this bill passes?
Mr. Cadby said there is a flow of assets today with interstate
banking. Rep. Larson asked if it would be accelerated with the
multi-state compact out-of-state holding companies acquiring bank
assets from Montana? Mr. Cadby said that was not a correct
assumption. Rep. Larson ‘asked what the tax ramifications will be
for the out-of-state holding companies? Mr. Cadby said taxation
in Montana was changed in 1979 so that all Montana banks
including the system banks are subject to the state corporate
income tax, and were also subjected to corporate income tax on
the securities that they invested in. They are paying taxes in
Montana whether they are an independent bank or First Bank
Billings. He said the banks are paying corporate income taxes
just like other corporations that do business in Montana. The
question was referred to George Bennett who said banks pay a
corporation license tax. In the Appropriation Tax Act, there 1is
a uniform division for income tax purposes which deals with
interstate income, i.e., corporations doing business in Montana
from other states. Currently, Montana banks are headquartered in
Montana and all of their income is treated as Montana income even
though they may have borrowers in other states.

Rep. Brandewie asked if a bank in Montana was acquired by a
corporation out-of-state, and that corporation went out of
business, would the bank in Montana also go out of business?
George Bennett said the failure of an out-of-state holding bank
does not necessarily mean the failure of an in-state bank. He
said there is precedence that prevents that, but it could cause
some problems with in-state banks if it happened.

Closing by Sponsor:

Rep. Barnett closed stating that he had visited with A.J. King’s
brother the night before, and stated that their father was a part
of the compromise meeting. Mr. King had expressed some of the
concerns that he had with the bill, but he would not appear as an
opponent. He said the limitations give assurance that the banks
will not be managed by remote managers who are unaware of
Montana’s needs. Rep. Barnett said in the long run, HB 358 is in
the best interest of Montana. He asked that the committee
members resist any amendments to the bill, and asked for a
favorable passage.

EXECUTIVE ACTION ON HB 331

Motion: REP. BACHINI MOVED HB 331 BE TABLED.

Discussion: None

Motion/Vote: The guestion was called. Voice vote was taken.
Motion CARRIED unanimously. :

Vote: HB 331 BE TABLED. Motion CARRIED 18 - 0.
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ADJOURNMENT
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STEVE BENEDICT, Chair
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Néqy, Secretary
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DATE. (- RF- 97
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Proposed Amendment
House Bill 201

The Montana Small Business Investment Company would like to request an amendment to House
Bill 201 as follows:

Page 38, Section 26, line 14 & 15
Section 32-1-422, (2) (c), MCA,
Current.language:

©) shares of stock in a Montana capital company within limits prescribed by the
Montana Capital Company Act.

Proposed language:

(©) shares of stock in a Montana capital company or the Montana small business
investment capital company within limits prescribed by the Montana Capital Company Act.

Reason:

When the Montana Capital Company Act was amended during the 1991 Legislative
session to create the Montana small business investment capital company, this change in the
statute was inadvertently missed. The change is necessary to allow state chartered banks the
same right to invest in the Montana Small Business Investment Company (MSBIC) that
nationally chartered banks will have. The organizers of the MSBIC expect that a significant _
portion of their capital will come from investments by banks.



EXHIBIT °2
DATE_ /-2 - 93
HE 22/

e i

A. PROGRAM OVERVIEW (Statutes & Objectives)

Mission

- The mission of Montana's Financial Institutions Division and the State Banking Board
is to allocate, through quality management, available resources to implement effective
regulatory programs for the institutions we regulate. Our primary focus is to ensure
the continuance of safe and sound financial practices in state chartered banks. It
follows that the financial services offered by these sound institutions should foster
economic growth, and meet the public demand for these financial services in their
communities. To accomplish this mission, the division and board are committed to
the development of a work environment conducive to high productivity.

Responsibilities

The division accomplishes its responsibilities through several information gathering
sources. However, the principal method is the periodic examination of each state
chartered institution by field examiners. The result of an examination is a detailed
analysis of an institution's condition. The examiner analyzes the capabilities of officers
and directors; adequacy of the bank's policies, capital, earnings and liquidity; the
quality of assets, asset/liability mix; and compliance with laws and regulations. The
examination may indicate conditions ranging from banks with no problems, ones with
potential problems, or to ones with severe and continuing problems. While the majority
of Montana banks are financially sound, some do develop problems. Problems frequently
encountered are large volumes of poor quality assets (usually loans), “that become
uncollectible and are a loss to the bank, poor earnings, an unstable or declining deposit
base, inadequate capital or liquidity and internal control problems.

"Problem banks" usually exhibit an array of problem areas rather than one specific
problem area. The early detection of problems within a bank enables the division
to concentrate its resources most effectively to control or eliminate problems. In
extreme cases the Commissioner has legal authority to initiate formal or informal
actions such as board resolutions, memorandums of understanding, or cease and desist
orders. These documents specify the banks problems, require corrective actions,
and allow reasonable time for correction.

Institutions regulated and examined by the division include 127 state chartered banks
and branches, 3 trust companies, 16 credit unions, 20 consumer loan companies, 86
sales finance companies and 5 private escrow companies. We presently have an author-
ized staff of 13 field examiners, 2 examiner supervisors, and an office staff of 5.
The institutions regulated and examined by the division range from small and relatively
uncomplicated institutions with assets of only a few million dollars, to large and highly
sophisticated banks with assets in the 5 to 7 hundred million dollar range.

The division's authority to regulate banks extends only to state chartered banks.
National banks are regulated by the Comptroller of the Currency. State chartered
banks are composed of two groups, those which are members of the Federal Reserve
System and those which are not. Membership in the Federal Reserve System is a
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matter of choice for each state chartered bank. Member banks, in addition to state
regulation and examination, are also subject to regulation and examination by the
Federal Reserve System., Non-member banks are subject to examination by the FDIC
and this division. The division may examine a bank independently or may be joined
by examiners from the Federal Reserve or FDIC for a concurrent examination.

Authorization
Title 2-15-1803, MCA

Title 31-1-221-222, MCA

Title 32-1-202, MCA

Title 32-1-211, MCA

Title 32-2-205, MCA
Title 32-2-301, MCA
Title 32-3-301, MCA
Title 32-3-203, MCA
Title 32-4-306, MCA
Title 32-5-201, MCA
Title 32-5-403, MCA
Title 32-7-109, MCA
Title 32-7-108, MCA

Title 72-27-203, MCA

U.S.C. Sec.10 FDI Act

Establishes the State Banking Board
Licensing of sales finance companies
Duties of State Banking Board

Examination and supervision of banks
and trust companies

Chartering savings & loan associations
Examination of savings & loan associations
Chartering credit unions

Examination of credit unions

Examination of Development Co\rjporations
Licensing of consumer loan companiés
Examination of consumer loan companies
Licensing of escrow companies

Examination of escrow companies

Reports on prearranged funeral plans

FDIC Improvement Act requires less time
between examinations
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MONTANA STATE BANKING CODE ADVISORY COUNCIL JATE

BACKGROUND

Montana state chartered banks and trust companies are chartered
and regulated by the Financial Division of the Montana Department
of Commerce. The Division currently regulates 86 banks and 3
trust companies with total assets approaching 4 billion dollars.
The Commissioner of Financial Institutions is the Administrator
of the Financial Division.

The bulk of Montana’s banking laws (the Bank Act, Title 32,
Chapter 1, MCA) were written in 1927. Many of the banking laws
have been amended one or more times since then, in an attempt to
keep pace with changes in the banking industry and public needs.
However, no comprehensive review of banking law appears to have
taken place since 1927. Amendments to existing laws occasionally
have created conflicts or inconsistencies with other laws.
Certain laws which are dealt with only infrequently may not have
been amended or updated and address archaic concepts. Coupled
with very rapid changes in federal laws, and changes in other
pertinent state laws (especially the Uniform Commercial Code and
the corporate code) it has become increasingly difficult for
banks, regulators and the legal system to confidently and effec-
tively deal with the Bank Act.

In response to this situation, Governor Stephens issued Executive
Order 34-91 on December 3, 1991, creating the Montana.State
Banking Code Advisory Council. The Council was created for

", ..ldentifying outdated language and requirements as well as
omissions or conflicts in statute that are not conducive to the
proper supervision of state banks." Issues to be addressed, at a
minimum, included:

"(a) Ensuring the powers and duties of the Commissioner of
Financial Institutions are clearly set forth in the Banking Code.

(b) Defining a comprehensive mission and purpose for the
Financial Division as it relates to the regulation and supervi-
sion of state banking institutions.

(c) Ensuring that the Commissioner of Financial Institutions
is involved in the legislative process with the responsibility
for drafting legislation and determining the impact on the
public, the banking community and the Financial Division.

(d) Ensuring that statutory authority is developed to
address the areas where supervision is now lacking but deemed
necessary for the proper supervision of state banks, including
the examination of holding companies, electronic data processing
and community reinvestment requirements, etc."

The members of the Council agreed not to address interstate
banking, interstate branching or intrastate branching.



The Council is composed of 18 members: 6 from the banking indus-
try, 2 attorneys representing both of the state’s banking associ-
ations, 2 accountants, 1 member of the State Banking Board, 2
private citizens, the Commissioner of Financial Institutions, the
attorney for the Financial Division, the Director of the Depart-
ment of Commerce, a member of the Montana Senate, and a member of
the Montana House of Representatives.

The recommendations of the Council have been reported to and
reviewed by the Financial Division of the Department of Commerce,
the State Banking Board and are in the process of being reviewed
by a committee of the State Bar Association. The report has been
submitted to the Governor’s Office and to the Legislative Council
for drafting.

RECOMMENDATIONS OF THE COUNCIL

Most of the recommendations made by the Council are of a "house-
keeping" nature: modernizing language, clarifying duties and
responsibilities, eliminating sections of law that clearly are
obsolete, and correcting conflicts with other laws. Significant
real changes affecting the operation of banks or the Financial
Division include:

-

Section Change .

32-1-211 Reduces from 30 months to 24 months the time allowed
between bank examinations by the Financial Division.
Also reduces from 120 days to 60 days the time allowed
for submitting the completed examination report to the
bank.

32-1-218 Broadens the Financial Division’s rulemaking authority
to better meet its responsibilities and obligations.

32-1-3xx This Part of the law generally governs the formation
and organization of the banking corporation. Wherever
reasonable and prudent, general corporation law will be
incorporated into this Part. A number of existing
sections will be deleted. The intent is to modernize
and standardize bank’s corporate matters.

32-1-412 Increases, to a certain extent, the ability of banks to
borrow money to accommodate the use of repurchase
agreements, which possess characteristics of both
deposits and borrowings; and to allow participation in
certain federal housing programs. '

32-1-422 Gives the Financial Division rulemaking authority to
permit bank investments in certain types of corporate
stock. : '



32-1-432 Addresses long-time problems and misunderstandings of
legal lending limits to ‘borrowers. :

32-1-465 &

32-1-467 Reduces restrictions on bank officer, director and
employee overdrafts and loans to directors or a bank’s
managing officer. Brings state law into conformance
with existing federal law.

In addition to the legal recommendations, the Council also recog-
nized staff retention problems within the Financial Division and
recommended increasing bank examiner salaries and using certain
incentives in an attempt to retain experienced examiners.
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'BANKING CODE ADVISORY COUNCIL

RECOMMENDATION ON BANK EXAMINER PAY

The history of employing financial institution examiners within
the Department of Commerce has been one of frustration and
inefficiency. The Financial Division has been able to advertise
for and employ entry level examiners with little difficulty. The
entry level examiners are usually hired upon graduation in
accounting from an accredited university or college. The degree
they received in college is basically the minimum qualification
required to enter a training period to become a qualified
financial institution examiner. After employment, the division
will spend over $5,000 in direct training costs for schools
administered by the Federal Deposit Insurance Corporation (FDIC)
and the Council of State Bank Supervisors (CSBS). Additional
funds will be spent on travel, meals and lodging. In addition,
this training period greatly reduces the examiner-in-training’s
ability to perform useful examination work for the division and
the financial institutions being examined.

Following this initial training period, examiners spend several
years performing progressively responsible duties in the
examination process. Ultimately, a seasoned examiner earns the
title of "Examiner-in-Charge" and is responsible for the
supervision of other examiners while performing an examination of
a financial institution. Unfortunately, once the examiners have
been educated by the state, their worth in the market place is
such that the state can no longer afford to employ these
individuals. The tenure with the department is typically 2.5
years which is well before the department receives a return on
the training investment cost which has already been committed.

Employees of the Financial Division have opportunities for
employment with surrounding states and with federal agencies
which include the Federal Reserve Bank of Helena, the Federal
Deposit Insurance Corporation, the Office of the Comptroller of
the Currency, and the National Credit Union Administration. The
comparatively low salaries for examiners working for the State of
Montana creates a situation where the state is in many instances
a training program for other states, federal agencies, and
private financial institutions. This diminishes the quality,
effectiveness and timing of the Financial Division in performing
its statutorily mandated examination responsibility to financial
institutions. It also adversely affects those financial
institutions who pay annual fees to the state for examinations.

Banking Code Advisory Councill 1
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Since January of 1988, the Financial Division has hired 17
permanent, full-time examiners to £ill the 15 legislatively
authorized examination positions. Of these_ 17 new hires, 10
remain with the division but 7 of those have been employed for
less than one year. Only two of the existing examiners have been
employed with the Financial Division since 1989. This turnover is
thought to occur because of two main factors -- travel demands in
the job and comparatively low pay for higher level examiners.
These two factors combined result in the loss of virtually every
new employee hired within the first two and one-half years. These
employees leave just at the time they have received sufficient
education and experience provided by the state to independently
perform the examinations.

Because of the turnover in 1991, the Division attempted to hire
two experienced examiners. An advertisement was placed in a trade
newsletter that goes directly to the homes of more than 400
examiners and also to every banking department in the U.S. No
inquiries were received by the Financial Division as a result of
this advertisement and it is assumed that the comparatively low
pay for experienced examiners was the reason. The attached
schedule compares Montana bank examiner salaries with the average
of those paid by other employers in the region. Entry level
examiner positions are similar in pay while more experienced
examiners in the grade 15 and 16 level are paid substantially
less by the State of Montana.

GRADE 14 PAY COMPARISON TO PEER GROUP

EMPILOYER: MINIMUM MIDRANGE . | MAXIMUM
Montana - 1992 $23,587 $28,627 $34,740
Peer Group '$25,305 $30,269 $35,656
Average

Difference -$1,718 -$1,642 -$ 916

Note: The peer group compared in the analysis consists of the states of North Dakota, South Dakota,
Wyoming, Idaho, National Credit Union Association, Office of the Comptroller of the Currency, Federal
Reserve Board, and the Federal Deposit Insurance Corporation. All of the peer group federal agencies use
salary figures for Montana assigned employees.

Banking Code Advisory Council2 2
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GRADE 15 PAY COMPARISON TO PEER GROUP

CXHIBIT 2R

EMPLOYER: MINIMUM MIDRANGE ~ | MAXIMUM
Montana - 1992 $25,694 $31,258 $38,026
Peer Group $29,799 $37,369 $46,803
Average
Difference -$4,105 -$6,111 -$8,777
See Note on previous page
GRADE 16 PAY COMPARISON TO PEER GROUP
EMPIOYER: MINIMUM MIDRANGE MAXTMUM
Montana - 1992 $28,044 $34,199 $41,706
Peer Group $39,323 $46,994 $55,429
Average
Difference -$11,279 -$12,795 -$13,§§3

See Note on previous page

RECOMMENDATION:

1~ 24-93
HZ 200

It is the recommendation of the Governor’s Banking Code Advisory
Council that management within the Department of Commerce be

given the discretion

to;

a) increase the salaries of bank examiners up to the peer
group average in accordance with state policy and law;

b) maximize incentives for experienced examiners through
salary, recognition, and increasingly responsible supervisory and

examination responsib

ilities.

‘ c) .the State Banking Board shall periodically review salary
information and establish the current group average.

Banking Code Advisory Council3
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PRESENTATION OF HB 358
(Notes for Rep. Barnett)

I PRESENT TO THE COMMITTEE A PEACE TREATY AMONG THE VAkIOUS
FACTIONS OF BANKERS IN MONTANA. HOUSE BILL 358 REFLECTS A
COMPROMISE BETWEEN THE MONTANA INDEPENDENT BANKERS, THE MONTANA
BANKERS ASSOCIATION, AND THE LARGER CORPORATE CHAINS OF BANKS.
THIS BILL WILL ALLCW, FOR THE FIRST TIME SINCE 1956, OUT-OF-STATE
BANK HOLDING COMPANIES TO BUY AND OPERATE BANKS IN MONTANA.

ONE OF THE STRENGTHS OF OUR.S&ATE ECONOMY IS THE DIVERSITY OF
BANKS. WE HAVE A LOT OF LOCALLY OWNED AND OPERATED BANKS, AND A
F%IR NUMBER OF BANKS OWNED AND OPERATED OUT OF BILLINGS OR
MINNEAPOLIS OR LOS ANGELES. THIS BILL AIMS TO MAINTAIﬁ THAT
DIVERSITY AS MUCH AS WE CAN IN A RAPIDLY CHANGING WORLD. THE
INDEPENDENT BANKERS CAME TO THE CONCLUSION THAT SOME CHANGE WAS
INEVITABLE, GIVEN THE FACT THAT EVERY OTHER STATE IN THE UNION
ALLOWS SbME DEGREE OF INTERSTATE BANKING AND CONGRESS WAS NOT
LIKELY TO CONTINUE GIVING THE STATES A TOTAL VETO OVER INTERSTATE
BANKING, JUST FOR MONTANA. THE WITNESSES FROM THE BANKING INDUSTRY
WILL TALK AT MORE LENGTH ABOUT THE FEDERAL BANK HOLDING COMPANY ACT
OF 1956 AND ITS DOUGLAS AMENDMENT. |

A NUMBER OF STATES HAVE OPTED TO ALLOW INTERSTATE BANKING ON
A LIMITED AND CONTROLLED BASIS, AND THIS BILL BUILDS ON THEIR LAWS
AND EXPERIENCES. THE TOTAL AMOUNT OF BANK DEPOSITS ANY ONE COMPANY
CAN CONTROL ARE‘LIMITED TO 18 PERCENT, WHICH GRADUALLY RISES TO 22

PERCENT.




; SREENIoE TR eRp e pepees>  THE TOTAL AMOUNT OF DEPOSITS ALL OUT-
OF-STATE BANKING ORGANIZATIONS CAN CONTROL IS LIMITED TO 49

iu PERCENT,W%%%WWM%M MOKE “BHAN

; “FIVE BANKING ORGANIZATIUNS IN-THE SE‘AII}E.) THE REGION FROM WHICH

- OUT-OF-STATE BANK HOLDING COMPANIES CAN COME IS LIMITED TO SEVEN

;. NEARBY STATES WHICH SHARE OUR AGRICULTURAL ECONOMY. IF A BANK

OLDING COMAPNY IN ONE OF THOSE OTHER SEVEN STATES IS ACQUIRED BY
ﬁ, ,N J—A BANK HOLDING COMPANY FROM NEW YORK OR ELSEWHERE OUTSIDE THE
\&

) \/ (jZSEVEN STATE REGION, IT WOULD HAVE TO SELL OFF ANY MONTAN BANKS IT
\
e \{fb\ HAD NOT OWNED FOR AT LEAST THREE YEARS.

THESE LIMITATIONS ASSURE THA’I‘ WE WILL NOT TUMBLE HEADLONG INTO
- )

Y A NEW BANKING SYSTEM DOMINATED BY REMOTE MANAGERS WHO ARE UNAWARE

\ % OF WHAT MAKES MONTANA TICK. WE WILL CHANGE SLOWLY AND CAREFULLY.

v I KNOW THAT GALLATIN COUNTY HAS A GOOD MIX OF LOCALLY .OWNED AND

0

73 REMOTELY OWNED BANKS, AND I WOULD HOPE THAT IT WILL CONTINUE TO

OFFER THAT CHOICE.
i
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HOUSE BILL 358 DATE—L—-—iii

INTERSTATE BANKING i

MONTANA BANKERS ASSOCIATION & MONTANA INDEPENDENT BANKERS

I. INTERSTATE BANKING Authorizes out-of-state bank holding companies, headquartered
in this "Region", to purchase (not branch) Montana banks and Montana banks to purchase
banks in neighboring states.

II. REGION The Region is defined as Idaho, Wyoming, North Dakota, South Dakota,
Minnesota, Wisconsin, Colorado (First Interstate Bank of California grandfathered).

III. SIX YEAR CHARTER Authorizes bank holding companies to purchase only banks that
have existed at least 6 years.

IV. DEPOSIT CAP Limits bank concentration to % of total deposits:

1993 - 18% 1996 21%
1994 19% 1997 & beyond 22%
1995 20%

V. AGGREGATE CAP Limits ownership of Montana banks by all out-of-state bank holding
companies to 49% of total deposits.

VI. APPROVAL PROCESS Acquisitions are subject to review and approval by the Federzl
Reserve. The State Commissioner may enjoin any acquisition deemed to be in
contravention of Montana law. e

VII. DIVESTITURE If a regional bank holding company, e.g. Norwest or First Bank, is
acquired by a holding company outside the region, all Montana banks held less than 3
years must be sold off within 2 years.

VIII. DETACHED FACILITIES The number of authorized detached teller facilities (drive-
ups) 1s increased from 1 to 2 in Billings, Great Falls, Missoula, Helena, Butte and
Bozeman.

EFFECTS OF BILL

A. Interstate financial transactions are a fact of life and needed in a world market
by some Montana businesses.

B. Preserves and protects locally owned independent banks (there are still 12,000 banks
in the nation).

C. Keeps Montana in step with the rest of the nation (48 states have had interstate
banking for years).

D. More access to capital for lending and economic development.

E. Greater flexibility in designing financial packages to meet specialized needs of
individual businesses and consumers.
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BEFORE THE COMMITTEE ON BUSINESS & ECON. DEVELOPMENT
MONTANA HOUSE OF REPRESENTATIVES

Re: House Bill 358

Mr. Chairman and Committee members, I am Roger Tippy, attorney
and lobbyist for the Montana Independent Bankers Association (MIB).
The community bankers of MIB support this legislation before you
today, not because it will improve the structure of the banking
industry in Montana but because it will manage and control the rate
of change to that structure and no action by the legislature this
year might subject that structure to more rapid change and
concentration of banks.

For 37 years, the acquisition of banks in Montana by bank
holding companies in other states has been held in abeyance by this
provision of federal law, known as the Douglas Amendment to the
Bank Holding Company Act:

[The Federal Reserve Board may not approve an interstate
acquisition” of a bank unless the acquisition] is
specifically authorized by the statute laws of the State
in which such bank is located, by language to that effect
not merely by implication.

For 37 years, as Montana communities and their economies grew, new
banks were chartered to meet new needs for banking services. We
eventually came to have over 150 separate banks in Montana, each
governed by its own board of directors and responsive to the needs
of the community. Community bankers see such a decentralized
structure as good, as a positive benefit to the economy and as a
stabilizing influence. The failure or mismanagement of an
individual bank cannot shake the entire economy of a state when
there are many small banks. Today, we have less than 150 distinct
banks by virtue of the merger and consolidation law approved by
this committee and the legislature in 1989.

More changes are afoot than just consolidation, however. Over the
years, one state after another has opted in, within the Douglas
Amendment framework, to the interstate bank acquisition mode. You
have heard it before and it is true: 49 states now allow
interstate banking in one form or another. Montana is indeed the
Last Best Place, but in this regard it cannot remain the last best
place forever. Congress seems increasingly disposed to modify the
Douglas Amendment, and our information from our national trade
association, the Independent Bankers Association of America, is
that such modifications are very 1likely to be enacted in this
Congress, by 1994. One possible scenario is that full,
unrestricted interstate bank acquisition will be the norm unless a
state opts out of such a system.

MIB therefore drew up a proposal, and then came to the bargaining
table with the other elements in the banking industry, with the



idea in mind that we would present you with a bill to opt in, with
limits, under the present Douglas Amendment, and to opt out, except
within those 1limits, if the Douglas Amendment changes. The
bargaining was spirited and intense. The compromise which emerged
allows a bit more interstate bank acquisition than we would have
liked, and no doubt allows a bit less acquisition than the other
elements would have liked to see.

Representative Barnett has presented the main points of the
compromise: a regional limitation, asset limits on any one bank
holding company's acquisitions and on the aggregate acquisitions of
all out-of-state holding companies, and a limited divestiture
formula. All these ideas have been borrowed from other states who
have ventured cautiously into the arena of interstate banking.
They have been approved by the U. S. Supreme Court in a 1985
decision interpreting the Douglas Amendment (Northeast Bancorp. V.
Board of Governors, 472 U.S. 159).

Limiting the direct acquisition authority to holding companies
headquartered within a region of nearby states is a feature of some
17 states' laws. Our bill also requires reciprocity from the other
states within the region; all seven states on this list should
qualify as reciprocating. It is certainly possible that this list
might expand in future years: the Minnesota legislature began
interstate banking with just four states and has gradually amended
that- law to where it now names 14 states. For now, we urge you to

~

enact the bill with the seven states named. .

The bill recognizes the possibility that a bank holding company in
one of those seven states might be taken over by or merge with
another such company outside the region. The compromise language
says that if the formerly regional bank holding company held a
Montana bank for at least three years before it became a non-
regional holding company, it can keep that bank. If the period of
control was less than three years, it must divest itself of the
Montana bank. It has two years to make the sale, a provision we
borrowed from the Arkansas law.

The two sets of asset limitations apply at the time of a proposed
acquisition. They do not limit natural growth beyond these limits.
The Federal Reserve applies other factors, a complicated formula
known as the Hirschfield-Herfindahl Index, in deciding whether a
proposed acquisition would result in too much market concentration
in a given community. In our view, the Fed's formula could still
allow three or four holding companies to acquire all the banks in
the state, and asset caps are a means of maintaining a greater
degree of diversity than that.

These limits are to be applied by the Federal Reserve. We conceded
the point that state agencies did not have to conduct separate
hearings; that the application and opportunity for hearing before
the Fed was enough administrative procedure.
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Small agricultural corporations, with ten ot
fewer employees, partucularly want thus excmp-
tion because they have s $20,000-per-payroll
quarter threshold. By including corporui of-
ficcy in the assesamem, the payroll tueshold
is frequently exceeded by small farms and
ranches in Montaa, thiereby providing an added
cxpense 1o doiny dusiness.

Prupnoents say unemployment susance is
something whuch umadler, cloacl: held tanuly
corparatuons do Wt want and never use
Ay icultural corporationy arguc that U ex
penaes can add dramatically to their Sosls,
I ese proponents also suy this proposal wauld
be a pusitine sp Jorward in unproving the
husiness siunate in Montana,

Oppaoncnts suy that such an excmption would
hiove a substamiial fiscal impact on the ata'>
upemploy inent wrust fund. In addition, they con-
eny that enforcement of this ¢xsmpuion wouid
be custly wr the sww's Ul agency.

ENVIRONMENT
Federal vs. State Regulations

& Should stae agencies be piohihited from

i enating envipowanental rides wod regulauon,

st would be mare stringent thian existing
federal rules and regulations oo the same
subject?

TYes ‘ONo T Undecided

1.5—7'&1‘3/‘93 ?15.-—
Background: Enavironmental issues will be im-
porut smigll-business concerns n 1993 as
Montana seeks 10 implement new lederal laws

pX]

on air Qquality, water guality, and hazardons™ |
wastw, Federal laws dictute certain requuemenss
o small business, but st complunce luws can
exceed federal regulations.

Proponents argue that ;1 agencies, prodded
by environmental acuvists, often set sticted
standards than federal requirements, which are
very expensive and burdeusome to small
businesses. They say this undermines the intenut
uf the tederal laws. panicularly in a staie such
as Montana w ith himited resqurces. These pro-
ponents coutend that while stricter stale laws
migiu be appropriate fir major poliuting staes
such wa Cairfornia, they are unnecessury and 4
kind of “overkill” in swates such 4s Monuana.

Opponents say federal standards do not ad-
dress specific envirommental issues that are
unique 1 Montana. These upponents argue that
Moutana needs o proiect it nanursd resources
in order 1o prevent the state fron. becomuny like
the lurger siates thut are now experiencing én-
vira-, nental grises.

GENERAL BUSINESS

9, Should legistation he passed that would
allow vut-uf-statc holding companics to ac-
quwe and-oc open instate banks and operate
them as branch banks?

€Y% 1 No O Undecided

‘5%, ‘349" £ &
Background: Currently, any holding company
owning banks n Mununa must be head-
quanered in the state. Out-of-state comparnics
cannol owa branch bunks within the state,

2

2=
/- [}
“Would shange this system.

Proponenis argue uict Momang’s banking
syslem b antiquated. Thes say (at <oy
Muntiana ! - Out-of-state beanch bank:ny wola
pruvule mure conven ence dind 4 vaniery o pro.
fessional banhiny servicoy W cituetingss, pai-
tenlarly 10 swall busiueises o satler

- COMIMUNILIES,

ln addition. proponents araue 1hat bisis. hing
could offer more wop natcued 1 nanicay plans,
addiional sources O nungy | leray and o Ouns-
tng expertise, and newer npes of el ted seor-
vices, such as brokerage, insaiance, o0 L.Nan
cial planning. They point ouLUial v 0 14 ies
are aow wvailable unly to those cur. arery who
ke therr banking busine . uut of luew. com-
munity banks,

Opponents argue that hipaer banks are not
necessanly betier banks for local cue.. niinttiey
and small business. They cluim thal braschung
would give ultimate control ot Mo udatia Dalti-
ing to out-of-state interests, which covid .nrel
Montana moncy & Ow-of-Late invesunsnis {p-
ponents also vontend that Joval personai . k-
ing relauonships wauld be o1 w0 anll
businesses., as emphasiy was placed on bicher-
Inerest consumey fuans and Credit vai, uedead
of smail-husiness loans. .

Opponents also e that brancho, would

open the door te. consolidutcd Cotpitag Ly

returns for out-Of-Stal comanies, Wi N Jouhd
reduce Monuna revenue. |: addirion. tney siy
this proposal would aHow Norwest Buirs and
First Bank Syst€ms 0 ciose <ulil v porite
headquarters in gillings and ruuve them +» Min-

A bull that will be wntroduced in Junuary jneapolxs. which would result in the fuis af jobs |

COMMENTS
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STATEMENT

OF
A.3. KING
ASSISTANT VICE PRESIDENT
OF THE
VALLEY BANK OF KALISPELL
BEFORE THE
HOUSE BUSINESS AND ECONOMIC DEVELOPMENT
MONTANA HOUSE OF REPRESENTATIVES

ON

H.R. 338

INTERSTATE BANKING BILL

JANUARY 28, 1993



MR. CHAIRMAKN AND HMEMBEERS OF THE COMNMITTEE. MY NAME I3 A.. J. KING
AND I REPRESENT MANY INDIVIDUAL INDEPENDENT BANKERS AND CITLZENS
CF THE S5TATE OF MONTANA. I Al HERE TODAY AS AN OPPONENT OF HOQUSE

BILL NO. 358.

AS A GRADUATE OF THE UNIVERSITY OF nDNTANA, I TOCK A CLASS CALLED
MQﬁTANA AND THE WEST, THE TEACHER WHO TAUGHT THE CLASS IS NOW
SENATOR HARRY FRITZ. IN THE CLASS [ LEARNED ABOUT THE RAPING OF
OUR STATE’S PRECIOUS METALS, OUR GREAT GRASS LANDS AND MANY OTHER
ASSETS WHERE LARGE OUT OF STATE CORPORATIONS CDNTgbLLED STATE
ASSETS AND STRIPPED THE STATE OF ITS RESOURCES. HOUSE BILL NO.
358 WILL OPEN THE DOOR FOR MORE OUT OF STATE SYSTEM BANKS TO
CONTROL MONTANA AéSETS. EVEN THOUGH THERE ARE LIMITATIONS IN
THIS BILL LIMITING OUT OF STATE OWNERSHIP AND CONTROL OF BANKING
ASSETS TO 45%, YOU CAN BE ASSURED MONTANAN‘’S WILL BE THE LOSERS.

PEOPLE OF MONTANA WILL LOSE JOBS AND THE STATE WILL LOSE NEEDED

YALUED TAX DOLLARS.



YOU GCAN BE ASSURED IF THIS BILL IS PASSED MANY OUT OF STATE
SYSTEM BANKS WILL BEGIN TRYING TO PURCHASE THE INDEPENDENT.BANKS
THROUGHOUT THE STATE OF MONTANA.  CURRENTLY, THESE INDEPENDENT
BANKS ARE OWNED BY LOCAL SHAREHOLDERS, HAVE LOCAL DIRECTORS AND
ALL TAXES ARE PAID TO THE STATE OF MONTANA.  THE PURCHASE OF
THESE INDEPENDENT BANKS COULD 1IN TURN LOSE THE TAXES FROM
DIVIDENDS, DIRECTOR’S FEES AND PROFITS. BECAUSE THIS BILL IS A
COMPROMISE THERE ARE OBVIOUSLY INDEPENDENT BANKERS IN FAVOR OF
INTERSTATE BANKING.  MANY OF THESE INDEPENDENT BANKERS FAVORING
THE BILL, WANT THE BILL TO PASS FOR THE SOLE PURPOSE OF PROVIDING
A BROAD MARKET OPPORTUNITY FOR SELLING THEIR BANKS. THESE
BANKERS ARE ONLY THINKING OF THEMSELVES. KEEP 1IN MIND, MONTANA
DOES NOT HAVE A SIZEABLE POPULATION AND MONTANAN’S DO NOT HAVE
NEAR THE CAPITAL THESE LARGE GCORPORATE BANKS HAVE TO PURCHASE
BANKS. THE WINDOW OF OPPORTUNITY FOR EMPLOYMENT, PROMOT LON AND
OWNERSHIP WILL BE LOST FOREVER. IN ALL PROBABILITY, THE
INDEPENDENT BANKERS SELLING WILL MOST LIKELY TAKE THEIR PROFITS

FROM THE SALE AND RELOCATE TO ANOTHER STATE, LIKE NEVADA, WHERE

N
po -
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THERE IS NO STATE CAPITAL GAINS TAX. I - _ALS0 DOUBT THESE
INDEPENDENT BANKERS CARE ABOUT WHAT HAPPENS TO THEIR FORMER

EMPLOYEES AND CUSTOMERS. ﬁONTANA LOSES AGAIN.

IN KALISPELL,. WE HAVE BOTH THE FIRST INTERSTATE AND NORWEST
BANKS, SYSTEM BANKS5, CONTROLLED BY LARGE ouT OF STATE
CORPORATIONS, WHICH ARE 1IN THE PROCESS OF 'CONSOLIDATING THEIR
OPERATIONS, THESE BANKS NOW APPEAR TO HAVE THEIR MAIN QOFFICES,
B?OKKEEPING, ESCRQOW SERVICES, LOAN PROCESSING A WBLL AS DECISION
MAKING LOCAfED IN ANOTHER AREA. IN THIS CDNSOLIDATIdﬂ; KALISPELL
HAS LOST 13@ JOBS. THERE SEEMS TO HAVE BEEN A MUCH LARGER LOSS
OF JOBS .IN MISSOULA, GREAT FALLS, BILLINGS, BOZEMAN, HELENA AND
BUTTE. NATIONWIDE, CONSOLIDATION EFFGRTS THROUGH LARGE CORPQRATE
BANKS HAS CAUSED THE LO5SS OF 56,393 JOBs TQO DATE. THROUGH
CONSOLIDATION AND THE CONVERSION OF A BANK TO A BRANCH, A SYSTEM
BANK ONLY NEED A BRANCH MANAGER AND A FEW EMPLOYEES, MAINLY
TELLERS, IN THE OLD LOCATION. THE BRANCH DQES NOT NEED VICE

PRESIDENTS, ASSISTANT VICE PRESIDENTS, CASHIERS, ASSISTANT



CASHIERS OR AN OPERATIONS CFFICER, COMPYTER OPERATORS OR
OPERATIONS DEPARTMENT. MANY COMMUNITIES ACROSS MONTANA COULD

LOSE A NUMBER OF THEIR BETTER PAYING JOBS.

A5 THE BANKING INDUSTRY 1IN MONTANA REMAINS STABLE, MANY OF THE
LARGE 5YSTEM BANKS HAVE HAD THEIR PROBLEMS WITH FOREIGN LOANS
AND OTHER TYPES OF LOANG. IN OUR STATE, WE HAVE WITNESSED SYSTEM
BANKS FAILURE TO GENERATE LOANS TO INDIVIDUALS EMPLOYED AS
%OGGERS, FARMERS AND CONSTRUCTION SOLELY BECAUSE THESE SYSTEM
BANKS DECISiONS ARE OFTEN THE RESULT OF PROBLENM LOANS GENERATED
IN OTHER STATES. SOME OF YOU HAVE LINEs OF CREDIT AS YOQU ARE
WORKING.CITIZENS. IMAGINE YOURSELVES WALKING INTO A LAHGE SYSTEMNM
BANK AND BEING TOLD BY THE OFFICER THEY WILL NOT RENEW YUOUR LINE
OF CREDIT BECAUSE THEY ARE GETTING QUT QOF THE FARMNING AND

RANCHING LENDING BUSINESS.

AS I SAID BEFORE, I AM A SECOND GENERATION INDEPENDENT BANKER AND

I AM ALSO A FORTH GENERATION MONTANAN. I PLAN TO STAY IN BANKING




UNTIL MY RETIREMENT.  BEING A MONTANAN I AN_VERY CONCERNED FOR
THE WELFARE OF OUR PEOPLE AS WELL AS MYSELF AND MY FAMILY.  YOU
AS REPRESENTATIVES ARE ELECTED BY THE PEOPLE OF MONTANA. [ WOULD
ASK, IS THIS BILL REALLY GOOD FOR MONTANAN’S? I WOULD HOPE YOU
WILL RECOGNIZE IF THIS BILL PASSES WE CAN LOSE VALUABLE TAX
DOLLARS, JOBS AND THE COMPETITIVE CHOICES CURRENTLY ENJOYED BY
OUR CONSUMERS. IN ADDITION, SYSTEM BANKS DO NOT ALWAYS HIRE FROM
THE MONTANA POPULATION AND OUR NMONTANA  SCHOOLS OF HIGHER
EDUCATION. MANY SYSTEM BANKS UPPER MANAGEMENT DID NOT GROW UP IN
THE STATE OF MONTANA OR ATTEND ONE OF OUR COLLEGES OR
UNIVERSITIES.  YOU ALL HAVE SONS AND DAUGHTERS AND, THEIR WINDOW
OF OPPORTUNITY MAY BE MAY BE LOST SHOULD THEY WISH TO STAY IN

MONTANA TO WORK AND PROGRESS IN A COMMERCIAL BANK, THE

OPPORTUNITIESA FOR OUT LOCAL OWNERSHIP CQULD BE TREMENDOUSLY
DECREASED OR ELIMINATED. I ASK YOU TO JUST DO ONE THING, DO YOUR
JOB FOR THE PEOPLE OF MONTANA AND VOTE AGAINST THIS BILL. THIS
BILL IS JUST ANOTHER WAY THAT MONTANA’S PRIVATELY QWNED ASSETS

CAN BE SOLD AND CONTROLLED BY OUT OF STATE CORPOEKATIONS. WE ARE



THE ONLY STATE WHICH DOES NOT ALLOW INTERSTATE BANKING. TODAY,
IDAHO HAS FULL INTERSTATE BANKING AND ONLY 24 BANKS. IDAHQO HAS
THE SAME POPULATION AS MONTANA. MONTANA STILL HAS 145 BANKS. I

HOPE YOU WILL SEE YOUR WAY  CLEAR TO REPRESENT THE PEOPLE OF

MONTANA AND VUTE AGAINST HOUSE BILL NO. 358.

WITH MY TESTIMONY I AM SUPPLYING A LETTER - FROM MY FATHER, AND
SEVERAL OTHER CONCERNED BANK EMPLOYEES REGARDING THIS BILL. VE
wOULD ASK YOU WOULD READ MY FATHER’S LETTER TO SENATOR ED KENNEDY
AND THE OTHER BANKERS BEFORE YOU REACH ANY DECISION ON THIS
BILL. AT STAKE IS THE FINANCIAL WELFARE OF MONTANA AND A LARGE

GROUP OF MONTANA CITIZENS. THERE ARE OTHER BANKERS IN THIS ROOM

WHO WILL FEEL THE SAME WAY I. WE WOULD BE HAPPY TO ANSWER ANY QUESTIO
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BOX 48 - FAX  406.756-9120

AJ. KING - MEMBER F.D.L.C.
VICE PRESIDENT ' KALISPELL, MONTANA 59901

January 21, 1993

The Honorable Ed Kennedy

Montana State Senate

Helena, MT 59626

Dear Ed:

Vhen last we visited, I advised you that the Montana

Independent Bankers, Montana Bankers Association and the out of
state owned and operated chain banks have reached a compromise on
a bill which would provide Montana with an expanded degree of

interstate banking. I was a party to the compromise effort;
however, as I stated to you, I came away feeling that the loser
would Dbe Montanans, Montana consumers, Montana individuals
employed in Montana’s community owned and operated independent
banks and the State of Montana. For the life of me, I cannot
visualize how moving 1into interstate banking, whether it be
through interstate ownership of unit banks or._ interstate

branching can be of any advantage anywhere or to any*individual
or organization which calls Montana its home.

In as few words as possible, I will make an effort to try to
explain my reasoning for opposing any change of our Montana laws.
I will start first with Montanans as individuals.

(@) Acquisition of banks by 1large out of state owned and
operated holding companies are for profit. Personal employment
opportunities for - Montanans wishing to <continue  living and
working within the boundaries of Montana in individual branches

~will be limited to the position of branch manager. A branch does
NOT need Vice Presidents, Assistant Vice Presidents, Cashiers,
Assistant Cashiers or an operations officer, computer operator or
an operations department. (local operations will be largely the

~responsibility of the Head Teller.) Most branches have their
accounting on-line in a computer center located in a faraway
place, probably out of state. Supervisors are primarily order
takers inasmuchas they will take 1loan applications, fill out
financial forms and direct the faxing of this information to a
centralized decision maker, also located in a faraway place. 7You
do not need a qualified bank lender in any of these positions.
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In this manner, a great deal of operating costs can be limited by
owners. On site expensive officers charged with credit line
decision making capabilities are not required. The managing
officer, which was formerly a president, is now <charged with
opening and <closing the ©branch, seeing that all tellers and
secretaries arrive at work each day and that these individuals
are replaced should performance be lacking. A branch manager is
not a high paid individual and will not be  paid anything
approaching the management salary scales in a local unit bank.
Like the manager, advancement within the workplace can be limited

or eliminated.

A lot of this ©boils down to jobs. Believe me, jobs in
Montana are important. Important to individuals as well as the
tax dollars they generate. Nationwide to date, the consolidation
of the Banking industry has caused the loss of 56,595 jobs. In
Kalispell alone, we have 1lost 138 jobs so far through the
consolidation of First Interstate and the Norwest Bank. Montana
as a whole has 1lost a great deal more in Missoula, Great Falls,

Billings, Bozeman, Helena and Butte.

. . It seems to me, an expanded consolidation in the hands of
the larger,. more affluent, corporations, will have an on-going
impact on Montana job opportunities in the field of banking.
Remember, there are few bank presidents in Montana 'working for
out of state chain organizations who are graduates of Montana’s
university system. Keep in mind, ©banks generally hire a large
number of young married women as well as many single mothers.
Many of these jobs are at stake.

(2) Montana consumers wishing to establish a line of credit
will find that they may be required to deal with an individual
which is not knowledgeable of their personal position, business
or assets. The individual responsible is a servicer required to
fill out the proper forms. Forms to be faxed to an unknown face,
the decision maker, often located out of the area, and unfamiliar
with what makes your community function. That individual’s

decision is final.

(3) Escrow services and individual institution’s safety and
soundness are not the responsibilities of those in charge of the

branch.
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(4) A branch office does not need to be designed for full
service banking. The main office, wherever it may be, will
probably be large, beautiful and functional. Your branch in your

community may well take on the appearance of a service station.
Your county tax base covering schools, roads, police and fire
protection will ©be affected accordingly. The corporate savings
will accrue to the bottom line of the parent and taxed in the

state of ownership.

(5) Finally, can you tell me of any Montana individuals who have
made a sizeable stake by investing in an out of state holding
company? I cannot, although I am sure there are a few. On the
other hand, I can give you the names of a number who have been
successful investing in Montana owned and operated community

banks.

Now, let us consider how the State comes out? Does the fact
that banking 1is consolidated in the hands of a large corporation
guarantee huge loans which will create jobs? Does the large bank
guarantee there will be ANY 1loans made in Montana to Montana
Corporations or individuals? Remember again, a Montana owned and
operated community bank can only be successful by making loans
available within its county of residence or its immediate trade

area. )

Is Montana’'s tax structure 1in place to guarantee that
Montana bank earnings accruing to out of state ownership will
not be consolidated with out of state operating losses and/or
loan losses or be impacted by the desire to continue expansion?
A fact of record, large multi-bank corporations generally earn

one half to one percent of assets. Individual unit banks, such
as Montana’'s community banks, will earn one to two percent on
assets. Taxes accrue accordingly. Keep in mind, this law
transfers bank asséets to the large out of state holding companies
based on the fact that deep pockets usually prevail. Is Montana

ready and able to sacrifice this tax revenue to out of state
entities?
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By the way, 1f all of this turns out to be a financial loss
to Montana, - has . there .been any effort made to require that
ownership of Montana’s banks become available to be returned to
Montanans or Montana corporations should out of state ownership
attempt to merge or be acquired by another out of state entity?
History has demonstrated that once our banks are sold, they only
become available to mega money center institutions capable of
acquiring their total organization such as Seattle First National
to the Bank of America, Rainer Bank to Security Pacific, Puget
Sound to Key Bank of New York. There is no provision in this
bill or any other to require individual facilities be made
available to Montanans and Montana corporations on a "Right of
First Refusal" basis. Once a bill like this is in place and the
legislature has not provided a mechanism, future "Montana
ownership and taxable resources are lost forever.

In a final analysis, what is the real purpose behind the
bankers placing such a bill in the hopper. Obviously, there are
out of state bank corporations located in Montana who wish to buy
banks and expand their branch system. Since the Montana owned
and operated banks have the right to expand in this manner, their
support has to be based on their wish to create the best market
available to sell. To these individuals the future of Montana
people as well as Montana cannot mean much. h

Ed, as I told you here in Kalispell, I first was active in
fighting branch banking in 1962. For thirty years, off and on, I
have regularly traveled to Helena to testify against the out of
state ownership of our ©banking system. During that period, I
have taken the opportunity only once, along with 90 Montanans, to
charter the First Security Bank of Kalispell some 18 years ago.
Since I was part of this compromise I will not be back in Helena.
I can only hope you and your colleagues will sincerely have the
best interest of Montana at heart when you consider this bill.
Our consumer service, tax base and the future opportunities of my
children, yours and all Montanans who may wish to consider
careers in banking, is at stake. But there you have it. IF
THERE ARE NO ADVANTAGES FOR THE MONTANA CONSUMERS; THE STATE OF
MONTANA OR MONTANA'S BANKERS WHO WISH TO LIVE AND WORK 1IN THIS
STATE, WHY ARE WE DOING THIS???
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The compromise which-was crafted has three issues which need
protection:

L. Out of state ownership of Montana's banks will not
exceed 50% of the state’s banking assets.

2. State reciprocal interstate acquisition agreements will
not be entered into with any states other than Idaho,
Wyoming, North Dakota, South Dakota, Colorado, Minnesota and
Wisconsin. Protection must he in place to prevent a New
York corporation from buying a bank in one of these states
and using that bank to expand into Montana.

3. The bill includes the provision the Montana elects to
"OPT OUT" of any federal interstate legislation requiring
any form of interstate banking and/or interstate branching.

Have a good session and many thanks for vour interest,

Sincerely,

124
.1, King

-

JK:vm

P.S. lLid, on page 52 in the December 28, issue of Business Week
is an article strongly indicating the concentrated assets held in
Europe’s Mega banks appear to he in serious trouble. Likewise,
many of our USA money center financial institutions have
experienced major on-going problems. The concentration of
banking assets provides a mechanism which concentrates risk far
beyond anything that has occurred in the Savings and Loan fiasco.
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To The Business or Finance Editor:

U.S. Banking Consalldation: 56,555 Lost Jobs

» December 11, 1992 - Coral Gables, Florida, Bauer Floandal Reports, Inc., a rescarch firm that
specializes in amafyzing the performance of backs, thrifts and cedit unions, reports that the nation’s
banks & thrifts reduced their work fores by 36,595 employees during the ane year period eading June
30, 1992,

In compiling the data the firm csmbinad employment data on both banks and thrifts, by stace, to
reflect the shift in employees fram the thrift ladustry to the banking industry - through the manmy
acguisitions during that period. “This loss of jobs represents the net cffect of the cansolidation of the
backing and thrift industries,” said Paul A. Bauer, peesident of the research firm.

The states with the highest number of lost banking Jobst New York - 15,674, Florida - 9,855,
Texas - 6,162 and New Jersey - 4,531, In some cases, such as Florida, although the keadquasters for
thc bank bas meved to a different state, the employee remaing in that state. That loss, however, is not
reflected In a corresponding gain. Much of Florida’s loss should show up as 3 gain in California or
North Carolina. Yet, Cafifornia posted a net loss of 2,682 jobs. North Carolina lost 281 backing jobs.

Employment data on specific banks, states or regious is available to members of the press by
calling Paul A. Baner or Xareg Docway, Dircetor of Research, at 1-305-444-3125. To expedits your
request, we suggest you FAX ic to: 1.305-441-0691
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‘Jack the Ripper’

ACEO for New Era |
Prospers by Practlcmg
Tough Art of ang

A Minnesota Bank, Makes
| " No Apology forthe Mlsery

Pmk Shps and Tlssue Boxes

-By CHRISTINA DUFF

MINNEAPOLIS — Some of the..most
sought-after corporate chiefs these-days
are men -like John F.. Grundhofer; me
chairman of First Bank: System Inc. -

As a manager,. Mr. Grundhofer bears
little resemblance to the. conglomerate-
‘builders of .the 1960s, the team players of
the 1970s or the financial engineers of the
1980s. His nickname, *‘Jack the Ripper,”
loosely suggests his specialty: firing peo
ple. "

Since Mr. Grundhofer -unpacked ms
bags here.three years ago, he has ordered
the dismissal.: of

the work |
Afraid  the’
hearted , Minneso-
tans. he'd . retained
would - -
-sneak their .former

force

list, using Sacial Se-
curity. numbers, to
keep fired ..
ployees . from .re-
turning. “I'll do whatever I have to do,
however Draconian,” the 54-year-old exec-
utive declares. *‘Shareholders are looking -
for someone to protect their livelihood. You
have to manage tough to survive.”

Under Mr. Grundhofer’s management,.
First Bank's share price has risen to
$27.375 from about $14 on the New.York
Stock Exchange. (On Friday, the company
agreed to buy back 900,000 shares in a
private transaction; the price wasn't dis-
closed.) The company's net income was -
$178 million in the first nine months of
1892; it was $1.9 million in all of 1989, the
year before Mr. Griindhofer took over.

John F. Grundhof

John Grundhofer Sal vages'

Srqff Reporter of THE WALL STREET JOURNAL .

. 2,000 First Bank em- °
- ployees, or 20%. of

soft- . .

somehow -
colleagues. back-in, - .

he even devised. a -
computerized black: -

em- . -

OunLanoo, FLoripa

ad - . . . e —————
“First. Bank is one of the greatest
turnarounds .in banking history, " says, J..

. ~dchard yederick: ....a.Momgar::emSecur
ties analyst” Mr. Grundhofer “dida’ spec-,

tacular job of taking expenses from high
levels to low levels. . . . How refreshing.”

" Not evéryone, however. has been & fan,;
Few of those employees given. pink: slips.-
will defend Mr. Grundhofer s management‘
style. .
A New Kmd of Hero A

* What has happened at Flrst Bank‘ is |
emblematic of the hard psychological-ad-*
justments that havecattended the white-
collar recession. About 2.8 million white- |
collar. workers.lost' their jobs in the five i
years-ended January ‘1992, by the Labor .|
Department’s latest-count, and legions 1
more have been fired -or laid. off:since.. ’
Citicorp has' chopped 13,000 white-collar: !
jobs. Sears, Roebuck & Co. is axing nearly .:
48,050. At least half of the 25,000 jobs-that |
International Business Machines: Corp‘;"-’
will: cut “this" year -are' expected*to be’
white-collar ones. Besides. instilling wide-'
spread dread tn a work force accustomed to

‘r‘w-,. )

job . security, " the - strategy:=of profitss! | -

through-firing is creating-a new and curi-<
ous model for managers the axman” as
hero. « el
“A-lot of: CEOs in the last few years
have gotten ahead by acting Iike butchers
when they come into.a crisis situation,”
says James O'Toole, executive director of
the University -of - Southern California’s
Leadership Institute. And some who have
resisted that role have found themselves
out of work. General Motors Corp. pushed-

out Chairman Robert'C. Stempel partly -

because he couldn’t bring himself.to fire:
his colleagues. Even while the- troubled:
auto maker posted gargantuan losses, Mr.:

Stempel® favored - early-renrement offers
and other buyout packages. * i

Coodoonmandd

In a management specxalty that often- -

calls as much for. brass-as- for vision,:.
experts say, a track record .is especially
important. -*You need (to be] someone -
with the courage to take,lonely’ actions
because you're going to find yourself with-
out a peer group,” says.Jeffrey Sonnen-
feld, director of Emory University's Center
for Leadership and Career Change. "'Few
companies will put someone in who's un-
tested."”

““The Greater Good’

““Mr. Grundhofer came from Wells Fargo
{ & Co., where slashing jobs had been a
religion. ““You've got to be able to (fire
people] or you won't be around,” he says.
“It’s for the greater good.” He often tells
the story of a First Bank shareholder who
came to him in tears, distressed by the
stock's low price. *“It only furthered my
resolve” to fire people, he says.- - -

Still, he isn't insensitive to the misery
of mass firing. “You ought to go to a-
psychiatrist if you like it,"” he says. When
he is troubled, Mr. Grundhofer says, he
talks it over with his wife. Outdoor sports,
especially fly-fishing, help him forget. (He
says he cried all the way through ‘A River
Runs Through It,” a film about a father
and two sons who fly-fish together.)

Mr. Grundhofer doesn't- find himself
distressed by the unpleasantness at First
Bank as often as one might think, because
he leaves the actual firing to others. He’
decides how many people need to be
trimmed from each department — some-
times entire departments are cut — and

Please Turn to Page A4, Column 4 .~
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*Merrifteld, who lost-her job as a bank vice

. {3broductton. thing,”!
s {ormera personnel . official. .When firing
Jtime came,’ ber Job was to accompany a
'.menagerlnto his.department, expiain the
~and,:when.. needed, |: -
L ’l‘hmfoutntlssue,rmme.l days -she did

Sher!;getting off. the, elevator, would .send,*
] Gﬁredbenker blurted out ** *Oh my God, it's-
lhusband. ‘I've done enough.’.” she says.,
aShe'left\t.he bank in June-1990. "+
| snlmost seemed:t0-ask for the-Grundhofer

¥ Géorge > Dixon “called ‘First” Bank “**The”

ﬁEnterprlse" and steered the ship on a
i, ;naggnel slending binge that led to big

' that/went*bad." All the while, costs’ were

;man’and chief executive in January 1980,

)bunklnr isn't entirely a gentleman’s busi«

iiovaner; a dellnquent borrower, opened fire.
- The bullets missed, but the incident helped
persuade. Mr. Grundhofer to go beck to
‘+school for 2 masters in (inance. -

¢ st e+ ®

J ackfthe R1pper

By Spemahzmg in Firing. People :

‘ * { Early Influences...,

0 -.' Continued From First Page
then‘leaves ‘the: execution-up to the man-
agers.xf‘l don't want to" usurp" thelr au-'
_thority:he says.t e 7

+ =*1t'Is this remoteness, &s much as any-
thlng. that leaves some people he has fired |
. shaken'to the core. **No one was trying to ’l
help*Jack understand lne‘lmponance of
“what we'were" performing,’ says Diane

‘president in March 1990, She says she and
‘her' colleagues’ were told‘to-be at their
desks-at 8:00 one morning, and as they sat
there, 'several-of them were called into a
room, one at 8 time, and fired. *'It was sort
of like bringing- sacrificial lambs to the
slaughter,’* Ms, Merrifield says.
. -+ Ron Iverson, lired that same March
: from his $100,000-a-year job as a marketing
imanager, never even met Mr. Grundhofer.
2 “Because he's so remote, it's easy to
assume he’s just an S.0.B.,” says Mr.
-Iverson. who is now a substltute teacher
maklng $70 a day. - .
’ ‘The Angel of Death’

~V«Faor a while after Mr. Grundhofer took
overr {iring “did become aimost & mass-
says Mary Melbo, a

Z.severance kpacka
do:.ens. of:firings: Soon;the. mere sight of -
Tadremor;around;the floor;. One soon-torbe-:

zel, of-Death’) upon: sighting Ms.il
elbo.4~That.day [ went home and told my,:

e mm‘
wmmsank .a’.regional - bank-noldlng
mpany-with' operations in seven'states,,

streatment;¢In: the 1980s, then-Chairman-

|Gises:iThe next chief, Hamm's.beer {fam<
ly-sclon D, H. Ankeny Jr., presided over a
muitiblilion-dollar bond-market gamble”

“high:‘A chastened board of directors found
QMr. ‘Grundhofer and appeinted him chair-
5% Mt Grundhofer learned early on that
'ness."About 30-years ago, working as a
dclerk:for-Unton. Bank of Los Angeles, he
,wur,lrylng to. repossess a car .when its

talked out of L.\,
*A'Test of Mettle ' """""‘ o
i MrY ' Grundholer " acknowledges “that’

CEO: Prosp\ers

| tlon to yourself is considered In poor taste.
As he describes-his 3,000-bottle wine cellar;

e “"J

~Thesonof a bartender and a maid, he
struggled more than many of his contem-
poraries {n Glendale, Calif, .*'We showed
-him how" t0-make -ends.-meet,'%-says-his
,81-year-old . mother, Laura  Grundhofer.
She recalls how her eldest son:took, her..

-~¢-\.

hands when -his «father, -also;-John,-had - : .

lnllen {1l and:wastbeing administered the. .
last rites (he. recgvered)..“Wa won't:lose,
oury house,” -
“Wa'll work together to help put{siblings]
Joan and Jerry through school.” He was"
worklng in a-dry-goods store at the time,.
His parents say-those years heiped -
mold Mr. Grundhofer Into & tough: busi-~
nessman. “He daesn't mess around; bust-
ness is business,”, says ‘his '82-year-old
father with a raspy laugh. The: elderMr.:
Grundhoter,” who eventually worked' his
way up to steakhouse manager in Cailfor
nia! passed on‘to*Jack this family’ canon:
Do your job well, but remember. You can
always be replaced.” " e
It wasn't hard to- remember. ®Jack
Grundhofer saysshe fired, his- first em-
ployee as a 27-year-old reglonal vice presi-
dent at Union Bank, It wasn't that trau-’
matic. It was my job. There was a cause,”
says Mr. Grundhorer, who has never been
{ired himself. - 2

Lessons of Wells Farg‘o -. J3ay veeginia
He learned more about llrlng at:Wells
Fargo,:where he went. to \work¢asz an
executive .vice- president-in.1978.;;Under
Chairman Cari Reichardt, Wells~Fargo
popularized the notion that simply.cutting
costs can be an effective business strategy..
On:;May-~30,91986,.the -day " Wells;Fargo

bought Crocker National Corp. and-imme- |

diately. fired 1,600 managers,Mr.. Grund-
hofer.was on hand. Because of the aggres-

,slvet;cost-cuttlng. Crocker Natlonal: was

one;of the most- successlul bank acqulsx-
tlons ever,.. iy
7The:logistics. of flrlng when. where.

'door open, door closed = don t much mat-

terj Mr, Grundhofer-says, 'as long as you
don’t ‘drag ‘it out.”"Of*course,’ the "best
planning-won't: stop the’ tears “It'ajust
part of the process,'™he says, * You hope it

_doeen t get out of hand."

> Before {Iring someone, he makes sure
his resolve |s strong. “It's-an unnatural
act.”* ho says. *You'va got to firm yourself,
‘Any haltway decen: person can eully ber
R

when'peopie are fired'en masse,-merit is
sometimes overlooked: *‘When :you:have

: layotfs, thera's some very good people who
-end.up’, being fired; he says.:'You don't
4 alwaysiimake ( the right: decision :about
'lndlvldual people There's no way.! that you-

can.” i .
Though Mr Grundho(er leaves the llr
ing to others at First Bank, he hastens to’
defend his record, saying "'I've done it lots
of times" in the past. Besides, he says, as_
chief executive it's important for-him to
know if a subordinate can handle the job.:
“If youcan'tdo it {fire people], thenIdon't:
need you," Mr. Grundhofer says.. : - . :
. Hewwasted..no .time -at: First: Bank..
Besides firing 20%.of. its. workers, he
-knqcked off high-risk lending and focused
on marketing' loans and services.to con-
sumers- and_small business. The'stocky
executive, 'who walks with’a -strut’ and

- bears'a startling Itkeness to Wayne New-

ton without the mustache, oversaw many

{ loan approvals himself, “I{ youcametome
1. with somethlng llloglcal. l’d beeLyouup....
1 e SRYBatkymatr i} it gosbiian WL re

“.. Mr/)Grundhoter’s fast-talking, ln-your-
face “style..didn’t- endear  him . to; many,
Mlnnesota. where calllng at!en- .

-16-year-oldi Jackitold ~her...;

made: to resemble something he:saw in
France, a- publlc-relatlons assstant-fid-
gets ERL Uy g bk

Compared - witht"' Minnesotans,- "he
cusses 4 lot more, He boasts a lot more, He
starts a lot more sentences with the word
‘L"That's ‘just-not“the way‘it's-done up
here," says a former First Bank executive,
* fired days after Mr, Grundhofer-arrived.'

l < t'There - is. a.n-Mlnnesota-nlce." Mr.
Grundhofer says,"trying not to sound con-
descendlng. At tlmes you have to deal
withitore oo st b i

¥ Mr Grundholer beganstracklng {lred
employees by-Soclal’ Security number be-
cause-some of them, it seemed, wouldn't
stay fired. They'd get rehlred lor a post
somewhere else in the bank. '

Emotions ran high as the llrlngs contln-
ued. byt sometimes there was no shoulder
to: cry ton. Qne- day:-'in late 1990, the
personnel office was’crowded with weep-
Ing- pink-slip * recipients, But - Louise
Routhe, a personnel officer normally de-
signated to talk people through their firing,
had just gotten the ax herselt. eccordlng to
' peopls int the department. y

Folled Abduction % ~ 4"
. nOne morning in.November 1990, after
the worst of the bloodbath, Mr. Grundhofer
‘was.kidnapped. After, the. executive had
.wheeled, his Mercedes Intg First. Bank's
parking garage,’a well-dressed,’ mlddle-
"aged man confronted him with a gun.,Mr.
Grundhofer. switly, knocked it away. ’rhe
two wrestled on the garage floor, but.the
assailant regained. controi. and{orced Mr
Grundhofer.to drive, out.of; mwn.r R
. ..Durlng lhe drlve. theindnapper fas-
teried jt0-the chalrman's . wristiwhat, FBI
agents now. believe-was.a, fake bomb, and,
-ordered him to call his secretary on- the car

BT PR,

S TN

< When¥ they reached‘e«wooded. area qin
Wlsconsln. the abductor’ ued 'Mr. ‘Grund-
hofer’s hands, taped.his mouth and forced
»him to climb'into a sleéping bag, Tying the
chairman to a tree, he told him to “try to
’ zet some sleep’and left with the car, °
_The- chalrman -told+the: FBI:that the
abductor had’ ':more than a ‘passing knawl-
edge about Mr.‘Grundhoter, his {amily and.
First Bank," says Nichoias O'Hnra} an FBL
‘speclal azent. "We' Te- looklnz at  ex-
‘employaes’*} 'people'with'a possible anl-
-mosity toward Mr, Grundhotar,''='e #~» *
Mr. Grundhofer escaped and walked to
a farmhouse. No ransom wes paid, and the
case fs' unsolved“}n 2 lineup,. Mri'Grund-
hofer pieked out 4'maxi who wasn! "' First
Bank’ employee' there'wasn t enough evl

. ‘ TR , »
Salarles Frozen;: g S
** Mr. Grundhofer and the other. top exec:
utlves have: frozen their salaries*over the
~past three years.:-He-has a‘base salary of
$525,000, and on top of that'he had bonuses
and' other- payments -totallng $755,119 In
1991, He also has-‘stock: opdons worth an
)lndlcaled $§3.3 millfon, i&temy Vot
o4 Mr. Grundhofer travels'be pert: Flrst
+ Bankbrinches’byscorporateet:l! Lican't
justlfy\the cost'.‘.’—lhe'conlesses);‘and now
- uses a-limousine’ with a-bodygudrd. But
‘his office is a shrine to austerity: of modest
-size, with three plants he-pajd for himsell.
+*And ‘we’ water-.them-ourselves, don't
we"" he’says to his secretary,;.;;” : ¢~
‘When First Bank moved.jts" headquar-
ters into’this. building:last spring, execu-
. tives found they didn't automatlcally have
ofﬂces ,wamng"for rthem.:Anyone who
*wanted:sone ; had:'to “make-#a s case. .in
YWriting.: Few, dared.""'rhey- knew-:{'d.put
Jaeme through sthe;, grind,” ‘the;ichairman
*seys. ‘Now,='only:about* sarpeople who
proved: they needed privacyihave offices,
down from about'400 belore.lhe.move T
“7%iThe others, like’ Intérnational banklng
“head "John'S.C.”Leavitt,"sit’ In cubicles.
Framed by the cloth-covered dividers, Mr.
Leavitt recalls his old office: the big desk;
‘the credenza behind it; bookshelves along

el

phone:and ask’ for ia,$3. million " ransom,

r

one wall: the conference tableTged by

chalrs.*'It was an adjustment for all of us, -
learning the courtesies of being: ln a cube'
environment,” Mr. Leavitt says.:: atiol
* Mr.: . Grundhofer > also . elosed Fust "
Bank's cafeteria. and - executive. dining.. i
-room.-“We're not | l.he Testaurant. busi-;;
ness,’” he-says.’ -ine. o mghaatai Lo,
~:The {iring has slowed now,.but lt will
continue. First::Bank:recently: acquired:
Marquette Bank Minneapolis and said- lt.,;I
will cut people whose jobs overiap. Several (., ”
recently fired First Bankers now work au. <
Marquette, and it isn't far-fetched to.think".<Y
that some of them could end up dismissed;
by Mr: Grundhofer twice, «t it ovida)) ‘vl
" It wouldn't be the {irst time such a thing.
has happened. Mr. Grundhofer recalis., 3
{lring 2 man years ago at Union Bank, e.nd* it
then (iring him again: as: a- Wells Fergo....
executive during the. Crocker mkeover..
*“The poor guy." he says. "

T— R '™
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Gathering Steam

As National Banking
Nears, Mergers Sweep
Across Slale lmuh s

Major hulvpvml(_‘nls Dwindle,
Foreing Some Lo, Deade
Whether to Buy or Sell

Laocal Businesses Are Frelling

Ny SreveN L e Al Cranae
Statf Hepnrteretof 1o War, St v Jovnwsar,

There's a new ok o the merper
wave washinge across the banking indus-
tev. U not fust consotidation of banks in
the sime cities, 1's an agpressive push by
larpe Fegionsd hanking companies o ex-
i their sphetes even wider by acgnir-
lng big out of stade banks and becoming
dominant players in uew inarkels.

In recent miondhs, the targest banks in
washington, West Virginiy,. Indtana and
Arizona have been acquired by hnnklug
conpuitles headyuariered [ar away,

Wihtile (liese deals amnd o dozen or so
olhers this year are bringing into focus the
banking companies that aspire (o operate
mttlonwide, Lhey alsoare putling jressare
-on hundreds of other big banks (o step up
(heir own acyuisition strategies. Now,
some business leaders and state reguiators
fear that coninunities will he hurt.if key
decisions an lending and lueal char lues are
mude (rom afar.

Jockeying for Pasition

“The ruee is on for market shiare,”
savs Bdward Apnunzhido, an juvestient
banker o charge of fnanelnd Institation
mereers at Menitl tyneh & Coo AS the
hnproving economy kes sone banke
lonn portfoilos seent Jess visky, “hanks nre
Juckeying for the coming world of nulluu
wide banking,” he adids,

With a serles of acquisiiions in Mlchl- .

“gun and nenrhy stntes, Duntel Smith, for

instance, hus bullt what had been a stdgy

Hitle hank fn Kalwmazoo, Mich, into a
regrlonnd pinyer with agsels of $19 biillon,
o Nuw, the chaioman of First of Amerlen
“Bank Corp. views {he currenl wave uf
“Interstate bank mergers as both.a big
s opportunity and a bit of a threat.

On the mie hand, Mr.
“uopossihility of breaking ont of (he
Midwest for diversifieation,” Clting such
far-fiung stales ns Arizona and Caltlornin,
he ndds: *Distance is no real factor,”

Bul he nlsu reatizes''that - diytunce
might not-deter another bank {rom trying

to Ity Flrst of Amerlen, Though Fwe dow’ N;-n-;s.
und he prefers to
remain independent, e ays that in the,

have an offer in hand™

Inferests of lis stockholders he keeps his
lines of communieiition open 1o posst-
ke Didedors, ““Vhat's alwiys an oplion,”” he
weknowledpes.

Nutlonwide leinking 1S comling vven
Hioiph repent of e Metudden Act's fong-
stidbigy ban o ik expapsion acrogs
stade Mies stifh 1s betnye debaded in Con-
gress, Federatly sanetioned  nationwide
Davirking wonld atlow the compinles to save
muney by running out of-stale unils undey
the sane (g, withoul the cmrent nol

gunee of dupllende aeeounting systems,

Smith sees”

Y

C
A
i
t

Right now, acyulsitive hanks enn jump’
state lines heeause of deals that Individual
19R0S, “Sales of tronbled banks by the
state DMdders - a key reason that New
Hampshire, {or example, hasn't any lacge
independents with mnre lh.m afew blllhm
dodlars tnassels,

PPrices High

Accelerating the tremd are Iofty sale
ptices. The market value of the 10 largest

Top 10 Bank Denls in '92 '
s :
- p

Banc Onn Valley Hationai $1,241.8
N0 Bancorp N0 T 312.0
."“”l.’ - 1t mnla l;ﬂﬁ-a--
Keth;r—p_« ’ l‘u.qr‘! "-mmd__-—“—-l.!ﬂl.ﬁ‘
»ﬁnml.{g):r_;y Ten Raacshares —7350—
BancOne ey Cetwion . 557.4
i!-nulmun'x Sun\Vest JJF
ﬂr_s_l_sﬂys;_;sank Shaies lnc,’ 2473
Tirst Bank Sys. Western Capital 159.7
FIestTN Nat'l tHome financial 148.3
Sowrce: SNU Sectmiies, st deals are pending.

denls announced so fnr this year, ali for
-more than S100 miilion, already exceeds $6
billlon, Jaccording to SNI Seenrities, 2
Chariotfesville, Va,, reseaceh Gem, in the
vorresponding period a year ago, only
thiree deals topping S0 miklon had heen

imnounced, and the top 10 toty, led only $1.4

hillion. Moreover, the ratio of the acquist-
Hon price Lo bouok value of 1hose acquired
banks jumped to 1,85 from 161,

Barly this month, Bane Oue Corp. of
Cotumbus, Ohin, announced the purchuse
of Key Genturion Baueshures, the largest
hank fin West Virginia, just six weeks afler
ngreeing -to buy Valley National Corp.,
Avfzom’s largest and last indepentdent
bapk, tn Florida, Rernett Banks Inc., and,
First Florida Banks tne. joined forees fnst
maonth, leaving that state, ke Colornsdo
and Oregon, with only mne large Indepen-
dent, In Texns, the troubled Flrst City
Bancorpof Texas (ne, I8 expeeted to he sold

©with government assistunece; that would

lenve Cullen bFrost Bankers fne., n $3.1
billton Institution, as the only lnrge hlde- :
pendent In the state.

Hut concern Is growing in smtes and
communities where banks have heen

stiles rm with earlt olher, mostly in the.

f(‘dm'\l govermnent tso are open o out-of-

I ALl LTR \V/\I. Warmneniton

huught out, Some stale regulators and local

leaders worty that vut-of-state banks will
siphon awny deposits amd earnings' and
diministy the funds going hack into local
lending ' and ' charitles. Distant holding
companies "really aren't tin lhie busi-
ness of malntnining a relntlonship with
sl businessmen,”  says  arbara
Walker, Colorado’s bank commissioner,
That's what happened tn Texas alter
moest large locd hanks [ailed and were
taken aver by oulslders in the mid- {98is,
some bankers say. "They just didn’t have
as much at stuke tn puiting the regzion out
of recession,” snys Robett Mahoney, a
senior vice preshdent at Bank of Doston
Corp. He helleves New Dngland has a
better chance of recovering now than
Texis did i the 1980s becnuse several
major  banking Institntions,  including
Bank of Boston, Fleet Finaueial Group Ine,
and Shawimut NaUonal Corp., are hend-

quartered In the aren and recopnize the
need o lend money lo ensure cconowle .

vevivnl and thetr own well-hetng. 4

Hul the biggest Impact ol ail the horder-
hopping is to spur additional consalidation.
Frank Anderson, a banking analyst at
Stephens Tne, In Little Rock, Ark., notes
the pressure on Colorado National Bank-
shares, the .last remaluing large ‘Inde-
pendent in Colurado. "“Thelr competitors

have been acqulred, ami when that hap--

pens, it's awfully hard to remnain indepen-
dent,” he says.

Many chile{ executives of banks: ‘with
assels of $1 billlon to $10 bitllon wonder
whetlier {hey can go head-lo-head agninst
the ‘big' new- regionals. Expinining the
decislon to sell Valley Natlonal, Richard
Lehmann, its chlef executive, told analysts
that the Arizona bank was too large o
operate as a8 niche player and loo small o
becuine & regional bank.

Other executives kunow how he feels. If
they don‘t acyuire a nelghboring bank to
galn market; share, an out-ol-state rival

" might. And [{ they hope to remain Indepen-

dent, they have lo grow to superregional
size by Juining the acquisition derby.!
Nutivnwide Players '

All the sction Is putting in {ocus the
iineup of nationwide players. Some 70
years sfter BankAmerica Corp. founder

AP, Glannini dreamed of creuting a na-

tonul network of-banks, Liis heirs in BofA
manngemedt. run a sprawiing emplire in
many Western states and Texas, and they
have considered bldding for troubled Insti-
tutlons ln Clileago und New England. Shni-
larly, Bane Oue's chairman, John McCoy,
lias created a nelwurk stretching from its
Midwestern stronghold to duminant [ran-
chises in [ast-growing Western states.
From " the'* East, ' KeyCorp 1s’.sprend
across the Northern tler-of the couniry,
including its.recent acyuisition of Puget
Suund Bancorp, white NatlonsBank !s tak-
lugia domlnant position In ihe Southern
tler and Mid-Allantic states. Including
banking, consumer {inance and morlgage
operations, Miungesola's - Norwest Corp.
has nearly 1,7 Hces {nn 49 states.
While these nre'perhaps the nngriest
U.S.~banks, a douzen or su uother strong

reglonals also ure pushing into new mar-:

kels. They Include First Bank System lnc,
in Minnespolis, Bontmen's Bancshnres
Ine. In St Louls, U.S. Baucorp in Oregon,
PNC Foaneind Corp. 1o PHtsburgh and
IFiist Fldelly Bancorp, In New Jetgey. in
addition, Cailfornia’s First Tuterstate Bog-
eorp has teamed up with Kohlberg Kruvis
Raberts & Co,, which hiokls a 9.9% stake in
e conmpny, o seout for nequisiiions,

r
1
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Gathering Stcam: As Nationwide Banking Nears,
Mergers Cross .SLLLC Lines, Al)smb blg Independents

Although the swrge by bank mergers is
remtniscent of the Inkeover craze among
ingustrinl companies In the 1os, the hip
difference Is ihat few of the emeent bank
denls are hostile, And fow e for ensh.
Typieafly, the swftor banl’s high stock
price makes it ensy to persuade a tnrged
bank's maseigement and heavd to negol
nte a stock swap, One exeeptime: Clneln
nntl's Star Bane Corp. s rebufled i
$1.2 bilfon bid from Hs eross town rival,
It Thied Bancorp, In Apedt, I Thivd
hasn't ruled out n hostile tender offer,

Also unitke inany bank mergers in the
mid-1980s, the current wave of consolida-
tlons is “not driven by wanting to plant the
{lag In every state,” says Philip Dufl, of
Morgan Staniey & Co. Acquiting banks
now are paying more attention in profit-
uhility than mere stze.

Changing Economics

And the economics of many deals today

differ from those of Intramarket mergers,
which increase profits primarily through
cost-cutting. Interstate denls ean wring ont
sume costs, but they are mainly predieated
on the abllity to expand the parent’s
financial produets through the new bank’s
enstomer network and to widen the cus-
tomer huse with the parent's muscle. Boal-
men’s Bancshares, for instance, expects
its recent purchase of New Mexico's Sun-
West Flnancial Services Inc. to enable L to
expand Hoatmen's profilable trust bisi-
nesy as well as consumer products,
Communily leaders across the conatry,
however, ire worrled. They fear that the
money might not be available when they
need to fix up a jocal park, build @ new
wityr on amusemnn or fund United Way.
“We're lusing hendquarters operations
in banking and ofl and gns in Denver,”
suys Bonnte Downing, a fund-raiser for the
Denver Musenm  of  Natural  History.
“What that means Is the declsion-making
un charity moves from a mote personil
network of people (o having to deal long
distance. That makes {t more difficuit.”
Ilowever, she has yet to see evidence that
out-of-state banks have cul ofl support.
An even grenter worry is the pussible
dnmage to lotal companies. Denver, which
Is unusually dependent on sinall busi-
nesses, pot iis-first taste of oul-ol-state
ownership when. Flrst Interstute..Corp.
bought American National Bank'in the
19708 and then First National-Bank of
Denver in the early $980s. In.1989, First
Bank System bought Central Banks, the
state's fourth-largest bank, And ln- 1991,
Norwest hought United Banks of Colorado,
the state’s largest. followed quickly by
Bane One's still-pending deal to buy Alfili-
ated Bankshares,
Now, state hunk regulators sny they are

'kagn elmdv"(u--nnnr rr mlu ealls from
Denver businessnien that have lost close,
fongstanding (s with loeal baoks and
have beeti turned down by merped institue
tinns, The new banks “want 1o he con-
smer banks” rather fthan serve smafl
husinesses, savs Ms, Walker, Colorade’s
bank eommpissiner,
A Dentist's 'oblems

The bankers disagree, buf the expert-
enee of Ronald Yiros sugeests there §s a
real problem. 'Uhe Denver deniist, who
started his practice 20 years apo, banked
with United Banks of Colovadn, where his.
business included a line of credil, numer-
ous mortgages and about 10 separate ne-

i connts, But In the year {ollowing the bank's

acruisition - by Norwest, he had three
dilferent loan officers, none of whom, he
says, understood his linancial needs,
When Dr. Yarns's loan on his vacation
home in Vail matured, he was told the bank
no longer.dld business in Vail, He belleves
decisions were no longer made by his loan
Jofficers, but by a commitlee or by someone:

" In-another city. The bank also cut his line

of credit, telling him his debts were tov
high. That made o sense, he says, be-
cause “the oniy thing that changed in jny
financlal situatlon was Improvement,”
Though declining to discuss Individuni
cases, Juhn Nelson, chief executive of the
new Norwest Colorado Ine.d says cus-
tomers aren’t “lndiscriminatei}” dropped.

"1t we have a lepitimale husiness-purpose

loan, and it's continting lo genernte earn-
ings and Is In compliance wilh agreements
made and current {n payments, they're not
gettng kicked out of the bank,”

-Dr:-Yaros decided to switch to Belearo.
Bank, a small communily bank owned by o
local industrial couglomerate. [{e says he
likes his new bunk. “Last month,” he says,
"we put a new computer systemn In. | just
called . . . and sald I needed $40,000. Bang!
The check was there.”

Such banks, usuaily under $1 billion tn
assels, are Lenefiting from these moves.
“We have lots of appiications coming lo us
from FBS [First Bank System| and Nor-
wesl,” says Fred Artes, a vice president at
Unlon Bank, o small bank in Denver,

Commiissioner Walker also fears that

. the money-now: coming Into’ Coloradu will

-eventually.get funneled out of the stale"

under-qut-of-state ownership. And a con-
{roversial ' House DBanking ' Committee
sludy issued in March charged that 40% of
multistate" bank lwiding companies do
draln {unds lrom stales where they aren’t
based. As summarized by the Conference
of State Bank Supervisors, the report
showed “the level of commitment to tend-
Ing and development fn o host state s
controlled by the parent company.*

ll.lnkwq lmwvvm ,argue that the qnmll
and midsized  compitnies are just the
hustuess they want, "“The highest spread
we can pet Is on o loan in a smaller
matked,” savs Norwest Colorado’s Mr,
Nelson, “Ow bread and bufter is not
inuithmilion doliar oans o Fottane 500
comrves, 1S Main Stroet 1.S.A.7

Acaquisitive baoks suely ns Bane One
amd KevCmp olten velaln existing man
apers and ditectors, helping to preserve
commmnily ties. And “i some sinail town
needs o (e teuek, we'll finance i,
says Willinm Dougherty, execullve vice
president 4t KeyCorp.

The effects of bhank mergers ou the
availahility of credit to small businesses
liave canght the allention of the Justice
Deps iment, Ladely, 1t has been requitving
merging banks to spin off some overlap-
ping sectors to preserve compelition in
constuner and business services. It also
has hroadened s delinition of “con-
centration” In a market to nclude small-
husiness lending. But there isn't any clear
mathematleal formuln on whether a
merger would raise antitrust Issues.

In any evenl, the department isn't
Itkely to {ight geographic expanston deals
In which the acquirer wanls to enter
new markels ruther than add lo existing
market share. In fact, Us concern nbout
local commpetition could tp the scale toward
regionnl and national acyulsitions rnther
than “In-marketl" mergers.

Eventuadly, the next wave of bank
comsolidations could see acquisitions of the
current crop of acquirers by even-bigger
banks or mergers among regionnls o
crente a truly nationgl bank, While muny
chiefl execullves sny they want Lo sty on
the buyer's:side of the negotlating tuble,
banks such as Flrst of America could [ind
thelr nequisition plans {itlng hand-in-
glove with a larger bank's sirategy, in a
sort of ecologlcal food chain fur banks.

Bank and thrift managements that tra-
ditionally wanted independence or were
aequirers themselves are rethinking that
strategy In view of the rich premilums
neyuirers are paying. Financler Ronald
Perelman has been building First Glbral-
tar Dank [SB, a Texas thrift, [rom the
ushes of the savings-and-loan mess, but he
knows « seller’s market when he sees one.
His Investment buukers are sald o be
fjuielly peddling the thrift for $700 milllon
to $900 milllon. A spokesman [or Mr.
Perebman declines to comment.

The ncyuisition game is “going a lot
fuster than what mnny people had antlcl-
pated,” says Gall Rogers, an lnvestment
banker al LP. Murgan & Co. "Banks who
we never would have lhuugm of selting nre
selliog or lhlnkmg ul)uu( H
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ROPE RESULTED

Co. and Financiére
Crédit Suisse First Boston
to help it restructure the in-
dustry, It's also “trying to
assure creditors that all ob-
ligations will be met in due
time,” says Bo Lundgren,
Fiscal & Financial Affairs
Minister.

Even as economic condi-
tions deteriorate, Germa-
ny’s high interest rates are
denying many banks the
opportunity to improve
profit margins and ease the
burden of carrying problem
loans. Not only is the reces-
sion dampening loan de-
mand but banks are also
! having a rough time mak-
ing a profit on their mas-

IT’S EUROPE’S TURN
TO BAIL OUT THE BANKS

RS

A deepening recession and high interest rates have lenders seeking aid

megabanks were the models of

triple-A financial strength and
rock-solid stability. Not any longer.
Stubbornly high German interest rates,
deepening recession, and a worsening
real estate market are battering lenders
from Stockholm to Sicily.

One after another, bankers in many
countries are trooping to their govern-
ments to demand bailouts and other
emergency aid. Even the ones that
aren’t seeking handouts are hunkering
down as profits dwindle and bad loans
mount. Warns Robin Monro-Davies,
managing director of London credit-rat-
-ing agency IBCA Ltd.: “Loan losses will
go up more than anyone thinks, and
they'll go up fast.”
soLrep. Europe's banking mess may fi-
nally push the Bundesbank to cut inter-
est rates. If Germany's central bank
doesn't budge, all of Europe will feel
more pain. Property prices are sure to
fall further, and lending will dry up. The
resulting credit crunch could mire Eu-
rope in recession into the mid-1990s. Sev-
eral European countries, desperate to
spur growth, have been shaving interest
rates. But that has done little to prop up
their financial systems or boost lending.

The squeeze is prompting some banks

For decades, Continental LEurope's

_already led governments to take on a

to shrink money-losing retail operations
and order layolfs. In addition, many
lenders are seeking state aid, threaten-
ing to bloat government deficits. As
much as $20 billion of French lenders’
$60 billion in property loans have gone
sour. So in mid-December, the banks
asked the government for tax relief and,
possibly, credit guarantees.

But in Scandinavia, rising losses have

life-support role” in most of the region’s
big banks. The Swedish government has
taken over banks that control 25% of the
industry’s assets, and, on Dec. 10, Skan-

' SOME BIG HEADACHES
FOR EUROPE'S BANKERS

" BRITAIN Big banks may take loss provn- ‘
sions totaling $7.3 billion - : :
. FRANCE Nonperforming real estate loans
. soar to $20 billion - )

. GERMANY Steelmakerchckner—Werke s
~ bankruptcy jars hanking system . - - ;

. ITALY Weak balance sheets th

- vatization pluns ' : e
SWEDEH Govemment takes aver two of.

sive portfolios of government debt.
Banks finance part of these portfolios °
with short-term borrowings. But short-
term rates, now around 9.4%, are nearly
two percentage points above the yields
the banks are earning on 10-year bonds.
Worse: yet, losses are rising on exist-
ing loans. Lenders were joited on Dec. .
11 when steeimaker Kldckner-Werke,
with debts of $1.7 billion to Deutsche .
Bank and others, became the first ma]or !
German company to declare itself insol-
vent since 1982. Deutsche Bank's operat-
ing profits for the first 10 months of |
1992 were already down 5% from 1991 |
levels. And even before Kléckner's fil- '

| ing, Deutsche CEO Hilmar Kopper had .

indicated that he would make new and ;
“substantial loan-loss provisions.” :
Even Switzerland is seeing banking
strains mount. Geneva real estate prices
have fallen as much as 40% recently, and .
Moody’s Investors Service Inc. has
stripped Swiss Bank Corp. and' Crédit |
Suisse of their triple-A ratings. Hans |
Kaufmann, head of research at Zurich's l
Bank Julius Baer, figures that as much l
as 15% of the $120 billion of mortgages
banks issued since 1987 may turn bad.
As a result, money-losing smaller re-
gional lenders are being swallowed up at
a rapid clip by bigger rivals. Around the
capital city of Bern, for example, the
number of such lenders has fallen by
half, to around 30, in 1992 alone.
Heavy loan-loss reserves, which were
supposed to decline around Europe next
year, could stay at peaks for some time.
A “quite dramatic” deterioration of Ger-
many’s commercial property market,
says BHF-Bank Managing Partner Heinz-
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Gernot Reiners, will eat into Frankfurt'

bankers’ profits. Britain’s recession and
sagging home prices will force the na-
tion’s four big lenders—National West-
.minster Bank, Barclays, Midland Bank,
and Lloyds Bank—to make $7.3 billion in
provisions for 1992, estimates Goldman
Sachs International Ltd. analyst Rod
Barrett. French banks have already
socked away $4 billion in reserves,this
year.

In 1993, the slump could claim more
casualtxes Italy’s plan to privatize
banks, beginning with Credito, Italiano,
the country’s sixth-largest, could . go
awry. [talian industry is suffering its
biggest slump in two decades. The re-
cent $12.5 billion bankruptcy of state-

controlled industrial holding company
EFIM left Italian banks holding the bag
for-an undisclosed sum.

A similar scene could unfold Yn_

- France,Legislative elections next. March

are-expected to oust the country’s So-
cialists, Until recently, bankers expected
that” would accelerate privatization ef-
forts. But falling profits will likely push-
privatization on the .back burner. Con-:
cedes ‘a manager at Crédit Lyonnais:

“QOur balance sheet would never permit
it.” For stressed-out European bankers,

getting those balance sheets.” back; in .

.;.f Fo

shape will ‘be priority No.1.. &

By Bill Jave{skz in Paris, with John
Templeman in “Bonn, John Rossant in
Rome, and William Glasgall in: New. York.'

history, and the royal family,” says Pe-
ter Hennessy, a professor of contempo-

_rary history at Queen Mary & Westfield !

College
* Thenithere’s foreign ‘tourism. Brxtam

'draws -about 18 million visitors every

year, and they spend a total of about $10
billion. What's the big attraction? Royal-
ty-saturated sights such as medieval cas-
tles, horse-drawn carriages, and Beefeat-

er guards. Alan Jefferson, international |

marketing director for the British Tour-
ist Authority, shudders to think of what
would happen to tourism if there were
no royal family. “Britain’s appeal as a
destination would be much diminished,”
he says.

" NIXED mMEDIA. There’s no denying snob
‘appeal, either. A century ago, retailers

" lunoticed that consumers like: to-buy prod-

-ucts that Buckingham Palace considers
good enough to stock. Thus was born

the Royal Household Tradesmen’s War-

, | rants Committee. The group decides

"} which companies and products get to
. "4 bear the royal arms and the phrase, “by
U appointment to Her Majesty the Queen.”
1 Companies clamor to get on the list
| which now numbers about 700 and in

cludes Harrods department store - and
the Guinness brewery. Each company

.| can boast that it has been a trusted sup- £
.| plier to Buckingham Palace for at least =

three consecutive years.
Naturally, the British press jumps on

' "every coming and going of the royal
famlly London’s 11 daily newspapers,

for example, have given wide
play to royal dalliances, and

1. dwindling number of advertis-

portunities aren't lost on.the

photographers from her wed:
ding, then charged newspa-
pers $1,100 per snapshot. .
‘Some may think that the
dysfunctional” royal ‘family
has' cheapened the currency.
| But Nedtron’s Lovett says it's
| just the opposite. When he
travels abroad, more people
are aware of, and ask about,

have to endure months of
painful. introspection about

Italians are more ‘likely : to
evict the Pope.from the. Vati-

abolish the monarchy.”. - -

their motivation is not just 2
voyeurism.. They .are in a @&
fierce struggle to. attract a

ers in Britain’s longest reces-
sion in 60 years. Market op- ¢

“royal family, either.’ Princess-

Anne recognized her value to m
the press when she banned &

.| the royal family than ever be- g
. fore. -True; -the British will &

/-1 the monarchy’s future. But in g
the end, says Hennessy, “The ¢

can than the British are to g

- By Paula Dwyer in London i
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